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i will like too call to order the austin city council work session on austin energy rates.

The first item we have up for discussion is the 2011 audited finances.

We'll have a presentation from austin energy staff.

>> Good morning.

We're going to load the dlides, then I'm going to turn this over to anne little.

>> Good morning I'm anne little haven't of finance and corporate -- vice-president of finance and
corporate services.

The agendatoday is -- starts the remaining decision points from work session 1 through 4.
| think where we |eft off was on the general fund transfer.

Would you al like to start with that?

| do have one slide on that.

We can just move through each of these.

We have the gorped transfer, the energy efficiency and solar goals, fund, the customer assistant
program and then the request was to compare 2009 test year to the 2011 fiscal year.

[09:10:00]

Then we have a discussion on al systems sales adjustments and then if we have time, we -- |
think last time it was decided that we would continue on into rate design.

>> Exactly.
>> Okay.
On the -- before we move on, | do have aslide on general fund transfer.

The energy efficiency question | think was should the energy efficiency costs be relative to the
dsm goal, if so, what would the funding mechanisms be.



On customer assistance programs, | believe the question was we need to spend some time on the
program design, but | think the first decision would be whether we assist 20,000 customers,
40,000 customers, or gradually build up to that goal.

| think maybe energy efficiency and the c.a.p.

Questions may need to be deferred until the rate design, since the funding mechanism is a piece
of that, but we can come back to that after the gft discussion.

Okay.

The current general fund 1% of the average of three years of -- of revenue that's both fuel and
non-fuel.

It has been proposed that we increase the general fund transfer to 12%, remove the fuel revenue,
continue using the three year average, and put afloor of $105 million in order to protect the
general fund and when the g at 12% reaches more than $105 million, then we would start using
the 12% and i believe that occurs in approximately 2016.

[09:12:00]

What this does isreally reflects the true revenue growth, it improvements predictability, makes
the forecasting more even, addressing the electric utility commission issue on fuel in the genera
fund transfer.

And then by establishing this floor of 1,015,000,000, it protects the general fund.

It'salittle bit smpler calculation.

>> Morrison: | don't know that my light it working.

Okay, it'son.

| have a couple of questions.

One, one of the questions that | raised when we first started talking about this approach was can
we assess Whether doing it thisway and shifting it off of the fuel revenue would actually burden

one class of customers more than another.

And | wonder if you all could repeat the answer that you provided in amemo and i think that you
had some suggestions about -- because there might be a shift, how to equalize that out.

>> Because it would be allocated differently, it would be allocated on base revenue and not fuel,
then it would allocate more to the residential class, if you go with the pure allocation.



Now, if you -- if you want to put something in the financial policy that saysin the cost of service
it would be alocated based on both fuel and base and that is something that is doable and would
remain the same allocation that we have today.

>> | think that would be an unintended consequence to shift more to the residential.

| guessthat | would like like tomake a motion that we take that as an approach to allocated based
on fuel and base so that we don't get that shift.

>> Cole: Councilmember morrison had made a motion that we allocate it based on fuel and rates
so we don't have the unintended

[09:14:00]

consequences of burdening our residential ratepayers more.
Isthat a correct assessment of what staff has pointed out?

>> Y ou have theright to do that if you would like to keep the allocation the way it is today.
>> Okay.

|s the a second, discussion?

>> Councilmember are we discussing item 1 or 2 or 3?
Because | believe items 1 and 2 are only posted for discussion.
>> Cole: Oh,.

>> |f we'reon 3, that's okay.

>> Morrison: Thisisthe prior work session.

>> Cole: Okay, there's a motion on the table.

Is there a second for further discussion?

Seconded by councilmember tovo.

Councilmember tovo.

>> [Indiscernible]

>> Spelman: How big is the difference between -- [indiscernible] what we mean is that the
residential rates would have to -- ami on or not?



| can't tell.

>> Morrison: None of our lights are working on here.

>> Spelman: That's working, right?

By burden, what we mean is that rates are going to have to come up for some classes and not for
other classes if we choose to fund the general fund transfer off of rates and not off of rates plus
fuel, am | accurate?

>> That'sright.

Keep in mind that large -- the more energy that you use, the more kilowatt hours that you use,
the more fuel charge that you have.

So that's where the shift comes from because those customers that are large customers are using
significant amount of fuel.

>> Spelman: Right.

>> |f you take the fuel out, what we would do istry to equalize that using what's been proposed
exactly.

>> Spelman: So how much is that difference?

How much more would the average residential customer pay or what is the difference in the
increase to residential customers before and after if we do it thisway?

>> | don't think it's really that material in the overall
[09:16:01]
rate design.

| think it's about $2 million that would be shifted more to that class, but I'm not positive about
the amount.

>> Spelman: Okay.

| feel uncomfortable making adecision until | know how big that shift is going to be, if it'sa
million or two, that's one thing, if it's 10 million, that's a different thing.

Two million.

Okay.



And remind us, if you could, what's the value --

>> councilmember, just to be clear, under this proposal, there would be -- the allocation would
basically stay the samethat it istoday.

So -- so adopting the staff recommendation without the adjustment would be atwo million shift,
perhaps in cost location towards residential customers, but the motion basically restores the
alocation asit istoday.

>> Spelman: Well, at some point we're going to have to true this up?

In 2016 or at what point?

>> That's a good point.

| think when the contracts go off in -- in 2016, then -- then | mean that's a possibility.

>> S0 -- s0 the effect of -- 1 to 12 non-fuel is nil on the rates you are proposing for now.

But at some point in the future, maybe when we go up for another rate -- when we have another
rate case or when the contracts expire in 2016, then there would be an increase for residential
customers, relatively speaking of about $2 million.

>> Accurate?

>> Right.

>> Unlesswerevisit it.

But that's certainly one path we could use to get there.

>> Spelman:; Remind us again, the value of taking fuel out of the general fund transfer is what?
[09:18:00]

>> The volatility, if natural gas got to be $6 and the markets went that way then there would be a
huge amount of revenue that would then go to the city and that's part of the instability that we've
had, could have.

>> Spelman: Right.

>> S0 the electric utility commission has been advocating this for this -- thisfor along time, ever
since 2005 | think, you know, when gas had a big year or --

>> right.



>> S0 the value of volatility from our point of view is partly that the three are shifting around a
little bit.

So we would be taking more money, but partly because that's fuel is a pass-through in fuel
factor, you are taking aloss of 1% on all of the fuel that we sell.

The more fuel that we have to use, the larger the loss we have to find of making it somewhere
else.

>> That's right, the better we can forecast any of our large expenditures like that, the better we
can forecast that, the better we will operate the utility.

>> What isthe size, you are using two million, other than a percent.
So | just want to be able to get an apples to apples comparison.

What isthe dollar increase in residential rates that we're talking about, elsewhere in this
proposal ?

>> |t would be pretty minimal, | think.

Y ou're talking about two million out of about 400 million.

>> Spelman: 400 Million total.

>> About 400 million i believein residential.

>> Spelman: 400 Million isthe total revenue that we're getting now from residential customers?
>> Right.

>> That would increase under all of the proposals that we've been talking about, the -- thiswould
increase it about another 2 million more at some future date but not in this particular rate case.

>> Right.

>> Okay.

Thanks.

>> Cole: | think councilmember morrison has a question.

| thought that the savings to the residential customers were more than that.

But before councilmember morrison speaks, | wanted to



[09:20:03]
be clear are we talking about a savings after the rate adjustment or in 2015 or 20167
| heard a couple of different dates, | heard about a trueup time.

| wanted to be clear about the time period that we would see that savings to residential customers
with the current motion:

>> Well, it would begin whenever we enacted the new general fund transfer formula.
It would begin then.

So it would accumulate over aperiod of time.

>> Cole: That makes sense, councilmember morrison?

>> Morrison: Just as afollow-up to what bill said and was asking, we're talking about 400 --
about 400 million, that is the allocation to residential.

But another way to look at it iswe're talking of the 100 million for the revenue requirement that
we're addressing, how much of that is alocated to residential ?

Because | think that that's more -- that's the -- that's another way to look at it, that it's 2 million
out of something much less than 400 that we're looking at.

>> | don't think it relates to the increase as much as it does the allocation to the class.

Because when you allocate the general fund transfer, it's in the cost of service and you would --
whatever that change would be, you would alocate is over al of the dollars.

Not over just the increase.
So I'm not sure what percent of the increase it would be.

>> Morrison: What -- so of the 100 million in the revenue requirement that we're looking at, the
new revenue requirement, how much of that is allocated to residential at this point?

>> About $95 million of the
[09:22:01]
127 million.

>> And does that mean about 95 of the 100 when we take out the --



>> yeah.

It would be --

>> okay.

All right.

S0 -- so for me, it'samatter of looking at -- at that also as 2%, that 2 million.
Although | thought it was 4 million or we had at some point gotten 4 million.
| think kathy has got --

>> councilmember tovo.

>> Exactly how much money are you saving us.

>> Right, 4 million was the in be that stuck in my mind.

| wonder if we're mixing it up with something else.

[indiscernible] here, I know he did some -- talked with us about this issue.

| would also like to talk with mr. churnic about that.

picato, if you could --

>> please keep in mind we have amotion and a second on the floor.

>> \We did do some back of the envelope analysis looking at the issue.

The 4 million-dollar figure that you are referring to did come as aresult of that review, but -- but
we certainly would defer to aes to, you know, whether that number was accurate asi mentioned.

It was sort of an outsiders back of the envelope type of analysis.

So if you are saying the number is actually 2 million, we don't have any reason to question that.

>> \We have someone |ooking that up right now, so maybe later we can give you that answer.

>> | think that it's clear, there is some money there to be reallocated so that's a good thing.

Then | guess | wanted to just thank you, and thanks for doing the initial follow-up on that

guestion that councilmember morrison raised.



churnic, | wonder if you have done some thinking about thisissue and if -- if the motion that's on
the table resolves -- resolves the burden on -- on the

[09:24:02]

overburden that would be placed on residential customersif we adopted this new transfer policy.
>> Well, overburdenis-- is.

>> [Indiscernible]

>> hut | -- | think the -- as | understand it, the motion would -- would keep the all ocation method
the same asit is now.

And it would just change the tracking of the 105 million would be 105 for some period of time.

Until -- until base revenues rose above the level that would -- until 12% of base revenues rose
above 105 million, but then the allocation would stay the same.

Councilme spelman said something about a need to true up, if you went in the direction of the
motion and | don't see any need to do that.

Y ou could continue the -- the calculation of the -- of the general fund transfer on base revenues
or plant and service or awhole thing of things and -- awhole range of things and then calculate it
based on total revenues and you could continue that process indefinitely.

There's no particular need to true up.

Obvioudly, in each rate case you would redo the calculation.

>> Spelman: It would require redo the rates, though, would it not?

Wouldn't that require that we do the rates over again?

We don't set rates, figure out what the profit is and then go back and change the ratesin order to
incorporate the profit.

We set the rates so that it
[09:26:03]
1 or 12% genera fund transfer in them.

>> That's correct.



>> Spelman: So we would need to know in advance how the rates would have to respond to this
proposal to base our general fund transfer only on rates not on the rates plus fuel, would we not?

>> |t'sreally apolicy question, | think.

| mean, you could incorporate the treatment of the allocation into the financial policy or we
could -- this could be a one-time treatment and then the next rate case, it would be allocated
based on revenue rather than based on the non-fuel revenue rather than the fuel and the non-fuel
revenue.

>> Spelman: Sure.

>> But that would be a decision you could make in each rate case.

In between rate cases you have the problem which is no different, as| understand, from the
problem over the last 17 or 18 years now, of having rates that are not changing but general fund
transfer does, but then so do alot of other costs.

And when the -- when the general fund transfer and all of the over changing costs require the
company to -- to file for -- require the utility to file for a new rate case, they would have to do

that.

But the -- but the general fund transfer and the way it's computed would be a -- would be a small
part i think of the -- of the total driver for arate case.

>> Spelman: | agree it would be a small piece.
>> | want to point out something else | guess you have to think about long term.

It is possible that we would have more energy salesin residential than you would, soit is
possible that if you keep an allocation formula based on that, you might have it going the other

way.

[09:28:02]

Y ou follow me?

>> Spelman: No.

Try it again, sorry.

>> Well, you could have -- based right now on fuel, industrial customers and all of that, you
have that fuel mix, who isusing the fuel and so that could shift over so | think that we have to

vigit this policy, you know, every so often, | don't know what the time element is.

>> Spelman: Whenever we do arate case, every 18 years or so [laughter]



>> to tune it up to whatever the current state, profile of the utility looks like, which | think would
be a prudent.

>> Cole: We have amotion, discussion.
All of thosein favor say aye.

>> No.

>> Spelman: | say no.

You didn't ask for the nos.

>> Cole: All of thosein favor say aye.

We have councilmember riley, kathy tovo, sheryl cole, laura morrison voting in favor,
councilmember bill spelman voting no.

>> One other thought about gft that | just wanted to throw out there.

The general fund relies on the contribution from austin energy and we have seen and we are
trying to correct the problems that it's causing for austin energy with this by putting at least 105
million and then up to 12%.

I'm wondering, we're estimating that we won't reach that 12% exceeding 105 million until 2016.

On the other hand, the general fund and the growth we're probably going to be seeing alot of
that over the next four years.

And | wonder if it would make sense each year to consider a small increase in the 105 million.
[09:30:01]

Because we would otherwise be seeing a small -- some increase, we're certainly going to be
seeing anincrease in our -- in our overall budget and other general fund budget.

And it just seemsthat keeping it flat at 105 million certainly is an option.
But it also might make sense to raise it by 2% ayear or something.
Because that would be the normal course of things.

| don't know if thisis making any sense to anybody.

But it's just something that occurred to me that we might want to look at.



>> Councilmember tovo.

>>

>> Tovo: Just to clarify, 105 would be set at the floor.
But it --

>> Morrison: This year.

>> Tovo: Thisyear.

But it would be kind of an escalating floor based on kind of general cost of inflation in addition
to that 12%.

>> Morrison: Or something like that.

Because looking at it from the general fund side, certainly sometimes we've been able to reap the
benefit of hot summers and all of that, we want to take that out.

Because that's causing so much trouble and volatility for austin energy, but the normal course of
things is going to be that things are slowly increasing and growing.

Asisour budget for the general fund.

>> Spelman: The whole reason for the floor, though, was to accommodate 1% on rates plus fuel
to 12% on rates only.

And it seemsto meif we're going to be basing our gft on rates plus fuel, in the usua way, we
don't need afloor at all.

We can just eliminate the floor entirely and just continue doing what we're doing.
>> Morrison: Well I'm not suggesting that we consider fuel in thisat all.

I'm just saying that 105 is sort of what our expectation isthis year.

And with growth and base rates and all, we would

[09:32:02]

expect additional, you know, excluding the whole consideration of fuel, we would expect some
additional return to the -- to the owners of austin energy, a growth in the return.

>> Cole: Let me ask a question of staff.



What impact would such a ?

1 to the 12%7?

>> No.

What --

>> Cole: What we are brainstorming here --
>> |et me give you my opinion on that.

| think anything that you come up with, what you are talking about is a different way to
transition iswhat i understand.

| think that anything you come up with in that transition period we're only talking about until
now 2016.

At 2016 or maybe sooner, depending on the growth of the utility, we'll cross that 105 line and
then you'll be on about a 2% or whatever our system growth would be, which is probably
consistent with what the general growthis.

>> Morrison: | guess I'm questioning why shouldn't we be on a 2% increase per year in any case.
I'm just brainstorming.

>> Right.

| think when | -- what i hear councilmember morrison talking about is a couple of points on the
general fund side.

I'm hearing the concern.

We just talked about it last week that there are certain cost drivers on the general fund side that
we don't have any control over.

It makes our general fund expense siding up by some factor on an annualized basis.

Part of what | hear being expressed in the way of concernis 105 in terms of the general fund
transfer is the floor, how do we contact for that increasing -- how do we account for the
increasing cost in the general fund side in the absence of any kind of annual adjustment in the
transfer revenue.

| think iswhat | hear you saying.

>> Cole: You didn't give



[09:34:00]

us an answer.

>> Morrison: So what do you think of that [laughter]

>> asthe city manager, obviously I'm split because while | have overall responsibility for, you
know, the budget of this municipal corporation, so while I'm always concerned about the fact
that on the general fund side we're always fiscally constrained, at the same time I'm also mindful
of the financial short and long-term viability of the utility and all of the other attendant issues
associated with what we do or don't do in terms of the gft methodology.

>> Morrison: That was a non-answer, thank you [laughter]

>> Cole: | have a couple of concerns with that suggestion.

| guessfirst and foremost iswe just have not properly vetted it through all of the channels.

Having afloor gives us -- we're not talking about raising rates at 2% after this.

So we're just looking at the general fund revenue requirement and it's really -- really hard to do
this with their piecemeal approach, what if we tweak this, what if we tweak that.

| would like usjust to stay at the 105 for now.

Also, because | think we already have that authority to change our policy requirement any time
that we elect to do so, and so we could look -- look a couple of quarters from now, say that's
going to be too much of a strain and consider all of the details in audit and finance and then bring
that through council and make that change.

But in this context, now, i think it would be aleap and aso given that we know we're going to
have pressures from people outside of the city limits, wanting us to make concrete changesto the
general fund transfer and cap it and give them certainty.

| would be hesitant to do that now.

>> Morrison: My only comment and response is to

[09:36:02]

your statement that we're for the going to be looking at raising our base rates and it would be a
strain.

But we would -- we can expect growth in the number of customers, which will increase our
revenue from base rate.



>> Cole: That's the exact type of question that we would need to nail becausei don't know if that
growth in customers would justify an automatic 2% increase in the amount of the general fund
transfer.

>> Morrison: So that's a good point and the question is do we have -- what estimates are we
using for increasing customer growth.

>> WEell, one idea you might contemplate is one that has a minimum of the increase of 2%, if
that's your number.

Or real growth, whichever is higher.

Right?

So if you have a here where it's 1% that goes up by another percent.

If you have ayear where it's 3%, then the question is does it go up 2% or doesit go up 3%.
So there'salot of different ways that | think you can structure a policy.

| think while the money year to career is not huge, you know, everything counts.

What's really important for our work is the forecast.

The ability to know 10 years from now what it's going to be, it's really important.

Fundamentally, I think through all of this great work we're doing, the inability to forecast
accurately has been a key business need the utility has to have.

>> Morrison: To argue against what | have suggested, the impact of say 2%, if we're doing
rolling averages, could be very insignificant.

If we're doing rolling averages over three years.

>> Right.

>> Cole: Okay, let's continue.

We're going to lose some councilmembers | know about
[09:38:01]

30, so we better get rolling.

>> | did get confirmation that the impact on the residential class was about 2 million.



| think it's 1.8 million.

>> The next question was that | believe we were asked to compare test year 2009 with fiscal year
2011.

The 2011 financial statement, audited financial statements were released afew weeks ago.
But internally, the general ledger has not been closed and will not be closed until may.

So we can't do alot of detailed analysis on the different [indiscernible] account, but | do have
some information from you -- for you from the audited information with a new known
immeasurables where we could detect those.

We did compare the two years for you.

| would like to go through those real briefly.

So first item is operations and maintenance.

And you can see that those are actually very close.

There's -- it's less than 1% difference.

The recoveriable fuel is quite different, but you need to remember that fiscal year 2011 has not
been normalized, so it has not been weather normalized or year end customer normalized.

Once that is done, we all remember how hot 2011 was so it would probably come down close to
the 2009 test year.

Other revenues and expenses, are very close.

We did adjust 2009, other revenue, to the 2011, looks like we might have overstated it slightly at
that time.

That serviceis-- debt serviceis pretty muchin line.

General fund transfer is the known immeasurable if in both of those, set at 105 million.
Capital from current revenue is down slightly from 111

[09:40:03]

million to 99 million.

That isreally because we've been deferring so many projects and we are on an annual basis, we
are financing more with debt.



But the debt equity still remains at about 50/50 in both years.

The required contribution to reserve, we talked a little bit about that at the last work session,
because our cash is being depleted very rapidly, thiswill continue to grow.

The longer we rate, this required contribution will continue to grow so you can see it's almost
doubled since the test year.

The contribution to decommissioning reserve stays the same because the basis has been
unchanged.

So overall, the 2011 test year in this scenario is about $81 million higher.

| believe with the known immeasurable and the normalized it would probably be very close to
the 2009 test year, it might be alittle bit higher, but it would be fairly close.

So | think to me this shows that the test year is reasonable and that it would not change material
if we used the 2011 year.

>> Cole: Comments, questions, okay .

Councilmember tovo?

>> Tovo: | was going to turner because he had an opportunity to review these.

If not, we can cycle back to it another day.

Thanks.

>> Spelman: Remind me, if | could.

Remind me, if you could, how we take into account our capital improvement plan.
In rate settings in the sense of looking at the test year.

Do we just figure out how much money we spent in the test year roll it forward, or do we
actually apply our expectations for future c.i.p. expenditures?

>> What we did for 2009 was
[09:42:02]
we took athree-year average of 2009, '10, '11, what this 99 represents, because it's time we didn't

have our forecast completed, we just substituted the 2011 actual to the 2011 estimate that we had
in our test year.



So we felt like that was the most appropriate way to do that.

>> |f we were to actually use '11 as atest year, obviously we couldn't use '11, '13, we don't know
what they are going to be yet.

We do have aforecast for what we need to spend, could we do that instead --
>> use aforward forecast for capital, a cash and capital ?

>> Y eah.

>> Y ou know, we have that forecast.

Pretty close to the same number.

>> [tis.

It looks like the annual overall is about -- about 200 million, but we are financing alittle bit more
with debt in the future.

S0 -- so0 it -- it might change dlightly, but again that's -- that's mainly to try to fix the cash flow
constraints.

We are deferring projects and maximizing our debt.
So it'sfor alittle bit different reason.

So, you know, you could argue that there should be some known immeasurables to adjust it back
to your debt equity aswell.

There's alot of assumptionsin that.
with immeasurable means past .. [indiscernible] is that accurate?
>> That's correct.

| mean, you can use the -- the three-year average, but what we do is typically go to your debt
equity ratio, not your annual percentages, that would still be at 50/50.

>> Spelman: Okay.
It would be 50/50 on 200 million, which is about 100 million either way.
>> The reason it's 200 million and 250 million and

[09:44:00]



not so other number is because you are constrained by how much cash we've got, presumably the
constraints will be reduced if we get an increase in rates.

How do you square the circle?

| don't understand how we do this.

>> | see what you're talking about.

| think what the unknown is, of course, is our future capital needs.

>> Spelman: Well, is that unknown?

That is the basic question.

>>|tis.

So we will take a past look at growth, how much substations are we going to build in 2015 or 17
or large capital issues are redifficult to do unless we just look in the past and look at our growth

trends.

| think the capital forecast that | have seen here, outside of some larger ticket items like the
sandhill addition, routine capital with the growth of the system.

And the $100 million is half of it and -- and | think the -- if we can produce that forecast, | will
show -- make sure that everybody knows what it is.

Capital forecast.

>> Spelman: Y our best guess to this point is still about $100 million.

>> Right.

>> Cole: Okay.

>> Any other questions on this comparison?

>> Councilmember tovo.

>> Tovo: Just aquick one, do you have a sense of what the customer growth was?

| see the preliminary numbers as you probably mentioned are not normalized for weather or year
end customer growth.

Do you have a sense of how -- what the scope of that --



>> | can't remember off the top of my head what it was between '10 and '11.
We are forecasting growth of 4% average annual growth.

>> We have staff that I'm sure we can get that number.

>> Thanks.

>> Tovo: If you could give us kind of the one-line summary.

If we were to use, caveats aside, if we were to use the 2011 numbers, what would our revenue
requirement be?

[09:46:00]
>> Well, thisisas close as| can come right now.

We do know that fuel has not been normalized, | think it would come down close to the 2009
level.

| know that the contribution to reserve would remain at the 51 million, though.

So | think that any way you look at it, the 2011 with the known immeasurable and the
normalized would be slightly higher than the 2009, | do not believe it would be lower.

>> Thank you, now we're going to move on to the topic of off systems sales [indiscernible] prior
meeting.

JULY 31st, 2001 [NO Microphone] prior to that time, we were our own control area or well also
call that the [indiscernible] authority which means that austin energy was responsible for
planning, scheduling, and dispatching.

All of the generation in our system to meet our own customer needs.

We were also responsible for the instantaneous balance and demand, supply and demand hasto
equal out, we owned excess reserves to hold in the event of extreme weather conditions, plant
outages, et cetera, because we were generally responsible for everybody serving our own needs.
At the same time, but it's kind of a separate issue, we also had excess generation resources.

We had stp come online, fayette, holly, decker, our

[09:48:00]

system was smaller -- our customer need was smaller than it istoday.



So we had significant excess generation.

The market in the late '90s was very attractive for off system sales, so we made significant off
system sales.

We kept all of that revenue and used it to fund reserves, which we later used for avariety of

projects that we discussed, including the replacement of the holly power plant with the
construction of sand hill.

That all changed in 2001, as | said, with the opening of what we used to call the ercot zonal
market.

In the ercot zonenal market beginning in 2001, we continued to schedule and dispatch our own
resources to serve our load, but ercot did all of the balancing function, they kept everything in
balance.

As the dlide shows, we submitted a balanced schedule to ercot with equal amounts of our sales
obligations and our generation resources.

So every day, for the following day, we sent ercot a schedule for every 15 minutes of which
power plants we were planning to dispatch to serve our customer load.

Ercot carried out the balancing function when they didn't quite meet, but we gave them a
schedule of what power plants we were going to operate to serve our own load.

Where we had excess generation we sold that to other market participants when it was
economical to do so and those transactions were recorded as off system sales, much asthey are
today when they have those types of transactions.

At thistime, aso, we had this new opportunity, the ercot market, we offered our excess energy
into the ercot ancillary services and balancing energy markets as they are called, that'sa
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little bit different than today because those markets represented only five to 10% of the total
power supply in the region, whereas today's ercot market represents 100%.

When we had off system sales to third parties, those were discrete transactions, we accounted for
those much as we do today.

We kept the revenues from those, those have generally funded our reserves.

Over time, our load has increased.



Our reasonnation resources have not increased significantly, so we have, just on afactual basis,
decreasing off system salesto third parties compared to what we had in the late '90s and the first
part of the 2000s, | guess we call them.

We shut the holly power plant, we built the sand hill power plant and another thing that's
happened as aresult of that is the mix of our resources have changed.

We have more of a peaking system because of the power -- because of the facility at the sand hill
system, whereas the holly system gave us more of abase load system.

The peaking resources that we have are better designed to be consistent with sales into the ercot
market, rather than salesto third parties.

SO THEM ON DECEMBER 1st, 2010, Was the opening of the ercot nodal market.

Now, with that market we no longer schedule, dispatch or balance our generation, all of that is
done centrally through ercot.

So ercot forecasts the load needs for the entire system, they carry out a centralized generation
dispatch.

We don't send these balancing -- balance schedules to ercot telling them what resources we're
going to use to serve our customer loads.
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What we send them is a pricing offer that tells them what we will offer to supply at different
prices.

Ercot takes all of the pricing offers from all of the companiesin the system, adds them all up,
puts them in a stack and then dispatches all of the generation resources in the system from least
expensive to most expensive to meet customer load.

So our generation now, instead of being specifically nominated to serve our customers, it serves
the ercot system load.

It's completely disaggregated from what our customer needs are.

Thereis-- | guessin a separate transaction, if you could call it atransaction, our customers are
served out of ercot.

Whatever our needs are, we draw from ercot, ercot is responsible for making sure that the
amount of supply in the region is sufficient to serve all customers, but those are completely
Separate.



In any five-minute interval, that's what ercot does, it tells us where to run our power plants every
five minutes, we may have excess -- we may have more supply that we sell into ercot that our
own customer needs or we may have less supply into ercot than our own customer needs.

It changes on afive-minute basis.

| do want you to know, though, that there is great value in the system to our customers.

Because our power plants serve as -- as | guess aback stop for what our costs are in serving our
customers and this centralization of the market has kind of squeezed all of the inefficiency out of
the market.

Remember when we were all kind of islands operating ourselves, we might have been running an
expensive power plant when next door san antonio had an
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inexpensive power plant.

Now, al power plants are dispatched in pricing order so that we've kind of squeezed out the
inefficiency, that's good for al of our customers.

Thelast point on that slide, iswithin this ercot market, not talking about third party sales to other
customers, but within this ercot market, there's no longer really a sense of what is an off system
sae.

We just have sales.

We sdll to ercot.

Does that particular sale serve us, doesit serve third parties?

We don't know, it'sjust a sale into ercot.

So in summary, and I'm going to summarize and then anne is going to talk about the
consequences for thisin the way we booked off-system sales in the revenue requirement.

But that traditional concept of off-system sales no longer applies in the ercot market.

We no longer schedule, dispatch or balance our own customer load and our generation, our
generation serves the ercot market, our energy is purchased from the ercot market.

These are entirely separate transactions.

But our objectiveis alwaysto limit our customers costs financially to the cost of supply of our
power plants.



If we sell 2,000 megawatts into ercot and during that same five minute period we take 2,000
megawatts from ercot, then the costs to our customers are the costs of our power supply.

If our plants are more expensive than the market price at that time, then we take more power
from ercot at alower price, that's good for our customers.

If the ercot priceis higher, then we sell in more power and the cost of our customers, the cost of
running our power plantsis more efficient.
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The cheaper it isfor our customers, but when there it is excess supply in the market, we take that
and benefit our customers with lower prices.

But | want you to know that overall in thisissue of excess sales, we are a net buyer in the ercot
market more than we are a seller.

And the way we book our transactions through ercot is that every day ercot sends us afinancia
settlement statement.

Thisisadaily statement for every 15 minutes, it has 55 separate line item components on it of
charges and revenues for all of the different functions that are going on in ercot.

And as we have proposed, all of the benefits and all of the costs of those ercot transactions flow
through the fuel charge for the benefit of our customers.

So | have two key points.

That | want you to take away from this.

And that is one related to ercot sales and one related to third-party sales.

With respect to ercot, we just have sales.

We may be net buyers, we may be net sellersin any 15 minutes.

When we are a net buyer, we charge our customers for that through the fuel charge.
When we are anet seller, we offset our customers' costs for that through the fuel charges.
That way we have done appropriate matching of excess costs and excess revenue.

We match them all up and we offset our customers' costs through the fuel charge.

Our second isrelated to third party sales.



Because of the facts of the way we operate our system, we have very little third party sales now.
In the 2009 test year, i believe we had $25 million in third party sales, less whatever the fuel was.
This year we have amost
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none.

churnic in his note said that we have booked something called off-system sales at $7 million for
the first five months of the year, that's not really off-system sales.

That represents mostly congestion reimbursements that we have been getting from ercot.

So asfar asthese physical third party sales where we sell directly to another party, we have
almost none of those now.

Different from the test year in 2009.

So now anne is going to discuss how we adjusted the revenue requirement to take account for the
changesin the way that we -- that we managed through ercot and the difference in our actual off-
system sales to third parties.

Okay.

Mark did agood job of explaining the benefits of owning our generation in the nodal market.

As he said, those benefits include what we called off-system sales in 2009 and that's kind of what
we're talking about now.

In the rate proposal, we have proposed to include all of these benefitsin the fuel factor.

And what that will do isthe -- the off-system sales or any of those revenues that come in will
benefit the customer in the year that we changed the fuel forecast.

So it -- it -- it follows the cost causation and the matching principles as well as the fuel rules at
the public utility commission.

So all of these benefits will be included in the fuel adjustment every year.

In order to talk about the off-system sales, we have to talk about the test year normalization of
load and resource adjustment.

And that'swhat I'll talk about just to show you the three-step approach of how that was donein
the test year.



Thefirst step is to remove those off-system sales.
That were in 2009.

That was about 44 million and as mark said part of that was off-system sales, some of it is
congestion, there were -- some of it was balancing from ercot.

So they were different types of revenue.

All of those are now included in the net settlement.

They are not distinguishable.

So the first step that you would do in any adjustment is to remove those things.
So we removed about $44 million from the test year.

Step 2 isto normalize those or figure out what the adjustment would be.

And so we -- we run aload forecast that is weather normalized and adjusted to the year-end
number of customers.

Then we run that through a production simulation model and that model then dispatches those
the way that the ercot market would do it.

In essence, it looks at al of the 4,000 nodesin ercot, dispatches all of those at |ease cost and the
ones that are labeled ae comes out as either revenue and then it also estimates the fuel associated
to those generation units.

So it'savery complex model that gives us the results.

Those results come through and show us then what the load zone costs would cost.

If we owned no generation, then that's what we would have to pay to serve our load.

Then it shows us our fuel expense for our generation.

Then it shows us the revenue for our generation.

And all of the ancillary services, congestion, and the off-system sales are embedded in all of
those numbers.

So when we compare the load zone costs that we would pay with -- if we owned no generation,
to the net settlement cost from the model, then it showed a benefit of about $66 million.

So then that's the third step isto adjust that and book those things.



So we took out the 44 million, and in essence we replaced it with approximately 66 million.
And the off-system sales are included in that.

They are not necessarily distinguishable, but we can tell when we look at what it would cost
before our generation was dispatched and after, we can see the difference, whichis
approximately 66 million.

>> Tovo: If now isagood time, | do have a question.

Commissioner day has pointed out that because of the way the long-term contracts work, that
this system may not be or this method may not be as fair to residential customersand i churnic
has provided us with some comments along the same lines, I'll just read from commissioner day's
memo and ask you to respond if mr.

Churnic could jump in here, too, commissioner day's memo says removing the revenues from
sales off system from consideration and base rates and netting those instead to non-fuel resident
revenues against fuel, allows this -- sort of summarizing -- allows benefits contract customers
because they don't pay any non-fuel generation expenses.

Because they're not paying base rates.

So they benefit from -- do you follow the argument?

You look like you are about to jump in.

churnic if you could --

>> | want to point out first on the particular line you said that | noticed in a memo.

Long-term contract customers pay base rates and in is generation cost in those base rates, so the
base rates are not changing, but it doesn't mean that they are not making a contribution to fund
the cost of these power plants and | didn't quite understand that particular point in the memo that
said they don't pay base rates.

Maybe that was just a minor misat the same time.

But | guess on -- misstatement.

But | guess on the concept generally --

>> Tovo: Pardon me for interrupting.

They don't pay base rates consistent with what other customers pay.

>> Well, their base rates are fixed through the terms of the contract.



Sowe will adjust al of their customer classes ratesin the rate review at the time that you pass
some new tariff.

>> Until 2016 they are set below other customers' base rates.

>> They are set wherever they are set today and they won't change until the term of that contract
ends.

>> The non-contract customers are not paying any additional portion in their base rates to cover
the long-term contracts.

That's not happening in the proposed rates.

Austin energy is-- is absorbing that loss until the long-term contracts are moved to the new rates.
>> Tovo: Right.

| remember that adjustment in there.

But the -- and -- | don't want to speak for her.

But | wonder if that was the point that they are -- that their rates are set -- there is a gap right
now, between the customer -- between -- would you help me on that.

>> The only thing that | can think of is when you mix it up with the fuel charge because the fuel
charge is being passed on to everybody and so there's the disconnect between what's going on
with the fuel charge and what the net revenue is for wholesale sales and when mark talks about
that going into reserves, really what it doesisit goesto cash, it gets balanced against the fuel
charge, depending on the recovery and base rates right now you have alarge block of customers,
use alot of energy who are at arate that was established at the time of their contract.

And that will all go off in 16.
So | think that for the short period of time we do have confusion between the recovery of
revenues from different groups, but the time between now and those contracts changing is pretty

-- going to happen pretty fast.

And so | guessin my mind thisis a question of whether we need to try to work something to
correct for that or not.

But as anne pointed out, that $25 million in additional revenue is forecasted in theinitial revenue
requirements part of our rate increase.

So -- so wereally can't deal with that now, but those base rates will go up and everything goes to
sguare -- when everything goesto square | guess.



>> | think that ms. day, mr.
Churnic are both correct that there's some cost shifting going on.
| mean, thisis arate review, there's cost shifting embedded in all kinds of decisions.

But to me thisiskind of an issue of -- excuse me, of the consequence of not changing our ratesin
18 years.

We have a number of different elementsin our current rate structure, in our current accounting
practices, that -- that have become inconsistent with the way we actually operate in the market.

One of the objectives of thisrate review isto clean up those distortions and disparities that are
embedded in our current rate structure.

So that over time rates will be more fair and more stable.

S0 -- so while there may be some cost shifting because of the -- because of the different
treatment of fuel, it's the right treatment of fuel, we believe, given the way the market is
structured and the way we have to operate in the market and as a whole, there's no changein total
costs to our customers that -- the change in booking of these revenues into fuel doesn't change
the total cost to our customers, but it does have some cost allocation implications for the three or
so year period where the contract customers continue to pay their current rates.

But that -- just that one tiny points that you said before from the letter that they don't pay
production costs or -- or generation costs is not quite correct.

>> Probably I'm quoting [multiple voices] multi-page memo that isreally quite in-depth.

So | probably quoted it -- should not have quoted it out of context because i think commissioner
day does make avery good point in this letter and | think has good grounding for it.

churnic might speak to the cost shift because though it isjust afew years, | think that i
significant.

>> [Indiscernible]

>> Morrison: My question here also, it's not just about for meit's not just about a question of
contract customer.

The simple question for meisif we're looking at some revenue and some costs, i question why
it'sall handled through fuel because we know that the costs are fuel as well as generation.

>> Well, first of all, it's common practice to handle that with -- with -- for all utilities.

That's the way it's done as a standard through the fuel.



So in other words if you have a wholesale market where -- where it actually costs you, like last
year we netted aloss really because we had plants go down and everything else, that recovery
mechanism is your shack absorber for that.

If you have a[indiscernible] | you do it al through the fuel.

If you do it all through the fuel it spreads through whoever uses the fuel.

The kilowatt hour users pay more of the fuel charge, there'sreally kind of as mark said, year to
year, you can view one group of customers as having awin or s, depending on who the fuel users
are.

>> My question is not about let's finds the winners and the losers.

My question is1'm just looking for the logic in why it should all be through the fuel and you are
suggesting because that's the way we do it.

>> Well, I'm not -- I'm suggesting that's the most efficient recovery mechanism.
>> Morrison: Efficient in terms of what measure?

>> Efficient in terms of the whole risk model and the wholesale market that austin energy
operates under, was put together with alot of work here.

And it was all put together with the ability to flow it through in real-time, well annually not
being real-time, an annual adjustment.

| think you all know how it works.

So that way austin energy's regular finances, if you will, the operating part of the utility, isreally
insulated from having to come back and do rate adjustments all the time based on a volatility that
might exist in the generation portfolio in your fuel.

From that standpoint up to the energy crisisin 2000, the rating agencies, bond markets and
everything that rate municipa bonds for publicly owned utilities took challenge to some of the
problems that can come from not having this -- this recovery mechanism.

So when | talk about everybody doing it that way, what I'm talking about is there is a standard in
the industry, for publicly owned utilities that are generators, to handle their wholesale marketsin
this behavior.

Anditis--itis-- protects our customers, because we have the ability to get that -- but one way
or the other.

Now, you can have yours, mark talked about it, early 2000s, there was areally robust wholesale
market, that has tightened up around the country.



So we just have to normalize it.

| can remember years where wholesale markets were really lucrative.

In fact.

In a couple of years.

Then that led to some lawsuits as a matter of fact some other things that happened nationally.
But now it's kind of ssimmered down and now with the gas price where it is, the only thing that
really happensis that we have net cost annually because we might lose one of our cheap

resources, like if we lost the stp project, the hit comesto the fuel charge.

But likewise there could be a market some day where we have alot of sales and that would come
into that.

So that's the logic behind it.
And so the variability part of it iswho uses the fuel ?

So as your customer profile changes over time, a certain customer group is going to be more
responsible for the fuel than another group.

If you will.
That's -- that's where the dynamic comesin.

>> | want to give you just a slightly more weighty kind of answer about why these costs belong
infuel.

>> What kind of answer.

>> Weedy, down in the weeds.
>> More technical.

>> Remember the dightly.

>> Slightly.

So let's say in the next 15 minute interval we are on net drawing more power from ercot than we
are selling so we owe ercot money.

We charge that money to our customers through fuel.



| don't think anybody has ever challenged that that's the appropriate treatment of that when we're
short and we have to pay ercot, for -- for excess power, that goes through the fuel charge.

But in the next 15 minutes, we might be long.

We might be selling more to ercot than we're buying from ercot.
So we're receiving revenue.

So the question is how do you book that revenue?

And it seemsto us only appropriate that we also book that revenue to fuel so that our customers
who are paying when we're short are also benefiting in the same way when we're long.

So we're -- we're trying to keep that balanced all the time and all of that is going through fuel and
since -- since when we have those sales, in ercot, we don't know if they are serving our
customers or they are serving some other customer.

We'rejust giving all of the benefit of that to our customers by offsetting their fuel costs.

>> Morrison: | seethat definitely makes sense if you're going to allocate the extra costs through
fuel, then you definitely have to allocate the extra revenue through fuel.

I'm just trying to get to understand why we do it through fuel either way.
But | think we need to hear from mr. churnic.

>> One other thing in summary, you may remember back earlier in this process we talked about
fixed versus variable costs.

Well, because these are just like larry and mark said, they are very volédtile, they are
unpredictable, they are definitely variable costs, all of our variablable costs are allocated on kwh
production.

>> | think on alot of the fundamentals | agree entirely with what you have heard from the austin
energy staff.

| don't see the change being significant from before the nodal market to before the nodal market
as the staff doesin terms of conceptually what's going on.

But the fact isthat -- aslong as your transactions are short term, it's hard to distinguish between
sort of the economy transactions and what would normally have been considered an off-system
sales.

Y ou certainly can have bilateral sales and it's my understanding that -- that it's -- that it's -- austin
energy's position that if they made one of those, signed a contract, for three months or whatever



to -- to sell ablock of power to -- to another utility or to a-- to aretail supplier, they would roll
those revenues into the fuel [indiscernible] | don't think there's any real concern here about austin
energy overcharging in total.

But | think there are three real issues here.
Thefirst is the issue with the fixed contracts.

Their contracts were set assuming that -- that off-system sales were going to be credited through
base rates.

And therefore the fuel charge would be somewhat higher or else equal.

Now austin energy is saying, well it's really hard to sort out what areal off-system saleisas
opposed to an economy transaction and so we want to just get rid of that distinction and have all
of our revenues generation related revenues from outside the system flow through the fuel
clause.

The problem with that is you have these customers you put on fixed rates assuming a certain
kind of fuel clause, now you are making it a somewhat less expensive fuel clause and making
base rates a little higher, which works overall for the rest of the customer base, but not for those -
- those customers on contracts.

So | propose that to solve that problem, a -- a base rate credit for off-system sales, bilaterals,
ancillary services be rolled into base rates and that the same amount be used as the base for the
fuel adjustment so that austin energy will collect itstotal costs net of its revenues, it's off-system
revenues, but that some of the benefit will bein base rates and once the -- once the -- the
customers come off the standard contract, the special contracts and go on to the regular rates,
then -- then you could switch the next rate proceeding or phase 2 of this proceeding or however
you want to do it could change that and get rid of the 35 million credits, what | propose the -- the
austin energy saysin their dide here, it was 44 million, but in any case, to have some set aside
recognizing the fact that those contracts were set up assuming that -- that the -- that the benefit of
the off-system sales was going to go through base rates.

And therefore presumably their base rates contracts are somewhat lower and they would really
be double dipping if you did what austin energy is proposing to do right now.

The second thing that i would suggest that the council be aware of, there is a shift of revenue
requirement between classes, as aresult of -- of taking a credit that would have otherwise be
allocated as fixed generation costs and moving it io a contract as unallocated energy.

So less of that credit is going to go to the residential small commercial or if it's going to go to --
to -- to the industrial customers.

Now, aquestion is, sort of the third issueis -- is that equitable?



And the effect exists, but maybe it's okay.

| think if you -- if you follow the kind of -- the kind of direction that i suggested in terms of old
allocating production costs where most of the costs are recovered through energy, then
recovering the benefits that go with those fixed costs through energy in the fuel costs makes
sense.

If you say we arein aworld, as| think austin energy pretty much explained, where -- where the -
- the cash flowsin and out of -- of austin energy to ercot, to fuel suppliers, they are all energy
based.

There's very little that's -- that's capacity related.
They are peak demand related.

And -- if most of the fixed costs of generation are allocated energy, then the benefits that you get
from being able to make the off-system sales in whatever form you describe them, flowing that
through energy makes perfectly good sense.

If on the other hand you keep the -- actually not keeping it, if you move from what you have got
now to the proposed average in excess, which is basically a peak allocator, to the extent that they
are generating revenues to -- to support -- support customer loads, they are generating revenues
from the off-system sales, which flow back to customers, if you flow that through energy credits
in the -- in the fuel clause, then you pay based on your peak, which meansthat it hits residential
small commercial, and -- and you get a credit based on your energy use.

So -- so the simplest thing to do isto go in the direction that | suggested in terms of cost
allocation, put most of the fixed costs on to energy, then you can just say oh, the heck withiit,
once the special contracts are -- are over and we're -- we're looking at -- at everybody paying the
same kinds of rates, then -- then we can just -- just -- just flow all of the -- all of the wholesale
transactions through the fuel clause, whichever way they're going, whatever length they are, and
-- and that's about right because most of the fixed costs of the plants will be collected through
energy.

But if you don't go that way, then | think you have to -- to wrestle with how you credit some of
the benefits of having the generation in terms of austin's transactions, how you credit those to --
to -- to the people who are supporting them.

Those plans.

| probably talked more than enough.

>> Cole: Thank you.

| do want to -- to remind everybody that we do have another presentation, rate design, and many
of these issues will also be encompassed in there.



Thisisthe end of your presentation, correct, on -- on the financial ?

>>Yes, itis.

One of the questions earlier is what was the customer growth in 2011, it was 1.2%.
>> Cole: Next we're supposed to have a presentation on rate design.

But just in the interest of not losing any councilmembers, we are also supposed to discuss on
item 4 our work schedule.

And | thought we might go ahead and take that up.

Does staff have any outline of what we have scheduled thus far?

With -- with -- with -- with alisting of that, the ae work schedules, the council meetings, the
council work sessions, the budget work sessions, the work sessions on rail, the work sessions on
bonds, the work sessions on the work sessions.

[Laughter]

>> councilmember, let me just say that -- that this posting is just for these sessions.

| believe on tomorrow's agenda for your regular work session, we can have that broader
discussion.

There was an item put on tomorrow, but if you want to talk about these sessions, moving topics,
moving dates that's what this posting is about.

We have tomorrow a broader discussion.
>> Cole: Okay.

>> Morrison: | do think that it makes sense to consider, | think we have a -- another ae work
session scheduled for tomorrow afternoon.

And we had earlier discussed in general that we really didn't want to have two ae work sessions
during a week where we had aregular council meeting, not to mention that we also have a
budget work session this week.

So | was going to suggest that we take alook at canceling tomorrow's and moving it to alater
date.

| don't know what that |ater date should be.

We could talk about that tomorrow.



But | thinkat's something to consider.

>> Cole: | think that isagreat idea.

>> Morrison: | thought that you would like that.

>> Cole: | don't think that we -- we necessarily need a motion.
That would just be direction to staff or any other ts about that.
>> Tovo: | agree.

| think we're overloaded this week.

But | will just want to churnic is in town through tomorrow and we probably, you know, want to
talk about when -- how we might fit the rest of the sessions into a schedule for him.

>> Being on.

>> Part of the appeal of having the two sessions, you know, back to back isthat chernick could
be here tomorrow i, believe and may not necessarily be able to attend the rest.

In any case, | think that we still need to have these sessionsin away that we're fully able to
participate and it sounds like tomorrow is probably not a great option.

>> Cole: If there's no further comments --
>> |et mejust say.

In direction it would be helpful to staff if you say just move everything back or you will come
back and discuss it later asto where the proposed session for next -- for tomorrow would go?

>> Tovo: | think we just want to move everything back.

Just keep shifting.

>> Morrison: Then we'll have to come up with another date for one more work session.
>> Tovo: Right.

| think we need several more at the end at this point.

>> Cole: Okay.

So clear about that, larry?



Areyou good?

>> [Indiscernible]

>> Cole: What is your question?

>> Well, | didn't hear al of that, I'm sorry.

>> Cole: | guess we're not going to have awork session tomorrow.

>> Y ou are not?

>> Cole: Afternoon on ae, no.

We're just going to have the council work session in the morning, but not an ae work session.
And so the question is did you understand the direction by councilmember tovo and morrison
that we ssmply want to move everything back, that means a shift, finish i think wherever we land
at any particular point and then move the items upward so that nothing gets missed, we're il
keeping the categories, but we're working with different dates.

>> Being on.

Okay.

We're prepared -- okay, we're prepared to handle any issue any day as long as karen is happy
with the agenda, and so -- we're ready to go.

>> WEe'll work with your offices on the constraints that we have on certain dates.
>> Cole: Okay, thank you, aslong as everybody is happy.

Anne, are you ready?

>> Well, mark isgoing to go first and then I'll come in, in afew pages.

>> Thank you, councilmembers.

Right now, we're entering a -- a new phase of arates discussion.

A phase you might call the fun stuff.

The revenue is more of afact based discussion, what are the facts behind finding out what the
right numbers are.

Rate design is more of apolicy discussion.



What isthe right rate design that we have to set in order to meet our community policy
objectives.

Recognizing that we have a -- that we have alegal and regulatory framework that we have to
work in.

We have avery short discussion on the first two issues our rate design principles and the
proposed rate design and then the other issues are those that you identified for us and we're
happy to work through those, however you want to move through them.

[One moment please for change in captioners] don't want to talk about those, if that's important,
but those fees are part of budget and are part of the fee schedule that we set.

So they're not rates.
They are fees.

And so we can bring that up in the budget process because | think we have a set list of fees that
we charge for avariety of different things.

And if you're talking about field collectiond disconnections and all of that, that's one issue and
that's fees.

If it's about line extensions and what we charge new customers to hook up when we build, and
we're building new customers, that is a revenue issue, and what we talked about before is that
we're doing a study right now.

We are not prepared to enter into quantifying -- quantifying the amount of revenue that could
come to any change from our line extension policy as of yet because we have a study that's going
on.

It will probably take about a year for usto have a recommendation.

>> One of the things we talked about with regard to line extension fees are whether we had a
different policy, different council policy on that, then perhaps there would be more revenue
recovered and the reason that it's on the schedule is because it may have some impact.

The thought was it may have some impact on the revenue requirement going forward.
Decrease connection, connection fees are on the schedule for some reason.

The fact that iy not have a big impact on the revenue requirement, | do think that it's appropriate
to take alook at our policies with regard to connection and disconnection fees because while the
technology now allows for those reconnections to be done very esively, we continue to charge
our customers the same high rates that we did, you know, when there was a truck that needed to
go out to restore power to somebody'souse.



So | do think there's a policy issue there that we absolutely need to address, and again, it's on the
calendar because we're sort of hashing throughs of different austin energy policies, some of
which may have an impact on the revenue requirements, some of which may not.

So | guess I'd just open up to my colleagues whether we want to talk about it today or perhaps at
our next session or sometime soon, but | do think while we are our head in this issue we ought to
have a discussion about it.

council member spelman.

I'm nore the best time to talk about it but | want to let everyone know | haveto leave at 1 15 at
the latest and i would prefer to get into rate design for that purpose.

larry -- I mn, mark.

I'm sorry.

>> Okay.

The figure that we've prevented for you is kind of where we started our discussions.
Last -- ayear ago january with the public involvement committee.

With tha group we developed and discussed the rate design principles that we would follow in
this process, and, in fact, we have awhite paper, public involvement committee white paper 2a
that discusses this.

We also shared these issues with the electric utility commission last spring and summer, and
what the figure shows starting from the bottom is that our rate design first has to be based on
sound economic and cost of service principles, and then aong the way there are these points that
have to be balanced, that we have to strike the right balance for fairness, establishing financial
stability for the utility, our energy distinguishes to -- affordability for customers, consideration
for low income customers, understandability, transparency of our rates, adherence topriate laws
and regulations, and then in the end the rate design that we come out with has to support the
strategic direction that's been devel oped by austin energy and approved by the council.

So what's unique about this rate design philosophy isthat it is driven by our and your strategic
directions.

Those are found in the 2003 strategic plan, in the austin climate protection plan, the resource and
generation plan to 2020, and in the city financial policies.

Those involve very extensive energy efficiency and conservation objectives.

Our objectiveisto develop 800 megawatts of energy efficiency resource by 2020, which is not
an insubstantial goal.



We're talking about a third of our system being served by -- not quite athird of our system, but a
significant portion of our system being served by energy efficiency rather than sales of electricity
to our customers.

We also have the affordability goals that we have discussed extensively, developed by the
council, and fundamental public power, we have to provide community value and benefit from
the community's ownership of our service.

And in the end we have to balance among these multiple objectives which are not always
consistent across each other, and so we believe that everything we have presented in these
recommendationsis an effort to strike a balance in fulfilling those objectives.

Are there other options and approaches we might use to fulfill those objectives?

Absolutely.

But the recommendations that we've made are a balance to meet the utility's objectives for
financial stability while trying to satisfy all of the objectives for community outcomes that have
been adopted by the utilitynd the council.

So very briefly as you know our current rate structure is made up of these elements.

For residential and small commercial customers only we have a $6 customer charge, so if you
use no electricity at al your bill will be $6.

We also have an energy charge.
That recovers o0& m expenses, capital cost ofr services, wires and power plants.

For residential customers that's atwo-tier block, alower tier the first 500 kwh and a higher tier
and it's dairchld for winter differentiated for winter and summer based on six months.

For commercial customers above 20 willo watts a -- kilowatts there's a demand chargein
addition to energy charge.

That isto satis again there is a six-month seasonality baked into those charges.

We also have the fuel charge or the green choice option,ince 2009 we have the transmission
service adjustment rider or tsar, which was designed to capture the recently increased cost of this
operating the statewi transmission system due to the build-out to accommodate primarily west
texas wind power.

The proposed rate structure is similar but has a number of changes.

First we extended the customer charg from just serving residential and small commercial
customersto all customer classes.



And as they have discussed extensively and we'll discuss some more, we have raised those fixed
charges to improve fixed cost recovery.

We have added an electric delivery charge, a new charge which is also afixed charge, which
collects a portion of the electric delivery or distribution costs as a fixed charge for residential
customers, and as a demand charge for commercia customers above 10-kilo watts.

The energy charge for residential customers we are recommending be expanded to five tiers from
two tiers, and we are recommending to adjust the seasonality factor into the four peak months
rather than the six months that we previously defined as summer.

Of the demand charge we are recommending to expand to all customersto 10 kilowatts per
month down to 20 kilowatts with the same change in seasonality and we have also recommended
anumber of unbundled charges.

These unbundled charges provide greater transparency as has been atop priority promoted by
our electric utility commission over along-time period and provides dedicated funding to -- to
the functions that are embedded in each of those charges.

>> \Well, bear with me on this chart.
It's alot of numbers.

It's complicated and part of it is that we've got non-summer and summer on here, so focusing on
the summer, you seein the first column you have the existing rates for austin energy customers,
and what we've done on the tiering iswe've just reflected the cost spread across the break of
kilowatt hours so currently 55 cents for less than 200 and so forth.

The cost of serviceisthe next column, and the cost of serviceisn't allocated amongst the tiers.

The cost of servicesfor overall residential in the summer-winter split, and the fixed charges
came up to where they are.

My experience with al cost of service and public power systemsis you never recover al of your
fixed costs.

It's extremely difficult to go there, so it'sa pretty -- it'sloompling and sort of threatening --
alarming and sort of threatening number when you first see it, but that's the analysis that was
done here and that's how it comes out.

So aternative, if you don't collect it there, you collect it in the energy you sell.

Along with alot of utilities across the country like austin energy, we have more regulation today,
we have more individual line-item programs what's been offered and down below you seein the
community benefit charges, customer assistance, our street lighting program, that's all included
in the energy above, what's being proposed and what the cost of service showsis that customer



assistance programs street area light, energy efficiency programs which was recommended by
the electric utility commission that we have a separate line item for energy efficiency, and then a
regulatory charge which includes all of our ercot charges and -- that we recover.

Those change from time to time so we can increase those without affecting the entire rate
package.

In december 2011 bringing the full revenue requirement and the full best business case forward,
we projected arate increase like this and we looked at tiering, which I'll talk about in a second.

And then what we ended up doing islooking at our -- a prudent way to go about thisin atwo-
step process, and so the proposed increase focused on the phase 1 increase, which is on the table
now and that's what we're seeking your approval of.

With that we reduced the residential -- thisis only residential.

We reduced the residential charge to $22 amonth, 10 and 12, and the other most important part
of that iswe're including 200-kilowatt hours in the two $12 charge.

So for $22 every customer isreceiving their first 200-kilowatt hours free.

What does 200-kilowatt hours run?

Typicaly lights and arefrigerator in an apartment, comes under the 200-kilowatt mark.

An average medium size residential home as a base use might have 500-kilowatt hours and on up
and everybody is different, aalittle bit, but 200-kilowatt hours is a pretty decent break point for
minimum electric usage.

The next breaks, residential tier rate design let me talk about that.

First we've heard alot of concern about this.

It isnew to texas.

There are not utilities that use this.

Thisrate design is actually -- it's been approved and actually state commissions have asked for it
in several states.

| don't remember how many the last time | looked it up, and the count keeps coming.
In fact, | think the state of idaho just ordered that this design be used.

Why thistype of rate design?



WEell, first of al the tears create flexibility -- you could implement five tiers and have two tiers
be the same and use that as atool.

It's done for two primary reasons.

Oneisto promote energy efficiency, that is by giving our customers who can use our fabulous
programs, to get themselves out of one tier into the next lower tier.

If you have fewer tiers and you try to do that, what happens is the cost between those tiers
becomes very abrupt, and having an abrupt change between tiersis areal concern for consumers
when they first start using this type of rate design.

Thetop tier in thiswould 8 cents per kilowatt hero.

In that block a customer saving energy into that tear will save most of their highest block of
energy Costs.

So for example, an air-conditioning improvement.

The other ideafor thisrate design is we were really not interested in putting demand meters like
small commercial customers -- putting demand meters on residential homes.

Having demand meters and energy meters on residential homesisareal customer relations
problem.

It's a customer issue, and to release that technical level to the customer is pretty difficult.
We do have customers that are interested in time of use.

We will have apilot program for that, but the fundamental reason for thisrate design aswell isto
address demand.

So the three air conditioner home has more command on the home than asingle air conditioner
home.

So few follow that logic that's another reason for this.
We did not invent this.
Thisis modern rate design.

It's being used in every region of the country that wants to promote energy efficiency, they want
to promote correct price signals, to give consumers the best incentives possible.

| found it interesting here that after awhile the air-conditioning contractors and the energy
efficiency contractorsin our community started -- | mean, they get this.



They understand the incentive to do this.

If you run your numbers on any kind of efficiency programs with this type of design, the cuss
pay back -- customer pay back is much better than on our existing rates.

So in the spirit of what mark talked about, trying to make sure that our programs are successful
and that we stimulate energy efficiency to the best we can, that is the purpose of these types of
rate designs.

Now, the controversy comes, and you've heard this in some comments that I've read that, you
know, utilities that have had top tiers of 40 cents a kilowatt hour, they've run into problems and
the state says you can't do that.

Those are private utilities that -- that have been -- very aggressive about tiered rate design.

Frankly | think it's because the regulators wanted it, they wanted to signal a big schaub to
customersto try to get them on eshock to customers to get them down.

But 40 cents an hour would be quite a shock.
Those have changed.

You'll find across the country there are alot of people using tiered rates and they all have a
different slope to that rate change and that's really the key to that.

So we've picked avery moderate slope.

There are some that say it should be steeper, but our concern has always been, is that to keep this
fair and between the classes and everything else.

So the next slideis on commercial customers, and what we're proposing there is very simple
compared to the residentia site.

We are removing secondary voltage below 10k w, and the kilowatts were measured in an interval
of time for every customer because we're going to remove that demand charge and we're going to
remove the electric delivery charge and the benefits will be to small worship, school portables,
small retail businesses, and the rate structures are similar to current, and that is there's an energy
component, a demand component and a minimum charge.

And it does not shift cost to other classes.

All of the costsin anything that we've worked out here has all been contained within the
commercial -- the commercial class.



And then on other commercial, because we're implementing steeper demand charges to reflect,
again, the true cost, we are looking at a three-year transition period so that we're not affecting the
full demand charge right out of the gate for those customers.

So with that | think going back to the residential rate design or any questions on that, I'll take
some questions right now on that.

council member morrison?
No?

no, | don't have any --

>> council member spelman?

will we be returning to the houses of worship issues later on or thisis our shot at talking about
that?

>> Pardon me?

thisisthe basic -- will we return to the house of worship at some later date --

>> | believe that's on the agendafor the next meeting -- that was my understanding.

>> And we received some input from your offices and others and we're working on that and we
hope to be available to discuss that -- | have some questions on that issue but | will hold them
until the appropriate time.

council member morrison?

| do have one question on the residential rate recommendation.

One of the new items that we're looking at is an energy efficiency program charge based on
kilowatt hours.

And one of the things that came up in our discussion of water rates -- | know you don't like me to
bring those but the things that carry over, and that was concerns about laying out in aline item
charge something like the conservation programs because it's a pr issue in terms of people
looking at it and saying, well, why am | having to pay for that?

Isit an option to include energy efficiency in the fuel rates?

>> |nmy opinion, it is, but my understanding isit's not commonly done at the puc.

So it would be an item that we would have to, you know, bring up in that context.



| am aware that the largest public power utility closest to us -- they recover it that way, and |
personally think that would be a better way to do it but whether or not that's the right way to go
through the puc with it or not is a question that --

>> council member?

We have been advised by council that there are some possible challengesin that areaif we
should be subject to an appeal before the public utility commission.

so | guessi would like to be able to explore that possibility, because | think it's an alternative that
| think would be good to have on the table here.

So | don't know what the next step would be.

| guessit would be to ask you all to put together what it would look like if we did that and make
sure we're wellapprised to the potential risksto doing it that way.

>> Right.

We would -- thisamount is set by -- based on our budgets, and we're going to continue with our
budgeted programs to meet our goals.

So it'sjust a matter of whether it comes out of that fuel revenue or whether it doesn't.

It would be -- again, i think it would be more efficient to handle it through fuel, and then like a
lot of our business decisions that we're discussing here, | guess sometimes it comes down to a
guestion of do we want to do it like -- exactly like what we think the puc might do for avery
small part of our service area, or are we going to do it for austin energy and what the right
decisionis.

And so that's, | guess, ultimately -- ultimately you'll have to wrestle with that.

and | think it'simportant -- | think it's important when you look at the puc impact, it's not just
like the puc would have us do, but what is the real risk of what they will do if we do it another
way, and then following that -- and i know that's not an easy question, but it would probably just
be good to look at some other similarly situated mou's and why they chose to do that as opposed
to just a private.

>> Well, | think the money doesn't change no matter which method you use.

It's just whether you're picking up through aline item or whether you're picking it up through
field.

So from aregulatory standpoint the revenue and the cost is the same.

-- why are they challenging it or looking at it so closely at the puc?



>> Well, | don't think they are.

The question iswould they, and that's really the question, and that's the point | make is that we
have to design everything around the possibility of that or we just take what's the best policy
forward and -- what's best for the city, that's the only question.

but also if it challenges the puc, we have to deal with it and if forced to go back to aline item we
could do that, but if there's a consensus that it would be a better way for the city to look at it in
the -- in the fuel charge, that's what 1'm inclined to do.

>> Perhaps that's an issue we might want to discuss with council at some point.
>> Cole: okay.

Councilman tovo?

>> | would to say | agree.

| think thisis agood option to putting it to the fuel charge and | really appreciate what you said,
reese about making decisions that we think are best for the mgjority of our customers and not
sort of -- | mean, | don't want to -- well, I'll just say that the way | see it, which was inspired by
your comments, was that we need to make decisions that are good for the majority of our
customers and not be overly fearful of what some of the objections might be and limit our
options at this point, and | think also it would seem to me, and this is something we can discuss
with council, that if there were ap usm ¢ appeal on that point -- puc appeal on that point, our
council could -- counsel to point to the other majorly owned public utility that does it the same

way.

Whether or not that would be successful | think is something we need to discuss with our outside
counsel.

and it'sinteresting, and | take this kind of based on what our city manager said earlier, and |
think it bears mentioning that here we're sitting with a particular hat on as to austin energy and
what might be best for austin energy.

But we are elected to determine what is best for the city.

And sometimes those may not always converge or line up.

They actually might be at opposites, and | think it's really imperative that we note the times that
that is happening, like it might not matter at all or be better for austin energy that we not pay as
much attention to what happens at the puc, but it might be better for the city asawholeto care
about that because of the long-term implications of what the puc can do, so we don't want to just
discount the way that they may think about things.

Thank you.



Any other comments or questions?

yes all of the programs put it in the fuel charge.

>> | believe so.

aren't there some in base rates as well in san antonio?

>> We could find out.

my understanding was they use a combination of base rates on the fuel charge.

Is there any benefit to having a separate line in terms of being able to set -- being able to adjust --
adjust it between rate cases or being able to set goals over a multiple period of years?

>> Well, the flexibility to the fuel charge is actually easier because we could reflect it through
the budget and recover it through the fuel.

So with here, we would have to have this approved where we could submit a number for the
budget as we submit the budget to the city manager, we go through and say we're going to raise
the efficiency charge alittle bit.

Y ou could put a mechanism in either way to adjust it up or down.
>> |n -- you're saying we would be able to adjust that between rate cases?

>> That was theideg, is that any of these items here could be -- could be adjusted if there was --
if there was aneed to, and that, | believe, was the philosophical point of the electric utility
commission by having that a separate line item, is to demonstrate that we are funding the
program and that it isimportant to us as a objective, and I'm not sure if | could remember all of
their other points about wanting to have that in here, and it's been something they've talked about
for sometime.

So that, | think, iswhere, redlly, the idea came from.

and | think one thing that's impressive about san antonio's energy efficiency is some years ago
they adopted a plan to step up their energy efficiency -- commitment to energy efficiency over
time so it wasn't just a one-time adjustment, it's along-term commitment and | think we've had
some discussion here about doing something similar to that, actually setting goals for increase in
expenditures on energy efficiency overtime in order to reach our long-term goals, and that
having a separate line item fee would allow usto help recover those additional amounts.

>> Y ou know, frankly, the challenge since I've been here of energy efficiency programsisn't the
money we have to spend.

It's getting the customers to spend it.



Y ou know, it's marketing the program and getting the program moving forward, and the way that
we've operated our budget so far isif there's 50 more solar systems that could go in this year and
our budget is getting close, we'll go find the money somewhere to make sure that our programs --
because the marketing of the program -- the marketing of energy efficiency, the marketing of all
of that and the use of all our fundsfor all our programs, the marketing is really hard and the
economy recently has slowed that down alittle bit, and we're trying to do our part to do the
marketing.

So that's where the budget becomes tough.

We can set any budget number we want but we got to get the customers motivated to spend it.
So there's alittle bit of disconnect there.

I'd follow up on council member riley'sidea.

We're spending currently on conservation, operation and maintenances.

Which includes marketing.

>> Right.

>> And the other is rebates.

>> |t's call the carif.

Conserve rebates incentive fund.

>> Spelman: okay.

How much of our total spending initiativeis crif.

>> |t's about 15 million in crif and the whole program is about 50 million, the al in, total amount

>> | think it'salittle bit less than that because there are some other programs incorporated into
the distributed energy services, des.

What we're including in here is about $27 million, and that includes the rebates for energy
efficiency, solar and the overhead that goes with that.

27 includes solar, energy efficiency and overhead.
>> Y es, and also the green building and programs that are related to that.

>> Spelman: okay.



What | had been hearing is that there's -- one way of differentiating between what we put in the
rates and what we put in the fuel factor is the distinction between the overhead or the o&m
expenses and advertising.

>> Right.

that would go in the rates and then -- cr --

>> crf would go in the fuel.

We're buying energy so that's makes sense.

the kilowatt hour | don't have to buy from ercot because | aready bought insulation --

>> consider a power plant.

so the puc has not considered a case where -- anybody has ever tried to do that before, because
the only people who would be doing that would be municipally owned utilities and they haven't
heard an mou rate case since 1981, or whatever it was.

>> | believe that's correct.

Just like this rate design that a number of other items we're probably going to discover going to
be unique to texas.

seems if we included the o& m in with the fuel factor -- if | were the puc | would look ascans at
that and see what are we doing, but if we separate the 0& m and only put the rebates and the other
variable costs in with fuel, | think our caseisreally good, for the reasons you just mentioned a
minute ago.

That would be | think where we ought to start.

>>Yeah, and | think that we probably -- | didn't say that that's the idea.

That's what we were actually thinking about, if we did that.

>> Spelman: okay.

294 or 293 cents per kilowatt hour that's on that -- in your proposal, roughly 12 -- roughly half of
itis o&m and the other half is crif.

|s that about right?
>> | think only athird of that is o&m but | can get you those numbers.

if you could get me those numbers I'd like to see them.



Thanks.
council member riley?
| do have some other questions but -- other items on this chart if we could.

| think it would be a good ideato finish this because we're at a stopping point so why don't we
finish this.

actually if we could go right to the top and talk about the customer charge that would be helpful.
First, let'sjust talk about the concept.

We've gotten some suggestions that the customer charge really should reflect the marginal cost
of anew customer, and so for that reason we don't often see established urban utilities with very
high fixed charges because our infrastructure is largely in place, and when somebody movesinto
apreviously unoccupied apartment, there's not awhole lot of additional cost, especially with our
current metering mechanisms.

70, from that standpoint, seems rather high.

Isthat -- ismarginal cost afair way of looking at that charge?

What's the concept that's at work in that customer charge?

>> Well, the concept at work is basically the consultant boils down all of the accounts at austin
energy and looks at those costs associated with customer service, manning the phones, doing al
the different customer services, outage that we have -- outage not necessarily the system cost of

picking up the outage but having the outage capability and all of that.

So it's very far-reaching and you add that all up and you look at your cost and how it's allocated
and they come up with a cost of service number.

And similarly, on the distribution side.
And as you know, one of -- what we're trying to do is we're dropping the energy rates, have gone
down in this scenario, so it's a balance between a higher fixed cost, you can bring your energy

rates down and the only thing in the energy ratesis energy rates.

Soif you take your fixed charge and you move it down to really low, then we have to put
everything on the energy rates.

Soit'sjust -- it'sjust atrade-off between revenue recovery, and all things being balanced, austin
energy isn't making additional revenue by raising the minimum charge.

What we're doing is just shifting it between the energy recovery and the base.



So that shift is between low -- small-using residential customers and larger ones.

And the former cost of service, when you look -- it'sin al of the documents, when you look at
the cost of service analysis that was done, the huge gap between the low residential customers
and the large ones, so the larger ones we're subsidizing heavily over there.

And -- are sub you know -- subsidizing.

You never get it perfectly soit'sall abalance.

The result iswhatever customer service minimum charge we have or you agreed to do, we will
have to take that revenue that we don't recover and we will move that into the energy charges.

And that's just the -- what we'll do.
>> Riley: into the energy.
>>Yes, moveit into energy.

And then | think the other thing we did, of course is we have the first 200-kilowatt hoursis
included in the $22.

So at some point that minimum charge gets down low enough, that energy -- you know, we
would be -- we would have to take that 200-kilowatt hours back out and put it back in the energy.

More like our rates are kind of today.

but there's no conceptual reason why we need to put the bulk of the costs embedded in that
customer charge in the fixed charges as opposed to the volumetric rates?

>> Well, again, you know,, at least for me when | came here, you know, we have these -- climate
protection plan and we have al these really high goals, which i think we can achieve, and the
ideawas that is that we could have a customer that puts distributed solar and does all the energy
efficiency they can and everything else, we still will have to supply that customer on certain
times, and we ultimately are going to need to recover more of our fixed revenue and not through
sales.

Now, when in the achievement of al of our goalsis that going to become a problem?

| don't know.

Isit going to bein 2025?

Isit today?

That's the policy decision that's difficult to pick on, isthat you cannot move that way.



| will tell you that almost all operators of utilities, publicly owned ones like that, we would all
like to have higher fixed charges because it does a lot to stabilize our revenue.

It does alot to stabilize our revenue, but it is not popular with customers unless they're getting
something for that fixed charge.

Hence our proposal.
>> Riley: sure.

And then there is a certain disincentive associated with a high fixed charge in terms of the
individual customer's perspective and the motivation to pursue energy conserve aig.

| mean, if you're avery low energy-using customer, then having a $22 fixed charge will have
some impact because what's --

>> unless you -- if you use less than 200-kilowatt hours a month | would agree.
on the electric delivery charge, are there other utilitiesin texas that are doing that, the --
>> glectric co-ops do it, and, you know -- I'll be real candid about it.

| had a utility that i managed in washington and we had a $25 a month charge, and the reason
that we did it isfor this and for -- the political will of the board at that utility saw the need
because of our -- because of our swingsin revenue.

Electric cooperatives are governed by board of trustees and they have fixed system cost, they
have have outages really bad so it's the same idea.

It's not arural urban issue.

It'sreally more of afairnessissue and it really isabig policy issue, and i think that every -- every
decision maker about that policy with the utilities has a struggle with it, about what that right
balanceis.

| will say that there are some utility rate designs going on out there, if we all remember cell
phones, we used to pay by the minute, and | don't know how many minutes | use now.

| have aflat fee.

And so there's some of that logic moving through the industry, and I'm not up to speed on it, but
| know that's been discussed by lots of folks, isto try to disconnect any down side for utility to
not want to promote energy efficiency, to not want to reduce the energy a customer uses in their
home while at the same time keeping the level of reliability there for when their dg or their car
isn't running -- their house, or energy efficiency hasn't done enough, there will still be that
interconnection need to the utility.



So that's the business set.
council member tovo?

| wanted to talk about the fixed charges and get back to the issue of line extension fees for ajust
aminute.

It sounds like from our previous discussion that it's been quite a while since those were assessed
fully enough to know how well austin energy is recovering its costs of customers especially since
my guess would be some of that growth has been in outlying areas where there may not be lots
of existing infrastructure.

Isthat -- is that about right?

|s that where some of the new growth is?

>> There's two kinds of infrastructure.

The urban, large load infrastructure, like our downtown network, and that is very expensive to
work on, and that's areally high cost, wros out in the suburb area devel opers do subdivisions and
then what we do is come in and pull the wire in and make it up and inspect it.

So we're not doing the dirt work and the infrastructure work in large subdivisions.

We do the wire part and the transformers and hook it up, so that's a big change.

My understanding is at some POINT IN THE 1990s, AUSTIN Energy changed its policies to not
require fees to hook new customers up.

For the most part, when you come here with a new business and hook up to our system you're
not paying anything.

That's al integrated into the cost that all customers pay.
| don't know the history about why we got away from that, but that's -- that's where it came from.

well, I'm glad that we're going to look at it because | think aswe've al talked about before, |
think we want to be sure that especially to the extent that it'sin this rate proposal, that existing
customers are not paying for that and subsidizing that future growth, but if -- if our line extension
policies are such that we are underrecovering those costs, would that be reflected in the cost of --
in these fixed charges?

| mean, that has to be reciewpped somehow and -- recouped somehow -- I'm asking you to
speculate that those cost of service charges are higher than they would be if we were actually
recovering our cost of serving new customers adequately.



>> The capital revenue -- or the amount of money that we put into capital every year would be
affected.

That would berolfe, it's called contribution in aided construction and that would be funded by
customers, so there would be aline item on our income statement that would have
reimbursements by customers to the capital program.

So, for example, if -- if -- I'm just making up some numbers because we don't know what they
are.

But let's say that out of our 100 million dollar cash capital that we put -- 25 million goes into the
support of the system and now we're recovering 75% of that, so let's say there's $17 million was
coming back in the form of revenue from customersto do that.

That has nothing to do with the minimum charge up there.

That would be outside of that.

What it would really drive is our capital program.

So right now what we're doing is in austin energy's budget we forecast customer growth and
we're spending cash, and in some cases debt for like a substation when we have that kind of
growth, but when we have wires growth to new customers we pay for that out of our capital

program right now.

so the capital program costs are not reflected in the fixed charges, the fixed customer charge or
the fixed electric delivery charge?

| would have thought it was in that second.

>>Well, it'sal in there, al revenuesin and al costs are in there, and they're not discretely
assigned to one versus the other, | guessisthe way | would answer that.

Otherwise -- | get in trouble with ann if | go too far into the accounting world here.

well, it would seem that if we're underrecovering our cost, that probably that contributes to
higher fixed costs to our existing customers, but --

>> you could do it that way.
| mean, the reality of it isthat there's a piece of revenue and there's avariety of different places
we receive -- or excuse me, there's a cost to operate and there's a variety of different places we

receive revenue.

Customer growth is one of those areas where you normally receive some revenue from the
customers that hook up to your system.



However, it isvery established public policy by public utilities that want to encourage growth
and want to have low costs associated with new growth to its system for obvious reasons of
growing its utility.

Soit'sredly abig policy.

And | haven't dug too deep, but I'm real curious as to what might have happened back in the '90s
to change that, because obviously it changed, I'm presuming even with the council and the city
manager at the time and how -- how we're going to proceed with that.

So -- yeah, thank you, i think that isinteresting and | see paul robbinsraising his hand so it
sounds like he has some information.

| was going to suggest -- i don't know if that's where my colleagues want to go but | think that's
an avenue to explore as we delve into line extension fees.

And | do want to just say, you know, | have very strong concerns -- I'll just say thisto my
colleagues, those of you who are still here, you know, | have strong concerns about the high
fixed charges and | think we ought to work to figure out some other alternatives.

>> Cole: | agree with that.

I'll just say that as a policy matter | would land on this, that new customers would pay equally to
other customers and that they wouldn't get a discount but they wouldn't necessarily be charged a
whole lot more.

But for sure, that the burden of the utility, the cost burden, would be spread evenly, whether
that's reflected in the capital account or fixed charges, just as a policy matter.

But | also understand, and you can help me with this, i think there's some timing problem in
figuring out what that cost is.

Isthat right?

>> For line extensions?

Isthat what you're talking about?

>> Well, I'm saying that i move to town and | buy a house and you're going to have to provide
me and the rate that you're going to charge me, the timing of when you're able -- and you have to
do aline extension and a connect fee.

Am | paying that amount right up front?

>> |f your existing home -- if you come in as a customer to an existing home, you just pay a
connect service, which is a customer charge and you just connect to the system.



But if you come to town and you want to build a new home --
>> cole: yeah, okay.
>> Okay?

Then there is -- normally the person -- the builder contacts the utility, they go out and they
negotiate or work with the cost to connect to the system.

Different line extension fees exist for different utilities, there are lots of different ways and the
philosophy isthere's a system impact fee.

Y ou probably heard of this even with residential home development in cities where they might
have -- you -- your building permit might cost you alot because it has a cool impact fee and -- a
school impact fee and other fees.

I've never worked with utilities but what we try to do is recover pretty close to the soss
associated with our personnel and -- costs associated with our personnel and with our equipment
that we roll to hook you up as a new customer.

That wouldn't be part of this new customer charge.

That's a completely separate transaction.

Y ou write us a check for x amount of dollars, we build the service to you ever home and you're
another happy customer.

so when we talk about trying to have growth pay for itself and a part of this customer charge,
what exactly are we referring to?

>> Those are two different things.
>> Cole: okay.

>> This customer charge has to do with ongoing existing customers, telephones, services, things
like that.

The line extension comes in the form of a reimbursement from customers to hook them up to the
system.

It's a separate transaction.

However, it does comein as arevenue that offsets your capital cost associated with system
growth.

>> Cole: okay.



Council member riley?

we're not going to have a session tomorrow.

| would like to hear from chernick with with respect to the rate structure.
He provided a memo.

on the last topic, thisissue of having to do a study for the line extension fees and all, when |
brought that up to you six months ago you said, yeah, we're going to do that study.

Have we started in it?
What's the timeline.

>> The timeline is probably -- I'm guessing probably this winter, you know, we'll be ready to do
that, and then we'll explorewhat it is.

And it's going to take some guidelines on my part as to how we want to analyze that, but our
electric service division and the engineers and so forth were all doing that.

It will also come with a cost, because we don't have the field people and the accounting system
to do al of that aswell.

So that's another part of the analysis hasto be done, isto have a system to do that.

S0 -- okay, but what | understand is the bottom line is if we were -- if we were gathering line
extension fees, that would alow us to decrease the overall revenue requirement, which in turn
would decrease the rate increases and how you divide up those rate increases is what we're
talking about now.

But overall we would have --

>> right -- -- less of ademand for arate increase --

>> here'swhat it would do, in real terms.

It would affect our capital forecast of the future, and it would be -- it would be dependent upon
the growth that we forecast as well.

So if we had no growth you would have no revenue from it.
But if you had alot you would have more.

So -- and, you know, we could have the opportunity -- if the revenue requirement went down, we
could potentially decrease the fixed fee or other fees.



And so -- that'swhereit getsinto it.

>> |'d have to sit down, too, with the city manager to assess this, but i believe it would be part of
our budget process.

The line extension fees are fees, and a different kind of policy outside the rates.

hear from mr. chernick?

>> Where would you like me to start?

On thislast point, you may want to distinguish between charging higher fees to new customers
simply because they're new, and of course the equipment you're putting in for them is new and it
hasn't been dpreshtd and it was -- depreciated and it's purchased in $2,012 instead of $1,995, so

that's sort of one way of looking at what you want to bill for, and some utilities do that.

But the other approach is, well, everybody who comes on to the system is entitled to something,
and if they happen to be new, well, that's the breaks.

They'll be an old customer at some point and somebody else will be new or some old equipment
will wear out and have to be replaced.

So in that perspective what you do isyou just look at the particularly expensive extensions, and
if somebody wants to be added at the end of the street and it means one more pole, maybe, then
you might say, well, that's sort of within the average of what we spend per customer, but if there
are several -- they're several pole spans down the road and you're going to have to add a pole and
you have to add a transformer just for them and severa other things, then they're particularly
expensive and maybe they should pay for that.

And there are alot of sort of questions about what -- what fairness means -- and is that a policy
decision that we would need to make?

>> Absolutely.
Thisis not something that falls from the sky.

| mean, certainly the policy guidance has to come from you in terms of what the dollars are or
what the -- the cutoff is.

Y ou could come up with arule of, gee, if you're -- if you don't take more than one pole to extend
the service to you, that should be covered.

That seems like you're just part of the system.

But if it's more than that, then you're asking for an extension.



If that sort of thing strikes you as meeting your standard of fairness, then that would -- that
would be a perfectly reasonable kind of direction to give to the utility, which can then work out
the specific rules.

In terms of sort of the more core rate sign issues, weis said that thisis not arural-urban issue in
terms of practice.

| think it realy is, that the rural co-ops do charge, many of them, high customer charges, such as
the very large charge that austin energy has proposed, but if you look at the texas investor-owned
utilities, they're charging 3 to $6.

The retail electric suppliers, many of them don't flow that through as a customer charge but roll it
into the energy charge.

Municipal utilities generally do not charge the 20, $25 customer charges that the rural electrics
do, and that makes sense because if you're talking about arural electric your next customer may
be a couple miles down the road and each customer has likely acquired their own transformers.

There aren't alot of economies of scale for alot of your customers, and so it makes sense that
you think of each -- each additional customer is acommitment of alot of capital and not just the
-- the meter and reading it.

And for that matter, traditionally for rural electrics reading the meter has been a significant
expense.

So -- so getting that clear, these proposed customer charges, fixed charges, is atotal of $23,
including the dollar for customer assistance.

That's really an extreme number for a nonrural utility.

And it isazero-sum gain and you're going to collect your revenues, so the more you put in the
customer charge, the less you have to charge for energy, the less you put in the customer charge
the more you charge for energy, and | believe strongly that charging for energy isagood thing,
especially given your policy direction, that you want to encourage conservation and people are
more likely to conserve if they save more when they conserve, and the way to achieve that isto
put the charges into the variable charges that they can control.

Theresalso areal equity problem.

Smaller customers tend to be lower income customers.

And the more you put into the customer charge, the more you're hitting them.

So it's not like you can get rid of the assistance program if you -- if you lower the customer
charge, but it just makes the problem worse.



And there is a benefit to the utility, revenue stability, from having large customer charges, large
fixed charges, but there isareal trade-off there between the efficiency of the system and the
efficiency of the signals you're giving to customers, and the -- and the utility's revenue stability.

weis pointed out your revenue stability would be great if you just said each residential customer
pays us $500 a month, period.

Doesn't matter how much you use, but that would give horrible both psychological and economic
signalsin terms of energy conservation.

And part of austin energy's concern about the size of the customer charge and revenue stability
seems to be based on the concern that customers will install solar systems on the rooftops and
basically stop using energy, or they'll use it sometimes but they'll -- they'll feedback as much as
other times and have a zero net hill.

It's my understanding that the utility is planning to move, as soon asthisrate c is over, to the --
and | don't know why they're waiting on that other than maybe they're kind of busy right now --
move from a system where your billed kilowatt hours are reduced by the electricity your solar
system produces, to one where you buy all your power from -- from austin energy so there's no
lost revenues, and then you get a credit on your bill which is paid for through the fuel charge.

So there's no lost revenue on that side either.
And the company is completely made whole.

So | think given that there's a solution on the solar side and energy efficiency is not going to get
people down to zero electricity use or closeto it even, although it can get them down alot lower
than they are now, | don't see that the -- the need for avery large fixed charge is as pressing as
the utility has suggested.

One other thing that | just wanted to mention isin terms of moving customers on to demand
rates, the company has proposed moving -- and then has sort of backed off of that -- moving
some churches on to -- and alarge chunk of small commercial load on to a demand rate.

All the commercial customers between 10 and 20 kilowatts are now on an energy only rate,
which tells them to conserve.

They would be moved on to ademand rate which tells them, try and guess when your maximum
demand is going to occur and try to figure out when to reduce that, even if that meansincreasing
your loads at high cost times, even if it'sincreasing your loads on the system peak, reduce your
maximum load whenever it would occur.

So if you've got multiple machines, run them at different times.

We don't care when you run them.



Y ou can run them on pesak.

We're not going to give you any time of use signals, but just don't run them all at the sametime.
And that's asilly incentive to be giving people.

The utility has spent alot of money on smart meters.

They spent alot of money -- or they're about to spend alot of money on a data system so they
can actually use the data that comes from the smart meters.

That will alow them time of use rates, various times of responsive rates.

Once that system is up and running, then | think they should come to you with a set of rate
designsfor -- starting with the larger customers that reflect how costs are actually incurred, and
demand charges thou shrink away to reflect just the customer-related -- customer-dedicated
equipment, the size of the transformer on acommercia customer, for example, and anything
upstream from that really ought to be on time of use energy.

| think that's all | really wanted to say in response to this morning.

Y ou've got some other notes for me.

If anybody has questions -- council member riley?

Did you have gquestions?

so that, chernick, you mentioned that that proposed fixed charge would put us on the extreme of -
- at least for urban utilities.

Are there other urban utilities that you know of that have afixed charge that high?

>> | haven't tried to -- to do a nationwide survey, and there are so many, especially when you get
into municipals, but there are probably some, but it's -- it would be avery small percent.

When | say extreme, it's not necessarily the highest in the country, but it would be in the top, you
know, 10%, 5%, and three, four, five times what some other utilities are charging.

you mentioned that the down side from the individual customer's perspective in terms of the
incentives for conservation, but you could see some value from the utility's perspective in terms
of eliminating an incentive for the utility to increase its output, but throughput incentive, it's
sometimes called.

>> Y es, and they're changing the utility culture isimportant concern.



If austin energy management isreally having a hard time getting their staff to do what they're
told to do, then maybe some of that staff needs to be replaced with people who actually believe
in what the council wants and are not fixated on selling energy.

Why they would be fixated on selling energy, unless they're -- they're getting bonuses based on
that i don't understand, but austin energy should be able to say, thisis what we're going to do,
and if, under some circumstances, we need to file for arate increase, welll file for arate increase,
and that can happen for alot of reasons.

Energy efficiency would be one of them but certainly not the only one.

And there are other mechanisms that -- that i discussin my paper that jim lazar has talked to you
about.

There'sreally full decoupling and then there are various mechanisms that give the utility some
assurance that if it does alot of efficiency and has afinancial problem as aresult, that there will
be a mechanism there to take care of them.

And it's much better to deal with it that way rather than to take away the customer's efficiency
incentive and then to get the utility -- put the utility in a position of getting customers who are
demote vaited to conserve.

Demote vaited to concern.

It's much better to do it together.

| don't want austin energy to have economy problems but | think there's better ways to do that
than a $23 fixed charge.

>> Y ou would shift that to the energy rates.
>> | would put that in the energy rates, yes.
>> Council member morrison?

| guessfirsti just want to comment that i think that what we're trying to do is set up aframework
and a system, a business system here that encourages us to achieve our goals.

| don't really think it's an issue of staff here.
We have very dedicated --
>> then maybe it's no problem.

well, the challenge we have is setting the framework within the business model to achieve our
goal and | think that's what we're al trying to do here.



| do want to mention a couple things.

One, interms of stability i think we need to keep in mind, and | think you've mentioned this, that
our reserves are another mechanism for helping to maintain stability.

If we have the reserves, and the issue of stability on ayear to year basis should not be as big of
an issue.

Would you agree with that?

>> That's correct.

One reason to have avery small customer charge and to have arate stabilization fund is just what
you hit on, isthat you have the stability mechanism in place, and that's really what it comes
down to.

So that you don't come down to do rate increases very often.

That's the idea.

but in our proposal we have alarge stabilization rate fund and alarge fixed knee.

Now, grant -- fee.

Granted we don't have the stabilization fund at this point, but if we had alarge rate stabilization
fund, the period that you wouldn't -- you don't need as many other mechanisms for finding
stability.

>> Right.

Y ou can achieve it a couple ways.

Y ou know, to have afully flexible and operating rate stabilization fund, needs to be a pretty good
size for austin energy to really have atool that really works, so it would take us a number of
yearsto get that.

The other characteristic that's unique here too is the shape of our residential customer base.

Austin energy has areal high proportion amount of small to medium users of energy too, so it's -
- soit'sreally arevenue stability issue from that standpoint too.

But -- anyway.

the other question -- or thing i thought we have to discuss -- we're about to lose ou quorum,
council member morrison, so do you want to go ahead and ask your question but -- maybe wel'll
have to have the answer later, but | think that given that these high fixed fees would be outside



the norm for our kind of utility, we need to think about what the puc regard for them would be
also, because they could also be a high-risk item there.

>> Right, and | just want to emphasize again, | think thisis my third time today, is that there's
200-kilowatt hours in that fixed charge too.

So that's adifferent way of looking at that number as well.
thank you, austin energy, and mr. chernick.

We appreciate you coming.

WE'l try to get with you with our other questions.

This meeting of the austin city council austin energy work session is without



