PROJECT NO. 23571

RULEMAKING CONCERNING PUBLIC UTILITY COMMISS ON

§
TRUE-UP PROCEEDING UNDER 8§
PURA §39.262 § OF TEXAS
§
§

PROPOSAL FOR PUBLICATION OF NEW §25.263

The Public Utility Commission of Texas (commisson) proposes new 825.263 relating to True-Up
Proceeding required pursuant to the Public Utility Regulatory Act (PURA) 839.262. The proposed
new rule establishes the process for quantifying and reconciling stranded codts, the differences in the
price of power obtained through the capacity auctions and the power costs used in the excess cost over
market (ECOM) modd, the results of the annua reports, the level of excess revenues for customers
who continue to pay the price to bedt, the reasonable regulatory assets not previoudy approved in a
rate order that are being recovered through competition trangtion charges or trangtion charges, and the

find fuel balances. Project Number 23571 has been assigned to this proceeding.

When commenting on specific subsections of the proposed rule, parties are encouraged to describe
"best practice’ examples of regulatory policies, and their rationde, that have been proposed or
implemented successfully in other states aready undergoing dectric industry restructuring, if the parties
believe tha Texas would benefit from gpplication of the same policies. The commisson is only
interested in receiving "leading edge’ examples that are specificdly related and directly applicable to the

Texas gatute, rather than broad citations to other state restructuring efforts.
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In addition to comments on the proposed rule, the commission requests that parties pecifically address

the following issues

1.

The true-up adjustment required by PURA 839.262(d)(2) is determined in the proposed rule
by cdculating the effect on ECOM of using capacity auction prices, actud fud codts, and actud
sdes as catan inputs to the ECOM modd. Are there any substantive differences between
using this method versus a method in which the adjusment is amply the difference between the
price of power obtained through the capacity auctions and the corresponding power cost
projections used in the ECOM mode in the PURA 839.201 proceeding? If so, should an
dternative method for caculating the adjustment required by PURA 839.262(d)(2) be
incorporated into the find rule?

Should the find rule incorporate criteria for determining whether a utility has used good-faith
atempts to renegotiate above-cost fue and purchased power costs as required by PURA
§39.252(d)? If so, what should those criteria be?

The definitions of market price used in subsection (j) of the proposed rule use the same mix of
power products (i.e., based on a three-year full requirements request for proposa and 12
months of capacity auction products) developed in the price to beat rule (Substantive Rule
§25.41) to permit adjustments to the price to best. |s this the appropriate method to determine
the "prevalling market price' or is another method more gppropriate? If this method is

appropriate, should the prices used be forward looking or should they be historical prices?
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Attached Figures 1 and 2, based on postive and negative true-up balances, respectively, provide

various scenarios illugtrating the treatment of the true-up baance pursuant to the rule.

Daryl Tietjen, Director of Financid Andyss, Financid Review Divison, has determined that for each
year of the fird five-year period the proposed section is in effect there will be no fiscd implications for

date or loca government as aresult of enforcing or administering the section.

Mr. Tietjen has dso determined that for each year of the firg five years the proposed section isin effect
the public benefit anticipated as a result of enforcing the section will be afind reconciliation of amounts
due the unbundled successors-in-interest of deregulated dectric utilities. There will be no effects on
smdl businesses or micro-businesses as aresult of enforcing this section. There will be economic costs
to persons who are required to comply with the section as proposed associated with preparing and
processing their true-up applications and defending their applications a hearing, if necessary. There
may aso be additiona economic codts to such persons if they are required to return funds to dectric

customers as aresult of the true-up proceeding.

Mr. Tietjen has dso determined that for each year of the firg five years the proposed section isin effect
there should be no effect on alocd economy, and therefore no loca employment impact Statement is

required under Administrative Procedure Act 82001.022.
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The commisson daff will conduct a public hearing on this rulemaking under Government Code
§2001.029 at the commission's offices, located in the William B. Travis Building, 1701 North Congress
Avenue, Augtin, Texas 78701, on Wednesday, July 25, 2001, at 9:00 am. in the Commissioners

Hearing Room on the 7th floor.

Comments on the proposed new rule (16 copies) may be submitted to the Filing Clerk, Public Utility
Commission of Texas, 1701 North Congress Avenue, P.O. Box 13326, Austin, Texas 78711-3326,
within 30 days &fter publication. Reply comments may be submitted within 45 days after publication.
The commission invites specific comments regarding the costs associated with, and benefits that will be
gained by, implementation of the proposed section. The commission will consder the costs and benefits

in deciding whether to adopt the section. All comments should refer to Project Number 23571.

This new rule is proposed under the Public Utility Regulatory Act, Texas Utilities Code Annotated
§14.002 (Vernon 1998, Supplement 2001) (PURA), which provides the Public Utility Commission
with the authority to make and enforce rules reasonably required in the exercise of its powers and
jurisdiction; and specificaly, PURA §39.252 which addresses a utility's right to recover stranded costs
and PURA §39.262 which requires the commission to conduct a true-up proceeding for each investor-
owned dectric utility after the introduction of customer choice and which prohibits overrecovery of

stranded codts.

Cross Reference to Statutes: Public Utility Regulatory Act 8814.002, 39.252 and 39.262.
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§25.263. True-up Proceeding.

@ Purpose.

Q) The purpose of the true-up proceeding is to quantify and reconcile the amount of
dranded codts, the differences in the price of power obtained through the capacity
auctions and the power costs used in the excess cogts over market (ECOM) modd, the
results of the annua reports, the level of excess revenues from customers who continue
to pay the price to best, the reasonable regulatory assets not previoudy agpproved in a
rate order that are being recovered through competition trangtion charges (CTCs) or
trangtion charges (TCs), and the find fuel baances.

(2 Andectric utility, together with its affiliated retail ectric provider (AREP), its affiliated
power generation company (APGC), and its affiliated transmisson and didribution
utility, shal not be permitted to overrecover stranded costs through the gpplication of
the measures provided in the Public Utility Regulatory Act (PURA), Chapter 39, or

under the procedures established in PURA 8§39.262 and this section.

(b) Application. This section goplies to dl investor-owned tranamisson and digribution utilities
established pursuant to PURA 839.051, their affiliated power generation companies, and thelr

affiliated retail dectric providers.
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(©

Definitions. The following words and terms, when used in this section, shdl have the following

meanings unless the context indicates otherwise:

@

2

©)

(4)

Q)

(6)

()

Capacity auction total price of power (¥MWh) — The totd (fud plus non-fud)
capacity auction revenues divided by the totd capacity auction energy delivered for a
Specified time period.

Mitigation — The totd excess earnings and redirected depreciation gpplied to
generation assets pursuant to PURA 839.254 and §839.256 or a commission order.

Net mitigation — Any mitigation that has not been reversed or refunded as of the date
of the final order in the true-up proceeding.

Net value realized — All compensation paid by a buyer for generating assets,
including the buyer's assumption of debt, less any costs of sde such aslegd fees, broker
fees, and other reasonable transaction costs.

Projected stranded costs— The vaue produced by the ECOM mode and approved
by the commission in the proceeding conducted pursuant to PURA 8§39.201.
Regulatory assets — The generation-related portion of the Texas jurisdictiona
portion of the amount reported by the dectric utility in its 1998 annuad report on
Securities and Exchange Commission Form 10-K as regulatory assets and liabilities,
offset by the applicable portion of generation-rdated investment tax credits permitted
under the Internal Revenue Code of 1986.

Residential market price of electricity — The ample average of the reaults of a

three-year request for proposa for full-requirements service for 10% of residential price
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(8)

©)

(10)

(11)

(12)

to beat load and the most recent aggregated 12-month forward capacity auction prices,
utilizing the appropriate mix of capacity auction products needed to serve residentia
customers.

Residential net price to beat — The average resdentia price to best rate (expressed
in cents per kilowatt-hour) in effect on January 1, 2004, less the average non-
bypassable charges (expressed in cents per kilowatt-hour) applicable to residentia
customers.

Small commercial market price of eectricity — The ample average of the results
of a three-year request for proposa for full-requirements services for 10% of smal
commercid price to beat load and the most recent aggregated 12-month forward
capacity auction prices, utilizing the appropriate mix of capacity auction products
needed to serve small commercia customers.

Small commercial net price to beat — The average smal commercid price to best
rae (expressed in cents per kilowatt-hour) in effect on January 1, 2004, less the
average non-bypassable charges (expressed in cents per kilowatt-hour) applicable to
smdl commercia customers.

Transferee corporation — A separate afiliated or non-affiliated company to whom
an dectric utility or its APGC trandfers generation assets.

Transmission and distribution utility (TDU) — A transmission and digtribution utility
that, pursuant to PURA 839.051, is the successor in interest of an eectric utility

certificated to serve an area.
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(13) Transmisson and disgtribution utility region (TDU region) — The dfiliated

transmisson and didribution utility's service territory.

(d) Obligation to file a true-up proceeding.

Q) Each TDU, its APGC, and its AREP shdl jointly file after January 12, 2004, on a
schedule to be determined by the commisson, a true-up gpplication pursuant to
subsection (€) of this section.

2 Each TDU that is a successor in interest of any utility that was reported by the
commission to have positive ECOM, denoted as the "base case” for the amount of
stranded costs before full retail competition in 2002 with respect to its Texas jurisdiction
in the April 1998 Report to the Texas Senate Interim Committee on Electric Utility
Redructuring entitted "Potentidly Strandable Investment (ECOM) Report: 1998
Update," and such TDU's APGC and AREP, shdl file the true-up agpplication as
required by subsections (f) — (K) of this section.

3 All TDUs not described in paragraph (2) of this subsection, ther APGCs, and their

AREPs shdl| file the gpplications required by subsections (h) and (j) of this section.

(e True-up filing procedures.
@ Each TDU, APGC and AREP shdl file dl testimony and schedules on which they intend

to rely in accordance with the true-up filing package prescribed by the commisson.
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2

3

(4)

(A)  Within 20 cdendar days of the filing of a true-up gpplication, commisson steff
or any intervenor may file a motion dating thet the filing is materidly deficient.
Any such motion shdl include a detalled explanation of the clamed materid
deficiencies.

(B) If the presiding officer determines that an gpplication is materidly deficient, the
TDU, APGC, and AREP shdl correct the deficiencies within 30 cdendar days.
The deadline for find commission order shdl be extended day for day from the
date of initid filing until the corrections are filed with the commisson.

At least 180 days prior to the filing of the first true-up application scheduled by the

commission, a utility's APGC shdl file a natification of intent with the commission if it

intends to utilize PURA 839.262(i) to determine the amount of its stranded cogts for

nuclear assets.

The commisson may initiate a generic proceeding to determine true-up issues that are

common to multiple TDUs, APGCs and AREPs. This proceeding may include updates

to the ECOM modd required by subsection (f)(2)(B) of this section, in the event a

notification of intent is filed pursuant to paragreph (2) of this subsection. The

commission may order further updates to any order gpproved in a generic proceeding

pursuant to this section for any utility whose customers are not offered competition on

January 1, 2002.

As part of the true-up proceeding, the commisson shdl make a determination with

respect to whether the TDU, the APGC, and the AREP have complied with PURA
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Q)

(6)

§39.252(d). If the commission finds that the TDU, the APGC, or the AREP have
faled, individudly or in combination, to fully comply with their obligations under PURA
§39.252(d), the commission may reduce the net book vaue of the APGC's generation
assets or take other measures it deems appropriate in the true-up proceeding filed under
this section.

The State Office of Administrative Hearings shal employ expedited procedures during
discovery in the true-up proceedings.

The commission shdl issue the find order for each proceeding filed under this section
not later than the 150th day after the filing of a complete, non-deficient application.
Notwithstanding the foregoing, however, the 150-day deadline may be extended by the

commission for good cause.

® Quantification of market value of generation assets.

@

Market vaue of generation assets shdl be quantified usng one or more of the following

methods:

(A) Saleof assetsmethod. If andectric utility or its APGC sdls some or dl of its
generation assets after December 31, 1999, in a bona fide third-party
transaction under a competitive offering, the total net value redized from the sde
ghdl egtablish the market vaue of the generation assats sold.  The utility shal

provide to the commission, a least 120 days prior to the trandfer, a detailed
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(B)

explanation of the transaction and a complete description of al assets to be

s0ld, including any ancillary items rdated to the assats

Stock valuation method. The following method of market vauation without

using a control premium may be used to vaue generation assets.

0]

If, a any time after December 31, 1999, an eectric utility or its APGC
has transferred some or dl of its generation assets, including, at the
eection of the dectric utility or the APGC, any fud and fud
transportation contracts related to those assets, to one or more separate
affiliated or nonaffiliated corporations, not less than 51% of the common
sock of each corporation is spun off and sold to public investors
through a national stock exchange, and the common stock has been
traded for not less than one year, the resulting average daily closing
price of the common stock over 30 consecutive trading days chosen by
the commission out of the last 120 consecutive trading days before the
true-up filing required by this section establishes the market value of the
common stock equity in each transferee corporation.

The average book value of each transferee corporation's debt and
preferred stock securities during the 30-day period chosen by the
commission to determine the market value of common stock shall be

added to the market value of its stock.
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(©

(il

)

The market vaue of each tranderee corporation's assets that is
determined as the sum of clauses (i) and (ii) of this subparagrgph shal
be reduced by the corresponding net book vaue of the assets acquired
by the tranferee corporation from any entity other than the affiliated
electric utility or power generation company.

The maket vdue of the assats determined from the procedures
required by clauses (i), (ii), and (iii) of this subparagraph establishes the
market vaue of the generation assets transferred by the eectric utility or

power generation company to each separate corporation.

Partial stock valuation method. The following method of market vauation

using a control premium may be used to vaue generation assets.

0]

If, at any time after December 31, 1999, an dectric utility or its APGC
has transferred some or dl of its generation assets, including, a the
eection of the dectric utility or the APGC, any fud and fud
transportation contracts related to those assets, to one or more separate
affiliated or nonaffiliated corporations, at least 19%, but less than 51%,
of the common stock of each corporation is soun off and sold to public
investors through a nationa stock exchange, and the common stock has
been traded for not less than one year, the resulting average daly
closing price of the common stock over 30 consecutive trading days

chosen by the commission out of the last 120 consecutive trading days
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(il

)

before the filing establishes the market value of the common stock
equity in each transferee corporation.

The commisson may accept the market vauation to conclusvely
edtablish the vadue of the common stock equity in each transferee
corporation or convene a vauation panel of three independent financid
experts to determine whether the per-share vaue of the common stock
sold is farly representative of the per-share vaue of the totad common
sock equity or whether a control premium exigs for the retained
interest.

Should the commission dect to convene a vauaion pand, the pand
must conss of financia experts chosen from proposds submitted in
response to commission requests from the top ten nationally recognized
investment banks with demondtrated experience in the United States
eectric industry, as indicated by the dollar amount of public offerings of
long-term debt and equity of United States investor-owned electric
companies over the immediatdly preceding three years as ranked by the
publication " Securities Datd' or "Inditutiona Investor.”

None of the financid experts chosen for the pand <hdl have
participated, or be employed by an investment house or brokerage
house which has participated, in the business separation, securitization,

or other activities related to the implementation of PURA Chapter 39
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)

(i)

(vii)

(viii)

(ix)

on bendf of the utility for which the market vaduation is being
determined.

If the pandl determines that a control premium exigts for the retained
interest, the pand shdl determine the amount of the control premium,
and the commission shdl adopt the determination, but may not use the
control premium to increase the market value of the assets by more than
10%.

The costs and expenses of the panel, as approved by the commission,
shdl be paid by each transferee corporation.

The determination of the commission, based on the finding of the pand
and other admitted evidence, conclusvely establishes the vaue of the
common stock of each transferee corporation.

The average book value of each transferee corporation's debt and
preferred stock securities during the 30-day period chosen by the
commission to determine the market value of common stock shal be
added to the market value of its stock.

The market vaue of each trandferee corporation's assets shal be
reduced by the corresponding net book value of the assets acquired by
the trandferee corporation from any entity other than the eectric utility

or its APGC.
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(D)

(0] The market vaue of the assets resulting from the procedures required
by clauses (i) - (ix) of this subparagraph establishes the market vaue of
the generation assats transferred by the eectric utility or APGC to each
transferee corporation.

Exchange of assets method. If, a any time after December 31, 1999, an

eectric utility or its APGC tranders some or dl of its generation assets,

including any fud and fue transportation contracts related to those assets, in a

bona fide third-party exchange transaction, the stranded costs related to the

transferred assets shall be the difference between the net book vaue and the
market vaue of the trandferred assats a the time of the exchange, taking into
account any other congderation received or given.

() The market vaue of the transferred assets may be determined through
an gppraisal by a nationaly recognized independent gppraisd firm, if the
market vaue is subject to a market vauation by means of an offer of
sde in accordance with this subparagraph.

(i) To obtain a market vauation by means of an offer of sde, the owner of
the asset shall offer it for sde to other parties under procedures that
provide broad public notice of the offer and a reasonable opportunity

for other partiesto bid on the asset.
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2

(i) The owner of the asset may establish areserve price for any offer based
on the sum of the gppraised vaue of the asset and the tax impact of
sling the asst, as determined by the commisson.

(iv)  Theutility shal provide to the commission, at least 120 days prior to the
trandfer, a detalled explanation of the transaction and a complete
description of al assats to be exchanged, including any ancillary items
related to the assets.

ECOM Method. Unless an dectric utility or its APGC combines dl its remaining

generation assets into one or more transferee corporations pursuant to paragraph (1)(B)

or (C) of this subsection, the eectric utility shal quantify its stranded costs for nuclear

assets using the ECOM method.

(A)  The ECOM method is the estimation modd prepared for and described by the
commission's April 1998 Report to the Texas Senate Interim Committee on
Electric Redtructuring entitled "Potentidly Strandable Investment--ECOM
Report: 1998 Update." The methodology used in the model must be the same
asthat used in the 1998 report to determine the "base case.”

(B)  Aspat of thefiling specified in subsection (d) of this section, the eectric utility
shdl rerun the ECOM modd using updated company specific inputs required
by the modd, updating the market price of eectricity, and using updated natura
gas price forecasts and the capacity cost based on the long-run margina cost of

the most economic new generation technology then available, as approved by
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the commission pursuant to subsection (€)(3) of this section. Naturd gas price
projections used in the modd shall be forward prices of Houston Ship Channel
natura gas.

(C)  Growth rates in generating plant operations and mantenance costs and
dlocated adminigrative and generd costs shal be benchmarked by comparing
those codts to the best available information on cost trends for comparable
generating plants.

(D)  Cagpitd additions shdl be benchmarked using the 1.5% limitation set forth in

PURA §39.259(b).

()] Quantification of net book value of generation assets.

@ For purposes of this section, the net book vaue of generation assets shdl be established
as of December 31, 2001, or the date a market value is established through a market
vauation method under subsection (f) of this section, whichever is earlier.

)] Net book vaue of generation assets cons s of
(A)  The generation-related eectric plant in service, less accumulated depreciation,

plus generation-related asset additions as alowed in the ECOM modd filed
pursuant to the unbundled cost of service (UCQOS) rate filing package, reduced
by:

@)  netmitigation:
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(i) the net book vaue of nuclear generation assets if quantification of
ECOM rdated to those nuclear generation assets is determined
pursuant to PURA 839.262(i); and

(i) any generation-related invested capita recoverable through a CTC,
exclusve of related carrying costs, projected to be collected through the
date of the final order in the true-up proceeding.

(B)  Above-market purchased power costs arisng from contracts in effect before

January 1, 1999.

0] The purchased power market value of the demand and energy included
in the purchased power contracts shal be determined by using the
weighted average costs of the highest three offers from a bona fide
third-party transaction or transactions on the open market.

(i) The bona fide third-party transaction or transactions on the open
market shdl be structured so that the above-market purchased power
costs are determined pursuant to subclause (1) or (I1) of this clause.

) A transaction may be structured so the eectric utility pays a
third paty to assume the utility's obligations under the
purchased power contract. The weighted average of the three
highest offers received in the transaction establishes the above-

market purchased power costs.
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(I A transaction may be structured so athird party pays the utility
to take power under the purchased power contract. The
difference between the net present vaue of obligations under
the exiging contracts a the utility's cost of cepitd and the
weighted average of the three highest offers recaved in the
transaction establishes the above-market purchased power
costs.
(C) Defered dehits related to a utility's discontinuance of the application of SFAS
No. 71 ("Accounting for the Effects of Certain Types of Regulation") for
generation-related assets if required by PURA Chapter 39.
(D)  Capitd codts incurred before May 1, 2003 to improve ar qudity to the extent
they have been gpproved by the commission pursuant to 825.261 of this title
(relating to Stranded Cost Recovery of Environmenta Cleanup Cogts).
(E)  Any adjustments resulting from the commission's review of the TDU's, APGC's,

and AREPs efforts pursuant to subsection (e)(4) of this section.

(h) True-up of final fuel balance.

@ An APGC shdl reconcile the former dectric utility's find fuel balance determined under

PURA §39.202(c).
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0]

2

©)

(4)

The find fuel baance shal be reduced by any revenues collected by the AREP under
any commission-gpproved fud surcharge, from the date of introduction of competition
to the utility's customers through the date of the true-up filing under this section.

If an eectric utility or its TDU or APGC is assessed by another utility in Texas a fud
surcharge after 2001 for underrecoveries occurring through the end of 2001, the
surcharged utility shdl add the amount of surcharges paid after 2001 to its find fud
balance caculated pursuant to this section.

The find fud baance shdl include carrying costs on the positive or negetive fud baance
equd to the rate gpproved in 825.236 of this title (related to Recovery of Fud Costs)

until the date of the fina true-up order.

True-up of capacity auction proceeds.

@

)

For purposes of the true-up required by PURA 839.262(d)(2), and for fina
reconciliation of monthly capacity auction true-up adjustment amounts billed or credited
by the APGC as provided for under §825.381(h)(1) of this title (related to Capacity
Auctions), the APGC shdl compute the difference in ECOM resulting from any
difference between the capacity auction tota price of power and the power cost
projections for the same time period as used in the determination of ECOM for each
utility in the proceeding under PURA §39.201.

The ECOM .xIs modd that supports the APGC's commission-agpproved ECOM run in

the proceeding under PURA 839.201 shadl be used to caculate the capacity auction
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true-up amount for each year. This will be accomplished by caculaing the revised
ECOM amount resulting from substituting the capacity auction totd price of power for
the projected ECOM market prices as included on rows 5, 9, and 13 of the "Prices’
worksheet of the ECOM .xls model for 2002 and 2003. The APGC shdl aso update
the fud expense for 2002 and 2003 based on the actua fud costs incurred by the
APGC. The APGC shdl aso update the sdles for 2002 and 2003 based on the actua
sysem-wide megawatt-hours a the busbar. The difference between this revised
ECOM amount and the ECOM amount approved by the commission in the proceeding
under PURA 839.201 will be caculated to produce the change in ECOM resulting

from use of the capacity auction total price of power for that year.

()] True-up of price to beat revenues. This subsection specifies how the forty- percent

threshold is calculated and how the price to beat comparison is made.

@

)

An AREP is not required to perform the reconciliation described in PURA 839.262(e)
for the resdentid or small commercia customer class if the commission has determined
that the AREP has reached the gpplicable 40% threshold requirements prior to January
1, 2004, pursuant to filing requirements listed in 825.41(1) of this title (relating to Price
to Beat) applicable to that class.

If an AREP has not reached the gpplicable 40% threshold requirements prior to January
1, 2004, for either the residentid or the small commercid class, or both, the net price to

beat for each such class must be compared to the market price of dectricity for that
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©)

(4)

Q)

class in the TDU region on January 1, 2004 as provided in paragraphs (3) and (4) of

this subsection.

If the 40% consumption threshold has not been reached for the resdentid class, the

utility shal compute the difference between the resdentid net price to beat and the

resdentid market price of dectricity. The difference shdl be multiplied by the tota
kilowatt-hours consumed by residentia net price to beat customers of the AREP for the

period beginning January 1, 2002 and ending January 1, 2004.

If the 40% consumption threshold has not been reached for the smal commercid class,

the utility shal compute the difference between the smal commercid net price to besat

and the smal commercid market price of dectricity. The difference shal be multiplied
by the totd kilowatt-hours consumed by smal commercid price to beat customers for

the period beginning January 1, 2002 and ending January 1, 2004.

For each of the resdentia and smal commercia classes, the AREP shdl credit the

TDU the lesser of the amounts caculated in subparagrephs (A) and (B) of this

paragraph:

(A)  $150 multiplied by (the difference between the number of residentid or smal
commercid customers, as gpplicable, in the TDU Region taking price to beat
sarvice from the AREP on January 1, 2004 and the number of residentia or
gmal commercid customers, as gpplicable, outsde the TDU region being

served by the AREP on January 1, 2004); or
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(B) the totd differential between the net price to beat and the market price of
electricity caculated for the applicable class under paragraph (3) or (4) of this

subsection.

(k) Regulatory assets. To the extent that any amount of regulatory assets included in a TC or
CTC exceeds the amount of regulatory assets gpproved in arate order which became effective
on or before September 1, 1999, the commission shal conduct a review during the true-up
proceeding to determine any such amounts that were not appropriately calculated or that did not

condtitute reasonable and necessary costs.

()] TDU/APGC True-up balance.
Q) The formula to establish the true-up balance between the TDU and APGC is shown in
the following table. TDUs described in subsection (d)(3) of this section and ther
APGCs shdl insart zero for dl inputsin this equation except the input entitled "Fina fud

balance caculated pursuant to subsection (h)."

Cdculation of True-up Baance

Net book vaue calculated pursuant to subsection (g)
- Market value calculated pursuant to subsection (f)(1)

+- Vaue caculated by ECOM modd pursuant to subsection (f)(2)
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2

+- Find fud balance calculated pursuant to subsection (h)
+- Capacity auction true-up calculated pursuant to subsection (i)

+/- Regulatory asset amount caculated pursuant to subsection (k)

= TDU/APGC True-up Balance

For TDUs described in subsection (d)(2) of this section, the TDU/APGC true-up

balance shall be compared to projected stranded costs as provided in subparagraphs

(A) — (C) of this paragraph. For TDUs described in subsection (d)(3) of this section,

the TDU/APGC true-up baance shall be treated as provided in subparagraph (D) of

this paragraph.

(A) If the TDU/APGC true-up balance is podtive, and grester than projected
dranded cogts, then the commission shall increase the CTC (or establish a
CTC, if no CTC has previoudy been approved for the utility), extend the time
for the collection of the CTC, or both, to enable the TDU to collect the
TDU/APGC true-up badance. The utility may seek to securitize any or dl of the
amounts determined under this subparagraph under PURA Chapter 39,
Subchapter G.

(B) If the TDU/APGC true-up baance is positive, but less than projected stranded
cogts, then the commisson shal reduce non-bypassable delivery rates in the
amount of the difference by:

0] reducing any CTC established under PURA §39.201;
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(i) reverang, in whole or in part, the depreciation expense that has been
redirected under PURA 839.256;

(i) reducing the TDU's rates; or

(iv) any combination of clauses (i), (i), and (iii) of this subparagraph.

(©)  If the TDU/APGC true-up baance is negative, then
@) any CTC egtablished under PURA 839.201 shdl be eiminated,

(i) net mitigation shall be reversed until exhaugted or until a zero true-up
baance is achieved, and the amount of net mitigation reversed shdl be
returned to ratepayers by the APGC through an excess mitigation
credit; and

(i) if net mitigation is exhausted and some amount of the negetive true-up
balance remains, then a negative CTC shal be established based upon
the lesser of the absolute value of the remaning negative true-up
balance or the securitization amount on which any TCs are based.

(D)  If the TDU/APGC true-up balance is poditive, then aCTC shdl be imposed to
enable the APGC to recover any postive fud baance. If the TDU/APGC true-
up baance is negative, then a fud credit shdl be implemented to return the
over-recovered fuel baance to ratepayers.

3 The TDU shdl be dlowed to recover, or shal be lidble for, carrying costs on the true-

up bdance. Carying costs shal be caculated usng the utility's cost of capitd
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(m)

)

established in the utility's UCOS proceeding, and shdl be calculated for the period of

time from the date of the true-up find order until fully recovered.

TDU/AREP true-up balance. The TDU shdl hill the AREP for, and the AREP shdl remit to
the TDU, the amount caculated pursuant to subsection (j) of this section, plus carrying costs.
Carrying cods shdl be cdculaied usng the utility's cost of capitd established in the utility's
UCQOS proceeding, and shdl be caculated for the period of time from the date of the true-up
fina order until fully recovered. The commisson may reduce the TDU's rates to reflect the

amounts due from the AREP.

Rate case subsequent to the true-up proceeding.

@ The TDU shdl file an gpplication to adjudt its rates within 60 days following the issuance
of afinal, gppedable order on its true-up proceeding. In the rate case, the commission
shdl adjust the TDU's rates and any CTC approved in the true-up proceeding, and
dlocate the recovery responsbility for such rates and any CTC to the TDU's customer
classes.

2 In the rate case, the commisson shall aso congder adopting remittance standards, if
necessary, with respect to the credits or hills as among the TDU, the APGC and the

AREP.
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This agency hereby certifies that the proposa has been reviewed by legal counsel and found to

be within the agency's authority to adopt.

ISSUED IN AUSTIN, TEXAS ON THE 30th DAY OF MAY 2001 BY THE
PUBLIC UTILITY COMMISSION OF TEXAS
RHONDA G. DEMPSEY



