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EXPLANATION OF KEY PROVISIONS OF 

THE SETTLEMENT AGREEMENT BETWEEN TNMP CITIES AND
TEXAS-NEW MEXICO POWER COMPANY

1.
The Settlement Provides a 48% Reduction to TNMP's Requested $24.4 
Million Rate Increase 


TNMP's Statement of Intent filing made with the Cities in August 2008, requested a rate increase of $8.7 million.  On March 31, 2009, TNMP filed a Supplemental Application and Statement of Intent to Change Rates.  In the Supplemental Application the Company updated their cost of debt and included costs associated with Hurricane Ike.

TNMP’s Supplemental Application requested a net increase of $24.4 million over current rates, or an overall increase of 14.43%.  The increase was comprised of 1) the $8.7 million increase initially requested; 2) an additional $3.5 million as a result of a correction to rate base as stated in the initial request; and 3) increased debt costs of approximately $6 million through base rates associated with refinancing approximately $315.5 million.  In addition, TNMP requested recovery of $20.2 million for Hurricane Ike restoration costs to be collected over 5 years with carrying charges and $1.1 million associated with carrying charges on TNMP’s competition transition charge. 


The Settlement Agreement substantially reduces the Company's request, authorizing a $6.8 million rate increase effective for bills rendered by TNMP on or after September 2009.  In addition, it reduces the Company's requested Hurricane Ike costs by $2.5 million.  


A contested case proceeding before the Public Utility Commission (“PUC”) on the Company's current application would have taken several months and cost ratepayers millions of dollars in rate case expenses.  The $6.8 million base rate increase provided by the Settlement Agreement is within the zone of reasonableness based on the evidence that would be offered at hearing.  The base rate increase reflects a 4.41% overall rate increase for the Company and a 2.72% increase for residential customers using 1000 kWh.  Cities' experience before the PUC indicates that it is more likely than not that the $6.8 million rate increase agreed to as part of the Settlement is a better result than what would be ordered by the PUC.  

2.
The Settlement Provides Favorable Cost Allocation 


Under the Supplemental Application the Company requested a 14.43% increase in rates over its test year revenues.  However, adoption of the Company's filed case would result in an increase of 31.31% for residential customers, 93.92% for small commercial customers and an 88.43% increase for lighting customers.  In contrast, under the Settlement Agreement the Company's overall rates are increasing by 2.12%.  Moreover, residential customers will see a 3.83% increase, small commercial customers a 14.46% increase and lighting customers will pay 2.12% more.  


Particularly significant to Cities is the fact that under the Settlement, the Company agreed to limit the lighting class increase to the system average rate increase (2.12%) and reallocate costs to the other customer classes that are receiving a rate increase as a part of the settlement.  Regarding intra class rate design, TNMP will not increase rates for different lighting fixtures by more than the class average rate increase.

3.
The Settlement Lessens the Customer Impact


Under the Settlement Agreement, a residential customer with usage of 1000 Kwh per month will see a $1.10 increase to the base rate portion of their bill.  This compares to a $9.48 per month impact to the same customer under the Company's filing.  Small commercial customers using 370 kWh/month will see a $1.91 increase to the base rate portion of their bill as opposed to the $14.62 per month increase proposed by TNMP.  


In addition, customers will be surcharged to cover Hurricane Ike costs.  Under the Settlement Agreement, a residential customer with usage of 1000 kWh per month will see a $1.04 monthly charge to pay for Hurricane Ike costs.  This is a 45% reduction to the $1.90 monthly charge proposed by TNMP.  Small commercial customers using 370 kWh/month will pay $0.87 per month or 55% less than the $1.95 requested by TNMP. 

4.
Elimination of the Demand Ratchet For Municipal Pumping Customers and 
Customers Below 20 kW


For Customers whose peak demand in the most current 12 month period is greater than 20 kW, the billing kW applicable to the “Distribution System Charge” shall be the higher of the NCP kW for the current billing month or 80% of the highest monthly NCP kW established in the 11 months preceding the current billing month (80% ratchet). Under the Settlement, the Company agreed to continue to waive the 80% ratchet for those customers below 20 kW and for all Retail Seasonal Agricultural and Municipal Pumping Customers.

5.
Provides for Rate Certainty


By adopting the settlement, Cities will not be subject to the jurisdiction of the PUC.  Therefore, Cities will have certainty with respect to their electric rates.  

6.
Settlement Terms

The major components of the Settlement Agreement include: 

· A base rate increase of $6.8 million over test year revenues resulting in a total revenue requirement of $160,997,798.  The rates will be effective for bills rendered on or after September 1, 2009.

· TNMP’s Weighted Average Cost of Capital (“WACC”) shall be 9.76% based upon a 9.43% Cost of Debt and a Return On Equity (“ROE”) of 10.25% with a 60/40 debt to equity capital structure.  Until revised in TNMP’s next rate case, all PUC proceedings or other filings at the PUC requiring application of TNMP’s Cost of Debt, WACC, or ROE will apply the foregoing WACC, Cost of Debt, and ROE.

· The costs associated with system restoration resulting from Hurricane Ike will be amortized over 5 years and recovered through a rate rider.  The principal balance agreed to by the parties is $17,554,375.  The accumulated carrying costs from the receipt of invoices until the implementation of new rates is $1,879,234, of which $1,301,399 is an interest cost and $577,835 is an equity cost.  The total balance at September 1, 2009 is $19,433,609.  Carrying charges for the unamortized balance will be at TNMP’s Commission approved WACC.  Based on a 5-year amortization schedule, the annual levelized recovery will be $4,826,289.

· The increase in the Competitive Transition Charge (“CTC”), based on TNMP’s 9.43% Cost of Debt, is $1,064,849.

· TNMP will file a new depreciation study when it files its next general rate case.

· TNMP will continue the SCUD Tariff providing a 20% discount to universities.

· TNMP will not collect energy efficiency costs through base rates but must seek recovery through an Energy Efficiency Cost Recovery Factor (“EECRF”) filing.

· The Accelerated Business Improvement (“ABI”) costs will be collected in base rates based on a 3-year amortization schedule.

· TNMP will fund a catastrophe reserve, for self-insurance purposes, in the amount of $952,000 with an annual accrual of $119,000.  The accrual period is 8 years.  

· TNMP has met its obligations under the Settlement Agreement in PUC Docket No. 22349 as it relates to the use of the Interim TCOS mechanism and may file for an adjustment commensurate with or after the filing of the Stipulation in this proceeding.

· For customers whose peak demand in the most current 12 month period is greater than 20 kW, the billing kW applicable to the “Distribution System Charge” shall be the higher of the NCP kW for the current billing month or 80% of the highest monthly NCP kW established in the 11 months preceding the current billing month (80% ratchet). The 80% ratchet shall not apply to Retail Seasonal Agricultural Customers or Municipal Pumping Customers.

· TNMP will limit the lighting class increase to the system average rate increase and will reallocate costs to the other customer classes that are receiving a rate increase as a part of this settlement.  Regarding intra class rate design, TNMP will not increase rates for different lighting fixtures by more than the class average rate increase.
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