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INTRODUCTION

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A. Rebecca Klein, Klein Energy LLC, 611 S. Congress Avenue,

Suite 125, Austin, Texas 78704.

TESTIMONY OF REBECCA KLEIN Page 2
PUBLIC STAFF — NORTH CAROLINA UTILITIES COMMISSION
DOCKET NOS. E-2, SUB 1262 AND E-7, SUB 1243



10
11
12

13
14
15
16
17

18
19
20
21

22

23

24

25

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR
POSITION?

| am Principal of Klein Energy LLC, which specializes in regulatory
representation and strategic entry and/or growth in domestic and

international power markets.

ARE YOU SPONSORING ANY EXHIBITS?

Yes. | am sponsoring the following exhibits:

Klein Exhibit 1, the Financing Order dated August 5, 2002, issued by
the Public Utility Commission of Texas in Docket No. 25230.

Klein Exhibit 2, the Financing Order (Order No. PSC-15-0537-FOF-
El) dated November 19, 2015, issued by the Florida Public Service
Commission in Docket Nos. 150171-El and 150148-El.

Klein Exhibit 3, photocopies of “Asset Securitization Report — RRB
sector leader Texas aims to set best practices,” dated July 21, 2003;
“‘Asset-Backed Alert,” dated September 5, 2003; and “Asset
Securitization Report, Oncor Electric Revitalizing an entire asset
class,” dated December 1, 2003.

Klein Exhibit 4, a redacted copy of the “lowest nuclear asset recovery
charge” certification delivered by a bookrunning underwriter for Duke
Energy Florida’s 2016 issuance of securitized nuclear asset recovery
bonds.

In addition, except as otherwise defined in this testimony, terms have
the meanings assigned to them in the Glossary, attached as the final
exhibit to the testimonies of Public Staff witnesses Joseph Fichera

and Paul Sutherland.
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BRIEFLY PROVIDE AN OVERVIEW OF YOUR EDUCATION AND
PROFESSIONAL EXPERIENCE.

| am a graduate of Stanford University with a Bachelor of Arts degree
in Human Biology. In addition, | received my Master's degree in
National Security Studies at Georgetown University, earned a Juris
Doctorate at St. Mary’s University in San Antonio, Texas and am
currently pursuing an Executive MBA at Massachusetts Institute of
Technology. In 1996, | was admitted to practice law in Texas. | am
also a retired Lieutenant Colonel in the U.S. Air Force Reserve.
During this period of national service, | was awarded the National
Defense and Southwest Asia Service Ribbons for service in Saudi

Arabia during Desert Shield/Desert Storm.

From 2001-2004, | served as a Commissioner and also as Chair of
the Public Utility Commission of Texas (PUCT), during which time |
helped oversee the competitive restructuring of the State's
$36 billion power market and the establishment of the PUCT's
multibillion dollar Ratepayer-Backed Bond program in the state
involving the first three ratepayer-backed bond offerings for three
different utilities and approximately $3 billion in bonds. Prior to my
appointment to the PUCT in 2001, | served as a Policy Director for
then-Governor George W. Bush, engaging in a variety of statewide
issues and projects in the areas of telecommunications, energy,

housing, technology, and banking. | was also Chair and Vice Chair
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of the Board of the Lower Colorado River Authority, a public power
entity that owns generation and transmission assets and manages
hydro and other water assets in Texas. From 1988 to 1993, | worked
in Washington, DC. | served as a Legislative Liaison Action Officer
for the Secretary of the Air Force; as Associate Director, Office of
Presidential Personnel in the White House of President George H.W.
Bush; and as an Associate Director of the U.S. Trade and
Development Agency, during which time | oversaw agency accounts
in various multi-lateral banks. Presently, | sit as a member of the
Board of Directors for a publicly traded utility, Avista Corporation, as
well as a private corporation responsible for commercialization of

renewable energy technologies.

PLEASE DESCRIBE THE NATURE OF YOUR RELATIONSHIP
WITH SABER PARTNERS.

Since 2006, | have been a member of the Advisory Board of Saber
Partners, LLC (Saber Partners or Saber). Members of the Advisory
Board make themselves available to Saber’s senior management
from time to time to give their perspective on issues in which Saber
is involved. Members of the Advisory Board have no management or
operational responsibility for Saber Partners. | often share my
knowledge with Saber management on regulation and energy issues
from a public policy point of view and from both the state and federal

level perspective based on my extensive experience in those areas.
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From time-to-time | also share with Saber my experience as Chair of

the PUCT.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

My testimony will explain the importance and the benefits of adhering
to a lowest storm recovery charge standard when establishing a
new Ratepayer-Backed Bond program and throughout all stages of
structuring, marketing and pricing the proposed storm recovery
bonds. My testimony also explains some of the actions that we took
at the PUCT in tandem with our independent financial advisor that in
fact resulted in the lowest transition bond charges consistent with
market conditions and the terms of the Financing Orders. | will also
discuss why the PUCT, having statutory fiduciary duty to the public
interest, chose to retain a financial advisory team that was proactive
and that would act as a co-lead with the utility throughout the
transaction lifecycle. A fiduciary is required to act solely in the best
interests of the beneficiary without regard to the fiduciary’s own
financial or other interests. Furthermore, | will explain the benefits of
having a financial advisor, who is directed by an agency whose core
responsibility is with consumer interest obligations, to act as an equal
joint decision maker in collaboration with the utility involved in the
Ratepayer-Backed Bond transactions. My testimony is based on my
direct experience with three Ratepayer-Backed Bond transactions

while Chair of the PUCT and participation with Saber’s Advisor Board
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Ratepayer-Backed Bond securitization transactions in Florida in
2006 and 2016 and West Virginia 2007 and 2009. My Florida
experience related to the first use of Ratepayer-Backed Bonds in that
state, to finance storm damage costs and to the second use of
Ratepayer-Backed Bonds in that state, to finance the remaining
costs of a nuclear generating plant which was retired early. My West
Virginia experience related to the first use of Ratepayer-Backed
Bonds in that state, to finance the costs of air pollution control
facilities at a coal-fired generating plant.

ESTABLISHING A STORM RECOVERY BOND PROGRAM BASED ON
RATEPAYER-BACKED BOND “BEST PRACTICES”

DURING YOUR TERM WITH THE PUCT, WERE ANY
RATEPAYER-BACKED BOND TRANSACTIONS COMPLETED?

Yes. Three transactions were completed with active commission
oversight during my tenure at the PUCT. Two transactions were done
pursuant to Financing Orders issued by my predecessors and one
pursuant to a Financing Order that | approved as a member of the
PUCT. These transactions involved the issuance of Ratepayer-
Backed Bonds referred to as “transition bonds” in Texas.
Approximately $747 million in transition bonds were issued for
Reliant Energy in 2001, $797 million in transition bonds were issued
for Central Power and Light in 2002, and $1.3 billion in transition

bonds were issued for Texas Utilities (Oncor) in 2003 and 2004.
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Q. WERE THOSE TEXAS “TRANSITION BONDS” SIMILAR TO THE
STORM RECOVERY BONDS PROPOSED BY DUKE ENERGY
CAROLINAS, LLC (DEC) AND DUKE ENERGY PROGRESS, LLC
(DEP) IN THIS PROCEEDING?

A. Yes. One overarching similarity between the storm recovery bonds
proposed by DEC and DEP (the Companies) and the Texas
“transition bonds” is that ratepayers bear the full economic burden of
repaying the bonds. This is why they are often referred to as
‘Ratepayer-Backed Bonds.” The utilities receive the proceeds
determined through separate proceedings but the ratepayers are
responsible for costs of issuance and principal interest on the bonds
with no further review by the commission after the bonds are issued.
This particular similarity is important because, as my testimony will
explain, ratepayer interests in Ratepayer-Backed Bond transactions
would not be represented but for the standards and actions

incorporated into the transaction process by the regulator.

Q. PRIOR TO THOSE THREE “TRANSITION BOND”
TRANSACTIONS, DID THE PUCT SPECIFICALLY APPROVE
ANY OTHER TYPES OF FINANCINGS FOR UTILITIES UNDER
ITS JURISDICTION?

A. No. Traditional financings and financing costs were under each
utility’s general cost of capital proceeding and were subject to a

retrospective prudence review process by the PUCT in general rate
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cases. The utilities and their shareholders were directly accountable
for all their debt costs and their capital structure under the general
review process. If either item (debt level or cost of debt) was found

to be imprudent, an adjustment would be made to the cost of capital.

DID THE PUCT TREAT “TRANSITION BOND” TRANSACTIONS
DIFFERENTLY THAN IT TREATED TRADITIONAL UTILITY
BONDS OF THE INVESTOR-OWNED UTILITIES THAT YOU
OVERSAW AS THE REGULATOR IN COST OF CAPITAL
PROCEEDINGS AND RATE CASES?

Yes.

WHY WERE THE TEXAS “TRANSITION BONDS” TREATED
DIFFERENTLY?

The normal incentives to minimize waste and eliminate inefficiencies
that are inherent in traditional rate cases are absent with Ratepayer-
Backed “transition bonds.” Therefore, the PUCT’s authority to correct
any problems it discovered was severely limited. State law required
the PUCT to issue an irrevocable Financing Order in which the utility
is insulated from any and all costs associated with the financing. The
PUCT was also required to approve an irrevocable process called a
“True-up Mechanism” that committed the PUCT periodically to raise
or lower the charge that supports the bonds to whatever level is

necessary to pay the bonds’ principal and interest on time. In

TESTIMONY OF REBECCA KLEIN Page 9
PUBLIC STAFF — NORTH CAROLINA UTILITIES COMMISSION
DOCKET NOS. E-2, SUB 1262 AND E-7, SUB 1243



10

11

12

13

14

15

16

17

18

19

20

21

22

23

addition, the State of Texas and the PUCT were required to pledge
to the bondholders never to take or permit any action to be taken that
would interfere with the bondholders’ right to payment. This
regulatory guarantee is an extraordinary use of the powers of state
regulation. These items — the irrevocable Financing Order; the True-
up Mechanism, and the pledge to bondholders — are all similar to
legal obligations that the North Carolina statute requires for storm
recovery bonds. In Texas, we adhered to these key commitments.
They are essential in securing a AAA bond rating, which in turn
mitigates debt costs and provides the opportunity, not a guarantee,
for the lowest cost structure for ratepayers, as explained in further

detail below.

WHY WAS AN IRREVOCABLE FINANCING ORDER REQUIRED
WITH A TRUE-UP MECHANISM?

The Texas legislature required a True-up Mechanism because the
Texas utilities sponsoring the Texas securitization legislation advised
that a True-up Mechanism was necessary to allow the “transition
bonds” to be rated by the credit rating agencies at the highest
category, “AAA,” and make the “transition bonds” more attractive to
investors. This feature would alleviate Underwriter and investor
concerns (articulated by the credit rating agencies) that a future
commission would make a determination that the financing was

imprudent, much like a commission’s ongoing retrospective review
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authority over traditional utility debt. The PUCT’s independent
financial advisor advised the PUCT that this was a correct analysis —
that a True-up Mechanism was necessary to allow the “transition
bonds” to be rated by the credit rating agencies at the highest

category, “AAA”.

WHY DID THE TEXAS LEGISLATURE AND THE PUCT BELIEVE
THAT AN “AAA” RATING WAS NECESSARY?

The Texas utilities advised the Texas legislature and the PUCT that
a “AAA” bond rating could result in the lowest possible interest rate
on the “transition bonds.” The PUCT’s financial advisor supported
this analysis. An “AAA” rating demonstrates to potential investors
that the “transition bonds” are not very risky. The lower the risk, the
lower the interest rate commanded by Underwriters and investors.
Consequently, the credit rating is an important factor that allowed
“transition bonds” to be sold to investors at the lowest possible
interest rate at a given point in time and in turn at the lowest transition

bond charges to Texas ratepayers.

DID THE PUCT IMPOSE OTHER CONDITIONS OR PROVISIONS

IN  ITS FINANCING ORDERS TO |IMPROVE THE
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MARKETABILITY OF TEXAS “TRANSITION BONDS” AND
LOWER THE OVERALL COST TO RATEPAYERS?

Yes. The Texas statute required that the “structuring and pricing” of
transition bonds result in the lowest transition bond charges
consistent with market conditions. In its Financing Orders, the PUCT
also required that the “marketing” of transition bonds result in the

lowest transition bond charges consistent with market conditions.

In addition, the PUCT’s Financing Orders directed its financial
advisor in each transaction in which | was involved to be actively
engaged throughout the transaction process in order to adhere to a
lowest transition bond charge standard. Examples of the proactive
initiatives the independent financial advisor undertook to help us
reach our “lowest transition charge” mandate include: 1) insisting that
any servicing fees and administration fees in excess of actual
incremental costs be rebated or credited to ratepayers; 2) identifying
any potential conflicts that may arise between the utility, the
Underwriter and the utility’s advisor; 3) participating fully and in
advance in all aspects of structuring, marketing and pricing the
“transition bonds”; 4) challenging any decision it believes might not
result in lowest transition bond charges to ratepayers; and 5)
requiring certifications from the Companies, the bookrunning
underwriter(s) and the PUCT’s financial advisor that the structuring,

marketing and pricing of the transition bonds in fact resulted in the
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lowest transition bond charges consistent with market conditions at
the time the transaction priced and the terms of the Financing Order
(see Klein Exhibit 4). Public Staff withesses Hyman Schoenblum,
Paul Sutherland and Joseph Fichera have outlined more fully in their
testimonies these conditions and provisions that were adopted and
implemented in connection with the Texas “transition bonds” to lower
the transition bond charges to ratepayers in Texas. Klein Exhibits 1
and 2 provide two Financing Orders exemplifying these required
conditions. Klein Exhibit 1 is the PUCT’s 2002 Financing Order which
authorized the Texas Oncor securitized “transition bond” transaction,
with yellow highlighting indicating language which implements “best
practices” recommended by Saber Partners. Klein Exhibit 2 is the
Florida Public Service Commission’s 2015 Financing Order which
authorized Duke Energy Florida’s securitized nuclear asset recovery
bonds, again with yellow highlighting indicating language which
implements “best practices” recommended by Saber Partners. The
Florida commission used the PUCT’s 2002 Financing Order as its

template.

IN WHAT WAYS DO YOU BELIEVE YOUR EXPERIENCE WITH
TEXAS “TRANSITION BONDS” SHOULD INFORM THE NORTH

CAROLINA UTILITIES COMMISSION AS IT PREPARES A
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FINANCING ORDER FOR THE PROPOSED STORM RECOVERY

BONDS?

A. Absent a pro-active approach by an entity having specific statutory

responsibilities to consumers, the North Carolina ratepayers will not
be represented meaningfully in the process of structuring, marketing
and pricing the bonds. Without adherence to a clear, unqualified
lowest storm recovery charge standard by the North Carolina Utilities
Commission (Commission) and adoption of practices, procedures
and advice from an independent financial advisor, it will be difficult to
hold utilities and Underwriters of storm recovery bonds accountable
for any failure to achieve the best possible outcome for ratepayers.
It is important to remember: The Commission gives up all further
review of the charges imposed on ratepayers once the bonds are
issued and non-bypassable charges imposed on ratepayers.
Payment of all principal, interest and other financing costs are paid
directly by ratepayers. Every dollar is a ratepayer dollar. Moreover,
with the True-up provision, the Commission must guarantee to adjust
the charge to whatever level is necessary to repay the bonds on time.
There is no chance to look back as with traditional utility bonds and

cost of capital.

Q. IN YOUR OPINION, SHOULD THESE OTHER CONDITIONS OR
PROVISIONS BE IMPOSED TO IMPROVE THE MARKETABILITY

OF NORTH CAROLINA STORM RECOVERY BONDS AND
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LOWER THE SECURITIZED CHARGES TO NORTH CAROLINA
RATEPAYERS?

Yes. In my experience with three Ratepayer-Backed Bond
transactions in Texas, the PUCT was able to realize an average
ratepayer savings for the three transactions of $23 million
($17 million net present value taking into account all costs), as
compared to the pricing of other Ratepayer-Backed Bonds during the
same time frame. See Sutherland Exhibit 3 and witness Sutherland’s
description thereof. | believe that these substantial ratepayer savings
resulted directly from the PUCT’s steadfast adherence to the lowest
transition charge standard that was fully aligned with ratepayer
interests. Further, these ratepayer savings were directly attributable
to the fact that the PUCT, supported by the specialized expertise of
its financial advisor, was actively involved in developing and
implementing the terms, conditions and provisions of each facet of
the transaction process. The testimony of Public Staff witness
Sutherland explains in more detail how these transactions priced
relative to other investor-owned utility Ratepayer-Backed Bond
transactions. As Mr. Sutherland explains with specificity, the superior
outcome of these initial Texas Ratepayer-Backed Bonds has been
confirmed by several other industry observers when compared to
Ratepayer-Backed Bond transactions in other states that did not take

a similar approach. The success of the Texas approach was also
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noted by independent financial press reports at the time, particularly
the 2003 Oncor Ratepayer-Backed Bond offering. In Klein Exhibit 3,
| have attached copies of several of these articles from third party

observers.

DID THE TEXAS STATUTE WHICH AUTHORIZED RATEPAYER-
BACKED BONDS DIRECT THE PUCT TO APPLY A STANDARD
TO ENSURE THAT BENEFITS FROM THE LEGISLATION AND
THE FINANCING ORDER TO TEXAS RATEPAYERS WOULD BE
MAXIMIZED?

Yes. The Texas statute required the PUCT to ensure that the
structuring and pricing of the securitized “transition bonds” resulted
in the lowest transition bond charges consistent with market
conditions and the terms of the Financing Order. After public
hearings on the proposed Texas Ratepayer-Backed Bond program,
the PUCT determined that effective marketing of transition bonds
would be integral to a successful pricing of transition bonds;
therefore, the PUCT Financing Orders made express that the
“structuring, marketing and pricing” of the transition bonds must
result in the lowest transition bond charges consistent with market
conditions and the terms of the Financing Order. The Texas statute,
like the North Carolina statute, directs the PUCT to evaluate
Financing Order petitions and add the necessary conditions to

protect ratepayer interests while validating the necessary funds to be
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given to the utility. We acted in our fiduciary role for both ratepayer

and utility interests.

WHY IS AN UNQUALIFIED “LOWEST SECURITIZATION
CHARGE” STANDARD IMPORTANT?

A lowest securitization charge standard sets the appropriate
benchmark on behalf of the ratepayer. | fully acknowledge that there
are no absolutes in this world. Nevertheless, the lowest securitization
charge standard is a prudent and reasonable objective that should
be treated as the “guiding star” in every phase of the transaction
cycle not only for the Commission, but also for the utility and in the

context of negotiations with Underwriters and investors.

IN THE ABSENCE OF A SPECIFIC STATUTORY MANDATE,
WHAT WOULD YOU HAVE DONE AS A PUCT COMMISSIONER?
The same thing. Even if this statutory mandate had not been included
in the Texas legislation, | would have pursued the lowest cost to
ratepayers for the very simple reason that this was the PUCT’s
fundamental responsibility to ratepayers under our general statutes.
| would have felt particularly strongly about this in any situation where
the intrinsic nature of a transaction does not account for ratepayer
interests in equal measure as the sponsoring utility, as is the case in

this proceeding.
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ARE RATEPAYER INTERESTS CLEARLY ALIGNED WITH THE
COMPANIES’ INTERESTS IN THIS CASE?

No. In Ratepayer-Backed Bond transactions generally, the utility has
an interest in closing the transaction as expeditiously as possible,
even if that requires the utility to settle for less than the lowest storm
recovery charges to ratepayers. In each of the Ratepayer-Backed
Bond transactions in which | was involved, the utility was to receive
hundreds of millions of dollars but without any direct or indirect
obligation to pay it back. The utility’s interests were already protected
by the nature of the transaction. While the utility had a general
interest in keeping overall customer rates low, the utility had another,
more immediate and compelling interest in getting the proceeds as
quickly as possible. This eliminates the uncertainty over the recovery
of funds and gives the utility the proceeds from the bonds to use in
their business operations to help maximize returns for shareholders.
| have no reason to believe that the Companies’ interests in this
transaction would be any different. Having said that, there is no
reason why ratepayer interests and the Companies’ interest cannot
be aligned in light of the fact that any savings that could benefit
ratepayers do not affect the amount the utilities will receive as part
of the securitized amount. However, it is important that ratepayers
be represented at the negotiating table with the utility when it enters

the market and negotiates with Underwriters and investors whose
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ratepayers.

DID THE TEXAS UTILITIES SUPPORT ACTIVE INVOLVEMENT
OF THE PUCT’S EXPERTS IN THE PROCESS AND IN THE
NEGOTIATIONS WITH UNDERWRITERS?

The Texas utilities eventually did support the active involvement of
the PUCT, particularly when they realized the PUCT’s steadfast
resolve to adhere to a process that increased the probability of
realizing the lowest cost standard. There was some pushback during
the course of discussions to negotiate the best terms for Texas
ratepayers — rather than just follow what other utilities and their
bankers were doing in other states. We viewed this as a natural part
of the robust negotiating process in the capital markets. However,
with the PUCT’s firm commitment and support to the process, the
transactions were completed, the utilities received their proceeds

and the ratepayers were optimally protected.

DOES THE NORTH CAROLINA STATUTE AUTHORIZING
SECURITIZATION OF STORM RECOVERY COSTS HAVE AN

EXPRESSLY STATED REQUIREMENT THAT THE COMPANIES
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STRIVE TO ACHIEVE THE “LOWEST STORM RECOVERY
CHARGES”?

Yes. | have reviewed the North Carolina statute authorizing storm
recovery costs. N.C. Gen. Stat. § 62-172(b)(3)b. directs the
Commission in its Financing Order to determine if the “structuring
and pricing” of storm recovery bonds are “reasonably expected” to
result in the “lowest storm recovery charges” consistent with market
conditions at the time the storm recovery bonds are priced and the
terms of the Financing Order. It also directs the Commission to
include in its Financing Orders “[a]ny other conditions not otherwise
inconsistent with this section that the Commission determines are

appropriate.”

YOU STATED THAT N.C. GEN. STAT. § 62-172(b)(3)b. DIRECTS
THE COMMISSION TO INCLUDE IN ITS FINANCING ORDERS
“ANY OTHER CONDITIONS NOT OTHERWISE INCONSISTENT
WITH THIS SECTION THAT THE COMMISSION DETERMINES
ARE APPROPRIATE.” BASED ON YOUR OVERSIGHT OF THE
INITIAL THREE RATEPAYER-BACKED BOND ISSUES AS
CHAIR OF THE PUCT, SHOULD THE COMMISSION’S

FINANCING ORDERS [INCLUDE ADDITIONAL TERMS,
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CONDITIONS AND PROCEDURES DESIGNED TO ACHIEVE THE

“LOWEST STORM RECOVERY CHARGES”?

A. Yes. The Commission’s Financing Orders should require the
“structuring, marketing and pricing” of storm recovery bonds result in
the lowest storm recovery charges consistent with market conditions
at the time storm recovery bonds are priced and the terms of the
Financing Order. | also believe the Commission’s Financing Orders
should require compliance certificates to be delivered by the
Companies, the Public Staff or its financial advisor, and the book-
running manager after pricing stating that the “structuring, marketing
and pricing” of storm recovery bonds in fact have resulted in the
lowest storm recovery charges consistent with market conditions at
the time storm recovery bonds are priced.

JOINT DECISION-MAKING AUTHORITY WITH SUPPORT FROM AN
INDEPENDENT FINANCIAL ADVISOR

Q. SHOULD THE COMMISSION’S FINANCING ORDERS INCLUDE
OTHER ADDITIONAL TERMS, CONDITIONS AND PROCEDURES
DESIGNED TO ACHIEVE THE “LOWEST STORM RECOVERY
CHARGES”?

A. Yes. In my view, and based on my oversight of three Ratepayer-
Backed Bond issues as Chair of the PUCT, it will be difficult or
perhaps even impossible for the Commission to make this after-the-

fact determination that the structuring, marketing and pricing of the
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Companies’ offerings achieved the “lowest storm recovery charge”
with confidence unless the Commission Staff, the Public Staff and an
independent financial advisor are involved as joint decision makers
in all aspects of the structuring, marketing and pricing of the storm
recovery bonds through the time when the utilities file their issuance
advise letters and when the Commission has authority to disapprove
the bond offering. Receiving only timely information and updates
from the utilities and Underwriters as currently proposed by the joint

petition is not enough.

HOW DID THE PUCT PROTECT THE PUBLIC INTEREST AND
ASSURE ITSELF THAT IT MET ITS LEGISLATIVE DUTY?

For the three Texas “transition bond” transactions | oversaw as Chair
of the PUCT, we established a process of active and involved
oversight throughout the transaction lifecycle. The PUCT was a joint
decision maker with the sponsoring utility in all matters relating to the
structuring, marketing, and pricing of the “transition bonds.” We
expected the utility to work on a collaborative basis with PUCT staff
and the PUCT’s independent financial advisor to ensure a successful

transaction at the lowest storm recovery charge to ratepayers.

PUCT staff and the PUCT’s independent financial advisor also
participated actively and were joint decision makers with the utility in
the process of structuring, marketing and pricing the “transition

bonds.” They acted as an informal “Bond Team.” In addition, the
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PUCT required a detailed issuance advice letter process and
certification of what was done during the transaction, the choices
made and the efforts expended, explaining how these efforts led to

the lowest transition bond charges to ratepayers.

IMPLEMENTING A FIDUCIARY DUTY TO RATEPAYERS

DO THE STATE OF TEXAS STATUTES PROVIDE FOR A
DIVISION OF THE PUCT OR A SEPARATE STATE AGENCY TO
REPRESENT THE INTERESTS OF ALL ELECTRIC
RATEPAYERS?

No. Whereas, Chapter 13 of the Texas Public Utility Regulatory Act
establishes a separate Office of Public Utility Counsel to advocate
specifically for residential and small commercial electric ratepayers,
the Texas statutes do not provide for a particular division of the
PUCT nor a separate state agency to represent the interests of all

electric ratepayers.

N.C. GEN. STAT. 8§ 62-15(b) ESTABLISHES WITHIN THE
COMMISSION A PUBLIC STAFF TO REPRESENT THE
INTERESTS OF THE ENTIRE “USING AND CONSUMING
PUBLIC” THROUGHOUT NORTH CAROLINA. THE PUBLIC
STAFF IS AN INDEPENDENT AGENCY WHICH IS NOT SUBJECT
TO THE SUPERVISION, DIRECTION, OR CONTROL OF THE

COMMISSION. N.C. GEN. STAT. § 62-15(d) STATES “IT SHALL
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BE THE DUTY AND RESPONSIBILITY OF THE PUBLIC STAFF
TO: . . . INTERVENE ON BEHALF OF THE USING AND
CONSUMING PUBLIC, IN ALL COMMISSION PROCEEDINGS
AFFECTING THE RATES OR SERVICE OF ANY PUBLIC
UTILITY”. DO YOU BELIEVE IT WOULD BE APPROPRIATE TO
INCLUDE THE PUBLIC STAFF IN ANY “BOND TEAM”
ESTABLISHED BY THE COMMISSION’S FINANCING ORDERS
TO PARTICIPATE ACTIVELY AND BE JOINT DECISION
MAKERS WITH THE COMPANIES IN THE PROCESS OF
STRUCTURING, MARKETING AND PRICING THE STORM

RECOVERY BONDS?

A. Yes. As petitioners, the Companies are parties to the Commission

proceeding and are expected to participate on the Bond Team with
a view to protecting their own interests. | believe Public Staff's
participation on the Bond Team would enhance the symmetry of
ratepayer interests and viewpoints. The testimonies of Public Staff
witnesses Schoenblum and Fichera discuss this as well. The Public
Staff, given its express legislative mandate to advocate and protect

ratepayers, should also be included as a member of the Bond Team.

Q. DO YOU BELIEVE THE RATEPAYER-BACKED BOND
TRANSACTIONS WHICH YOU OVERSAW AS CHAIR OF THE
PUCT WERE SUCCESSFUL IN MAXIMIZING BENEFITS TO

TEXAS RATEPAYERS?
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Yes.

WHAT IS THE BASIS FOR YOUR BELIEF?

The Texas Financing Orders required the utility to file a detailed set
of analyses and representations called an “issuance advice letter”
about the pricing of the bonds, documenting the benefits of the

transaction to ratepayers.

The PUCT also established a detailed procedure of active due
diligence on the part of its staff and expert advisors. These staff and
expert advisors were assigned to present to the PUCT their review
of the issuance advice letter once filed, as well as their assessment
of whether the structuring, marketing, and pricing of the “transition
bonds” in fact achieved the lowest transition bond charges to
ratepayers consistent with market conditions and the terms of the
applicable Financing Order. For each transaction, the PUCT noticed
a hearing within two business days after pricing for the purpose of
issuing a stop order if the PUCT was not convinced that the lowest

transition bond charge objective in fact had been achieved.

Throughout the period leading up to pricing, and continuing for two
business days after pricing, the PUCT reviewed this pricing
information with staff and decided whether to issue a stop order. The
due diligence review was both in real time and after-the-fact, so that

the PUCT’s hands would not be tied as a practical matter. The PUCT
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also reviewed specific lowest transition bond charge certifications as
to the structuring, marketing, and pricing of the bonds from the utility,
as well as from the Underwriters and from independent experts
without any potential conflicts of interest. The factors considered by
the PUCT included (a) pricing relative to benchmark securities;
(b) pricing relative to other similar securities at the time of pricing,

and (c) the amount of orders received and from whom.

Attached to my testimony is an issuance advice letter used in one of
the Texas “transition bond” transactions | oversaw as Chair of the

PUCT. See Klein Exhibit 1.

DID THE PUCT USE OUTSIDE ADVISORS IN CONNECTION
WITH THOSE RATEPAYER-BACKED BOND TRANSACTIONS?

Yes. The PUCT realized it did not have the expertise on staff for this
assignment, so we brought in an expert independent financial
advisor without any potential for conflicts of interest. As part of this
engagement, through its financial advisor, the PUCT also had the
benefit of outside legal counsel of Orrick, Herrington & Sutcliffe LLP,
as the Public Staff does here. The PUCT acted by and through these
advisors to ensure that the ratepayers’ interests were protected.
Personally, | felt it was my fiduciary duty to the public interest to
engage an independent financial advisor to guide us through all
stages of these initial Ratepayer-Backed Bond transactions. Being a

lawyer, |1 had no knowledge or experience in this complex area of
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finance. Nor did my fellow commissioners. The PUCT finance staff
was experienced with traditional regulator financial matters.
However, securitized Ratepayer-Backed Bond transactions were
new to us all. It was helpful to have outside expertise help the PUCT
establish an understanding and culture of Ratepayer-Backed Bond
best practices that the PUCT could then utilize on its own in future
Ratepayer-Backed Bond transactions.

STRUCTURING, MARKETING AND PRICING WITH CERTIFICATIONS FROM
UTILITY, UNDERWRITERS AND AN INDEPENDENT ADVISOR

DID THE PUCT AND THE PUCT’S FINANCIAL ADVISOR PLAY
AN ACTIVE ROLE IN STRUCTURING, MARKETING, AND
PRICING THE RATEPAYER-BACKED BONDS?

Yes. The PUCT’s financial advisor was diligent in identifying areas in
which ratepayer costs could be reasonably mitigated within the
context of prevailing market conditions. The PUCT’s financial advisor
was also meticulous in providing the PUCT with cost comparisons
between the then-current transaction and the same costs in past
Ratepayer-Backed Bond transactions so that the PUCT could have
a framework in which to make decisions on terms, conditions,
marketing, and timing. This type of active participation on the part of
the financial advisor helped the PUCT meet its goal of ensuring the

lowest transition bond charge standard was met.
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DID THE PUCT REQUIRE A LOWEST TRANSITION BOND
CHARGES CERTIFICATION FROM ITS FINANCIAL ADVISOR?

Yes. In the open meeting on February 25, 2000, the PUCT discussed
the need for an independent financial advisor to provide a fully
accountable opinion or certification as to the lowest cost of funds as
one item the PUCT would examine in deciding whether to approve
the transaction immediately after pricing. The PUCT understood that
the work required to give that certification was substantial and could
add to the cost of the transaction. However, the PUCT believed the
benefits would exceed the costs and that the certification, like an
insurance policy, would provide protection that our mandate would

be met.

DO YOU THINK IT IS APPROPRIATE FOR THE COMMISSION TO
REQUIRE CERTIFICATIONS THAT THE LOWEST STORM
RECOVERY CHARGE HAS, IN FACT, BEEN ACHIEVED?

Yes. The PUCT lowest cost certifications were required, pursuant to
the Financing Order, from the sponsoring utility, the lead Underwriter
and the PUCT’s independent financial advisor in each of the three
transition bond issues | oversaw as Chair of the PUCT. | believe the
requirement that these lowest transition bond charge certifications
be delivered was an important element in achieving superior results
in each of those three transactions for the benefit of Texas

ratepayers. It was important to us that the independent financial
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advisor who had a fiduciary duty to the PUCT and ratepayers deliver
the certification. They had no financial interest in the outcome of the
bond offering, unlike the utilities and the Underwriters. Their opinion
was the core component of the Financing Orders that established the
Ratepayer-Backed Bond program. Public Staff witnesses
Schoenblum and Moore also discuss the need for, and relevance of,
independent advisor opinions in financial transactions when
someone acting in a fiduciary role must make a decision affecting the
interests of the people it represents. In this case, it was the PUCT

acting for the ratepayers.

IN  YOUR EXPERIENCE, DID THE DIVISION OF
RESPONSIBILITIES PROPOSED BY SABER PARTNERS AND
THE RESULTING INCENTIVE STRUCTURE LEAD TO A
COLLABORATIVE AND COLLEGIAL PROCESS?

Yes. It should be the same in this case as well, but only if the
sponsoring utility and the Underwriters are dedicated to, and do not
resist or undermine, a collaborative and collegial process. But my
answer would be “No” if the sponsoring utility and/or the Underwriters
are determined to resist or undermine a collaborative and collegial

process.
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CAN YOU PROVIDE AN EXAMPLE OF HOW THAT
COLLABORATIVE AND COLLEGIAL PROCESS WORKED TO
THE BENEFIT OF RATEPAYERS IN THE TEXAS “TRANSITION
BOND” TRANSACTIONS?

Yes. As explained in greater detail in the testimonies of Public Staff
witnesses Sutherland, Heller and Fichera, Ratepayer-Backed Bonds
represent a joint and several liability of all ratepayers which is a
unique characteristic of Ratepayer-Backed Bond structures. In
addition, such bonds are structured with a True-up Mechanism
contained in the Financing Order. This mechanism allows the storm
recovery charge to be adjusted at least semi-annually, pursuant to a
pre-approved formula, to ensure the principal and interest is paid on
time. Thus, if there were an unexpected decline in energy sales for
some period, the charge per kWh could be increased subsequently
to make up for the lower collections. This also protects against
increases in write-offs and delinquencies. A number of prior
Ratepayer-Backed Bonds have been offered pursuant to SEC
registration statements which provided detail about the unusual and
superior credit quality of the securities. For example, the U.S.
Securities and Exchange Commission registration statement for
securitized “transition bonds” issued in 2004 for the benefit of Texas

Utilities included the following language:
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The broad-based nature of the true-up mechanism and
the State Pledge will serve to effectively eliminate, for
all practical purposes and circumstances, any credit
risk to the payment of the transition bonds (i.e., that
sufficient funds will be available and paid to discharge
the principal and interest obligations when due).!

Saber’s records indicate that this description of the “credit risk” was

proposed by Hunton & Williams, legal counsel to Texas Utilities.

WHAT WOULD MAXIMIZE THE CHANCE OF THE PROCESS
BEING COLLABORATIVE AND COLLEGIAL IN THE PROPOSED
STORM RECOVERY BOND TRANSACTION?

The Commission should clarify that ultimate decision-making
authority for all aspects of structuring, marketing and pricing the
proposed storm recovery bonds rests with a designated member of
the Commission, and that day-to-day decision-making authority rests
with a Bond Team which includes designated Commission Staff, the
Public Staff, their respective financial advisors, and the utilities. In
their testimonies in this proceeding, Public Staff witnesses
Schoenblum and Fichera discuss this Bond Team approach. This
ensemble represents the voices of all interested parties and can
collaboratively achieve the “lowest storm recovery charge” mandate

through robust and transparent negotiation.

1 TXU Electric Delivery Transition Bond Company LLC. Issuer, Oncor Electric Delivery Company, Seller and
Servicer, Transition Bonds, dated May 28, 2004, Prospectus at page 56
(https://www.sec.gov/Archives/edgar/data/1100179/000095012004000393/d598648.txt).
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DID THE PROCESS FOR STRUCTURING, MARKETING AND
PRICING THE THREE ISSUANCES OF SECURITIZED
“TRANSITION BONDS” WHICH YOU OVERSAW AS CHAIR OF
THE PUCT, AND WHICH APPLIED MANY OF THE “BEST
PRACTICES” DESCRIBED BY PUBLIC STAFF WITNESS PAUL
SUTHERLAND, INVOLVE ADDITIONAL LEGAL AND FINANCIAL
ADVISORY FEES?

Yes. The PUCT retained an active financial advisor in each of those
three transactions, knowing full well that this likely would involve

increased legal and financial advisory fees.

LOOKING BACK, DO YOU BELIEVE THE DECISION TO RETAIN
AN ACTIVE FINANCIAL ADVISOR IN EACH OF THOSE THREE
TEXAS “TRANSITION BOND” TRANSACTIONS BENEFITED
TEXAS RATEPAYERS, NOTWITHSTANDING THAT THOSE
RATEPAYERS WERE REQUIRED TO ABSORB MOST OR ALL
OF THE COSTS OF THOSE INCREASED LEGAL AND
FINANCIAL ADVISORY FEES?

Yes. These upfront costs represented an investment in sound legal
and financial advice to protect ratepayer interests in negotiations with
parties who did not have a fiduciary duty to their interests. All those
parties on the other side of the negotiating table were well
represented by experts and legal counsel, and there needed to be

appropriate checks and balances in the negotiating process. It was
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both an investment and an insurance policy. Post-issuance reports
submitted to the PUCT by its financial advisor, the Underwriters as
well as independent market observers all concluded that all three of
those initial Texas Ratepayer-Backed transition bond offerings
provided substantial increased overall net present value savings to
Texas ratepayers. Detailed information about those overall net
present value savings to Texas ratepayers is included in the

testimony of Public Staff withess Sutherland.

DO YOU HAVE A CONCLUSION AS TO WHETHER THE
INCREMENTAL COSTS OF THE ACTIVE FINANCIAL ADVISOR
APPROACH IN TEXAS WERE JUSTIFIED BY SAVINGS IN
OVERALL COSTS?

Yes. The incremental costs of the active financial advisor approach
in each of the three Texas Ratepayer-Backed transition bond
transactions | helped oversee as Chair of the PUCT were easily
justified by savings in other issuance costs and savings in interest
costs. They also provided the PUCT with the assurance that nothing
went wrong or was done that was not for the benefit of ratepayers.
These are complex transactions, and for a commission to give up
future regulatory review and implement the True-up Mechanism on

the charges, it is essential to have that assurance.
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GIVEN YOUR EXPERIENCES IN TEXAS, WOULD YOU
RECOMMEND THAT THE COMMISSION REQUIRE AN
INDEPENDENT FINANCIAL ADVISOR TO PLAY AN ACTIVE
ROLE IN CONNECTION WITH THE STRUCTURING,
MARKETING, AND PRICING OF STORM RECOVERY BONDS?
Yes.

OTHER CONDITIONS TO INCLUDE IN A FINANCING ORDER ESTABLISHING A
RATEPAYER-BACKED BOND PROGRAM

IN YOUR OPINION, WHAT OTHER ITEMS SHOULD THE
COMMISSION CONSIDER IN DECIDING WHETHER TO
APPROVE THIS IRREVOCABLE FINANCING ORDER?

The Commission should also consider how the structuring,
marketing and pricing process will be pursued to maintain the
public’s trust in the integrity of the process itself. For example,
potential conflicts of interest between the utility and the Underwriters
should be addressed by the Commission on behalf of ratepayers.
The terms and conditions of how storm recovery bonds are sold
through Underwriters is also important. Many millions of dollars are
at stake in the structuring, marketing and pricing of the bonds, so
there should be transparency and accountability throughout the
process. The Commission is establishing a program and not just
overseeing a transaction. It is important that the initial transaction

establish an appropriate template and protocols that can be followed
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in future petitions and transactions. This will make most efficient use
of the time of Commissioners and Commission Staff time, as well as
help establish in-house expertise. Over time we were able to rely less
on outside expertise because of the intense investment we made in
the beginning. Leveraging the expertise of a “Bond Team” comprised
of DEC and DEP, Commission Staff, the Public Staff, and their
independent financial advisors will assist substantially in realizing a
Ratepayer-Backed Bond process that successfully achieves the
lowest storm recovery charge mandate and the best possible result
for ratepayers. This is the first of perhaps many other offerings in the
future for storm recovery as Public Staff withess Abramson points
out in his testimony. It is a financial tool that the Legislature may
authorize for other uses in North Carolina. Establishing the program
correctly, with clear standards, oversight and involvement of experts
with a fiduciary duty to ratepayers as we did in Texas, is critical to
the most efficient and effective use of the financial tool for all affected

parties.

DOES THAT CONCLUDE YOUR TESTIMONY?

Yes.
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DOCKET NO. 25230

JOINT APPLICATION FOR

APPROVAL OF STIPULATION 8 PUBLIC UTILITY COMMISSION
REGARDING TXU ELECTRIC
COMPANY TRANSITION TO 8 OF TEXAS

COMPETITION ISSUES

FINANCING ORDER

This Financing Order addresses the application of TXU Electric Company (the Company) in
Docket No. 21527, Application of TXU Electric Company for Financing Order to Securitize
Regulatory Assets and Other Qualified Costs, to securitize regulatory assets and other qualified costs,
for authority to issue transition bonds, for approval of transition charges sufficient to recover qualified
costs, and for approval of a tariff to implement the transition charges, as modified on remand in this
proceeding. As discussed in this Financing Order, the Commission found that the Company's initial
request in Docket No. 21527 to securitize regulatory assets and other qualified costs in an amount of
$1.650 billion—because it was based on an analysis of an aggregate amount using nominal dollars—
could not be granted since it failed to meet all of the required statutory standards. Notwithstanding the
Company's failure and based upon an analysis presented by other parties—one that accounts for the
time value of money and evaluates whether any benefits accrue to ratepayers on an asset-by-asset
basis—the Commission approved the securitization of regulatory assets and other qualified costs in
the amount of approximately $363 million. Various parties appealed portions of the Commission's
May 1, 2000 Financing Order and, ultimately, that Order was upheld by the Supreme Court on all but

three issues. The remanded proceeded was assigned Docket No. 24892.

On December 31, 2001, a Stipulation and Joint Application for Approval Thereof, Including
Request for Expedited Interim Relief ("Stipulation™) was filed on behalf of TXU Electric
("Company"), its affiliates, and successors in interest; the Commission Staff ("Staff'); the Office of
Public Utility Counsel ("OPC"); the Cities Served by TXU Electric ("Cities");
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Texas Industrial Energy Consumers (“ITEC”); Texas Retailers Association; and AES New Energy; all
hereinafter referred to as the "Joint Applicants,” announcing that the Joint Applicants reached a
settlement of numerous issues concerning TXU Electric's transition to competition and related
Commission and judicial proceedings. The Stipulation resolves all issues related to TXU Electric's
stranded cost recovery, securitization of regulatory assets, excess mitigation, unrecovered fuel balance,
fuel reconciliation, wholesale "clawback," retail "clawback," regulatory asset review, and appeals of the
Commission's orders in TXU Electric's Unbundled Cost of Service ("UCOS") case (PUC Docket No.
22350), as well as resolving certain judicial proceedings related to Commission orders affecting rates
and the transition to retail competition. As part of the Stipulation filed in this proceeding, the Joint
Applicants have proposed issuance of $1,300,000,000 of transition bonds. The Commission finds that
entry of a financing order that empowers TXU Electric or its successor or assign to issue $1.3 billion of
transition bonds to securitize its generation-related regulatory assets as reported by TXU Electric in its
1998 annual report on SEC Form 10-K as regulatory assets and liabilities and other qualified costs is
reasonable, and the provisions approved in this Financing Order meet all applicable requirements of the
Public Utility Regulatory Act.!

Accordingly, the Commission approves the securitization of regulatory assets and qualified
costs as specified in this Financing Order, and authorizes, subject to the terms of this Financing Order,
the issuance of transition bonds in an amount not to exceed $1,300,000,000; approves transition
charges in an amount to be calculated as provided in this Financing Order; approves the structure of the
proposed securitization financing, as modified by this Financing Order; and approves the form of the
Company's tariff, as modified by this Financing Order, to implement those transition charges. As a
result of the securitization approved by this Financing Order, customers in the Company's service area
will, even at the highest authorized interest rate, realize benefits in excess of approximately $52 million
on a present value basis if all $1,300,000,000 of transition bonds are issued. In addition, as a result of
this Financing Order the amount of revenues collected by the Company will be reduced in excess of
approximately $95

—Public Uitility Regulatory Act, TEX. UTIL. CODE ANN. §§ 11.001-64.158 (Vernon 1998 & Supp. 2002)
(PURA).
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million, on a nominal basis, when compared to the amount that would have been collected

under conventional utility financing methods.

The Public Utility Regulatory Act states that the purpose of allowing securitization
financing is to lower the carrying costs of a utility's assets relative to the costs that would be
incurred using conventional utility financing methods. It then charges the Commission as
follows:

The commission shall ensure that securitization provides tangible and
quantifiable benefits to ratepayers, greater than would have been achieved
absent the issuance of transition bonds. Public Utility Regulatory Act, Section
39.301.

Boiled down to its essence, the Commission's actions in this docket are based upon a
reasoned adherence to this directive from the Legislature. To ensure that ratepayers receive

tangible and quantifiable benefits as the result of securitization, the Commission rejected the
Company's initial analysis, which evaluated the nominal amount of cost on an aggregate basis.
The Commission in its May 1, 2000 Financing Order in Docket No. 21527 found that the
Company's method was flawed for two reasons. First, it ignored the time value of money by using
nominal values instead of present values. And second, by using an aggregate-based analysis, it
allowed certain assets to diminish the benefits resulting from the securitization of other assets, to
the detriment of ratepayers. TXU Electric appealed the May 1, 2000 Financing Order and,
ultimately, the Texas Supreme Court in TXU Electric Co. v. Public Utility Commission of Texas,
51 S.W.3d 275 (Tex. 2001), upheld the discretion of the Commission to apply a present value test
in addition to the present value test specifically set forth in PURA, but reversed the Commission
and held that such additional present value test should assume recovery of regulatory assets absent
securitization would occur in substantially less than 40 years, and further held that in applying the
relevant tests the Commission must consider all regulatory assets that the Company requested be
securitized in the aggregate and not on an asset-by-asset basis.

This Financing Order results from the Legislature's decision to restructure the retail
electric industry in this state and to allow electric utilities to recover stranded costs. Stranded
costs are created as a result of the transition to a competitive retail electric market and represent
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the excess of the net book value over the market value of generation assets. Under conventional
utility regulation, a utility would recover these costs through regulated rates. But in a free-market
environment, it cannot charge rates high enough to recover these costs. Consequently, these excess
costs are "stranded" because they would not be recovered by a utility in the new competitive retail
market. To facilitate the transition to this new market structure, the Legislature decided as a policy

matter that utilities should recover these stranded costs.

The Company's application in Docket No. 21527, as modified in the Stipulation in this
proceeding, seeks securitization only of regulatory assets, a specific type of stranded cost.
Regulatory assets are creations of regulation and only have value because a regulator allows the
utility to recover the underlying costs of these assets from ratepayers; they have no value in a

competitive market.

In Chapter 39 of PURA, the Legislature provided several methods that allow a utility to recover
its stranded costs. Securitization financing is only one of these methods. Stranded costs that are not
recovered through securitization will be recovered through one of the other mechanisms. Because of
the permanent nature of securitization, the Legislature allows this method to be used to recover
stranded costs only if certain statutorily prescribed standards are met. One of these standards dictates

that ratepayers receive tangible and quantifiable benefits as the result of the securitization.

To ensure compliance with this standard, a true economic analysis that accounts for the time
value of money must be used to demonstrate that ratepayers receive tangible and quantifiable benefits.
This concept is embodied in the well-known principle that a dollar today is not equal to a dollar next
year. An analysis that ignores the time value of money by using nominal sums, as the Company did in
its initial filing, cannot calculate whether ratepayers receive a real benefit. When accounting for the
time value of money, the Company's initial proposal to securitize $1.650 billion in regulatory assets
actually resulted in an economic detriment to ratepayers, rather than the statutorily required benefit

necessary to utilize securitization



DOCKET NO. 25230 FINANCING ORDER PAGE 5 OF 81

A proper economic analysis—one accounting for the time value of money, using 12 years as
the period of time over which, absent securitization, regulatory assets would be recovered through
competition transition charges, and one based on an aggregate evaluation—demonstrates that
ratepayers benefit from the securitization of all of the Company's regulatory assets. The Stipulation
provides for securitization of regulatory assets of $1,247,413,626, plus qualified costs of $52,586,374,
for a total securitization amount of $1,300,000,000, with TXU Electric amortizing the full
$1,864,967,000 of retail generation-related regulatory assets over a period of time determined by the
Company in consultation with its auditors. Based upon the analysis included in Appendix F,
securitization of regulatory assets along with other related qualified costs in a total amount of
$1,300,000,000 will provide benefits to ratepayers, at a minimum, in excess of approximately $52
million on a present value basis and will reduce the amount of nominal revenues received by the
Company in excess of approximately $95 million over the life of the transition bonds. This analysis
demonstrates that all of the standards required by PURA are met if the Company securitizes all of its

regulatory assets in the manner as provided in the Stipulation and this Financing Order.

The Company's initial application in Docket No. 21527 requested authority to securitize $1.650
billion, in the aggregate, of regulatory assets and other qualified costs. On remand, and as part of the
Stipulation, the Company and other Joint Applicants have requested the Commission approve
securitization of $1,300,000,000 of regulatory assets and other qualified costs. As discussed in this
Financing Order, while the Company’s initial application failed to demonstrate compliance with all
statutory standards, the Company's request on remand, as contained in the Stipulation, complies with
all statutory standards. In particular, for the reasons set forth in the testimony of Company witness
Marc D. Moseley in support of the Stipulation, the Commission finds the use of a 12-year period as the
time period over which, absent securitization, regulatory assets would be recovered through
competition transition charges, to be reasonable. The amount approved in this Financing Order is based
on the aggregate analysis performed by the Commission's Office of Regulatory Affairs in the initial
proceeding (found in Appendix F of the Commission's May 1, 2000 Financing Order). The
Commission finds that aggregate present value analysis, measuring the aggregate cumulative effects of
all transition bonds issued to the date of the series of transition bonds being tested, to be appropriate and

in
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compliance with the Supreme Court's opinion and mandate in TXU Electric Co. v. Public Utility
Commission of Texas, supra. While the Stipulation provides for securitization of $17,136,932
more than the amount contained in the analysis in Appendix F, the analysis contained therein
shows that there will be significant benefits, on a present value basis, based upon the issuance of
$1,300,000,000 of transition bonds. Thus, the regulatory assets listed in Appendix C to this
Financing Order should be securitized.

As a result of this Financing Order, all of the generation-related regulatory assets on
Applicant's regulatory books will be recovered through the securitization. The assets
securitized under this Financing Order will not be included in any annual report calculation or

in the calculation of excess cost over market under lURA 8§ 39.251-265.

I. DISCUSSION

A. Background

The Legislature amended PURA in 1999 to provide for competition in the provision of
retail electric service.? To facilitate the transition to a competitive environment, an electric
utility is allowed to recover all of its net, verifiable, nonmitigable stranded costs.>* PURA
provides several methods for an electric utility to mitigate or recover stranded costs, including
the use of excess eamings,* recovery through a competition transition charge,® and recovery
through securitization financing.® The Legislature provided this last option for recovering
stranded costs based on the conclusion that securitized financing will result in lower carrying
costs for utility assets relative to the costs that would be incurred using conventional utility

financing methods—resulting in benefits to ratepayers as a result of the securitization.” To

> See Act of May 27, 1999, 76 Leg., R.S., ch. 440, 1999 TEX. GEN. LAWS 1111 (codified primarily at TEX.
UTIL. CODE Chapters 39, 40, and 41) (S.B. 7).

 See PURA § 39.252(a).
+See Id. §§ 39.254-261.

s See Id. 88 39.201, 251-265

s See Id. 88 39.201, .301-.303.
7 See 1d. § 39.301.
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ensure such benefits and as a precondition for the use of securitization, the Legislature required
that a utility demonstrate that ratepayers would receive tangible and quantifiable benefits as a
result of securitization and that this Commission make a specific finding that such benefits exist
before issuing a financing order.2 Consequently, a basic purpose of securitized financing, the
recovery of electric utilities' stranded costs, is conditioned upon the other basic purpose,

providing economic benefits to consumers of electricity in this state.

To securitize an electric utility's stranded costs, including regulatory assets, the
Commission may authorize the issuance of a new security known as transition bonds. Transition
bonds are generally defined as evidences of indebtedness or ownership that are issued under a
financing order, are limited to a term of not longer than 15 years, and are secured by or payable
from transition property.® The net proceeds from the sale of the transition bonds must be used to
reduce the amount of a utility's recoverable regulatory assets or stranded costs through the
refinancing or retirement of the utility's debt or equity. If transition bonds are approved and
issued, retail electric customers must pay the principal, interest, and related charges of the
transition bonds through transition charges. Transition charges are nonbypassable charges that
will be paid by end-use customers as part of the monthly charge for electric service,X” and must

be approved by the Commission pursuant to a financing order.”

B. Statutory Findings

The Commission may adopt a financing order allowing recovery of an electric utility's
regulatory assets and eligible stranded costs only if it finds that the total amount of revenues to
be collected under the financing order is less than the revenue requirement that would be
recovered over the remaining life of the regulatory assets using conventional financing methods
and that the financing order is consistent with the standards in PURA § 39.301.12 To meet these

standards, the Commission must ensure that the net proceeds of transition bonds may be used

» See Id. §§ 39.301, 303(a).
s See 1d. § 39.302(6).
 See 1d. § 39.302(7).

1 See Id. § 39.303(b).
21d. § 303().
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only for the purposes of reducing the amount of stranded costs through the refinancing or
retirement of utility debt or equity. In addition, the Commission must ensure that (1)
securitization provides tangible and quantifiable benefits to ratepayers greater than would have
been achieved absent the issuance of the transition bonds, and (2) the structuring and pricing of
the transition bonds result in the lowest transition-bond charges consistent with market
conditions and the terms of a financing order. Finally, the amount securitized may not exceed the
present value of the revenue requirement over the life of the proposed transition bonds associated
with the regulatory assets sought to be securitized, and the present value calculation must use a
discount rate equal to the proposed interest rate on the transition bonds. All of these statutory
requirements go to ensure that the use of securitization to recover a utility's stranded costs will
provide real benefits to a utility's customers. Absent this showing of benefits, a utility must use
another mechanism provided by statute to recover its stranded costs.

1. Economic Benefits

The essential finding by the Commission that is needed to issue a financing order is that
ratepayers will receive tangible and quantifiable benefits as a result of securitization. This
finding can only be made upon a showing of economic benefits to ratepayers through an
economic analysis. An economic analysis is one that recognizes the time value of money and is
necessary in evaluating whether and the extent to which benefits accrue from securitization.
Moreover, an economic analysis recognizes the concept that the timing of a payment can be as
important as the magnitude of a payment in determining the value of the payment. Thus, an
analysis showing an economic benefit is necessary to quantify a tangible benefit to ratepayers.

Economic benefits also depend upon a favorable financial market—one in which
transition bonds may be sold at an interest rate lower than the carrying costs of the assets being
securitized. The precise interest rate at which transition bonds can be sold in a future market,
however, is not known today. Nevertheless, benefits can be calculated based upon certain known
facts (the amount of assets to be securitized) and assumptions—the interest rate of the transition
bonds, the term of the transition bonds, and the cost of the alternative to securitization. By
analyzing the proposed securitization based upon those facts and assumptions, a determination
can be made as to whether tangible and quantifiable benefits result and, if so, the
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amount of those benefits. To ensure that the calculated benefits are realized, the securitization
transaction must be structured in a manner to conform to the assumptions and facts used in the

economic analysis.

The Company's initial application did not contain a present value economic analysis to
demonstrate that its proposed securitization would provide tangible and quantifiable benefits to
ratepayers. The Company claimed that, because the total amount of revenues, on a nominal basis,
it would collect under the proposed securitization would be less than it would otherwise collect,
ratepayers would realize a benefit. The Commission rejected the Company's argument that a
present value economic analysis is not required to demonstrate that securitization results in
tangible and quantifiable benefits. The Company's initial analysis failed to recognize the time
value of money and, when the time value of money is considered, its proposal resulted in an
economic detriment—not an economic benefit—to ratepayers. The Commission's position that
such a present value analysis was within the discretion of the Commission to apply under PURA

839.301 was upheld on appeal by the Texas Supreme Court.

In determining if the amount proposed in the Stipulation to be securitized provides an
economic benefit to customers using a present value analysis, it is appropriate to use the aggregate
present value analysis performed by the Commission's Office of Regulatory Affairs (ORA) in the
initial portion of this proceeding, which analysis was included as Appendix F to the May 1, 2000
Financing Order adopted in Docket No. 21527, and which is also included as Appendix F to this
Financing Order. This aggregate, present value financial analysis, based upon a 12-year recovery
period and an interest rate ceiling of 8.75%, shows an economic benefit to ratepayers of at least $52
million on a present value basis as a result of securitizing all of the Company's generation-related
regulatory assets in an amount of $1,247,413,626, plus other qualified costs of $52,586,374. This $52
million economic benefit figure is reached by taking the $69,194,894 in benefit found on Appendix F,
based upon securitization of regulatory assets and other qualified costs of $1,282,863,068, and
reducing that benefit figure by $17,136,932, to reflect the amount to be securitized that is excess of the
$1,282,863,068 amount upon which the analysis in Appendix F is based. This economic benefit will
result if the bond market is unfavorable and transition bonds have to be issued at the maximum

interest rate allowed by this
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Order. If a more favorable market allows the transition bonds to be issued at a lower interest rate, then
the economic benefit to ratepayers could increase substantially; under the assumed interest rate of

7.33% found in Appendix F, the economic benefit would be nearly $120 million.

2. Total Revenues

To issue a financing order, PURA also requires that the Commission find that the total
amount of revenues collected under the financing order will be less than would otherwise have
been collected under conventional financing methods. Using ORA's methodology and using worst
case market conditions, the analysis of the requested securitization of $1,300,000,000 contained in
the Stipulation demonstrate# that revenues will be reduced in excess of approximately $95 million
on a nominal basis under this Financing Order compared to the amount that would be recovered
under conventional financing methods. If transition bonds are issued in a more favorable market,

this reduction in revenues would increase.

3. Lowest Transition-Bond Charges

To issue a financing order, the Commission must also ensure that that the structuring and pricing
of the transition bonds result in the lowest transition-bond charges consistent with market conditions and
the terms of the financing order. Because the actual structure and pricing of the transition bonds cannot
be known at this time, the Company has provided a general description of the proposed structure and
pricing. This description does not contain every relevant detail and, in certain places, uses only
approximations of certain costs and requirements. The final structure and pricing will depend, in part,
upon the requirements of the nationally recognized credit rating agencies which will rate the transition
bonds, and in part, upon the market conditions that exist at the time the transition bonds are taken to the
market. Due to this uncertainty today of future requirements and conditions, the Company has asked for
flexibility in designing the structure and pricing of the transition bonds.

While the Commission recognizes the need for some degree of flexibility with regard to the
final details of the securitization transactions approved in this Financing Order, its primary focus is

upon the statutory requirements—mnot the least of which is to ensure that securitization
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results in tangible and quantifiable benefits to ratepayers—that must be met to issue a
financing order. Furthermore, in issuing such an order, the Commission must be mindful of its
responsibility to shepherd the restructuring of the electric industry in Texas in a manner that
ensures that a competitive retail electric market develops in this state.

In view of these obligations, the Commission has established certain criteria in this
Financing Order that must be met in order for the approvals and authorizations granted in this
Financing Order to become effective. This Financing Order grants authority to issue transition
bonds and to impose and collect transition charges only if the final structure of the securitization
transactions complies in all material respects with these criteria. In addition, as discussed
elsewhere in this Financing Order, the Commission will participate in the actual design of the'
structure and pricing of the transition bonds. The combination of these limiting criteria and the
Commission's participation will ensure that the structure and pricing of the transition bonds will
result in the lowest transition-bond charges considering the market conditions and the terms of
this Financing Order.

C. SFAS 109
[Deleted]

D. Financial Advisor

To obtain the most favorable issuance of transition bonds—and the greatest benefits to

ratepayers—the Commission, acting through its financial advisor, will participate in the pricing,
marketing, and structuring of the bonds. This participation will provide assurances that the
minimum cost of securitization and the maximum benefits for customers are obtained.
In addition, before the transition bonds may be issued, the Company must submit to the
Commission an issuance advice letter in which it demonstrates, based upon the actual market
conditions at the time of pricing, that the proposed structure and pricing of the transition bonds
will provide real economic benefits to customers and comply with this Financing Order. As part
of this submission, the Company must also certify to the Commission that the structure and
pricing of the transition bonds results in the lowest transition-bond charges consistent with
market conditions at the time of pricing and the general parameters set out in this Financing
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Order. The Commission, by order, may stop the issuance of transition bonds if the Company fails

to make this demonstration or certification.

In addition, the Commission, acting through its designated representative or financial
advisor, will participate in the pricing and structure of the transition bonds, and will make the
decision, in conjunction with the Company, as to whether to issue the bonds. Finally, the authority
and approval granted in this Financing Order is effective only upon the Company filing with the
Commission an issuance advice letter demonstrating compliance with the provisions of this
Financing Order unless the Commission issues an order that the proposed issuance does not

comply with this Financing Order.

E. Transition Charges

PURA requires that transition charges be collected from retail electric customers to pay
the transition-bond charges—in this case the principal and interest on the bonds and the associated
costs to issue and service those bonds.*® Transition charges can be recovered over a period that
does not exceed 15 years.'* The Commission concludes that this prevents the collection of
transition charges from retail customers in the normal course of business after the 15-year period.
However, because of the protections afforded in PURA § 39.305, the Commission also concludes
that the 15-year limitation does not apply to the recovery of amounts still owed after the end of

the 15-year period through the use of judicial process.

Transition charges will be collected by an electric utility, its successors, an assignee, or other
collection agents as provided for in the financing order.® The right to impose, collect, and receive
transition charges (including all other rights of an electric utility under the financing order) are only
contract rights until they are first transferred to an assignee or pledged in connection with the issuance
of transition bonds. Upon the transfer or pledge of those rights,

+See Id. § 39.302(7)
41d. § 39.303(b).
15 Id
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they become transition property and, as such, are afforded certain statutory protections to
ensure that the charges are available for bond retirement.

F. Statutory Enhancements

This Financing Order contains terms, as it must, ensuring that the imposition and
collection of transition charges authorized in the order shall be nonbypassable.!” It also includes a
mechanism requiring that transition charges be reviewed and adjusted at least annually, within 45
days of the anniversary date of the issuance of the transition bonds, to correct any overcollections
or undercollections during the preceding 12 months and to ensure the expected recovery of
amounts sufficient to timely provide all payments of debt service and other required amounts and
charges in connection with the transition bonds.® In addition to the required annual reviews,
more frequent reviews are allowed to ensure that the amount of the transition charges matches
the funding requirements approved in this Order. These provisions will help to ensure that the
amount of transition charges paid by retail customers does not exceed the amounts necessary to
cover the costs of this securitization, and will also help to foster the development of a robust and
competitive retail electric market in Texas.

To encourage utilities to undertake securitization financing, other benefits and assurances
are provided. The State of Texas has pledged, for the benefit and protection of financing parties
and electric utilities, that it will not take or permit any action that would impair the value of
transition property, or, except for the true-up expressly allowed by law, reduce, alter, or impair
the transition charges to be imposed, collected and remitted to financing parties, until the
principal, interest and premium, and any other charges incurred and contracts to be performed in
connection with the related transition bonds have been paid and performed in full.*®

=1d § 39.304(b).
= See Id. § 39.306.
= 1d § 39.307.

= ]d. § 39.310.
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G. Transition Property

Transition property constitutes a present property right for purposes of contracts
concerning the sale or pledge of property and the property will continue to exist for as long as
the pledge of the state just recited.?” In addition, the interest of an assignee or pledgee in
transition property (as well as the revenues and collections arising from the property) are not
subject to setoff, counterclaim, surcharge, or defense by the electric utility or any other person
or in connection with the bankruptcy of the electric utility or any other entity.?* Further,
transactions involving the transfer and ownership of transition property and the receipt of
transition charges are exempt from state and local income, sales, franchise, gross receipts, and
other taxes or similar charges.?? The creation, granting, perfection, and enforcement of liens
and security interests in transition property are governed,/by PURA § 39.309 and not by the

Texas Business and Commerce Code.?

H. Refinancing

The Commission may adopt a financing order providing for the retiring and refunding
of transition bonds only upon making a finding that the future transition charges required to
service the new transition bonds, including transaction costs, will be less than the future
transition charges required to service the bonds being retired or refunded.?* This Financing
Order does not grant any authority to refinance transition bonds authorized by this Order.

To facilitate compliance and consistency with applicable statutory provisions, this
Financing Order adopts the definitions in PURA § 39.302.

7 14,5 39.304(b).
+1d.§ 39.305.
»1d.§39.311.
=1.539.309(a).
*1d.539.303(g).
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Il. DESCRIPTION OF PROPOSED TRANSACTION

A full description of the transactions proposed by the Company is contained in its initial
application, exhibits, and testimony filed in Docket No. 21527, and the exhibits and testimony
filed in this docket. A brief summary of the proposed transactions is provided in this section; a
more detailed description is included in Section I11.C, Structure of the Proposed Securitization.
To facilitate the proposed securitization, the Company proposed that a special purpose entity
(SPE) be created to which will be transferred the rights to impose, collect and receive transition
charges along with the other rights arising pursuant to this Financing Order. Upon transfer, these
rights will become transition property as provided by PURA § 39.304. The SPE will issue
transition bonds and will transfer the net proceeds from the sale of the transition bonds to the
Company or its successor wires company in consideration for the transfer of the transition
property. The SPE will be organized and managed in a manner to ensure the SPE will be
bankruptcy remote from and will not be affected by a bankruptcy of the Company or any of its
successors. In addition, the SPE will have at least one independent manager, trustee, or director
whose approval will be required for certain major actions or organizational changes by the SPE.

The transition bonds will be issued pursuant to an indenture and administered by an
indenture trustee. The transition bonds will be secured by and payable solely out of the
transition property created pursuant to this Financing Order and other collateral described in
the Company's application. That collateral will be pledged to the indenture trustee for the

benefit of the holders of the transition bonds.

The servicer of the transition bonds will collect the transition charges and remit those
amounts to the indenture trustee on behalf of the SPE. The servicer will be responsible for
making any required or allowed true-ups of the transition charges. If the servicer defaults on
its obligations under the servicing agreement, the indenture trustee may appoint a successor
servicer. The Company or its successor wires company will act as the initial servicer for the
transition bonds.

After the beginning of customer choice (January 1, 2002, or June 1, 2001, for customer
choice pilot projects under PURA 8 39.104), retail electric providers (REPs) will be required to
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meet certain financial standards to collect transition charges under this Financing Order. If
any REP fails to qualify to collect transition charges or defaults in the remittance of those
charges to the servicer of the transition bonds, another entity can assume responsibility for
collection of the transition charges from the REP's retail electric customers. If the REP
qualifies to collect transition charges, the servicer will bill to and collect from the REP the
transition charges attributable to the 'REP's customers. The REP in turn will bill to and
collect from its retail customers the transition charges attributable to them.

Transition charges will be calculated to ensure the collection of an amount sufficient to
service the principal, interest, and related charges for the transition bonds. Transition charges
will also be calculated so that this amount allocated to the various classes of retail customers as
provided by PURA. In addition to the annual true-up required by PURA § 39.307, periodic
true-ups may be performed as necessary to ensure that the amount collected from transition
charges is sufficient to service the transition bonds. A non-standard true-up will be allowed for

other circumstances as provided by this Financing Order.

I11. FINDINGS OF FACT

A. ldentification and Procedure.

Identification of Applicant and Application

1. TXU Electric Company (TXU or the Company) owns and operates for compensation in
this state generation facilities and an extensive transmission and distribution network to provide
electric service in Texas. The Company is a wholly owned subsidiary of Texas Utilities
Company and is an electric utility providing retail and wholesale electric service in Texas.

2. The Company's initial application was filed on October 18, 1999 and includes the
exhibits, schedules, attachments, and testimony filed by or for the Company in Docket No.
21527.

3. In its application, the Company used the term Applicant to refer to TXU Electric
Company and its successors and assigns that provide transmission or distribution service, or

both, directly to retail customers in TXU's existing service area, but not to any successor or
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assign that provides competitive services after the advent of customer choice under PURA §
39.051. As used in this Financing Order, the term Applicant has the meaning ascribed to it by the

Company in its application.

Procedural History

4. On October 18, 1999, the Company initially filed its application for a financing order
under Subchapter G of Chapter 39 of the Public Utility Regulatory Act?® to permit securitization
of some of its regulatory assets and other qualified costs as described in its application, which

application was assigned Docket No. 21527.

5. The following persons moved to intervene and were granted party status in Docket No.
21527: Office of Public Utility Counsel (OPC), Steering Committee of Cities served by TXU
Electric, NewEnergy Texas, L.L.C. (NewEnergy), Nucor Steel, Texas Industries, Texas Industrial
Energy Consumers (TIEC), State of Texas, the City of Garland, Texas Retailers Association (TRA),
Enron Energy Services, Inc. (Enron), Competitive Power Advocates, Entergy Gulf States, Inc.
(Entergy), Brazos Electric Power Cooperative, Inc., Dallas Fort-Worth Hospital Council (Hospital
Council), Alcoa, the Coalition of Independent Colleges and Universities (Coalition of Colleges), and
the Cities of Addison, Arlington, Belton, Brownwood, Burleson, Carrollton, Cleburne, Copperas
Cove, Dallas, Denison, Flower Mound, Fort Worth, Grand Prairie, Harker Heights, Highland Park,
Howe, Irving, Mesquite, North Plano, Pantego, Richardson, Richland Hills, Rockwall Snyder,
Sulphur Springs, University Park, Watauga, Waco, and Wichita Falls (Cities). The Commission's
Office of Regulatory Affairs (ORA) also participated as a party.

6. On December 3, 1999, Enron filed a motion to limit the scope of the hearing in Docket No.
21527. Specifically, Enron requested that the Commission not address the issue of retail electric
provider (REP) qualifications in that docket, but reserve that issue for consideration in Project No.
21082, Certification of Retail Electric Providers and Registration of Power Generation Companies

and Aggregators. The administrative law judge (AU) denied the motion

>TEX. UTIL. CODE 383 I1.001-64.158 (Vernon 1998 & Supp. 2000) (PURA).
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but noted that REP qualification issues would be addressed, if at all, only to the extent

necessary for a Commission financing order.

7. On December 6 and 7, 1999, the Commission held a hearing on the merits in Docket
No. 21527,

8. On December 6, 1999, the Steering Committee of Cities served by TXU Electric, OPC,
T1EC, Alcoa, Enron, TRA, Texas Industries, NewEnergy, the City of Mesquite, the State of
Texas, the Hospital Council, and the Coalition of Colleges filed a joint motion to dismiss TXU
Electric's application and for summary judgment. In support of their motion, the movants asserted
that TXU had failed to meet its burden to prove that the proposed securitization provides tangible
and quantifiable benefits to customers by failing to include a present value analysis in its direct
case. The Commission did not address the joint motion prior to the close of the hearing.

9. On December 23, 1999, the ALI granted Shell Energy Services Company, L.L.C.
(Shell Energy); Fowler Energy, Inc.; Greenmountain.com Company; and DTE Energy leave

to file amicus curiae briefs on the issues raised in Docket No. 21527.

10. On January 10, 2000, the Company filed a motion to extend the time for the
Commission to issue a financing order to February 1, 2000. The Company orally modified its
motion during the open meeting on January 10, 2000 to extend the deadline until March 13,
2000. The Commission approved this extension during the open meeting.

11.  On March 1, 2000, in open meeting, the Commission deliberated on the merits of the
Company's application and heard additional argument. During this open meeting, the
Company moved to extend the deadline to issue a financing order to April 14, 2000. The
Commission approved the Company's proposed extension to issue a draft financing order.

12. On March 21, 2000, the Company filed a proposed schedule to issue and review a draft
financing order and a request to extend the deadline to issue a financing order; and TIEC, the


http://greenmountain.com/
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Hospital Council and Coalition of Colleges, and TRA filed a request related to the manner of

billing transition charges for demand customers.

13.  On March 23, 2000, in open meeting, the Commission further deliberated on the merits
of the Company's application and heard additional argument. The Commission approved the
Company's schedule to issue and review a draft financing order and extension of the deadline to

issue a financing order to May 1, 2000.

14.  On March 30, 2000, the Commission's Office of Policy Development filed a draft financing
order in Docket No. 21527. On April 6, 2000, the parties filed comments to this draft financing
order. On April 13, 2000, the parties met with the Office of Policy Development to provide further

comments to the draft financing order.

15.  On April 27, 2000, the Commission considered the draft financing order and parties’
comments to the draft financing order, and rendered its final decision in Docket No. 21527, and

entered its Financing Order on May 1, 2000.

15A. The following parties filed appeals of the May 1, 2000 Financing Order to Travis County District
Court: TXU Electric, Office of Public Utility Counsel, Texas Industrial Energy Consumers, Nucor
Steel, and Texas Industries, Inc. Numerous parties then filed appeals of the District Court's Judgment
directly to the Texas Supreme Court. Ultimately, in TXU Electric Co. v. Public Utility Commission of
Texas, supra, the Supreme Court denied all points of error except for three points brought by the
Company, holding that: (a) that in conducting an additional present value test, the Commission must
assume that absent securitization, regulatory assets would be recovered through competition transition
charges in considerably less than 40 years; (b) in determining the amount to be securitized, the
Commission must consider regulatory assets in the aggregate; and (c) Finding of Fact No. 113 and
related findings and conclusions of law were premature and advisory. The Supreme Court then
remanded the proceeding to the Commission for proceedings consistent with the Court's opinion. That
remand proceeding was assigned Docket No. 24892, Remand of Docket No. 21527(Application of TXU

Electric Company for Financing Order to Securitize Regulatory Assets and Other Qualified Costs).
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15B. On December 31, 2001, the Stipulation was filed by Joint Applicants. The Stipulation
resolves all issues related to TXU Electric's stranded cost recovery, securitization of regulatory
assets, excess mitigation, unrecovered fuel balance, fuel reconciliation, wholesale "clawback," retail
"clawback,” regulatory asset review, and appeals of the Commission's orders in TXU Electric's
Unbundled Cost of Service ("UCOS") case (PUC Docket No. 22350), as well as resolving certain
judicial proceedings related to Commission orders affecting rates and the transition to retail
competition. One of the terms of the Stipulation provides for the issuance of $1,300,000,000 in
transition bonds. On January 2, 2002, in Order No. 1, Docket No. 24892 was consolidated into
Docket No. 25230, closed as a separate proceeding, and the records of Docket Nos. 21527 and
24892 were incorporated into Docket No. 25230.

15C. TXU Electric filed direct testimony in support of the Joint Applicants' Stipulation on January
17, 2002. Dallas-Fort Worth Hospital Council ("DHC"), Coalition of Independent Colleges and
Universities ("HCU"), and Texas Independent Energy Company, L.P. ("TIE") filed direct testimony
in opposition to the Stipulation on February 21, 2002. TXU Electric filed rebuttal testimony on
February 28, 2002. The Commission conducted an en bane hearing on the merits to consider the
Stipulation on March 12, 2002. Post-hearing briefs were filed on March 25, 2002, and reply briefs
were filed on April 5, 2002. The Commission considered the Stipulation during the regularly
scheduled Open Meeting of the Commission on April 18, 2002. As part of its deliberations, the
Commission requested additional evidence or briefing on five issues. On April 30, 2002, TXU
Electric, Cities, and OPC filed testimony concerning those five issues, and TXU Electric filed a brief
concerning one issue. No party filed testimony in opposition to that April 30 testimony. DHC, CICU,
TIE, the State of Texas, and Nucor Steel-Texas filed Statements of Position and Briefs concerning
those five issues on May 9, 2002. On May 16, 2002, TXU Electric filed a brief in reply to the briefs
filed by those parties. On May 30, 2002, the Commission conducted an en banc hearing on the merits

to consider the additional evidence concerning the five issues designated by the Commission.
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Notice of Application

16. Notice of the Company's initial filing was provided through publication once a week for
two consecutive weeks in newspapers having general circulation in the Company's Texas service
area, beginning shortly after the filing of its application. In addition, the Company provided
individual notice to the governing bodies of all Texas incorporated municipalities served by the
Company that have retained original jurisdiction over the Company. Proof of publication was
submitted in the form of publishers' affidavits and verification of the mailing of individual notices

and the provision of notice to the municipalities.

16A. TXU Electric provided notice of the Stipulation to all parties in Commission Dockets Nos.
22350, 22344 (the generic UCOS docket), 24892 (the remand from the Texas Supreme Court of TXU
Electric's application for a financing order), 22652 (the remand from the Texas Supreme Court related
to the Comanche Peak minority owner disallowance), and 23806 (the 2000 Annual Report docket).
Additionally, TXU Electric published notice of the Stipulation and this proceeding once each week for
four consecutive weeks in newspapers of general circulation in each county in which TXU Electric
was certificated to provide electric service as of December 31, 2001. TXU Electric also, on January 4,
2002, filed copies of an Executive Summary of the Stipulation with all municipalities located within

TXU Electric's service area.

Evidence of Record
17. The following items were admitted into evidence in Docket No. 21527: (a) TXU Electric

Exhibit Nos. 1-22; (b) Cities Exhibit Nos. 1, la, 2, 2a, and 4; (c) Dallas Fort-Worth Hospital
Council and Coalition of Independent Colleges and Universities Exhibit Nos. 1-4; (d) NewEnergy
Exhibit Nos. 14; (e) Nucor Steel Exhibit Nos. 1-3; OPC Exhibit Nos. 1, la, 2-3, and 3a; (f) State of
Texas Exhibit No. 1; (g) TIEC Exhibit Nos. 1, la, 2, 2a, and 3-16; (h) Texas Industries Exhibit
Nos. 1-2; (i) TRA Exhibit Nos. 1-2, 2a, 3-14; and (j) ORA Exhibit Nos. la, Ib, Ic, 2-3, 3a, 4, 4a,
5a, 5b, 6a, 6b, and 7-11.

17A. The following items were admitted into evidence in this proceeding: (a) TXU Electric Exhibit
Nos. 1-7, 7A, 8, 8A, 9-11, 16-26; (b) Cities Exhibit No. 1; (c) OPC Exhibit No. 1; (d) Dallas Fort-

Worth Hospital Council and Coalition of Independent Colleges and Universities
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Exhibit Nos. 1-18; (e) Nucor Steel Exhibit No. 1; (f) State of Texas Exhibit Nos. 1-3; and (g)
TIE Exhibit Nos. 1, and 5-23.

B. Qualified Costs and Amount to be Securitized.

18.  Qualified costs are defined to include 100% of an electric utility's regulatory assets and
75% of its recoverable costs determined by the Commission under PURA § 39.201 and any
remaining stranded costs determined under PURA 8 39.262, together with the costs of issuing,
supporting, and servicing transition bonds and any costs of retiring and refunding the electric
utility's existing debt and equity securities in connection with the issuance of transition bonds.
Qualified costs also include the costs to the Commission of acquiring professional services for
the purpose of evaluating proposed securitization transactions.?®

19.  The Company proposed to recover qualified costs consisting of regulatory assets, the
costs of issuing, supporting and servicing the transition bonds, the costs of retiring and
refunding the Company's existing debt and equity securities in connection with the issuance of
the transition bonds, and the costs to the Commission of acquiring professional services for the
purpose of evaluating the Company's proposed securitization transactions. The Company also
proposed to include the costs of credit enhancements and enhancement costs relating to the
marketability of the transition bonds described in the Company's testimony as qualified costs.

Requlatory Assets

20.  Regulatory assets are defined to include only the generation-related portion of the Texas
jurisdictional portion of the amount reported by an electric utility in its 1998 annual report on
Securities and Exchange Commission (SEC) Form 10-K as regulatory assets and liabilities,
offset by the applicable portion of generation-related investment tax credits permitted under the
Internal Revenue Code of 1986.2” The Company identified the amount of the generation-related
portion regulatory assets as shown in Appendix A to this Financing Order. ORA made
adjustments to the amounts proposed by the Company by reversing adjustments made by the

= See PURA § 39.302(4).
7 1d. § 39.302(5).
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Company and by applying a retail allocation factor of 99.33% to reflect the amount that retail
customers should bear. Because the Commission finds that only the retail portion of regulatory
assets may be recovered through a transition charge assessed against retail customers, the
Commission finds that the jurisdictional generation demand allocation factor approved in Docket
No. 184907 (the last Commission final order addressing the Company's rate design) should be
used to determine the Texas retail portion of the amount of generation-related regulatory assets in
this proceeding. The numeric value of the retail jurisdictional allocation factor approved in Docket
No. 18490 is 99.33%. The Commission also finds that the amount of the regulatory assets listed in
Appendix A is the eligible portion of the generation-related portion of the Texas retail
jurisdictional portion of the amount listed on the Company's 1998 SEC Form 10-K. Only the
amounts that satisfy all statutory requirements, however, can actually be securitized.

21.  The Company did not include the amount of investment tax credits and other
regulatory liabilities in its application. The Commission finds that the exclusion of these
items in this proceeding is appropriate, and they were addressed in a different proceeding.

22.  All of the regulatory assets proposed for securitization by the Company represent
costs or obligations that have been incurred by the Company

23.  The Company initially proposed to securitize regulatory assets in an aggregate amount
of $1,579,834,904 and write off assets in the amount of $285,132,096. Under the Company's
proposed securitization, $1,864,967,000 of regulatory assets would be removed from the
Applicant's regulatory books, including $1,449,761,144 of SFAS-109 assets.

23A. In this proceeding, consistent with the terms of the Stipulation, entry of a financing order
that empowers TXU Electric or its successor or assign to issue $1.3 billion of transition bonds
to securitize its generation-related regulatory assets as reported by TXU Electric in its 1998
annual report on SEC Form 10-K as regulatory assets and liabilities and other qualified costs is
reasonable, as shown in Appendix B. TXU Electric will amortize the full $1,864,967,000 of

= Joint Application to Reduce Texas Utilities Electric Company Base Rates and Approval of Certain
Accounting Procedures, Docket No. 18490, Order on Rehearing (June 25, 1998) (Docket No. 18490).
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retail generation-related regulatory assets over a period of time determined by the Company in

consultation with its auditors.

24. In Docket No. 21527 ORA performed calculations, adopted in Appendix F of the May 1,
2000 Order, demonstrating that, on an aggregate basis and conducting the present value analysis
over a 12-year period, the Applicant had demonstrated tangible and quantifiable benefits to
customers. In this proceeding, the Joint Applicants, based upon this analysis, proposed that the
aggregate present value analysis use a 12-year period and that the Commission enter an order
approving securitization of $1,300,000,000 in regulatory assets and qualified costs. For the reasons
set forth in the testimony of Company witness Moseley in this proceeding, the Commission finds
the use of a 12-year period as the time period over which, absent securitization, regulatory assets
would be recovered through competition transition charges to be reasonable, and approves the
proposed securitization by the Company of $1,300,000,000 in regulatory assets and other qualified

costs.

Other Qualified Costs
25.  Other qualified costs consist of the costs of issuing, supporting, and servicing transition bonds

and any costs of retiring and refunding Applicant's existing debt and equity securities in connection with
the issuance of the transition bonds. The actual costs of issuing and supporting the transition bonds will
not be known until the transition bonds are issued, and certain ongoing costs relating to the transition
bonds may not be known until such costs are incurred. The actual amount of debt and equity securities
to be retired and refunded will be affected by market conditions at the time such securities are retired or
refunded, and, therefore, the actual cost of retiring and refunding debt and equity securities in
connection with the issuance of the transition bonds will not be known until such securities are retired
and such refunding is complete. The costs of credit enhancement and servicing, including third party
fees and expenses, also will not be known until the time the transition bonds are priced. The Company
estimated the amount of these costs as shown in Appendix B and proposed to recover these estimated

amounts as qualified costs in this Financing Order.
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26.  In Docket No. 21527 ORA proposed maximum estimated costs based in part on costs
incurred in other securitizations and in part due to the difference in the amount originally
proposed to be securitized by the Company and ORA. ORA' s proposed maximum estimated
costs were adopted by the Commission in its May 1, 2000 Order. In the Stipulation filed in this
proceeding, the Company requested that the fixed costs remain unchanged and that the variable
costs, which are based upon percentages of the amount securitized, be increased to reflect the
increased amount of regulatory assets to be securitized. The Commission finds the requested
costs to be reasonable, and approves the aggregate amount of qualified costs on remand found in
Appendix B. Because the $500 million in transition bonds that may be issued prior to 2004 is
five-thirteenth's of the total $1.3 billion in transition bonds authorized by this Financing Order,
the Commission finds that the aggregate cap on up-front qualified costs financed by transition
bonds issued prior to 2004 shall not exceed $20,225,528, which is equal to five-thirteenth's of
the total amount cap on up-front qualified costs of $52,586,374.

Amount to be Securitized
27.  The Company in this proceeding proposed to include the amount of the regulatory

assets, the costs of issuing, supporting and servicing the transition bonds, the costs of retiring
and refunding debt and equity, and the Commission's cost for acquiring professional services
as listed in Appendix B, plus the costs, which are not quantified, of swap and hedge
agreements in the principal amount of the transition bonds.

28.  The benefits of any proposed securitization are dependent, in part, upon the total amount
of qualified costs other than regulatory assets sought to be securitized or directly recovered
through transition charges. To satisfy its statutory obligations to ensure quantifiable and tangible
benefits to ratepayers, the Commission must limit the maximum amount of qualified costs other
than regulatory assets approved in this Financing Order that may be included in the principal
amount of the transition bonds so that the sum of the fixed and variable up-front qualified costs
plus the costs to reacquire debt and equity does not exceed $52,586,374 as shown in Appendix C.
The annual ongoing servicing fees and the annual fixed operating costs must be recovered
directly through transition charges and must not be included in the principal amount of the

transition bonds. Additional limits must be imposed to ensure that the ongoing servicing fees do
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not exceed the maximum amount shown in Appendix C; and the sum of the annual fixed operating
costs does not exceed $185,000. To further ensure the benefits promised by this securitization, the
excess of any amounts securitized (including associated interest) over the actual amounts incurred by
Applicant for up-front costs plus the reacquisition costs must be provided as a credit in Applicant's

ECOM proceeding or a future securitization proceeding.

29.  As limited by this Financing Order, the recovery of the net amount of regulatory assets and
other qualified costs listed in Appendix C should be approved because ratepayers will receive
tangible and quantifiable benefits as a result of the securitization, and the amount of the
Company's stranded costs will be reduced, leading to further benefits for ratepayers. The

regulatory liabilities, including investment tax credits, not addressed in this docket were

addressed in the Applicant's ECOM proceeding.

Issuance Advice Letter

30.  Because the actual structure and pricing of the transition bonds and the precise amounts of up-
front costs and expenses will not be known at the time that this Financing Order is issued, the Company
proposed that, following determination of the final terms of the transition bonds and prior to issuance of
the transition bonds, Applicant will file with the Commission for each series of transition bonds issued,
and no later than the second business day after the pricing date for that series of transition bonds, an
issuance advice letter. The issuance advice letter will be completed to report the actual dollar amount of
the initial transition charges and other information specific to the transition bonds to be issued. All
amounts that require computation will be computed using the mathematical formulas contained in the
form of the issuance advice letter in Appendix E and the Transition Charge Rate Tariff in Appendix D
to this Financing Order. The Company proposed that the Commission's review of the issuance advice
letter be limited to the arithmetic accuracy of the calculations and to compliance with the specific
requirements that are contained in the issuance advice letter, and that the initial transition charges and
the final terms of the transition bonds set forth in the issuance advice letter shall become effective on the
later of the third business day after submission to the Commission or the date of issuance of the
transition bonds unless, prior to such third business clay, the Commission issues an order finding that

the proposed issuance does not comply with those requirements.
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31.  The completion and filing of an issuance advice letter in the form of the Issuance Advice Letter
attached as Appendix E, including the certification from Applicant as discussed in Finding of Fact No.
107, is necessary to ensure that any securitization actually undertaken by Applicant complies with the

terms of this Financing Order.

Tangible and Quantifiable Benefit

32.  The statutory requirement in PURA § 39.301 that directs the Commission to ensure that
securitization provides tangible and quantifiable benefits to ratepayers greater than would be achieved
absent the issuance of transition bonds can only be determined using an economic analysis. An economic
analysis is one that accounts for the time value of money. An analysis ' that compares the present value of
the traditional revenue requirement associated with an asset (reflective of conventional utility financing)
with the present value of the revenue required under securitization is an appropriate economic analysis to
demonstrate whether securitization provides an economic benefit to ratepayers. An analysis showing an
economic benefit to ratepayers is necessary to show that the benefit is tangible and to quantify the amount
of the benefit.

33.  Securitization financing for the regulatory assets detailed in Appendix C is expected to result in
approximately $52 million, at a minimum, of tangible and quantifiable economic benefits to ratepayers
on a present-value basis if the transition bonds are issued at the maximum interest rates allowed by this
Financing Order. The actual benefit to ratepayers will depend upon market conditions at the time the
transition bonds are issued. This quantification is the sum of the economic benefit calculated all
regulatory assets using the methodology described in ORA's testimony in Docket No. 21527 using a
discount rate of 8.75% and a maximum expected life of 12 years as detailed in Appendix F, offset by

the amount of up-front and ongoing costs approved in this Financing Order.

34.  The methodology described in ORA's testimony in Docket No. 21527 to calculate the economic
benefits to ratepayers as a result of this Financing Order is appropriate and properly calculates the
economic benefits to ratepayers resulting from securitization of the qualified costs approved in this

Financing Order and detailed in Appendix C.
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Present Value Can

35.  The amount securitized may not exceed the present value of the revenue requirement
over the life of the proposed transition bonds associated with the regulatory assets or stranded
costs sought to be securitized where the present value analysi