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included with the Proposed Transaction, although it is quite possible that EPE will
experience a one-notch downgrade of its Moody’s rating due to weaker cash flow,
regardless of whether the Proposed Transaction is consummated. As is discussed below,
Moody’s placed EPE on negative credit outlook more than a year before the
announcement of the Proposed Transaction, therefore any future downgrade by Moody’s
would likely be the result of factors unrelated to the Proposed Transaction. While both
Moody’s and S&P took ratings action following the announcement of the merger
agreement, when the Proposed Transaction closes the protection of the credit ratings of
EPE will be aided by the full and complete set of ring-fencing commitments proposed by
the Joint Applicants.

In preparing my Direct Testimony, I compared the ring-fencing provisions
proposed by the Joint Applicants against a systematic and comprehensive list of standards
that reflects my prior experience regarding credit defaults and bankruptcies particularly in
the utility and energy sector. This master list of standards incorporates the guidelines
applied by the three major credit rating agencies. The Joint Applicants’ proposed ring-
fencing provisions satisfy every aspect of these standards. Taken together, these
protective provisions will provide strong separation for EPE and EPE’s customers and
communities from risk of involuntary consolidation in bankruptcy with Sun Jupiter, IIF
US 2, or any IIF US 2 affiliate. Equally important, the proposed ring-fencing provisions
will enable EPE to retain access to all of its own financial and physical assets and cash
flow so that EPE can properly conduct its business and remain viable, even in the case of
financial distress of Sun Jupiter, IIF US 2, or any IIF US 2 affiliate.

Therefore, I recommend that the Commission approve the Proposed Transaction,

including the proposed protective mechanisms.

111. TRANSACTION IMPACT ON EPE’S FUTURE FINANCES
A. EPE’s Current Financial Circumstances

PLEASE DESCRIBE EPE’S CURRENT CIRCUMSTANCES AS AN
INDEPENDENT INVESTOR-OWNED ELECTRIC UTILITY.
EPE is a relatively small independent investor-owned utility. Other electric operating

utilities that are comparable in size to EPE are generally subsidiaries of larger holding
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company groups, while EPE functions as a stand-alone company with a geographically
concentrated customer base. EPE’s shares are traded on the NYSE, where EPE is among
the smallest shareholder-owned companies in the electric and gas utility sector. EPE’s
small size is evident from the information provided in Exhibit EL-2, which shows a
comparison of 52 electric and gas utilities ranked by magnitude of market capitalization
(that is, the value of an entity’s common equity at the prevailing market price.)> EPE is
48" out of 52 companies and represents a mere 0.3% of the aggregate market valuation of

the sector.

WHAT IS EPE’S CURRENT FINANCIAL CONDITION?
EPE is solvent and financially sound, with investment grade credit ratings in the broad
category of Baa and BBB from both Moody’s and S&P, respectively.*

Moody’s Baal rating for EPE is only one notch below the sector median rating of
A3 for Moody’s portfolio of 111 rated U.S. investor-owned electric operating utilities.
However, the agency placed EPE’s rating on Outlook Negative over a year ago on March
26, 2018 due to Moody’s expectation that EPE’s cash flows will decrease due to the
implementation of the Tax Cut and Jobs Act of 2017 (“TCJA”), increasing capital
expenditures, and rising dividends.’ Prior to the announcement of EPE’s merger
agreement with Sun Jupiter, Moody’s rating outlook for EPE was on Outlook Negative.
In a credit update published on March 27, 2019, Moody’s commented that “[EPE] has an
adequate liquidity profile.”

S&P rates the credit of EPE at BBB, equivalent to a rating one notch below
Moody’s Baal rating. S&P commented in a May 2018 report that “El Paso Electric has
adequate liquidity and can more than cover its needs for the next 12 months, even if
EBITDA declines by 10%.”® S&P assessed EPE’s business risk position as Strong and

financial risk as Significant (using the rating agency’s benchmarks for companies of

3 The 52 North American utilities with publicly-traded equity securities in Exhibit EL-2 were selected by

Bank of America as potential competitors to EPE in the capital market or comparable companies.

4 The correspondence of the rating scales of Moody’s and S&P is presented in Exhibit EL-3.
5 Moody’s, “Rating Action: Moody’s Affirms El Paso Electric at Baal; Outlook Revised to Negative,”

March 26, 2018 (Exhibit EL-4.1).

¢ S&P Global Ratings, “Summary, El Paso Electric Co.,” May 21, 2018 (Exhibit EL-5.1).
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medial volatility). Immediately prior to the announcement of EPE’s merger agreement

with Sun Jupiter, S&P’s rating outlook was Stable.

WHAT CHALLENGES DO INVESTORS SEE FOR EPE AS AN INDEPENDENT
COMPANY?
Equity and fixed income investors generally mention regulatory risk as a concern; they
consider the regulatory jurisdictions of the City of El Paso and New Mexico to be
challenging, and the Texas regulatory environment has been less supportive for integrated
electric utilities like EPE than it has been for transmission and distribution utilities that
are located within the Electric Reliability Council of Texas, Inc. Another concern is the
heightened capital expenditures that EPE faces in the future, for which external financing
will be required. Tax reform has raised concerns among fixed income investors and
rating agencies about the erosion of EPE’s cash flow metrics after implementation of
TCJA and the termination of bonus depreciation; this issue affects credit and fixed
income investment more than it does the equity market. Finally, EPE’s small size is
problematic as a trend of consolidation has increased the size of other participants in the
utility sector. Regarding EPE’s small size, Moody’s commented in its March 2019
Credit Opinion on EPE:

SMALL SIZE AND SCALE CONSTRAIN THE CREDIT PROFILE

[EPE]’s credit profile also factors in its relatively small size and scale as

well as market concentration as it serves about 425,000 customers in a

small area of Texas and New Mexico. Texas accounts for 80% of total

non-fuel revenues, the majority of which are generated in the City of El

Paso, while New Mexico accounts for about 20% of total revenues.

Although [EPE]’s service area is concentrated, we acknowledge that

customer and load growth is expected to continue to surpass national

averages.’

One of the challenges that EPE faces as a relatively small utility is that it must
compete with much larger utilities for access to lenders and attention from equity analysts

and investors. EPE’s market capitalization is only 0.3% of the aggregate market

7 Moody’s, “Credit Opinion: El Paso Electric Company; Update to Credit Analysis,” March 27, 2019

(Exhibit EL-4.2).
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capitalization of 52 companies in the utility sector shown in Exhibit EL-2. The top ten
companies in that exhibit comprise approximately 54% of the aggregate value of the
group, and the top twenty companies comprise over 77% of the aggregate valuation.
Investors and analysts have limited time and resources available to cover dozens of
companies, so small companies tend to suffer from a dearth of analytical coverage. IIF
US 2’s indirect ownership of EPE and its greater access to equity capital and credit will

resolve this issue.

B. Impact of the Transaction on EPE’s Access to Credit

Q. HOW WERE EPE’S CREDIT RATINGS AFFECTED BY THE

ANNOUNCEMENT OF THE AGREEMENT TO MERGE WITH SUN JUPITER?

A. After the announcement of the agreement between Sun Jupiter and EPE, Moody’s and

S&P each took actions on their rating outlooks. The resulting ratings and outlooks are
shown below in Table 1.

Table 1: El Paso Electric Credit Ratings as of July 24, 2019

Prior to Transaction

May 31, 2019 August 5, 2019

Credit Rating [1] | Outlook Status | Credit Rating [1] Outlook Status

, Outlook On Review for
Moody’s () Baal Negative Baal Downgrade
S&P (b) BBB Stable BBB Outlook Negative

(a) Moody’s long-term senior unsecured debt rating
(b) S&P’s long-term Issuer Credit Rating

[1] A rating of Baal by Moody’s is equivalent to a credit rating of BBB+ by S&P, and
Moody's Baa2 is equivalent to S&P's BBB rating. For the correspondence of credit rating
scales of Moody’s and S&P, please see Exhibit EL-3.

Moody’s: Moody’s affirmed the rating of Baal but changed EPE’s outlook status to

“On Watch for Possible Downgrade” from “Outlook Negative.” The rationale expressed
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in the announcement of that change on July 1 of this year indicates that the expected
decline in credit metrics even in the absence of the merger transaction is the leading
factor while the announced change of ownership is a secondary factor that could spur a
downgrade of EPE’s rating. Moody’s states:

The review is prompted by a projected weakening in [EPE]’s financial
metrics and credit profile together with uncertainty around the
implications on [EPE]’s credit of a recently announced acquisition of the
utility by Infrastructure Investments Fund (IIF, not rated), an investment
vehicle advised by J.P. Morgan Investment Management Inc.

S&P: In reaction to the merger announcement, S&P changed its outlook from Stable to
Negative, citing the possibility that the combined entity to be formed by the Proposed
Transaction would have higher consolidated debt leverage and uncertainty about the
details of the outcome of the regulatory process. S&P explained the rationale for its
change in outlook as follows:

The negative outlook reflects the potential for [EPE]’s consolidated
financial measures to weaken following the proposed acquisition,
including the possibility that IIF could implement financial policies
toward [EPE] that weaken [EPE]’s credit quality. We will continue to
monitor the regulatory approval process and assess the planned funding
strategy for [EPE] and its proposed intermediary holding company as it
develops.’

COULD YOU PLEASE EXPLAIN THE DIFFERENCE BETWEEN A CREDIT
RATING AGENCY’S “NEGATIVE OUTLOOK” VERSUS “ON REVIEW FOR
DOWNGRADE” OR “RATING WATCH NEGATIVE”?
Yes. Essentially, rating outlooks communicate a trend over time in underlying credit
fundamentals, while a review for rating change (or rating watch) generally responds to a
specific event or new circumstance.

Rating agencies use outlooks to signal an opinion about the likely trend in the
direction of a future change in ratings. A stable outlook indicates a low likelihood of a

rating change over the medium term. A negative or positive outlook indicates a higher

8 Moody’s, “Rating Action: Moody's places El Paso Electric on Review for Downgrade,” July 1, 2019

(Exhibit EL-4.3).

® S&P Global Ratings, Research Update, “El Paso Electric Co. Outlook Revised To Negative From Stable

On Acquisition By IIF; Ratings Affirmed,” June 5, 2019. (Exhibit EL-5.2).
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likelihood of a rating change in the indicated direction over the medium term. The
outlook may eventually culminate in a change in the rating or restoration of a stable
outlook at the original rating, but the timing is not defined.

Agencies designate ratings as “on review” (also known as on “rating watch”)
when specific events warrant a rating action in the near term, but further information or
analysis is needed to reach a decision on the certainty of a rating change or the magnitude
of the potential change. When a rating is “On Review for Upgrade” or “On Review for
Downgrade,” a rating committee must resolve the rating as soon as the required

information can be made available.

WHAT IS YOUR ASSESSMENT OF THESE RESPONSES FROM THE CREDIT
RATING AGENCIES?

I would say that the rating agency response was mild. First, as I have already mentioned,
there was a significant probability that Moody’s would lower EPE’s rating to Baa2 from
Baal simply based upon the stand-alone cash flow metrics of EPE, unless EPE is
successful in achieving additional cash flows through the regulatory process to offset the
reduction in cash flow produced by the implementation of TCJA and the elimination of
bonus depreciation, in combination with higher capital expenditures. Moody’s explained
its rating rationale as follows:

“With increasing, partly debt-funded capital expenditures and the ongoing
pressure on cash flow from tax reform, we project a decline in El Paso
Electric’s credit metrics”, said Nana Hamilton, Assistant Vice President.
These metrics include a ratio of cash flow from operations before working
capital changes (CFO pre-WC) to debt of around 16% in the near to
medium term, lower than recent historical levels of just above 18%. This
level is weak for the company’s Baal rating and more in line with slightly
lower rated vertically integrated peers.!°

This comment suggests that the expected rating for EPE based on its projected cash flow
ratios with or without the Proposed Transaction will be Baa2, Moody’s rating equivalent
to the current and expected-to-continue S&P rating of BBB.

Second, S&P’s change in outlook from Stable to Negative is the expected

response to an announced transfer of ownership when the perception is that the acquirer

10 Moody’s, July 1, 2019, Exhib.EL-4.3, op.cit.
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(in this case, Sun Jupiter as the proposed immediate parent) is not financially stronger
than the acquired company and when the details of the transaction are still subject to
change through the regulatory process. In my professional opinion, when the Proposed
Transaction closes, S&P will give recognition to the completeness and robustness of the
protective measures IIF US 2 is offering to separate Sun Jupiter, the direct parent of EPE,
from IIF US 2 and to separate EPE from Sun Jupiter and IIF US 2. I explain these
protective mechanisms further in Section IV of my Direct Testimony. The effect of such
strong insulation of EPE from both Sun Jupiter and IIF US 2 will allow S&P to continue
to rate EPE’s credit at the current rating of BBB.

WILL SUN JUPITER SEEK CREDIT RATINGS?

Not in the near term. It is my understanding that IIF US 2 has no plan to obtain a public
credit rating for Sun Jupiter at this time. In the future, IIF US 2 will need to consider the
economic costs of public ratings versus any market benefits of obtaining that rating. This
is due to the significant fees to maintain public ratings and IIF US 2’s ability at present to
meet its funding needs through a multi-year bank credit facility and term loan facility that
have already been committed. Sun Jupiter’s moderate total amount of debt of a $625
million senior secured term loan facility and $75 million senior secured revolving credit
facility could be fulfilled with private placement funding, which may not require a credit

rating for Sun Jupiter.

DOES ITF US 2 HAVE CREDIT RATINGS?

No, it does not.

IN YOUR PROFESSIONAL OPINION, WILL OWNERSHIP BY IIF US 2 AND
SUN JUPITER HAVE ANY ADVERSE EFFECT ON EPE’S ACCESS TO DEBT
CAPITAL?

No. I do not foresee any adverse change in EPE’s means of accessing debt capital,
except EPE may decide not to issue public debt in the future. In fact, for the reasons I
previously discussed, EPE is likely to have comparable or greater access to debt funding
as a result of its affiliation with IIF US 2, and being part of the Infrastructure Investments

Fund.
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First, EPE will continue to have access to its Revolving Credit Facility, as is
currently the case. Second, it will use the same methods to sell long-term unsecured
bonds to capital market investors in the future as it does at present. I expect that EPE will
retain its current S&P credit rating of BBB. While there is a likely reduction of Moody’s
rating from Baal to Baa2, I view that as a consequence of EPE’s intrinsic cash flow
circumstances rather than an effect of the Proposed Transaction. A complete and robust
suite of protective measures will insulate EPE’s ratings from the debt at Sun Jupiter and
from the activities of IIF US 2 and IIF US 2 affiliates, and that will help to maintain
EPE’s ability to borrow. In summary, I foresee no reduction in EPE’s access to debt
funding as a consequence of the change in ownership, and EPE’s affiliation with IIF US 2

may actually improve EPE’s access to the capital markets.
C. Impact of the Transaction on EPE’s Access to Equity

WHAT MEANS DOES EPE HAVE CURRENTLY TO MEET ITS NEEDS FOR
EQUITY CAPITAL?
Currently, EPE’s shares are listed on the New York Stock Exchange, and EPE could

issue common shares on the public market.

HOW WILL EPE OBTAIN INCREMENTAL EQUITY CAPITAL AS A DIRECT
SUBSIDIARY OF SUN JUPITER AND INDIRECT SUBSIDIARY OF IIF US 2?

After the closing of the Proposed Transaction, IIF US 2 will provide infusions of equity
to its indirect subsidiary if new equity is needed to balance EPE’s capital structure and
maintain the authorized equity ratio. IIF US 2 is an open-ended private investment
vehicle that receives significant new cash inflows and reinvestments from predominantly
institutional investors seeking to participate in low-volatility infrastructure investment
opportunities. These investors, in turn, represent over 40 million families’ retirement
savings. Cash flow becomes available to IIF US 2 for investment because IIF US 2’s
cash inflows from investors exceed redemptions by investors, producing substantial net
cash inflows. If equity funding is needed at EPE, IIF US 2 would make an equity
investment in Sun Jupiter, and Sun Jupiter would in turn invest those funds as additional

paid in capital.
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Andrew E. Gilbert’s testimony indicates that the Infrastructure Investments Fund
received $5.4 billion in new commitments and reinvested distributions in the 12 months
ended June 30, 2019, and invested $2.8 billion during the same period. I consider this a
sign that IIF US 2 has more than ample sources of funding relative to any prospective

needs at EPE.

DO YOU SEE ANY BENEFITS FOR EPE OF OBTAINING EQUITY INFUSIONS
FROM IIF US 2 VIA SUN JUPITER?

Yes. This source of funding has very low overhead; there are no fees or commissions to
be paid and no bid-offer spread. Additionally, there would be no minimum size limit on
equity infusions, making it easy for IIF US 2 to meet its commitment to maintain the
authorized ratio of equity to debt from time to time, even if the amount of funding needed
in a particular time period is small. Moreover, if EPE’s equity needs are larger than those
of the period 1999-2018 because of the increased level of capital investment expected in
the future and other factors, such as the effects of the TCJA, IIF US 2’s investors would
be a more efficient and reliable source of such funding, and likely on better terms, than if

EPE as an independent entity were to launch a common stock offering.

IN WHAT WAYS WOULD AFFILIATION WITH IIF US 2 ADDRESS MAJOR
CHALLENGES THAT EPE CURRENTLY FACES AS AN INDIVIDUAL,
SHAREHOLDER-OWNED COMPANY?
In particular, affiliation with IIF US 2 and access to IIF US 2’s investor group would be
helpful to EPE with regard to managing and funding future capital investment projects.
EPE is contemplating making investments in renewable energy and forms of energy
efficiency to satisfy customer growth needs and to replace existing energy sources. The
management of IIF US 2 and portfolio companies within IIF US 2 can offer expertise in
managing and financing projects of that type, and EPE will be able to draw upon
experience from within IIF US 2 and the broader Infrastructure Investments Fund.
Second, I have already mentioned that small utilities such as EPE suffer a
disadvantage attracting the attention of, and raising capital, in the equity market. IIF US
2 is well suited to supply common equity to EPE if equity is needed to balance debt

funding for future capital expenditures.
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Third, as a part of a private company, EPE will be spared from the demands of
public shareholders for a constant pattern of quarterly growth in reported earnings and
dividends. The investment focus of IIF US 2’s investors is oriented to a much longer
time horizon than the short-term focus of mark-to-market investors in the public equity
market.

Also, there may be scale benefits for EPE from association with a larger
enterprise, such as more attention from debt lenders and credit providers, as I discussed
above. Furthermore, IIF US 2 and the Infrastructure Investments Fund has expertise in
renewable development and operations, strong relationships throughout the industry at
both the management and board levels, and a network of professionals to share best
practices on important priorities such as health and safety, cybersecurity, operational

excellence, and other areas of shared interest.

DO YOU ANTICIPATE RISKS OR EXPOSURES TO EPE OF OWNERSHIP BY
ITF US 2 AND SUN JUPITER?
No, I do not see risks or exposures that are not fully mitigated by the protective features

that IIF US 2 has proposed in its application.

Iv. PROPOSED PROTECTIVE MEASURES
A. Background on Ring-Fencing Protective Measures

WHAT DO YOU MEAN BY RING-FENCING?
The term describes methods used to separate and protect one enterprise or business
activity from invasion, contagion, or harm due to mingling with other businesses or

activities.

WHY ARE FINANCIAL PROTECTIVE MEASURES APPLIED?

Protective ring-fencing methods typically serve one of two purposes:

1. When a financial sponsor bundles together a portfolio of loans or mortgages in
structures that can be financed by issuing loans or securities, ring-fencing
mechanisms separate the bundled loan assets from the bankruptcy risk of the
transaction’s sponsor or the seller of the assets. This provides the opportunity to

achieve funding justified by the quality of the underlying assets rather than the credit
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of the sponsor or seller. Protective mechanisms are used by the financial service
industry in this context in banking, leasing, real estate development and ownership,
shipping, and transportation to prevent cross-collateralization of different collections
of assets that are financed separately.

2. Ring-fencing structures are also used for a slightly different purpose. In the context
of corporate finance, ring-fencing structures are used to protect a company and its
stakeholders from financial risks associated with its parents, sister companies, or
subsidiaries, while maintaining the company’s ability to access necessary capital and
funding for ongoing investment.

In either case, the purpose of the ring fence is to protect the asset portfolio or
business so that the portfolio or business can sustain its viability without interruption or
adverse effects from the potential financial distress of other related entities. In the case of
ring-fencing structures for a company, the ring-fencing also allows for the company to

raise capital on an ongoing basis to fund investment.

WHAT IS THE PURPOSE OF A RING FENCE IN THE UTILITY SECTOR?

Electric utilities generally have a legal obligation to reliably operate and maintain their
systems for existing customers and to expand their facilities and systems to meet
customer growth. Thus, some capital expenditures are not discretionary, but are required
so that the utility can fulfill its franchise and satisfy the requirements of the regulatory
authority. These capital investments require access to funding from internal and, in many
cases, external sources. Thus, it is important for the utility to retain access to its own
resources including its bank accounts, accounts receivable, and the ability to draw under
its credit arrangements, even if its parent or an affiliate is under stress. If internal sources
of cash flow are not sufficient, as is often the case, utilities need to access funding from
the debt market. Without adequate protection, the utility’s credit worthiness and access
to the debt market could be impaired if its owner is in default or bankruptcy. Ring-
fencing mechanisms have been successfully used to protect utilities from risky parents or
sister companies to ensure the utility can continue to serve its current and future

customers.
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WHY HAVE THE JOINT APPLICANTS VOLUNTEERED TO ADOPT RING-
FENCING COMMITMENTS IN THIS PROCEEDING?

Ring-fencing commitments will provide a full and robust insulation of EPE from any
liabilities of Sun Jupiter and from IIF US 2 and all other IIF US 2-owned companies.
Currently, EPE is an independent entity owned by public shareholders. As a result of the
Proposed Transaction, EPE will be a direct subsidiary of Sun Jupiter and an indirect
subsidiary of IIF US 2, which has a variety of other holdings as discussed in detail in Mr.
Gilbert’s direct testimony. The Joint Applicants have proposed a set of commitments to
protect the financial condition of the operating utility (i.e., EPE) from any potential

exposure related to ITF US 2, Sun Jupiter, and their affiliates.

B. Evaluating the Ring-Fencing Conditions Proposed by the Joint Applicants

IS THERE A METHODOLOGY FOR EVALUATING A SET OF RING-
FENCING MECHANISMS?
Yes, and I believe that it is important to apply a systematic approach to compare an
entity’s ring fence to a list of the objectives for the protection of an entity relative to
related companies. To evaluate ring-fencing provisions, I employ a checklist that I
developed while at Fitch Ratings as a leader in the utility rating group. Each rating
agency maintains an internal checklist that its analysts use to assess the effectiveness of
utility ring-fencing practices; there is quite a bit of commonality among the agencies
when it comes to these standards, since the standards are founded upon shared experience
the agencies drew from prior defaults and from bankruptcy court precedents. For use in
my consulting practice, I combined and harmonized the elements that the three major
rating agencies employed in their separate checklists to create a master list of standards to
evaluate the adequacy of intercorporate separation. This list of desirable ring-fencing
practices and policies is provided as Exhibit EL-6.

The master checklist is based on the understanding that in order to safeguard the
viability of a protected company, two types of protection are needed:

(I) Assurance that the protected company will maintain access to its own
assets, both physical and financial, and funding sources, despite the
financial distress or bankruptcy of its parent or affiliate; and
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(IT) Practices and policies that reduce or eliminate the risk that the
protected company will be drawn into the bankruptcy of a bankrupt parent
or affiliate.

Consequently, the master checklist has two tracks: Track I contains practices that
allow a company (called “the Protected Company” in Exhibit EL-6) to preserve its own
identity, to remain viable, to fund itself and defend its own assets and liabilities even if a
parent or affiliate is in distress (page 1 of Exhibit EL-6); and Track II contains practices
that protect a company from involuntary consolidation with its parent or affiliate in a
bankruptcy proceeding (page 2 of the same exhibit). Fortunately, some practices do
double duty, helping to achieve the objectives of both Tracks I and II.

WHAT ARE THE ELEMENTS THAT MAKE UP TRACK I?

Track I includes all the factors that allow a subsidiary company within an ownership
group to preserve its independent viability in the event of the financial distress of its
parent or other companies in its group. Within Track I, I identify four categories of
measures. These are:

I-A.  The Protected Company’s assets are protected from diversion by
having a separate legal identity, separate bank accounts and asset
accounts, with no commingling of assets. Fixed assets needed to
carry out the business should be in the Protected Company’s own
name. Transfers of goods, services, and supplies with other
members of the group should be conducted on an arm’s length
basis. The Protected Company should not lend to parents or sister
companies.

I-B.  The Protected Company should maintain its own access to funding
and to sources of liquidity. This entails having a separate credit
agreement, and drawing under the credit agreement should be
available despite the default of the company’s parent or sister
companies. The default by a parent or affiliate should not trigger
a cross default or cross acceleration of the Protected Company’s
debt. Independent access to funding is enhanced if the company is
an accepted issuer of debt in its own name in the public or private
debt market and maintaining a credit rating can be helpful to
achieve that objective.

I-C.  The Protected Company is insulated from the liabilities of its
parent and sister companies. It does not guarantee the debt or
obligations of other members of its group. The other members of
the group never represent to the public or to counterparties that the
Protected Company is responsible for the obligations of other
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group members. (Often, there is some potential joint liability on
the part of the Protected Company as a member of a consolidated
tax return or as a participant in a pension plan with other
companies in its group, which may be acceptable depending upon
the circumstances.)

I-D. The Protected Company protects its viability by limiting its
individual leverage and preserving its individual solvency.

PLEASE EXPLAIN THE ELEMENTS OF TRACK IL.

Track II involves steps to avoid the involuntary consolidation of the Protected Company
in the bankruptcy of its parent or an affiliate. Several of the practices that are important
in Track I to maintain the company’s separate financial viability are also necessary to
avoid involuntary consolidation by way of the doctrine of substantive consolidation. In
an extreme case, a company might be vulnerable to substantive consolidation along with
its bankrupt parent or affiliate if the resources, assets, and liabilities of the two companies
are so entangled and poorly documented that it is difficult for the bankruptcy court to
untangle them. Keeping good books and records and maintaining separate books of
account are important protections. Also, the Protected Company should never represent
to creditors of the parent or affiliate that the Protected Company is responsible for its

affiliate’s obligations. Additional elements are listed in Exhibit EL-6, page 2.

HOW HAVE YOU EMPLOYED THE MASTER LIST OF STANDARDS IN THIS
PROCEEDING?

Using the standards that appear in the master list as a guideline, I analyzed the ring-
fencing commitments proposed by the Joint Applicants and matched them with the listed
standards that contribute to robust protection. The results of that analysis are presented in

the Exhibit EL-7.

WHAT CONCLUSIONS DID YOU DRAW FROM THIS ANALYSIS?

The results of that study appear on Exhibit EL-7. Using this systematic approach reveals
that the ring-fence commitments proposed by the Joint Applicants cover every one of the
standards for a robust protective regime as listed in Exhibit EL-6. In my opinion, the
resulting practices will provide a full and robust separation of EPE from any risks related

to the debt of its direct parent, Sun Jupiter, and from any liabilities or activities of IIF US

Lapson — Direct
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2 and IIF US 2’s other affiliates. Observing these commitments, EPE will be able to
maintain access to sources of funding and control its own assets and liquidity despite any
potential financial distress of its direct parent Sun Jupiter or its indirect parent, IIF US 2,
or their affiliates. Furthermore, these practices will insulate EPE from exposure to an
involuntary bankruptcy (that is, substantive consolidation in the bankruptcy of its direct
or indirect parent or its affiliates). EPE will be able to maintain access to its own

resources and sustain its business on an individual basis if that becomes necessary.

THE JOINT APPLICANTS HAVE PROPOSED SOME COMMITMENTS THAT
DO NOT CORRESPOND WITH THE STANDARDS FOR ADEQUATE
PROTECTION IN EXHIBIT EL-6. PLEASE EXPLAIN.

Additional commitments are proposed by the Joint Applicants over and above those that
promote the continuing viability of EPE despite the potential distress of its direct parent,
ultimate parent, or its affiliates and protect EPE from substantive consolidation in the
bankruptcy of any other entity. These include, among others, voluntary commitments to
maintain local headquarters, to have representation by local management and residents of
the service territory on EPE’s Board of Directors, to hold at least one meeting of the
Directors annually in Las Cruces, NM, and to have local management as the primary
interface with the regulatory authorities. Other commitments are intended to facilitate the
regulatory authorities’ ability to regulate EPE and its parent, including the voluntary
commitment to provide access to the books and records of IIF US 2 or IIF US 2’s
affiliates to the Commission and NMPRC to the extent that those entities have transfers
or dealings with EPE. While the commitment by IIF US 2 to continue to own EPE for at
least ten years does not provide any ring-fencing protection by itself, Moody’s points out
that this commitment may provide some credit support for EPE:

Furthermore, IIF has committed to a 10-year minimum holding period
which helps to alleviate Moody’s concern that [EPE]’s credit profile could
be constrained by aggressive financial policies that often come with
ownership by private funds with a short term investment horizon.!!

1" Moody’s, Issuer Comment: El Paso Electric Agrees to be Acquired by Infrastructure Investment Fund,”

June 5, 2019 (Included in Exhibit EL-4).

Lapson — Direct
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A non-consolidation opinion regarding the unlikelihood of a substantive consolidation of
EPE in the bankruptcy of Sun Jupiter, IIF US 2 or IIF US 2’s affiliates does not in itself
provide any protection against bankruptcy or insolvency, but it can provide assurance to
the regulatory authority in reviewing of Proposed Transaction and may provide comfort
to current and prospective lenders and rating agencies. Finally, there are two

commitments by the Joint Applicants to address the concerns of labor.

DOES THE SUPERVISION OF THE COMMISSION ENHANCE CONFIDENCE
IN THE EFFECTIVENESS OF THE PROTECTIVE COMMITMENTS?

Yes. The Commission’s controls in such areas as the utility’s transactions with affiliates
and issuance of debt provide added assurance to creditors and credit rating agencies of

the strength of the ring-fencing commitments.

WHAT EFFECT DO YOU EXPECT THE PROPOSED PROTECTIONS WILL
HAVE UPON THE CREDIT RATINGS OF EPE?
It is my opinion that the Joint Applicants’ strong protective plan that is proposed will
enable EPE’s credit ratings and reputation in the credit market to avoid any adverse
consequences of ownership by Sun Jupiter and IIF US 2. IIF US 2 currently does not
plan to seek public credit ratings for itself or for Sun Jupiter. Nonetheless, Moody’s and
S&P internally will formulate unpublished “implied” ratings for Sun Jupiter as a
component in their rating evaluation of EPE. It is likely that Sun Jupiter’s rating would
be lower than and dependent upon the rating of EPE.

Because the ring-fencing commitments will provide a full and robust insulation of
EPE from any liabilities of Sun Jupiter and from IIF US 2 and all other IIF US 2-owned
companies, Moody’s will analyze EPE on a stand-alone basis and will not attribute the
debt of Sun Jupiter or IIF US 2 to EPE when formulating the rating of EPE. That is, |
expect that Moody’s credit rating of EPE will be consistent with EPE’s individual
financial condition and will not be subject to any constraint due to group linkage.
However, ring-fencing will not protect EPE from a downgrade of a single notch by
Moody’s to Baa2 from Baal if there is erosion in EPE’s individual cash flow metrics and

key credit ratios that is unrelated to the change in ownership.
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S&P follows a different methodology; it is more likely to assess the consolidated
financial statements of EPE along with its direct parent Sun Jupiter and produce a
consolidated financial risk score that considers the added debt at Sun Jupiter. However, I
predict that will not affect S&P’s current BBB credit rating of EPE because S&P will
take into consideration the robust suite of protective measures. S&P has recently
instituted a new group credit methodology applicable to holding companies and operating
companies in the utility sector and certain other sectors.'> Applying the new guidelines,
S&P may determine the rating of EPE to be at either one, two or three notches above the
implied consolidated issuer credit rating, but no higher than EPE’s standalone credit
profile. I estimate that the strength of the ring-fencing commitments proposed by the
Joint Applicants would allow the rating of EPE to be at least two notches higher than the
group rating. We know that S&P currently views EPE on a standalone basis at a BBB
rating, and I do not anticipate any increase or reduction in EPE’s S&P rating as a result of

the Proposed Transaction.

V. CONCLUSION AND RECOMMENDATIONS

PLEASE SUMMARIZE YOUR DIRECT TESTIMONY.
The Proposed Transaction creates no new risks to EPE or to EPE’s shareholders. After
the closing, EPE will have at least similar and possibly superior access to common equity
funding via Sun Jupiter and IIF US 2, whenever it needs to raise equity capital in the
future. Furthermore, EPE will have comparable access to the debt capital and superior
access to bank credit as an operating utility subsidiary of IIF US 2 (especially as part of
the Infrastructure Investments Fund) relative to its current situation as an individual
company. Investors and credit rating agencies will not have reason for concerns that EPE
will be adversely affected by the debt obligations of IIF US 2 or Sun Jupiter, thanks to the
full array of protective measures that IIF US 2 has proposed in its application.

After reviewing the protective measures proposed by the Joint Applicants, I
conclude that these measures will offer excellent and robust insulation. They will

provide strong separation for EPE and EPE’s customers and communities from risks of

12 S&P Global, “General Criteria: Group Rating Methodology,” July 1, 2019 (Exhibit EL-8).
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involuntary consolidation in bankruptcy with Sun Jupiter, IIF US 2, or any IIF US 2
affiliate. Also, the proposed ring-fencing provisions will assure that EPE maintains
access to all of its own resources and cash flow so that EPE can conduct its business and
remain viable, even in the case of financial distress of Sun Jupiter, IIF US 2, or any IIF
US 2 affiliate.

Therefore, I recommend that the Commission approve the Proposed Transaction

and adopt the protective measures as proposed by the Joint Applicants.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.

Lapson — Direct
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EXPERIENCE AND QUALIFICATIONS
ELLEN LAPSON, CFA
LAPSON ADVISORY 370 Riverside Dr., 9D
Financial Consulting New York, NY 10025
Expert Testimony +1-212-866-1040
Financial Training www.lapsonadvisory.com

SUMMARY OF QUALIFICATIONS

Industry expert on financing utilities and infrastructure projects. 50 years of professional
experience in commercial and investment banking, securities analysis, and credit ratings.
Focus on utilities, power generation and alternative energy sources, natural gas and fuels,
corporate and project finance. Provide credit rating advisory services.

Develop financial training programs and materials; provide executive training in utility
financial analysis and credit analysis.

Consult and provide expert witness testimony in matters involving capital access for
infrastructure, energy and utilities. (See pages 3-5.)

MBA in accounting and finance; Chartered Financial Analyst (CFA).

EMPLOYMENT
Lapson Advisory Financial consulting services to utilities and
Principal developers of infrastructure projects. Financial
Dec. 2011 to present strategy and credit advisory for power, energy,
infrastructure companies, and utilities. Expert
witness testimony on financial and regulatory topics
relating to utilities and infrastructure finance. Design
and conduct financial and credit training.
Fitch Ratings Chair of Fitch’s global Corporate Finance Criteria
Utilities, Power & Gas Committee  overseeing  criteria  for  rating
Managing Director corporations, financial institutions, insurers, REITs,
1999-2011 and project finance transactions (2010-2011).
Senior Director Manager or primary analyst on credit ratings of over
1994-1999 200 utility, pipeline, power generation companies.

Utility tariff monetization. Senior member of rating
committees for utilities and energy and power-
related projects.

Liaison with utility sector fixed income investors,
focusing on 50 largest institutional investors holding
utility and power bonds, buy-side and sell-side
analysts, and utility bankers.


http://www.lapsonadvisory.com/
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JP Morgan Chase Managed financial advisory transactions, structured debt
(formerly Chemical NY private placements, syndicated credit facilities for
Corp.) utilities, mining and metals, project finance. Structured
Vice President financing for utility regulatory assets (first of its kind

1975-94 “stranded cost” securitization transaction) for Puget
Asst. Vice President Energy, 1992-94.

1974-1975 Led financing for bankrupt utility as debtor-in-

possession; prepared financing plans for distressed
utilities; structured exit financing for reorganization of
two utilities emerging from Chapter 11.

Divisional Controller - 1981-1986

Argus Research Corp. Equity analysis of U.S. electric and gas utilities, natural
Equity Security Analyst — gas pipelines, and telecommunications companies.
Utilities Modeling and projecting corporate financial statements.
1969-1974 Research coverage and reports.

EDUCATION & CHARTER

Stern School of Business, New York University, MBA, 1975

Major concentration: Accounting

Master’s Thesis: Cash Flow vs. Accrual Accounting Data in Utility Equity Valuation
Chartered Financial Analyst (CFA) since 1978
Barnard College, Columbia University, BA, 1969

PROFESSIONAL ASSOCIATIONS

Institute of Chartered Financial Analysts, 1978 - present

Wall Street Utility Group, 1996 - present

ADVISORY COUNCILS AND BOARD SERVICE

Rocky Mountain Institute Sustainable Finance Advisory Board member. 2016 to 2018.

Represented U.S. investment community in advisory panel on International Accounting
Standard Board proposals for financial reporting for rate-regulated activities, sponsored by
Edison Electric Institute and American Gas Association, Dec. 2014

National Academy of Sciences/ National Research Council, Resilient America Forum, July
2014.

MIT Energy Institute, External Advisory Council, The Future of Solar Energy, 2012-2014.
Electric Power Research Institute, Advisory Council, 2004-2011; Chair, 2009 and 2010.
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Jurisdiction

Public Utility
Commission Texas

Proceeding

Docket No. 49421, Application of
CenterPoint Energy Houston to Change

Rates, on behalf of CenterPoint Energy
Houston Electric (2019)
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Topic

Ring-fencing in context of
a rate proceeding;
financial strength

Public Utility
Commission Texas

Docket No. 48929, Application of Oncor
Electric Delivery Co. LLC, Sharyland

Utilities LP, and Sempra Energy..., on
behalf of Sharyland Utilities (2019)

Ring-fencing for
formation of an electric
transmission utility

Public Utilities Proceeding No. 17AL-0363G, Filing to Cash flow and credit
Commission of Revise Gas Tariff, on behalf of Xcel Public impacts of tax reform;
Colorado Service Co, of Colorado (2018) capital structure

South Carolina Public  Docket No. 2017-370-E; Joint Application = Benefits of merger and

Service Commission

for Merger and for Prudency Determi-
nation, on behalf of South Carolina Electric
& Gas Company (2018)

proposed rate plan;
implications for cash flow
and access to capital.

U.S. Federal District
Court, District of SC

Civil Action No.: 3:18-cv-01795-IMC,
Motion for Preliminary Injunction, on
behalf of South Carolina Electric & Gas

Financial harm of
Commission ordered rate
cut compliant with Act

Public Utility
Commission Texas

Docket No. 48401, Texas-New Mexico
Power Co. Application to Change Retail
Rates, on behalf of TNMP (2018)

Cash flow and credit
impacts of tax reform

Public Utility
Commission Texas

Docket No. 48371, Entergy Texas Inc.,
Application to Change Retail Rates, on
behalf of ETI (2018)

Cash flow and credit
impacts of tax reform

Public Utility
Commission Texas

Docket No. 47527, Southwestern Public
Service Co. Application for Retail Rates,
on behalf of SPS Co. (2018)

Adverse cash flow and
credit impacts of tax
reform; cap structure

New Mexico Public

Case No. 17-00255-UT, Southwestern

Adverse cash flow and

Regulation Public Service Co. Application for Retail credit impacts of tax
Commission Rates, on behalf of SPS Co. 2018) reform; cap structure
South Carolina Public ~ Docket No. 2017-305-E, Response to ORS  Adverse financial

Service Commission

Request for Rate Relief, on behalf of S.
Carolina Electric and Gas (2017)

implications of rate
reduction sought by ORS

DC Public Service
Commission

Formal Case No. 1142, Merger Application
of AltaGas Ltd. and Washington Gas Light,
Inc. (2017)

Ring-fencing for utility
merger; financial strength

Public Service
Commission of
Maryland

Docket No. 9449, In the Matter of the
Merger of AltaGas Ltd. and Washington
Gas Light, Inc. (2017)

Ring-fencing for utility
merger; financial strength

Public Utility
Commission Texas

Docket No. 46957, Application of Oncor
Electric Delivery LLC to Change Rates, on
behalf of Oncor. (2017)

Appropriate capital
structure. Financial
strength.
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Public Utility
Commission Texas

Docket No. 46416, Application of Entergy
Texas, Inc. for a Certificate of Convenience

and Necessity, Montgomery County, on
behalf of Entergy Texas (2016-2017)

Debt equivalence and
capital cost associated
with capacity purchase
obligations (PPA)

U.S. Federal Energy
Regulatory
Commission

Dockets No. EL16-29 and EL16-30,
NCEMC, et al. vs Duke Energy Carolinas
and Duke Energy Progress, on behalf of the

Respondents (2016)

Capital market
environment affecting the
determination of the cost
of equity capital

Hawaii Public Utilities
Commission

Docket No. 2015-0022, Merger
Application on behalf of NextEra Energy
and Hawaiian Electric Inc. (2015)

Ring-fencing and
financial strength

U.S. Federal Energy

Dockets No. EL14-12 and EL15-45,

Capital market

Regulatory ABATE, vs MISO, Inc. et al., on behalf of  environment; capital

Commission MISO Transmission Owners (2015) spending and risk

U.S. Federal Energy Dockets No. EL12-59 and 13-78, Golden Capital market

Regulatory Spread Electric Coop., on behalf of South-  environment; capital

Commission western Public Service Co. (2015) spending and risk

U.S. Federal Energy Dockets No. EL13-33 and EL14-86, ENE  Capital market

Regulatory et al. vs. Bangor Hydro-Electric Co. etal.,  environment affecting the

Commission on behalf of New England Transmission measurement of the cost
Owners. (2015) of equity capital

U.S. Federal Energy Dockets No. ER13-1508 et alia, Entergy Capital market

Regulatory
Commission

Arkansas, Inc. and other Entergy utility
subsidiaries, on behalf of Entergy Services

Inc. (2014)

environment affecting the
measurement of the cost
of equity capital

Delaware Public
Service Commission

DE Case 14-193, Merger of Exelon Corp.
and Pepco Holdings, Inc. on behalf of the

Joint Applicants (2015)

Ring-fencing for utility
merger; avoidance of
financial harm

Maryland Public
Service Commission

Case No. 9361, Merger of Exelon Corp.
and Pepco Holdings, Inc. on behalf of the

Joint Applicants (2015)

Ring-fencing for utility
merger; avoidance of
financial harm

New Jersey Board of
Public Utilities

BPU Docket No. EM 14060581, Merger of
Exelon Corp. and Pepco Holdings, Inc., on
behalf of the Joint Applicants (2015)

Ring-fencing for utility
merger; avoidance of
financial harm

U.S. Federal Energy
Regulatory
Commission

Docket ER15-572 Application of New
York Transco, LLC, on behalf of NY

Transco, LLC. (2015)

Incentive compensation
for electric transmission;
capital market and
financial strength

U.S. Federal Energy
Regulatory
Commission

Docket EL 14-90-000 Seminole Electric
Cooperative, Inc. and Florida Municipal
Power Agency vs. Duke Energy FL on
behalf of Duke Energy (2014)

Capital market
environment affecting the
determination of the cost
of equity capital
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DC Public Service
Commission

Formal Case No. 1119 Merger of Exelon
Corp. and Pepco Holdings Inc., on behalf
of the Joint Applicants (2014-2015)

Ring-fencing for utility
merger; avoidance of
financial harm

U.S. Federal Energy

Docket EL14-86-000 Attorney General of

Return on Equity; capital

Regulatory Massachusetts et. al. vs. Bangor Hydro- market environment
Commission Electric Company, et. al on behalf of New

England Transmission Owners (2014)
Arkansas Public Docket No. 13-028-U. Rehearing direct Investor and rating

Service Commission

testimony on behalf of Entergy Arkansas.
(2014)

agency reactions to ROE
set by Order.

Illinois Commerce
Commission

Docket No. 12-0560 Rock Island Clean
Line LLC, on behalf of Commonwealth
Edison Company, an intervenor (2013)

Access to capital for a
merchant electric
transmission line.

U.S. Federal Energy
Regulatory
Commission

Docket EL.13-48-000 Delaware Division
of the Public Advocate, et. al. vs. Baltimore
Gas and Electric Company and PEPCO
Holdings et al., on behalf of (i)Baltimore
Gas and Electric and (ii) PEPCO and
subsidiaries (2013)

Return on Equity; capital
market view of
transmission investment

U.S. Federal Energy

Docket EL11-66-000 Martha Coakley et.

Return on Equity; capital

Regulatory al. vs. Bangor Hydro-Electric Company, et. market view of

Commission al on behalf of a group of New England transmission investment
Transmission Owners (2012-13)

New York Public Cases 13-E-0030; 13-G-0031; and 13-S- Cash flow and financial

Service Commission

0032 on behalf of Consolidated Edison
Company of New York. (2013)

strength; regulatory
mechanisms

Public Service
Commission of
Maryland

Case. 9214 “In The Matter Of Whether
New Generating Facilities Are Needed To
Meet Long-Term Demand For Standard
Offer Service”, on behalf of Baltimore Gas
and Electric Co., Potomac Electric Power
Co., and Delmarva Power & Light (2012)

CONSULTING & ADVISORY ASSIGNMENTS

Effect of certain power
contracts on the credit and
financial strength of MD
utility counterparties

NJ American Water Co. Analyzed impacts of tax reform on water utility’s cash flow and
2018 ratings. Objective: Regulatory strategy

AltaGas Ltd. Credit advisory on ratings under merger and no-merger cases.
2017 Objective: Compare strategic alternatives, M&A

Entergy Texas, Inc.
2016

Research study on debt equivalence and capital cost associated
with capacity purchase obligations. Impact of new GAAP lease

accounting standard on PPAs.
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Objective: Economic comparison of resource options.

Utility (Undisclosed) Evaluated debt equivalence of power purchase obligations.
2014 Objective: Clarify credit impact of various contract obligations.
International Money Research study and recommendations on estimating Loss Given
Center Bank Default and historical experience of default and recovery in the
(Undisclosed) regulated utility sector.
2014 Objective: Efficient capital allocation for loan portfolio.
GenOn Energy Inc. White Paper on appropriate industry peers for a competitive
2012 power generation and energy company.
Objective: Improve peer comparisons in shareholder
communications and for compensation studies.
Transmission Recommended the appropriate capital structure and debt leverage
Utility during a period of high capital spending.
(Undisclosed) Objective: Make efficient use of equity during multi-year capex
2012 project; preserve existing credit ratings.
Toll Highway Advised on adding debt while minimizing risk of downgrade.
(Undisclosed) Recommended strategy for added leverage and rating agency
2011 communications.

Objectives: Increase leverage and free up equity for alternate
growth investments, while preserving credit ratings.

District Thermal Cooling
Company
(Undisclosed)

Recommended a project loan structure to deal with seasonal cash
flow. Optimized payment schedule, form and timing of financial
covenants.

Objectives: Reduce default risk; efficient borrowing structure.

PROFESSIONAL AND EXECUTIVE TRAINING

In-house Training,

Southern California Edison

Co., Rosemead CA

Designed and delivered in-house training program on evaluating
the credit of energy market counterparties, Nov. 2016

In-house Training,
Undisclosed Financial
Institution, NYC

Developed corporate credit case for internal credit training program
and coordinated use in training exercise, 2016

CoBank, Denver CO

Designed and delivered “Midstream Gas and MLPs: Advanced
Credit Training”, 2014

Empire District Electric

Designed and delivered in-house executive training session

Co., Joppa MO Utility Sector Financial Evaluation, 2014

PPL Energy Corp, Designed and delivered in-house Financial Training, 2014
Allentown PA

SNL Knowledge Center “Credit Analysis for the Power & Gas Sector”, 2011-2014

Courses “Analyst Training in the Power & Gas Sectors: Financial Statement

Analysis”, 2013-2014

EEI Transmission and

“Financing and Access to Capital”, 2012
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Wholesale Markets School
National Rural Utilities “Credit Analysis for the Power Sector”, 2012
Coop Finance Corp.
Judicial Institute of “Utility Regulation and the Courts: Impact of Court Decisions on
Maryland (Private seminar Financial Markets and Credit”, Annapolis MD, 2007
for MD judges)
Edison Electric Institute “New Analyst Training Institute: Fixed Income Analysis and Credit

Ratings”, 2008 and 2004

PUBLICATIONS/
BOOK CHAPTERS

“Managing Credit Risk in the Electricity Market”, Ellen Lapson and Denise Furey, chapter 21
in Managing Energy Price Risk, 4™ Edition, Vincent Kaminski ed., Risk Publications, London,
2016.

“Standard Market Design: Credit of Some Sectors Will Be Affected by SMD”, Ellen Lapson.
Chapter in: Electric & Natural Gas Business: Understanding It, 2003 and Beyond, Robert E. Willett
ed., Financial Communications Company, Houston, TX, 2003.

Energy Modeling and the Management of Uncertainty, Robert Jameson ed., Risk Publications,
London, 1999. “Managing Risks Through Contract Technology: Know Your Counterparty”,
Ellen Lapson, pp 154-155.

“Managing Credit Risk in the Electricity Market”, Ellen Lapson (pp 281-291). Chapter in: The
US Power Market: Restructuring and Risk Management, Robert Jameson ed., Risk Publications,
London, 1997.

Deregulation of the Electric Utility Industry — Proceedings of the AIMR Seminar; ed. AIMR
(CFA Institute), Charlottesville, VA, 1997. Speaker 3: E. Lapson.



. EL-2: Equity Market Capitalization of Selected Investor-Owne«
U.S. and Canadian Electric and Gas Utilities

Equity Market Percent of

Cap. (USS Total Market

Name Billions)* Capital
NextEra Energy, Inc. $100.2 10.9%
Duke Energy Corporation $63.3 6.9%
Dominion Energy Inc $60.3 6.5%
Southern Company $58.0 6.3%
Exelon Corporation $44.5 4.8%
American Electric Power Company, Inc. $43.9 4.8%
Sempra Energy $38.5 4.2%
Xcel Energy Inc. $31.1 3.4%
Public Service Enterprise Group Inc $30.1 3.3%
Consolidated Edison, Inc. $28.2 3.1%
WEC Energy Group Inc $27.3 3.0%
Eversource Energy $24.5 2.7%
DTE Energy Company $23.7 2.6%
FirstEnergy Corp. $23.4 2.5%
Edison International $23.1 2.5%
PPL Corporation $21.9 2.4%
Entergy Corporation $19.7 2.1%
Ameren Corporation $18.8 2.0%
Fortis Inc. $17.0 1.8%
CMS Energy Corporation $16.7 1.8%
Avangrid, Inc. $15.1 1.6%
Evergy, Inc. $14.8 1.6%
CenterPoint Energy, Inc. $14.5 1.6%
Atmos Energy Corporation $12.6 1.4%
Alliant Energy Corp $11.8 1.3%
NiSource Inc $11.0 1.2%
Hydro One Limited $10.5 1.1%
Pinnacle West Capital Corporation $10.3 1.1%

EXHIBIT EL-2
Pagelof 1
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August 20, 2019

Via Hand Delivery

Ana Trevino, Filing Clerk

Public Utility Commission of Texas
1701 N. Congress Avenue

P.O. Box 13326

Austin, TX 78711

Re: Docket No. 49849 ~ Joint Report and Application of El Paso Electric Company, Sun
Jupiter Holdings LLC, and IIF US Holding 2 LP for Regulatory Approvals Under PURA
§§ 14.101, 39.262, and 39.915
Errata Exhibit EL-2

Dear Ms. Trevino:

On August 13, 2019, El Paso Electric Company, Sun Jupiter Holdings LLC and IIF US Holding 2

LP ("Joint Applicants”) filed their Joint Report and Application in the above-referenced docket. At

the time of filing, page 2 of Exhibit EL-2 to Ellen Lapson’s direct testimony was inadvertently
omitted. The corrected exhibit, Errata Exhibit EL-2, is attached hereto.

Respectfully submitted,

Jeffr uart

Attorney for Sun Jupiter Holdings LLC
and IIF US Holding 2 LP

Eversheds Sutherland (US) LLP is part of a global legal practice, operating through various separate and distinct legal entities, under
Eversheds Sutherland. For a full description of the structure and a list of offices, please visit www.eversheds-sutherland.com.

42549314.1
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Equity Market Capitalization of Selected Investor-Owned

Percentage of

Equity Market Percent of Aggregate

Size  Ticker Cap. (USS Total Market Market

Rank Symbol Name Billions)* Capital Capital
1 NEE NextEra Energy, Inc. $100.2 10.9%
2 DUK Duke Energy Corporation $63.3 6.9%
30 Dominion Energy Inc $60.3 6.5%
4 S0 Southern Company $58.0 6.3%
5 EXC Exelon Corporation $44.5 4.8%
6 AEP American Electric Power Company, Inc. $43.9 4.8%
.7 SRE Sempra Energy $38.5 4.2%
8 XEL Xcel Energy Inc. $31.1 3.4%
9 PEG Public Service Enterprise Group Inc $30.1 3.3%

10 ED Consolidated Edison, Inc. $28.2 3.1% 53.9%
11 WEC WEC Energy Group Inc $27.3 3.0%
12 ES Eversource Energy $24.5 2.7%
13 DTE DTE Energy Company $§23.7 2.6%
14 FE FirstEnergy Corp. $23.4 2.5%
15 EIX Edison International $23.1 2.5%
16 PPL PPL Corporation $21.9 2.4%
17 ETR Entergy Corporation $19.7 2.1%
18 AEE Ameren Corporation $18.8 2.0%
19 FTS Fortis Inc. $17.0 1.8%

20 CMS CMS Energy Corporation $16.7 1.8% 77.3%
21 AGR Avangrid, Inc. $15.1 1.6%
22 EVRG Evergy, Inc. $14.8 1.6%
23 CNP CenterPoint Energy, Inc. $14.5 1.6%
24 ATO Atmos Energy Corporation $12.6 1.4%
25 LNT Alliant Energy Corp $11.8 1.3%
26 NI NiSource Inc $11.0 1.2%
27 H-CA Hydro One Limited $10.5 1.1%
28 PNW Pinnacle West Capital Corporation $10.3 1.1%
29 EMA-CA Emera Incorporated $9.8 1.1%

30 OGE OGE Energy Corp. $8.5 0.9% 90.2%
31 CU-CA Canadian Utilities Limited Class A $7.3 0.8%
32 AQN-CA Algonguin Power & Utilities Corp. $6.1 0.7%
33 IDA IDACORP, Inc. $5.2 0.6%
34 MDU MDU Resources Group Inc $5.1 0.6%
35 POR Portland General Electric Company $4.9 0.5%
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36 HE Hawaiian Electric Industries, Inc. s4.9 0.5%
37 BKH Black Hills Corporation $4.8 0.5%
38 OGS ONE Gas, Inc. $4.8 0.5%
39 SWX Southwest Gas Holdings, Inc. 54.8 0.5%
40 NJR New Jersey Resources Corporation $4.5 0.5% 95.9%
41 ALE ALLETE, Inc. $4.5 0.5%
42 SR Spire Inc. 54.3 0.5%
43 ALA-CA AltaGas Ltd. 54.3 0.5%
44 PNM PNM Resources, Inc. $4.0 0.4%
45 NWE NorthwWestern Corporation $3.6 0.4%
46 SJI South Jersey Industries, Inc. $3.1 0.3%
47 AVA Avista Corporation $3.0 0.3%
48 EE El Paso Electric Company 52.7 0.3%
49 MGEE MGE Energy, Inc. $2.6 0.3%
50 NWN Northwest Natural Holding Co. $2.2 0.2% 99.6%
51 OTTR Otter Tail Corporation s2.1 0.2%
52 CPK Chesapeake Utilities Corporation $1.5 0.2% 100.0%
SUM $923.5

Source: Bank of America Merrill Lynch.

*Data as of July 26, 2019.
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Exhibit EL-3:
Equivalence of Credit Rating Scales

Long-Term Credit Rating Correspondences
S&P (Formal S&P Stand-alone

Moody's Rating) credit profile
Aaa AAA aaa
Aal AA+ aa+
Aa2 AA aa
Aa3 AA- aa-
Al A+ a+
A2 A a
A3 A- a-

Baal BBB+ bbb+
Baa2 BBB bbb
Baa3 BBB- bbb-
Bal BB+ bb+
Ba2 BB bb
Ba3 BB- bb-
B1 B+ b+
B2 B b
B3 B- b-
Caal CCC+ ccc+
Caa2 CCC ccc
Caa3 CCC- ccc-
D D d
SD* sd*

*SD and sd denote a selective

default on specific debt instruments
rather than a general default
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Rating ActionMoody's affirms El Paso Electric at Baa1; outlook revised t
negative
26 Mar 2018

Approximately $1 billion of rated debt securities affected

New York, March 26, 2018 -- Moody's Investors Service ("Moody's") dfiffasd Electric Company's
(EPE) Baa1 issuer and senior unsecuathgs and changed the company's outlook to negative from s

RATINGS RATIONALE

"The change in outlook to negative reflects our expectatidimtratial ratios will weaken as a result of
reduced cash flows associateih tax reform under the Tax Cuts and Jobs Act, higher exitaiditures
and an increasing dividend", said Nana Hamidi-Analyst.

With the reduction in EPE's corporate tax rate and the discontirafdimmus depreciation, the company
estimates that cash flows widicrease by approximately $26 million - $31 miiflidd18. We anticipate that
in the absence of material targefexncial policies to offset this cash flow leakage, EPE will priodere
cash flows going forward, putting downward pressure cesitsflow coverage metrics.

Exacerbating the likely decline in credit metrics is an increaseciontipany's forecasted levels of capital
spending, which wexpect to be partly funded with debt. EPE's most recent pdidiziysed capital
expenditure forecast of approximately $750 mibioiine 2018-2020 period is about $125 million higher -
the company's previous forecast, driven by robust custpeth in the company's service territory.
FurthermoreEPE intends to continue with its plan to increase its dividendgei#h af achieving a dividen:
payout ratio in the 55% - 65%nge by 2020. EPE's dividend payout ratio at the e2@1@fwas 54%.

Taking all of these factors into consideration, although EPE gen@faepre-WC/debt of 18.3% in FY 2(
absentmitigation measures on the part of the company or state regulatespdnse to tax reform, we
expect financial ratios to declinddwels that are more appropriate for a Baa2 credit profile under the \
Electric and Gas Utilities Rating Methodology, including CFO pre-WE ttebt5% range.

Affirmations:

..Issuer: El Paso Electric Company

.... Issuer Rating, Affirmed Baa1

....Senior Unsecured Regular Bond/Debentuésmed Baa1
..Issuer: Maricopa (County of) AZ, Rafitl. Corp.

....Senior Unsecured Revenue Bomiifirmed Baa1

Outlook Actions:

..Issuer: El Paso Electric Company

....0utlook, Changed to Negative fistable

EPE's negative outlook reflects anticipated lower financial nastdasult of a reduction in cash flows d
to tax reform, theompany's elevated capital spending plans, and an incredigidgnd. We project that CI
pre-WC/debt will be sustainaiaround 15% going forward, absent mitigation meadavesy, than historice
levels.

What Could Change the Rating -- Up

An upgrade in the near term is unlikely given the negative olittoskver, EPE's rating could experience
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positive movementtiie company produces stronger than expected financial ratios on a susésiised
including CFO pre-WC to debt above 18%.

What Could Change the Rating -- Down

EPE could be downgraded if the company's ratio of CFO pte-#é6t declines to the 15% range or belc
EPE implementmore aggressive shareholder friendly policies beyond the dividend inaleesdy
anticipated, including share repurchases and/or dividistributions financed through an increase in
leverage; if a moreontentious political or regulatory environment emerges in Texas Mdx@we; or if
political intervention at the El Paso City Coenedites uncertainty over cost or investment recovery.

The principal methodology used in these ratings was Regulated EBledtGas Utilities published in June
2017. Please see the RatiMgethodologies page on www.moodys.com for a copy ohéhifdology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class oftdslainnouncement provides certain
regulatory disclosures in relationeach rating of a subsequently issued bond or note of the sameoserie
category/class of debt or pursuant to a program for which the eatingdmrived exclusively from existing
ratings in accordance with Moodgtng practices. For ratings issued on a support prothier,
announcement provides certain regulatory disclosures in rdtatfmncredit rating action on the support
provider and in relation éach particular credit rating action for securities that deriverddiirratings from
the support provider's credit ratifgr provisional ratings, this announcement provides certain regulatc
disclosures in relation to the provisional rating assignedn aelkhtion to a definitive rating that may be
assigned subsequent the final issuance of the debt, in each case where the transsictioture and term:
have not changed prior to the assignment of the defirating in a manner that would have affected the
rating. For furtheénformation please see the ratings tab on the issuer/entity page fespketive issuer on
www.moodys.com.

For any affected securities or rated entities receiving directsergplitrt from the primary entity(ies) of thi
credit rating actiorand whose ratings may change as a result of this credit rating titiassociated
regulatory disclosures will be those of the guarantor éntigptions to this approach exist for the follow
disclosuresif applicable to jurisdiction: Ancillary Services, Discltsuated entity, Disclosure from rated
entity.

Regulatory disclosures contained in this press release apply to theatiegliand, if applicable, the relate
rating outlook or ratimgview.

Please see www.moodys.com for any updates on chandjes liead rating analyst and to the Moody's le
entity that has issuetie rating.

Please see the ratings tab on the issuer/entity page on www.moodfar. eatditional regulatory disclosur
for each credit rating.

Nana Hamilton

Asst Vice President - Analyst
Infrastructure Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

U.S.A.

JOURNALISTS: 1 212 553 0376
Client Service: 1 212 553 1653

Jim Hempstead

MD - Utilities

Infrastructure Finance Group
JOURNALISTS: 1 212 553 0376
Client Service: 1 212 553 1653

Releasing Office:
Moody's Investors Service, Inc.
250 Greenwich Street
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EXHIBIT EL-4.2

El Paso Electric Company
Update to credit analysis

Summary

El Paso Electric Company's (EE) credit profile reflects its operations in predominantly
constructive regulatory environments, driven by Texas where the company derives
approximately 80% of its non-fuel base revenues. The remaining 20% of its revenues is
generated in New Mexico, where the regulatory environment is less constructive. The
company's electrical service is primarily regulated by the Public Utility Commission of Texas
(PUCT), the New Mexico Public Regulation Commission (NMPRC) and the Federal Energy
Regulatory Commission (FERC). However, EE's rates and services are also regulated by
incorporated municipalities in its Texas service territory, the City of El Paso being the largest.
Base rate decisions made by municipalities are ultimately subject to review and approval by
the PUCT. While the regulatory framework in New Mexico has historically been less credit
supportive than in Texas, EE's regulatory process in Texas has at times been impeded by
political intervention by the El Paso City Council. We expect that EE will continue to manage
its relationship with the El Paso City Council and its state regulators such that political
intervention is limited and regulatory lag or recovery of prudent costs and investments
continues to improve through rate case proceedings. EE's credit is constrained by its relatively
small size and market concentration.

Over the next few years, we expect EE's financial metrics to deteriorate as cash flows will
continue to be negatively impacted by the 2017 Tax Cuts and Jobs Act. The cash flow
decline will be further exacerbated due to increased debt levels because of a higher capital
expenditure program to support its solid customer and load growth in its service territory.
The company also plans to continue to grow its dividend annually, but maintain a payout
ratio in the 55-65% range. As a result, we expect EE's credit metrics to decline from current
levels to levels similar to the mid-Baa rating category. In particular, we expect its ratio of
cash flow from operations pre-working capital changes (CFO pre-W/C) to debt to be in the
15% range from about 18% and its ratio of CFO pre-W/C - Dividends or Retained Cash Flow
(RCF) to debt to on the 10%-12% range from about 15%.

This document has been prepared for the use of Chandan Kumar Deo and is protected by law. It may not be copied, transferred or disseminated unless
authorized under a contract with Moody's or otherwise authorized in writing by Moody's.
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Exhibit 1
Historical CFO pre-W/C, Total Debt, and CFO Pre-WC to Debt ($ MM)

mmmm CFO Pre-W/C mmmm Total Debt ~———CFO Pre-W/C / Debt
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Source: Moody's Financial Metrics

Credit Strengths
» Constructive regulatory environment in Texas with credit supportive capital investment trackers
» Solid customer and load growth driving rate base growth

» Lack of coal-fired generation positions the company well to meet future environmental requirements

Credit Challenges

» Small size and scale

» Heightened capital expenditure program will lead to a decline in financial metrics
» Increasing dividend payout ratio over the near to medium term

» Less supportive regulatory environment in New Mexico relative to other jurisdictions

Rating Outlook

EE's negative outlook reflects our expectation of a decline in the company's financial metrics as a result of a reduction in cash flows due
to tax reform and increased debt levels due to elevated capital spending plans. We expect EE's ratio of CFO pre-WC/debt will decline to
around 15% going forward, absent any mitigating measures.

Factors that Could Lead to an Upgrade
An upgrade in the near term is unlikely given the negative outlook. However, EE's rating could experience positive movement if the
company produces stronger than expected financial ratios on a sustained basis, including a ratio of CFO pre-W/C to debt above 18%.

Factors that Could Lead to a Downgrade
EE could be downgraded if the company’s ratio of CFO pre-WC to debt declines to the 15% range or below; if EE implements more
aggressive shareholder friendly policies beyond the dividend increases already anticipated, including share repurchases and/or dividend

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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distributions financed through an increase in leverage; if a more contentious political or regulatory environment emerges in Texas or
New Mexico; or if political intervention at the El Paso City Council creates uncertainty over cost or investment recovery.

Key Indicators

Exhibit 2
El Paso Electric Company [1]
Dec-14 Dec-15 Dec-16 Dec-17 Dec-18
CFO Pre-W/C + Interest / Interest 4.7x 4.3x 4.4x 3.8x 4.2x
CFO Pre-W/C / Debt 18.7% 16.9% 17.5% 18.3% 18.2%
CFO Pre-W/C - Dividends / Debt 15.2% 13.4% 14.1% 14.7% 14.5%
Debt / Capitalization 46.7% 47.6% 47.5% 50.4% 50.7%

[1] All ratios are based on ‘Adjusted’ financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics

Profile

El Paso Electric Company is a vertically integrated regulated utility that provides electric service to approximately 425,000 retail
customers in a 10,000 square mile area in the Rio Grande valley in west Texas and southern New Mexico with concentrations in the
cities of El Paso, TX and Las Cruces, NM. Texas accounts for about 80% of revenues. EE has generating capacity of 2,085 MW, of which
approximately 70% is fueled by natural gas, 30% from nuclear and less than 1% from renewables. EE is primarily regulated by the
Public Utility Commission of Texas and the New Mexico Public Regulation Commission.

Exhibit 3
El Paso Electric's Service Territory

Source: Company Presentations

Detailed Credit Considerations
CREDIT SUPPORTIVE REGULATORY ENVIRONMENT IN TEXAS

Given that approximately 80% of EE's revenues are generated in Texas, we attribute more weight to the credit supportiveness of the
PUCT relative to the NMPRC. We believe the Texas regulatory framework is fundamentally credit supportive given that historically,
EE has been able to earn close to its allowed return on equity (ROE) and generate solid financial metrics. There is risk of political
intervention by the incorporated municipalities, which can weigh on EE's credit if it leads to insufficient recovery of prudently incurred
costs and investments or significant regulatory lag, both credit negatives. For now, we do not incorporate a view that a contentious
political or regulatory environment is likely.

On 18 December 2017, the PUCT issued a final order approving a negotiated settlement on EE's Texas rate case initially filed on 13
February 2017. The approved settlement included a non-fuel base rate increase of $14.5 million (approximately 37% of EE's modified
base rate increase request of $39.2 million), and an ROE of 9.65% along with an approval to include all new plant in service in rate
base. In addition, new residential customers with distributed generation will be subject to a $30 minimum monthly charge which
enables EE to recover grid and customer-related service costs. New rates became effective in January 2018, with a surcharge for rates
associated with electric consumption on or after 18 July 2017.

3 27 March 2019 El Paso Electric Company: Update to credit analysis
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In addition, as part of the rate case settlement, a baseline revenue requirement was established for Transmission and Distribution Cost
Recovery Factors, which allows EE to recover incremental transmission and distribution costs periodically outside of a general rate, a
credit positive. This will help mitigate regulatory lag and allow EE to recover on associated cost without the need to wait for its next
general rate case. In January 2019, EE filed a Transmission Cost Recovery Factor (TCRF) to recover a requested $8.2 million of Texas
transmission revenues for transmission-related investments placed in service from 1 October 2016 through 30 September 2018, since
these costs are not a part of EE's base rate. Similarly, EE anticipates filing its Distribution Cost Recovery Factor (DCRF) in March, seeking
recovery of distribution-related cost incurred from 1 October 2016 through 31 December 2018. A decision on the TCRF and DCRF
filings are expected during the second half of the year.

In both Texas and New Mexico, EE is able to recover its costs for fuel and purchased power via rate adjustment mechanisms which
reduce the time for recovery of these costs, a credit positive. As a result of EE's 2010 rate case order in Texas, the company was

able to streamline the process for periodic adjustments to its fuel factor. Fuel rates can be adjusted three times per year to reflect
changes in current and projected fuel and purchased power costs and EE can recover/refund deferred balances, generally over the
following twelve months. Fuel cost recovery in Texas requires that the company request to refund over-collections in any month they
become significant (in excess of 4% of the previous twelve months costs) and request a surcharge when under-collections become
just as material. Volatility in fuel prices can result in frequent adjustments to EE's fuel factors and fairly significant swings in its fuel
deferral balances. In both Texas and New Mexico, recoveries made under these mechanisms are subject to periodic review by the
state regulatory body and subject to potential refund. At 31 December 2018, EE had a net fuel over-recovery balance of $11.0 million,
including a net over-recovery of $8.9 million in Texas and an over-recovery of $2.0 million in New Mexico. The over-recoveries are
refunded through EE's fuel adjustment clauses during the year.

LESS SUPPORTIVE REGULATORY ENVIRONMENT IN NEW MEXICO

The NMPRC regulatory framework has historically been less predictable and transparent compared to those of other US jurisdictions.
New Mexico allows certain practices that mitigate regulatory lag, such as the use of rate adjustment mechanisms and the use of a
forecasted test year in rate cases. However, it has taken issue on a number of occasions with cases using future test years, such as
Southwestern Public Service Company's (SPS: Baa2 stable) rate case rejected in April 2017. EE continues to file its New Mexico rate
cases using a historic test year, which considering that EE's New Mexico rate cases can take over a year to be finalized, exacerbates
regulatory lag, which can be somewhat offset by growth. While we view the New Mexico regulatory environment as more challenging
than most US jurisdictions, only about 20% of EE’s revenues comes from its New Mexico services.

EE's most recent rate case in New Mexico was finalized on 8 June 2016, when the NMPRC issued a final order approving an annual
revenue increase of $1.1 million, an allowed ROE of 9.48% and an equity ratio of 49.29%. EE's original request was for a non-fuel base
rate increase of $8.6 million based on an authorized ROE of 9.95% with an equity ratio of 49.29% based on a rate case test year-
end of 2014. On 12 April 2017, the NMPRC issued an order requiring EE to file its next New Mexico rate case by 31 July 2019, using a
historical test year period. EE is expected to file this rate case by July 2019,

SOLID CUSTOMER GROWTH DRIVING RATE BASE GROWTH

EE has seen solid customer and load growth historically, which is atypical for the utility sector. For the 10-year period from 2006-2016,
EE experienced 10-year compound annual growth rates (CAGR) of 1.62% and 1.24% in residential customer growth and usage per
residential customer, respectively. This compared favorably to the national industry averages in residential customer growth of 0.86%
and usage per residential customer of -0.34% over the same period. The company demonstrated a 1.57% CAGR for residential
customers growth within their territory for the 10 years ending in 2018. The increase in residential growth and customer demand in
EE's service territory has been primarily driven by population increases and infrastructure investment associated with the US military's
base realignment program at Fort Bliss in Texas, the construction of Union Pacific (UP) intermodal rail and the increase in cross-border
trade between El Paso and Mexico. In addition to the stable military presence in its service territory, El Paso is also benefiting from
sizable economic growth from the expansion of other sectors including industrial, medical and financial services. We expect the solid
customer growth and demand usage to continue to outpace the national average over the next few years given the economic growth
in the region.
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To support above average customer growth, EE has increased its capital investments over the last few years with peak spending of $282
million in 2015. The significant capital investment program was used to add generation capacity as well as expand its transmission and
distribution systems. A substantial portion of the peak capex levels was associated with the construction of the new Montana Power
Station (MPS), which consists of four simple-cycle natural gas combustion turbine units. Each unit generates approximately 88 MW of
peak power. Construction of MPS Units 1 & 2 was completed and the units were placed into service in March 2015, while Units 3 & 4
came online in May and September 2016, respectively.

EE plans to invest about $1.3 billion (excluding nuclear fuel costs) in capital additions over the 2019 through 2023 period to support
continued customer and load growth. The height of the company's expected capex investments is expected in the 2021-2023 time
frame driven by the need for additional generation resources. In 2018, EE announced the winning bids for the request for proposal (RFP)
process that it initiated in June 2017, which includes the construction of a 226 MW natural gas combustion turbine unit at Newman
(anticipated in-service date of 2023), a purchase power agreement of 200 MW of solar, and 100 MW of battery storage.

Exhibit 4
Five Year Forecasted Capital Expenditure Plan [1&2]
($ in millions)
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(1) Includes the construction of a 226 MW natural gas combustion turbine at Newman, with an expected cost of $143 million
(2) Excludes PPAs for 200 MW of utility scale solar and 100 MW of battery storage
Source: Company Presentation

SMALL SIZE AND SCALE CONSTRAIN THE CREDIT PROFILE

EE's credit profile also factors in its relatively small size and scale as well as market concentration as it serves about 425,000 customers
in a small area of Texas and New Mexico. Texas accounts for 80% of total non-fuel revenues, the majority of which are generated

in the City of El Paso, while New Mexico accounts for about 20% of total revenues. Although EE's service area is concentrated, we
acknowledge that customer and load growth is expected to continue to surpass national averages.
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FINANCIAL METRICS EXPECTED TO WEAKEN AS A RESULT OF TAX REFORM AND CAPITAL EXPENDITURE PROGRAM

EE currently has solid financial metrics that support the rating, however, we expect them to weaken due to the impact from 2017 tax
reform and increased capital investments which will increase debt levels. For fiscal year 2018, EE's ratio of CFO pre-W/C to debt was
18.2% and its cash flow interest coverage was 4.2x, in line with US regulated electric and gas utilities in the mid-to-high Baa rating
category.

However, with the anticipated cash flow loss associated with tax reform, along with an expected increase in debt and equity issuances
used to finance increased capital investments to support growth in its service territory, we expect EE's financial profile to deteriorate
going forward. At year-end 2018 EE refunded approximately $28.2 million to its customers as a result of tax reform. However,

the negative impact was partially offset by a $7.7 million rate base increase as a result of its 2017 rate case and favorable weather
conditions. Going forward, as the company becomes a cash taxpayer in 2020 and executes on its capex plan, we expect EE's ratio of
CFO pre-W/C to debt to decline to about 15% over the next 2 years, which is more consistent with Baa2 rated peers.

INCREASING DIVIDEND PAYOUT RATIO

In November 2016, management announced that it was refining its shareholder dividend policy with in an objective to achieve an
annual dividend payout ratio in the range of 55% - 65% of net income, similar to the industry average, by 2020. EE's average dividend
payout ratio for the last three years was about 58% and it has been steadily increasing each year. EE increased its dividend by 7.5% in
the second quarter of 2018 and the company's board of directors will continue to consider possible dividend increases each year. With
the anticipated impacts of tax reform and increasing capital expenditures, we project a retained cash flow to debt metric in the 10-12%
range over the next three years, assuming annual dividend increases in the 8-10% range. This level of retained cash flow is also more
consistent with Baa2 rated peers.

Exhibit 5
El Paso Electric Historical Dividend Growth
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Source: Company Filings
MODERATE CARBON TRANSITION RISK WITHIN THE REGULATED UTILITY SECTOR

EE has a moderate carbon transition risk within the regulated utility sector. As an integrated utility, its generation ownership places it

at a higher risk profile than T&D companies, which are considered low. However, EE has no coal-fired generation in its portfolio that
lowers its carbon transition risk relative to many other integrated utilities. Moody's framework for assessing carbon transition risk in this
industry is set out in “Prudent regulation key to mitigating risk, capturing opportunities of decarbonization” (2 Nov. 2017).
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At year-end 2018, EE's generation portfolio consisted of approximately 70% natural gas fired generation, 30% nuclear generation and
less than 1% solar. In July 2016 EE became the first utility in Texas and New Mexico to completely eliminate coal-fired generation after
it sold its 7% stake in the Four Corners coal power plant to Arizona Public Service Company (A2 stable). By divesting its ownership
interest in Four Corners, EE is in a good position to meet future environmental mandates.

Exhibit 6
2018 El Paso Electric Company's Owned Generation Mix

(1) Montana Power Station (“MPS") includes Units 1 & 2 (88 MW per unit), Units 3 & 4 (89 MW per unit).
(2) In July 2016, EE became coal free following the sale of its 7% minority ownership interest in Four Corners Units 4 & 5 and common facilities
(3) Solar purchased power represented approximately 70% of their capacity during the summer peak period

Source: Company Presentation

Aside from successfully divesting its interest in Four Corners, EE completed the construction of the aforementioned MPS facility to
bolster its generation capacity to meet its customer and load growth needs. EE is also placing a greater emphasis on increasing its
renewable resource generation capacity. EE launched a 3 MW community solar program in Texas during the second quarter of 2017,
and added an additional 5 MW of dedicated solar on the Holloman Air Force Base in October 2018. In addition, the company is seeking
an expansion of the Texas Community Solar Facility by 2MW, with a final order expected in the first half of 2019.

By exiting coal generation and increasing their renewables renewable generation, EE is expected to be able to comply with the
renewable mandates imposed by both Texas and New Mexico. EE is required under Texas law to obtain 5% of its total generation

from renewable resources. In New Mexico, EE is required to meet 15% of its current retail sales with renewable resources, which will
increase to 20% in 2020. We expect EE to be well positioned to meet these requirements through power purchase agreements, and by
expanding its own renewable energy portfolio.

Liquidity Analysis

EE has an adequate liquidity profile given its stable cash flow and good external availability. As of 31 December 2018, EE generated cash
from operations of $285 million which largely covered its $247 million of capital expenditures (including capitalized interest during
construction but excluding nuclear fuel additions) and $58 million of shareholder dividends. Nuclear fuel addition costs ($38 million at
year-end 2018), which are typically funded through fixed rate senior note issuances and borrowings on EE's revolving credit facility, are
recovered from customers through EE's fuel recovery mechanism as the fuel is consumed.

EE has a $350 million revolving credit facility which expires in September 2023. The revolver includes an option to increase the size

by an additional $50 million with lender approval and an option to exercise a two-year renewal options. The facility is available for
direct borrowings by a trust that is used to finance EE's nuclear fuel inventory purchases and for general corporate purposes, including
the issuance of letters of credit. As of 31 December 2018, EE had $300.7 million of availability on its revolver. There is no material
adverse change (MAC) clause that could limit incremental borrowings. As of year-end 2018, EE was in compliance with its only financial
covenant, a maximum debt to capital ratio of 65%. As of 31 December 2018, the ratio was approximately 55%.

EE has no signifiant debt maturities in the near-term. EE has $45 million of Rio Grande Resources Trust Il bonds due in August 2020
and $150 million of Senior notes maturing in December 2022.
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Rating Methodology and Scorecard Factors

Exhibit 8
Rating Factors
El Paso Electric Company

Regulated Electric and Gas Utilities Industry Grid [1][2] oy ::;' I:’Tl';t(HS Moody’s 12'1;2";"“‘ Forward
As of Date Published [3]
Factor 1 : Regulatory Framework (25%) Measure Score Measure Score
a) Legislative and Judicial Underpinnings of the Regulatory Framework A A A A
b) Consistency and Predictability of Regulation Baa Baa Baa Baa
Factor 2 : Ability to Recover Costs and Earn Returns (25%)
a) Timeliness of Recovery of Operating and Capital Costs Baa Baa Baa Baa
b) Sufficiency of Rates and Returns A A A A
Factor 3 : Diversification (10%)
a) Market Position Ba Ba Ba Ba
b) Generation and Fuel Diversity A A A A
Factor 4 : Financial Strength (40%)
a) CFO pre-WC + Interest / Interest (3 Year Avg) 4.1x Baa 3.7x - 4.2x Baa
b) CFO pre-WC / Debt (3 Year Avg) 18.0% Baa 13% - 18% Baa
c) CFO pre-WC — Dividends / Debt (3 Year Avg) 14.4% Baa 10% - 14% Baa
d) Debt / Capitalization (3 Year Avg) 49.5% Baa 46% - 51% Baa
Rating:
Grid-Indicated Rating Before Notching Adjustment Baa1 Baa1
HoldCo Structural Subordination Notching 0 0 0 0
a) Indicated Rating from Grid Baa1 Baa1
b) Actual Rating Assigned Baa1 Baa1

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.

[2] As of 12/31/2018
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.

Source: Moody's Financial Metrics
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Appendix
Exhibit 9
Cash Flow and Credit Metrics [1]
CF Metrics Dec-14 Dec-15 Dec-16 Dec-17 Dec-18
As Adjusted
EBITDA 311 309 341 367 328
FFO 240 231 270 280 280
- Div 45 47 50 53 58
RCF 195 184 221 226 222
FFO 240 231 270 280 280
+/- AWC (4) 8 (31) 16 3
+/- Other (3) (1) (15) (11) (0)
CFO 234 239 224 284 287
- Div 45 47 50 53 58
- Capex 317 325 269 240 289
FCF (127) (134) (95) (10) (60)
Debt / EBITDA 4.1x 4.4x 4.3x 4.0x 4.7x
EBITDA / Interest 4.9x 4.4x 4.5x 3.9x 3.7x
FFO / Debt 18.9% 16.9% 18.5% 19.1% 18.3%
RCF / Debt 15.4% 13.5% 15.1% 15.4% 14.5%
Revenue 918 850 887 917 904
Cost of Good Sold 314 240 234 244 228
Interest Expense 64 71 76 95 88
Net Income 82 62 87 90 57
Total Assets 3,053 3,196 3,373 3,486 3,635
Total Liabilities 2,078 2,188 2,305 2,349 2,471
Total Equity 975 1,008 1,068 1,137 1,164

[1] All figures and ratios are calculated using Moody's estimates and standard adjustments. Periods are Financial Year-End unless indicated. LTM = Last Twelve Months.
Source: Moody's Financial Metrics

Exhibit 10
Peer Comparison Table [1]
El Paso Electric Company Tucson Electric Power Company Public Service Company of New Mexico Texas-New Mexico Power Company
Baal Negative A3 Stable Baa2 Stable A3 Stable
FYE FYE FYE FYE FYE L™ FYE FYE L™ FYE FYE L™
(in US millions) Dec-16 Dec-17 Dec-18 Dec-16 Dec-17 Sept-18 Dec-16 Dec-17 Sept-18 Dec-16 Dec-17 Sept-18
Revenue 887 917 904 1,235 1,341 1,392 1,036 1,104 1,081 327 341 344
EBITDA 341 367 328 418 515 482 442 499 456 162 166 168
CFO Pre-W/C / Debt 17.5% 18.3% 18.2% 24.3% 28.1% 27.5% 17.0% 19.4% 18.8% 24.0% 22.0% 18.6%
CFO Pre-W/C — Dividends / Debt 14.1% 14.7% 14.5% 21.2% 23.7% 23.2% 16.8% 16.2% 15.5% 16.9% 13.2% 11.8%
Debt / EBITDA 4.3x 4.0x 4.7x 3.9x 3.1x 3.6x 4.4x 3.8x 4.1x 2.8x 3.0x 3.6x
Debt / Capitalization 47.5% 50.4% 50.7% 43.9% 45.1% 44.6% 46.7% 49.7% 47.4% 34.8% 39.6% 43.8%
EBITDA / Interest Expense 4.5x 3.9x 3.7x 6.3x 7.8x 7.3x 4.3x 5.1x 4.8x 5.4x 5.4x 5.3x

[1] All figures & ratios calculated using Moody's estimates & standard adjustments. FYE = Financial Year-End. LTM = Last Twelve Months. RUR* = Ratings under Review, where UPG = for
upgrade and DNG = for downgrade.
Source: Moody's Financial Metrics

Ratings

Exhibit 11

Category Moody's Rating

EL PASO ELECTRIC COMPANY
Outlook Negative
Issuer Rating Baal
Senior Unsecured Baal

Source: Moody's Investors Service
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Rating ActionMoody's places El Paso Electric on review for downgrade

01 Jul 2019

Approximately $1.2 billion of debt securities affected

New York, July 01, 2019 -- Moody's Investors Service ("Moody's") plaBed tHesuer and senior
unsecured ratings of El Paso Electric Company ¢&E¢view for downgrade. The review is prompted by
projectedveakening in EE's financial metrics and credit profile togetharncertainty around the
implications on EE's credit of a receatipounced acquisition of the utility by Infrastructure Investments
(IIF, not rated), an investment vehicle advised byMbRjan Investment Management Inc.

On Review for Downgrade:

..Issuer: El Paso Electric Company

.... Issuer Rating, Placed on ReviewDowngrade, currently Baa1

....Senior Unsecured Regular Bond/Deben®laed on Review for Downgrade, currently Baa1
..Issuer: Maricopa (County of) AZ, Raitl. Corp.

....Senior Unsecured Revenue Borfdlgced on Review for Downgrade, currently Baa1
Outlook Actions:

..Issuer: El Paso Electric Company

....0Outlook, Changed To Rating UnReriew From Negative

RATINGS RATIONALE

"With increasing, partly debt-funded capital expendiimetthe ongoing pressure on cash flow from tax
reform, we projea decline in El Paso Electric's credit metrics",Naith Hamilton, Assistant Vice Presid
These metrics includeratio of cash flow from operations before working capital changegr&E) to
debt of around 16% in the near to medium tlxwer than recent historical levels of just above 18%. Th
level is weak for the company's Baa1 rating and more in lingiglitthy lower rated vertically integrated
peers.

Furthermore, EE announced on June 3 that it had agreed to be acyuiiiedor about $4.3 billion in cash
The equityinterests in EE will be held by an indirect special purpose interntedditey company, wholly
owned by IIF. While IIF's applicatiorEE's regulators for transaction approval includes a numiireg-of
fencing provisions and other commitments, there islétdd available on the proposed acquisition finan
presentinggome uncertainty on the credit implications of the transaction for EE.

The review of EE's ratings will focus on the company's finguairggfor its higher capital expenditures,
regulatory strategider the recovery of these costs, and the prospects that castoflevage ratios could
return to historical levels over the next few yddrs.review will also consider the financing plans assoc
with theacquisition; the impact of the ring fencing provisions thabkeawneproposed; regulatory and othe
stakeholder responses to thequisition, and other potential credit implications of the transaction.

El Paso Electric Company is a vertically integrated electric utility headquargrédso, Texas.

The principal methodology used in these ratings was Regulated BledtGas Utilities published in June
2017. Please see the RatiMgthodologies page on www.moodys.com for a copy afi¢hiedology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class oftdslainnouncement provides certain
requlatory disclosures in relationeach ratina of a subsequently issued bond or note of the samecserie
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category/class of debt or pursuant to a program for which the eatndgrived exclusively from existing
ratings in accordance with Moodgtng practices. For ratings issued on a support prothder,
announcement provides certain regulatory disclosures in rétattmncredit rating action on the support
provider and in relation éach particular credit rating action for securities that derivertditrratings from
the support provider's credit ratifrgr provisional ratings, this announcement provides certain regulatc
disclosures in relation to the provisional rating assignedn aeldtion to a definitive rating that may be
assigned subsequent the final issuance of the debt, in each case where the transsictioture and term:
have not changed prior to the assignment of the defirating in a manner that would have affected the
rating. For furthénformation please see the ratings tab on the issuer/entity page fiespketive issuer on
www.moodys.com.

For any affected securities or rated entities receiving directsenggiitrt from the primary entity(ies) of thit
credit rating actiorand whose ratings may change as a result of this credit rating thetiassociated
regulatory disclosures will be those of the guarantor éntigptions to this approach exist for the follow
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Summary:

El Paso Electric Co.

Business Risk: STRONG
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Business Risk: Strong Financial Risk: Significant

» A low-risk, vertically integrated, regulated electric
utility with no non-regulated operations.

* Gradually improving management of regulatory risk.

* Some regulatory diversity with approximately 80%
of sales in Texas and 20% in New Mexico.

» Heavy reliance on nuclear power.
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We evaluate the company's financial measures using
moderate financial benchmarks compared to that of
a typical corporate issuer, reflecting El Paso
Electric's mostly low-risk, regulated business and
average management of regulatory risk.

We expect financial measures to be weaker because
of rate reductions related to U.S. corporate tax
reform.

The company has negative discretionary cash flow
primarily due to elevated capital expenditures.
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Summary: El Paso Electric Co.

Outlook: Stable

The stable outlook on El Paso Electric Co. reflects S&P Global Ratings' view of the company's management of
regulatory risk, which has historically been viewed as challenging primarily because of regulation from the City of
El Paso, but is gradually improving. We expect the company will maintain cash flow measures in the lower half of
significant financial risk profile category largely due to U.S. tax reform-related customer rate reductions. Under our
base case scenario, we expect funds from operations (FFO) to debt of about 14% over next two years, partly
mitigated by our expectations for a gradual improvement in the company's management of regulatory risk.

Upside scenario

We could raise the rating on El Paso Electric over the next 12 months if the company consistently demonstrates
ongoing improvements to its overall management of regulatory risk, particularly in Texas, strengthening its overall
business risk profile and maintaining its financial measures in line with base-case expectations.

Downside scenario

We could lower the ratings over the next 12 months if credit measures weaken such that FFO to debt consistently
trends below 14% combined with worsening regulatory risk. This could occur if there is persistent regulatory lag in
recovery of major costs and investments or the company receives adverse regulatory outcomes.

Our Base-Case Scenario

» Tax reform-related rate reductions of about $27

million in Texas and New Mexico; 2017A 2018E 2019E

FFO/debt (%) 170 1415  14-15
* Average customer growth; Debt/EBITDA (x) 45 46-50 4.3-45
+ Capital spending of about $270 million in 2018; FFO cash interest coverage (x) 50 4.4-48 3.5-4.0

» Dividends of about $55 million;

. . . A--Actual. E--Estimated. FFO--Funds from operations.
» Gradually improving management of regulatory risk;

and

» Continued use of existing regulatory riders.

Company Description

El Paso Electric is a utility engaged in the generation, transmission, and distribution of electricity in west Texas and

southern New Mexico serving 417,000 customers.
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Summary: El Paso Electric Co.

Business Risk: Strong

Our business risk assessment for El Paso Electric reflects the company's low-risk regulated utility operations and
management of regulatory risk in Texas and New Mexico. El Paso Electric is regulated primarily by the Public Utility
Commission of Texas (PUCT) in Texas and the New Mexico Public Regulation Commission (NMPRC) in New Mexico.
The City of El Paso can temporarily change rates in the company's Texas service territory. The company's last rate
order in December 2017 was credit supportive. The order allowed a $14.5 million non-fuel base rate increase over a
9.6% return on equity and allowed the inclusion of all new capital investment in rate base. Additionally, the order
approved two new cost recovery factors for transmission and distribution costs, which should reduce lag in collection
of these costs and improve stability of financial performance. The company will request for first increase under these

mechanisms in January 2019.

Our business risk assessment for El Paso Electric also reflects moderate regulatory diversity, and a stable customer
base that supports credit quality. The company serves about 417,000 customers in western Texas and southern New
Mexico, which account for approximately 80% and 20% of sales, respectively. Furthermore, El Paso Electric has about
2,082 megawatts of generating capacity, and our business risk assessment incorporates higher operating risks

associated with its exposure to nuclear generation.

Financial Risk: Significant

We assess the company's financial risk profile using moderate financial benchmarks compared with those used for a
typical corporate issuer reflecting the low-risk, regulated utility business and average management of regulatory risk.
Under our base-case scenario, we expect El Paso Electric's FFO to debt to be about 14% over the next two years. Our
base-case scenario assumes capital spending of about $270 million, dividend payments of about $55 million, $27

million tax reform-related rate reductions, and average customer growth.

Liquidity: Adequate

El Paso Electric has adequate liquidity and can more than cover its needs for the next 12 months, even if EBITDA
declines by 10%. We expect the company's liquidity sources over the next 12 months will exceed uses by more than
1.1x. El Paso Electric's liquidity benefits from the company's ability to absorb a high-impact, low-probability event with
limited need for refinancing, well-established relationships with banks, a satisfactory standing in the credit markets,

and manageable debt maturities over the next few years.

Principal liquidity sources Principal liquidity uses

* Credit facility availability of about $350 million; and + Maintenance capital spending of about $270 million;
* FFO of about $240 million. * No long-term debt maturities; and

» Dividend payments of about $55 million.
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Summary: El Paso Electric Co.

Issue Ratings--Subordination Risk Analysis

Capital structure
El Paso Electric's capital structure consists of $1.19 billion of senior notes and unsecured Pollution Control Bonds debt

obligations.

Analytical conclusions
We rate the unsecured debt issued by El Paso Electric 'BBB', the same as the issuer credit rating, because it's the debt

of a qualifying investment-grade utility.

Related Criteria

+ Criteria - Corporates - General: Reflecting Subordination Risk In Corporate Issue Ratings, Sept. 21, 2017

+ Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Dec. 16, 2014

Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013

Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013
* General Criteria: Methodology: Industry Risk, Nov. 19, 2013

* General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

* General Criteria: Group Rating Methodology, Nov. 19, 2013

» General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012

* General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Business And Financial Risk Matrix

Financial Risk Profile

Business Risk Profile Minimal Modest Intermediate Significant Aggressive Highly leveraged

Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+

Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb

Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+

Fair bbb/bbb- bbb- bb+ bb bb- b

Weak bb+ bb+ bb bb- b+ b/b-

Vulnerable bb- bb- bb-/b+ b+ b b-
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El Paso Electric Co. Outlook Revised To Negative
From Stable On Acquisition By IIF; Ratings Affirmed

June 5, 2019

Rating Action Overview

El Paso Electric Co. (EE) has announced that it entered into a definitive agreement to be
acquired by Infrastructure Investments Fund (lIF), an investment vehicle advised by J.P. Morgan
Investment Management Inc.

We are affirming our ratings on EE, including our 'BBB' issuer credit rating, and revising the
outlook to negative from stable. Our ratings on EE's senior unsecured debt are unchanged.

The negative outlook reflects the potential for EE's consolidated financial measures to weaken
following the proposed acquisition, including the possibility that IIF could implement financial
policies toward EE that weaken EE's credit quality. We will continue to monitor the regulatory
approval process and assess the planned funding strategy for EE and its proposed intermediary
holding company as it develops.

Rating Action Rationale

The outlook revision reflects uncertainties related to EE's proposed acquisition by IIF, including
the potential that IIF could implement financial policies toward EE that weaken its credit quality
despite several proposed credit-protection commitments, including:

There is an inability to have EE guarantee the debt or credit instruments of IIF, an intermediary
holding company, or any other affiliates not already connected with EE;

EE's assets, revenues, or stock shall not be pledged by IIF, the intermediary holding company,
or any other affiliates not already connected with EE for the benefit of any entity other than EE;

Neither EE nor the intermediary holding company will incur, guarantee, or pledge assets for any
new incremental debt related to the merger;

A nonconsolidation opinion provides that, in the event of a bankruptcy of IIF or any of its
affiliates, a bankruptcy court will not consolidate the assets and liabilities of EE with IIF or any
affiliate of IIF;

An arm's-length relationship between EE and IIF and its affiliates is maintained;
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- Dividend restrictions, such that payments by EE will be suspended until otherwise allowed by
regulators if the issuance of the dividend would cause the equity component of EE's
debt-to-equity ratio to fall below what is authorized for ratemaking purposes;

- Independent directors will make up 70% of EE's board;

- Credit facilities at EE and the intermediary holding company are separate from lIF and its
affiliates; and

- A minimum equity ratio will be maintained at EE.

Although these proposed measures broadly suggest a commitment to protect EE's credit quality,
how these measures will be implemented, monitored, and enforced is uncertain should the
acquisition be approved. In addition, other concerns, including lIF's use of leverage within the
proposed organizational structure, are unclear.

Our ratings on EE are based on its strong business risk profile and significant financial risk profile.

Our business risk assessment reflects its lower-risk regulated utility operations and management
of regulatory risk in Texas and New Mexico. EE is regulated primarily by the Public Utility
Commission of Texas and the New Mexico Public Regulation Commission. In addition, the City of El
Paso, Texas, can temporarily change rates in the city's boundaries, collectively heightening
regulatory risk. Nevertheless, EE's last rate case order in 2017 was fairly constructive despite
being based on a historical test year. Specifically, it allowed for two new cost recovery factors for
transmission and distribution costs, which we expect will reduce regulatory lag.

Our assessment also incorporates EE's small size yet stable customer base. It serves about
425,000 customers in western Texas and southern New Mexico, which account for approximately
80% and 20% of sales, respectively. Furthermore, EE has about 2,085 megawatts of generating
capacity, and our assessment incorporates the higher operating risks associated with its exposure
to nuclear generation.

We assess EE's financial measures using our medial volatility financial benchmark table. This
reflects EE's lower-risk, rate-regulated utility operations and management of regulatory risk.

Our current base-case scenario includes capital spending averaging about $320 million annually,
dividends averaging about $70 million annually, a growth funding strategy consistent with EE's
capital structure, cost recovery factors for transmission and distribution investments, and future
rate cases. Thus, we expect funds from operations (FFO) to debt between 13% and 15%. However,
this is subject to change pending the resolution of EE's proposed acquisition.

Outlook

The negative outlook reflects the potential that EE's consolidated financial measures will weaken
following the proposed acquisition, including the possibility that IIF implements financial policies
toward EE that could weaken its credit quality. We will continue to monitor the regulatory approval
process and assess the planned funding strategy for EE and its proposed intermediary holding
company as it develops.

Downside scenario

We could lower the rating on EE over the next 12 months if the merger is approved and we project
that consolidated credit measures (inclusive of the proposed intermediary holding company) will
be weaker than current measures at EE, such that FFO to debt consistently trends below 14%. We
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could also lower the ratings if EE's management of regulatory risk weakens.

Upside scenario

We could revise the outlook to stable over the next 12 months upon the merger approval if we
project the proposed consolidated company's FFO to debt to be consistently above 14%, with no
deterioration in EE's regulatory risk management. This could occur if the future funding strategy
and financial policies do not impair EE's credit quality. We could also revise the outlook to stable if
the merger is not completed and EE's financial measures consistently reflect FFO to debt greater
than 14%.

Company Description

EE is a utility engaged in the generation, transmission, and distribution of electricity in west Texas
and southern New Mexico, serving about 425,000 customers.

Liquidity
EE has adequate liquidity, in our view, and can more than cover its needs for the next 12 months,
even if EBITDA declines by 10%. We expect sources over the next 12 months will exceed uses by

more than 1.1x. Under our stress scenario, we don't expect EE to require access to the capital
markets during that period to meet its liquidity needs.

In addition, EE has sound relationships with its banks and a satisfactory standing in the credit
markets.

Principal liquidity sources:
- Credit facility availability of about $150 million;
- FFO of about $280 million over the next 12 months; and

- Minimal cash on hand.

Principal liquidity uses:
- Maintenance capital spending of about $185 million over the next 12 months;
- Dividend payments of about $65 million over the next 12 months; and

- Long-term debt maturities of about $40 million over the next 12 months.

Issue Ratings - Subordination Risk Analysis

We rate EE's senior unsecured debt 'BBB', the same as the issuer credit rating, because it is the
debt of a qualifying investment-grade utility under our criteria.

Ratings Score Snapshot
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EXHIBIT EL-5.2

Research Update: El Paso Electric Co. Outlook Revised To Negative From Stable On Acquisition By IIF; Ratings Affirmed Page 40f 6
Issuer Credit Rating BBB/Negative/--
Business risk Strong
Country risk Very low
Industry risk Very low
Competitive position Satisfactory
Financial risk Significant
Cash flow/Leverage Significant
Anchor bbb
Modifiers

Diversification/Portfolio effect Neutral (no impact)

Capital structure Neutral (no impact)
Financial policy Neutral (no impact)
Liquidity Adequate (no impact)

Management and governance Satisfactory (no impact)

Comparable rating analysis Neutral (no impact)
Stand-alone credit profile bbb

Group credit profile bbb
Related Criteria

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March
28,2018

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19,
2013

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013
- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
- General Criteria: Group Rating Methodology, Nov. 19, 2013

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings List
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EXHIBIT EL-5.2
Research Update: El Paso Electric Co. Outlook Revised To Negative From Stable On Acquisition By IIF; Ratings Affirmed Page 50f 6

Ratings Affirmed; CreditWatch/Outlook Action

To From
El Paso Electric Co.
Issuer Credit Rating BBB/Negative/-- BBB/Stable/--
Ratings Affirmed
El Paso Electric Co.
Senior Unsecured BBB

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitalig.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column.

www.spglobal.com/ratingsdirect June5,2019 5
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Research Update: El Paso Electric Co. Outlook Revised To Negative From Stable On Acquisition By IIF; Ratings Affirmed Page 6 of 6
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Exhibit EL-6: Ring-Fencing Standards

Protective Policies and Practices (1)

TRACK I: Preserves Indivdual Viability
I. Viability: Able to Maintain Its Assets and Solvency

I-A Prevent the diversion of Protected Co. assets

a. Is aseparate legal entity; maintains its separate name and identity

b. Maintains separate financial accounts in its own name; no commingling of assets.

c. Protected Company owns all of its physical assets in its own name.

d. Has policy/procedures to control dividends from Protected Co.

e. Has policy/procedures to control asset transfers and asset diversion from the Protected
Company to parent or sister companies.
Assets are not pledged for the benefit of parent or sister companies.

g. Transfers of assets, services, and supplies between the Protected Company and its parent or
sister companies are subject to an arm's length standard.

h. Protected Co. does not lend to parent or affiliates

I-B

i. Protected Company has separate 3rd party borrowing sources; has credit ratings in its own
name.

j-  Protected Company's ability to borrow is not contingent on financial condition of parent or
affiliates.

j 1. .. No Cross default / cross acceleration with parent or affiliates
j 2. .. No covenants tied to ratings of parent or affiliates

I-C
Protected Co. does not guarantee the liabilities of affiliates

I.  Parent and affiliates do not represent to the public or creditors that the Protected Co. is liable
for parent or affiliate obligations

m. Not subject to joint tax liability, other than as required by law

I-D
n. Avoids excessive debt leverage

1. A provision may appear in more than one category if appropriate. Source: Lapson Advisory.



EXHIBIT EL-6
Page 2 of 2

Protective Policies and Practices (1)

Protective Policies and Practices, continued (1)
TRACK II: Avoids Consolidation in Bankruptcy of Parent or Affiliates
II-A  Has barriers to involuntary consolidation

Is a separate legal entity; separate name and identity

[Same as 'a' above]

Maintains separate financial accounts. No commingling of assets.

[Same as 'b' above]

Arm's length standard for transfers of assets, services and supplies

[Same as 'e' and 'g' above]

Protected Co. does not represent that it is responsible for obligations of parent or affilliates.

[Same as 'l' above.]
0. Protected Co. has separate accounting books & records.
p. Protected Co. maintains all legal formalities to preserve its existence.
g. Protected Co. does not own shares of parents or affiliiates

1. A provision may appear in more than one category if appropriate. Source: Lapson Advisory.



EXHIBIT EL-7

Exhibit EL-7: Evaluating the Joint Applicants' Proposed Protective Provisions (1)

Standards of Protection (from Exhibit EL-6)

Pagelof 5

The Commitment Comment

I. Viability: Able to Maintain Its Assets and Solvency
I-A Prevent the diversion of Protected Co. assets

a.

Separate legal entity; separate name and identity

14. EPE will maintain an existence that is separate and distinct from Sun Jupiter Holdings Conforms to RF standard
LLC (“Sun Jupiter”), IIF US Holding 2 LP (“lIF US 2”), and any of its affiliates or subsidiaries

(excluding EPE and Rio Grande Resources Trust Il), including, its separate name, logo,

franchises, obligations, and privileges.

Separate financial accounts in its own name.

31. Each of EPE and Sun Jupiter will maintain accurate, appropriate, and detailed books, Conforms to RF standard
financial records and accounts, including checking and other bank accounts, and

custodial and other securities safekeeping accounts that are separate and distinct from

those of any other entity.

Protected Company owns all of its physical assets
in its own name.

Acquisition and divestiture of any major utility assets is subject to regulatory approvals. Conforms to RF standard
Also: 28. Neither EPE nor Sun Jupiter will transfer any material assets or facilities to any

affiliates, other than a transfer that is on an arm’s-length basis consistent with the

Commission and NMPRC affiliate standards as applicable to EPE.

Controls on dividends from Protected Co.

32. EPE will suspend payment of dividends or other distributions, except for contractual Conforms to RF standard.

tax payments, until otherwise allowed by the Commission and NMPRC if issuance of the
dividend or distribution would cause the equity component of EPE’s debt-to-equity ratio
to fall below that established from time to time by the Commission and NMPRC for EPE

for ratemaking purposes.

Controls on asset transfers and asset diversion

Acquisition and divestiture of any major utility assets is subject to regulatory approvals. Conforms to RF standard
Also: 28. Neither EPE nor Sun Jupiter will transfer any material assets or facilities to any

affiliates, other than a transfer that is on an arm’s-length basis consistent with the

Commission and NMPRC affiliate standards as applicable to EPE.

Assets are not pledged for the benefit of parent
or sister companies.

19. EPE’s assets, revenues, or stock shall not be pledged by Sun Jupiter, IIF US 2, or any of Conforms to RF standard
its affiliates or subsidiaries, for the benefit of any entity other than EPE.

Arm's length standard for transfers of assets,
services and supplies

29. Each of EPE and Sun Jupiter will maintain an arm’s-length relationship with one Conforms to RF standard
another and with IIF US 2 and its affiliates, consistent with the Commission and NMPRC
affiliate standards as applicable to EPE.

Protected Co. does not lend to parent or affiliates

Conforms to RF standard
20. Neither EPE nor Sun Jupiter will enter into any inter-company debt transactions with

IIF US 2 or any of its affiliates or subsidiaries post-closing, unless approved by the Public
Utility Commission of Texas (“Commission”) and NMPRC. Also: Loans from EPE to Parent
or affiliates (or other third parties) are subject to the Commission's approval.

1. A provision may appear in more than one category if appropriate. Source: Lapson Advisory;




I-B  Maintains access to its own liquidity

Standards of Protection (from Exhibit EL-6)

EXHIBIT EL-7

Page2of 5

The Commitment Comment

Has separate 3rd party borrowing sources.

Has credit ratings in its own name.

21. Neither EPE nor Sun Jupiter will share credit facilities with one another nor with IIF Conforms to RF standard
US 2 or any of its affiliates or subsidiaries. Also,

15. IIF US 2 shall take the actions necessary to ensure the existence of EPE stand-alone Conforms to RF standard
credit and debt ratings, as applicable.

Able to borrow on its own, not contingent on

parent or affiliates

j 1. No Cross default / cross acceleration with parent 22. EPE will not include in any of its debt or credit agreements cross-default provisions ~ Conforms to RF standard
or affiliates relating to Sun Jupiter, and neither EPE nor Sun Jupiter will include in any of its debt or
credit agreements cross-default provisions relating to the securities of IIF US 2 or any of
its affiliates or subsidiaries (excluding EPE and Rio Grande Resources Trust Il).
j 2. No covenants tied to ratings of parent or , . . . ) . . Conforms to RF standard
affiliates 23. EPE’s debt or credit agreements will not include any financial covenants or rating-
agency triggers related to Sun Jupiter or IIF US 2 or any of its affiliates or subsidiaries
(excluding EPE and Rio Grande Resources Trust II), nor will Sun Jupiter’s debt or credit
agreements include any financial covenants or rating-agency triggers related to IIF US 2
or any of its affiliates or subsidiaries (excluding EPE and Rio Grande Resources Trust Il).
I-C Is insulated from liabilities of parent and affiliates
k. Protected Co. does not guarantee the liabilities of ~ 18. EPE will not guarantee the debt or credit instruments of Sun Jupiter, IIF US 2, or any  Conforms to RF standard
affiliates other affiliate (excluding EPE and Rio Grande Resources Trust Il).

Parent and affiliates do not represent to the
public or creditors that the Protected Co. is liable
for parent or affiliate obligations

34. Sun Jupiter and its affiliates will not represent to the public or creditors that EPE has Conforms to RF standard
any liability for Sun Jupiter or IIF US 2 obligations.

Not subject to joint tax liability, other than as

required by law

35. EPE will be a party to a consolidated corporate tax return with Sun Jupiter, which will Conforms to RF standard
be carried out subject to a formal tax sharing agreement and policy.

I-D Enhances Financial Viability by controlling financial leverage

n.

Utiiity avoids excessive debt leverage

33. The equity component of EPE’s debt-to-equity ratio will not fall below that Conforms to RF standard
established from time to time by the Commission and NMPRC for EPE ratemaking

purposes. Also: 24. EPE will not incur, guaranty, or pledge assets for any new

incremental debt related to the Proposed Transaction. Also: EPE's revolving credit and

senior note agreements place certain limits on the ratio of debt to total capitalization.

1. A provision may appear in more than one category if appropriate. Source: Lapson Advisory;




Standards of Protection (from Exhibit EL-6)

EXHIBIT EL-7
Page3of 5

The Commitment Comment

Il. Avoids Consolidation in Bankruptcy of Parent or Affiliates

II-A  Has barriers to involuntary consolidation

Separate legal entity; separate name and identity

14. EPE will maintain an existence that is separate and distinct from Sun Jupiter Holdings Same as 'a' above - Conforms to RF Standard
LLC (“Sun Jupiter”), IIF US Holding 2 LP (“lIF US 2”), and any of its affiliates or subsidiaries

(excluding EPE and Rio Grande Resources Trust Il), including, its separate name, logo,

franchises, obligations, and privileges.

Separate financial accounts. No commingling of
assets

31. Each of EPE and Sun Jupiter will maintain accurate, appropriate, and detailed books, Same as 'b' above - Conforms to RF standard
financial records and accounts, including checking and other bank accounts, and

custodial and other securities safekeeping accounts that are separate and distinct from

those of any other entity.

Arm's length standard for transfers of assets,
services and supplies

28. Neither EPE nor Sun Jupiter will transfer any material assets or facilities to any Same as 'e' and 'g' above - Cconforms to RF
affiliates, other than a transfer that is on an arm’s-length basis consistent with the standard

Commission and NMPRC affiliate standards as applicable to EPE. Also: 29. Each of EPE

and Sun Jupiter will maintain an arm’s-length relationship with one another and with IIF

US 2 and its affiliates, consistent with the Commission and NMPRC affiliate standards as

applicable to EPE.

Protected Co. does not represent that it is
responsible for obligations of parent or affilliates.

34.Sun Jupiter and its affiliates will not represent to the public or creditors that EPE has Same as 'l' above - Conforms to RF standard
any liability for Sun Jupiter or IIF US 2 obligations.

Protected Co. has separate accounting books &
records

31. Each of EPE and Sun Jupiter will maintain accurate, appropriate, and detailed books, Conforms to RF standard
financial records and accounts, including checking and other bank accounts, and

custodial and other securities safekeeping accounts that are separate and distinct from

those of any other entity.

Protected Co. maintains all corporate formalities

14. EPE will maintain an existence that is separate and distinct from Sun Jupiter Holdings Conforms to RF standard
LLC (“Sun Jupiter”), IIF US Holding 2 LP (“IIF US 2”), and any of its affiliates or subsidiaries

(excluding EPE and Rio Grande Resources Trust Il), including, its separate name, logo,

franchises, obligations, and privileges. Also: 16. In connection with the Proposed

Transaction, IIF US 2 has created Sun Jupiter, an indirect, wholly-owned special-purpose

entity, to hold 100% of the equity interests in EPE; and

17. Sun Jupiter will be retained between EPE and IIF US 2 for so long as IIF US 2 owns EPE.

q.

Protected Co. does not own shares of parents or
affiliiates

There is no plan for EPE to own shares of Parent or IIF or other affiliates. Furthermore:  Conforms to RF standard
EPE's acquisition of ownership interest in another company would be subject to the
Commission's approval.
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The Commitment Comment

1. A provision may appear in more than one category if appropriate. Source: Lapson Advisory;

Additional Regulatory Conditions

27. 1IF US 2 will obtain a non-consolidation legal opinion that provides that, in the event  Facilitates regulatory review
of a bankruptcy of IIF US 2, Sun Jupiter, or any of its affiliates, a bankruptcy court will not
consolidate the assets and liabilities of EPE with IIF US 2, Sun Jupiter, or any affiliate of IIF

Us 2.

25. Neither EPE nor Sun Jupiter will seek to recover from EPE’s customers any costs Avoids potential future regulatory issues
incurred as a result of a bankruptcy of IIF US 2 or any of its affiliates (excluding EPE).

11. No recovery in rates of acquisition premium will be sought. Avoids potential future regulatory issues
12. No recovery in rates of transaction costs will be sought. Avoids potential future regulatory issues

13. EPE will continue to make minimum capital expenditures in an amount equal to EPE’s Maintains planned level of new investment
current five-year budget for the five-year period beginning January 1, 2021, subject to

the following adjustments: EPE may reduce capital spending due to conditions not under

EPE’s control, including, without limitation, siting delays, cancellations of projects by

third-parties, weaker than expected economic conditions, or if EPE determines that a

particular expenditure would not be prudent.

Facilitat lat itori d trol
30. IIF US 2 will provide the PUCT and NMPRC access to its books and records, as well as actlitates reglilatory monitoring and contro

those of its affiliates, as necessary to facilitate either commission’s audit or review of any
affiliate transactions as between EPE and IIF US 2 or IIF US 2’s affiliates.

41. IIF US 2 will maintain a controlling ownership interest in EPE for at least ten (10) years Fosters stability
post-closing.

36. EPE’s existing Headquarters will remain in El Paso, Texas for so long as IIF US 2 owns Maintains local presence & management
EPE.

37. EPE’s CEO and EPE’s senior management will continue to have day-to-day control Maintains local presence & management
over EPE’s operations and senior management will continue to reside in the El Paso,
Texas and Las Cruces, New Mexico vicinity.

38. EPE’s local management will remain the primary point of contact for all regulatory, Maintains local presence & management
operational, and community engagement matters.

. . . . Maintains local presence & management
40. EPE Board meetings will take place in Las Cruces, New Mexico at least once per year. P &

Maintains local presence & management and

39. EPE's post-closing Board of Directors will comprise of ten (10) Directors, of which: ... .
independent directors.

Additional Employment Commitments




Standards of Protection (from Exhibit EL-6)
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The Commitment Comment

42. For at least five (5) years post-closing, as a result of the Proposed Transaction, EPE Maintains labor relations
will not implement any material involuntary workforce reductions or changes to wages,

benefits and other terms and conditions of employment in effect prior to the Proposed

Transaction.

43. EPE will honor the terms of EPE’s existing collective bargaining agreements. Maintain labor relations




See: Insulated Entities - Paragraphs 63-68, starts on page 14

General Criteria:

Group Rating Methodology

July 1, 2019

OVERVIEW AND SCOPE

This article describes S&P Global Ratings' methodology for rating entities that are part of
corporate, financial institutions, insurance, and international public finance groups, as well as
U.S. public finance obligated groups. For the related guidance article, see "Guidance: General
Criteria: Group Rating Methodology."

These criteria articulate the steps in determining an issuer credit rating (ICR) on group members
and their holding companies. This involves assessing the group credit profile (GCP; i.e. the group's
overall creditworthiness), the stand-alone credit profiles (SACP) of group members, and the status
of an entity relative to other group entities.

The criteria also describe how we assess the potential for support (or negative intervention) from
group entities, or from other external sources such as a government.

These criteria apply to corporate, financial institution, insurance, and international public finance
entities that we consider part of a group and U.S. public finance entities that we consider part of
an obligated group. For these entities, we believe that their ownership, control, influence, or
support by or to another entity could have a material bearing on their credit quality. Examples of
entities that are outside the scope of these criteria include project finance and corporate
securitizations.

These criteria may complement other criteria that address sector-specific support considerations.

This methodology follows our request for comment, "Request for Comment: Group Rating
Methodology," published Dec. 12, 2018.

Key Publication Dates

- Original publication date: July 1, 2019

- Effective date: Immediately, except in those markets that require prior notification to
and/or registration by the local regulator, where the criteria will become effective when
so notified by S&P Global Ratings and/or registered by the regulator.

- These criteria address the fundamentals set out in "Principles Of Credit Ratings."

www.spglobal.com/ratingsdirect
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General Criteria: Group Rating Methodology

METHODOLOGY

These criteria explain how we factor the potential for extraordinary support (or extraordinary
negative intervention) into the ICR of an entity that is a member of a group. Such extraordinary
support (or negative intervention) is beyond that which we already factor into the entity's SACP, as
explained in "Stand-Alone Credit Profiles: One Component Of A Rating."

We factor the potential for extraordinary support or extraordinary negative intervention into the
ICR even when the need for such support or the possibility for such negative intervention may
appear remote.

We apply a six-step process for determining the ICR of group members (see chart 1), as follows:
(i) Identify the group parent and the group members (together called the group).

(i) Assess the creditworthiness of the group (or subgroup) to determine a group SACP and GCP.
The potential GCP is based on the group SACP, adjusted for potential external sources of
extraordinary support if we believe such support will be extended to the group, or potential
extraordinary negative intervention. Finally, we apply any relevant sovereign constraints to
determine the GCP (see chart 2). See "Ratings Above The Sovereign—Corporate And Government
Ratings: Methodology And Assumptions."

(iii) Assess the group status of each group member to be rated, if relevant.
(iv) Determine the SACPs of group members to be rated, if relevant.

(v) Assign a potential (indicative) ICR to group members. The potential ICR is based on the entity's
SACP, if relevant, and the potential for extraordinary support (or extraordinary negative
intervention). Extraordinary support is the higher of any group or government influence, or other
external support factors (such as additional loss-absorbing capacity (ALAC) support or a
guarantee). This step also factors in the degree of insulation, if any, that a group member has from
potential negative influence by other weaker group entities.

(vi) Assign the final ICR after taking into consideration any relevant sovereign constraints (see
"Ratings Above The Sovereign—Corporate And Government Ratings: Methodology And
Assumptions").

www.spglobal.com/ratingsdirect July1,2019 2
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Chart 1
Determining The Issuer Credit Rating On Group Members

i. Identify the group parent and group members (the group)

ii. Determine a group SACP and GCP

iii. Assess group status of group members, if relevant

iv. Determine the SACP of group members, if relevant

Potential sources of extraordinary support

Guarantee

v. Assign potential ICR to group members based on highest source of
extraordinary support*

vi. Apply any relevant sovereign constraints to determine ICR

*Subject to any insulation. GCP--Group credit profile. Group SACP--Group stand-alone credit profile. SACP--Stand-alone credit profile. ALAC--Additional loss-
absorbing capacity (applies to certain prudentially regulated entities or groups).ICR—Issuer credit rating.
Source: S&P Global Ratings. Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved.
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General Criteria: Group Rating Methodology

Chart 2--Group Rating Methodology Framework

Group-Level Analysis

Group SACP

Potential
GCP

Extraordinary
Support*

Sovereign

Constraints

Group
Support*

EXHIBIT EL-8
Page 4 of 24

Entity-Level Analysis

Potential
ICR

Other Extraordinary
Support*

Sovereign
Constraints

— — > The relevant reference for determining the impact of group support is either the group SACP or GCP.

GCP--Group credit profile. Group SACP--Group stand-alone credit profile. SACP--Stand-alone credit profile. ICR--Issuer credit rating. *Or negative intervention.

Source: S&P Global Ratings. Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved.

10. These criteria define five categories of group status: core, highly strategic, strategically important,
moderately strategic, and nonstrategic. These categories indicate our view of the likelihood that a
group member will receive extraordinary support from the group (see table 1).

Table 1

Summary Of Associating An Entity's Group Status With A Potential ICR

Group status Brief definition

Potential ICR*

Core Integral to the group's current identity and future
strategy. The rest of the group is likely to support these

entities under any foreseeable circumstances.

GCP

Highly strategic Almost integral to the group's current identity and future
strategy. The rest of the group is likely to support these
group members under almost all foreseeable

circumstances.

One notch lower than the GCP, unless the
SACP on that entity is equal to, or higher
than, the GCP. In such a case, the
potential ICR is equal to the GCP.

Strategically
important

Less integral to the group than "highly strategic" group
members. The rest of the group is likely to provide
support in most foreseeable circumstances. However,
some factors raise doubts about the extent of group
support.

Three notches above SACP. This is
subject to a cap of one notch below the
GCP, unless the SACP is at least equal to
the GCP, in which case the potential ICR
is equal to the GCP.
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Table 1

Summary Of Associating An Entity's Group Status With A Potential ICR (cont.)

Group status Brief definition Potential ICR*

Moderately strategic ~ Notimportant enough to warrant support from therest ~ One notch above SACP. This is subject to

of the group in some foreseeable circumstances. a cap of one notch below the GCP, unless
Nevertheless, there is potential for some support from the SACP is at least equal to the GCP, in
the group. which case, the potential ICR is equal to
the GCP.
Nonstrategic No strategic importance to the group. SACP, subject to a cap defined by the
GCP.

* The above conventions do not apply where: potential ICRs exceed the GCP due to insulation (see "Insulated Entities" section); the group SACP
is used to determine uplift for group support (see "External support factors in the GCP" section); the GCP is 'ccc+' or lower (see paragraph 13);
and when paragraph 42 applies.

A potential ICR on a group member that exceeds its SACP reflects our view of the likelihood of that
entity, in a credit-stress scenario, receiving timely and sufficient group or government support
(beyond that already factored into the SACP), thereby strengthening its creditworthiness.
Examples of support include additional liquidity or capital to the group member, or one-off
transfers of risk from the group member.

A potential ICR on a group member that is lower than its SACP reflects our view that if the group or
relevant government were in a credit-stress scenario, the group or government would draw
resources from the group member (an example of extraordinary negative intervention), thereby
weakening its creditworthiness.

If the GCP is 'ccc+' or lower, the potential ICR on a group member cannot be lower than 'b-' unless
the conditions for a potential ICR of 'ccc+' or lower are met (see "Criteria For Assigning 'CCC+',
'CCC', 'CCC-', And 'CC' Ratings," henceforth referred to as "CCC criteria"). The potential ICR would
include the potential for extraordinary negative intervention from the group or government.

Identifying The Group And Its Members

For the purposes of these criteria, the term "group" refers to the group parent and all the entities
(also referred to as group members) over which the group parent has direct or indirect control.

The group parent is not necessarily the ultimate holding company in the group structure but is the
top entity in the structure that we believe is relevant to the group's credit quality. Accordingly,
additional holding companies may exist above the group parent, but be excluded from our group
assessment if we believe they have no material liabilities or operating assets and therefore no
bearing on the group's overall credit quality. The control chain may include several successive
layers of controlling or joint-control interest in other entities. We would generally not consider a
natural person, or entities such as family firms, foundations, managed fund, or financial sponsors,
to be a group parent. Where we determine that an entity (for instance, an investment holding
company) does not have control of an investee company, we do not consider that entity to be the
group parent.

"Control" refers to the ability to direct a group member's strategy and the disposition of its cash
flow. Control may be present even if the group owns 50% or less of the group member's
shareholder capital.

We generally apply this methodology to an entire group, but may also apply it to a distinct
subgroup. A subgroup focus may be appropriate when the subgroup and its components have a
distinct credit profile that is separate from that of the broader group. This could be due to factors
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such as jurisdictional location, regulatory oversight, or support factors that apply only to the
subgroup. References to the term "group" in this methodology can apply to either a subgroup or a
group viewed in its entirety.

The Group SACP And Group Credit Profile (GCP)

The group SACP and GCP are our opinions of a group's creditworthiness as if it were a single legal
entity (subject to any potential restrictions on cash flows associated with insulated entities).

The group SACP and GCP are not ratings. They are components contributing to the determination
of the ICRs on group members. The group SACP does not take into account sources of potential
extraordinary support or negative intervention that we consider external to the assessed group.
However, the potential GCP incorporates extraordinary external support that we believe is
available to the group, or conversely, extraordinary negative intervention. Finally, the GCP takes
into consideration any relevant sovereign constraints. See "Ratings Above The
Sovereign—Corporate And Government Ratings: Methodology And Assumptions."

Group SACPs and GCPs range from 'aaa' (the highest assessment) to 'd' (the lowest assessment),
on a scale that parallels the ICR ('AAA' to 'D"). The lowercase letters indicate their status as a
component of a rating rather than as a rating. Like ICRs, group SACPs and GCPs can carry the
modifier "+" or "-". Typically, a group SACP or GCPis 'd" only in the case of a generalized group
default. In the case of a legal entity within a group, we lower the ICR on that entity to 'D' or 'SD'
(selective default) only if we determine the entity is in default (see "S&P Global Ratings
Definitions").

To determine the group SACP and GCP, we assess the consolidated group using the relevant
sector methodologies. The assessed group includes all group entities that we believe have a
bearing on the group's credit quality (as per the explanation detailed in the section "ldentifying
The Group And Its Members"), and may potentially deconsolidate insulated entities as per the
"Insulated Entities" section. We typically conduct the assessment of the group SACP and GCP as
though the group were a single legal entity.

For cross-sector groups (including their holding companies), the specific rating methodology
applied to assess the group SACP is the one relevant for the operations that most strongly
influence the group's credit profile. This influence can reflect the amount of capital employed,
level of earnings, cash flow, dividend contribution, or other relevant metric. However, where the
analysis of consolidated financial statements using a single sector's criteria framework may not
produce a meaningful picture of credit quality, we may apply a combination of rating
methodologies to assess the group SACP. This may be done by applying the relevant
methodologies to determine SACPs for the different group members. We would then aggregate
these SACPs to derive the overall group SACP. The group SACP would also include adjustments to
account for any benefits or risks not captured in the aggregation of the component SACPs.

a) Multiple ownership and joint ventures

If a group member is under the joint control of at least two parents--for example, a joint venture
(JV)--the insolvency or financial difficulty of one parent may have less impact than if the entity had
a single parent.

For JVs, we may attribute support from one of its owners (JV partner) even if the JV partner does
not have majority ownership in the JV. We typically attribute support from the JV partner that
would result in the highest potential ICR on the JV. This would apply where we believe the JV
partner would support the JV, regardless of the actions of the other owners. This could include
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situations where that JV partner makes day-to-day business decisions, or the JV is of critical
importance to the supporting JV partner's operations or strategy. In such cases, however, the
group status of the JV to the JV partner would typically not exceed strategically important. In

addition, we would also take the potential resource demands of the JV on the JV partner into

consideration when determining the JV partner's credit profile.

5. The analytical approach for a group's jointly owned business operations, such as whether to fully

consolidate, partially consolidate, or equity account the operations when assessing the group
SACP, is determined by the relevant methodologies for assessing corporates, financial
institutions, insurance companies, or other entity types.

In cases where a shareholder agreement or similar arrangement exists that we believe would
prevent an otherwise controlling parent from directing the strategy and cash flows of a group
member, we may assess that control is not present. When we determine control is not present, we
would typically treat the member as an equity affiliate and consider only the projected dividend
flows from that member in our group SACP assessment.

b) Insulated entities

Where we determine that consolidating an insulated group member does not adequately capture
the impact on the group SACP of any material restrictions on cash flows or financial resources
within the group, we either:

- Adjust the group SACP down (typically by one or two notches); or

- Treataninsulated group member as an equity affiliate, and reflect this deconsolidated
approach in determining the group SACP.

When assessing a group that has a bank subsidiary with a potential ICR that is above the GCP
either because it is of high systemic or moderate systemic importance (as per "Banks: Rating
Methodology And Assumptions"), in the country where it is domiciled, or because of ALAC support,
the group SACP will take into account the impact of any local restrictions on the flow of capital,
funding, and liquidity, and any implications for the business and risk positions of the parent.

c) Entities owned by a financial sponsor

If the owner of a group entity is a "financial sponsor" (see Glossary), the potential ICR on that
group entity does not directly factor in the likelihood of support from the financial sponsor, nor is it
directly constrained by our view of the financial sponsor's creditworthiness. However, the financial
sponsor's ownership may still affect the potential ICR through the application of the relevant
sector-specific criteria.

The group SACP for a group owned by a financial sponsor may, however, include one or more
intermediate holding companies of the operating entity, but would exclude the financial sponsor's
own financials and its other holdings. This approach reflects our view that an intermediate holding
company's primary purpose is to acquire, control, fund, or secure financing for its operating
companies, and is generally reliant on those companies' cash flow to service its financial
obligations.

d) U.S. public finance obligated groups

U.S. public finance obligated groups typically consist of a group of entities that are
cross-obligated as security for specific debt. Obligated group structures are most commonly used
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by not-for-profit hospitals, health systems, and senior living organizations.

Obligated groups are created for purposes of securing debt, and do not have operating or
governance independence from the larger group. While debt covenants may contain some
restrictions, for example limitations on the transfer of assets out of the obligated group,
covenants are generally not strong enough to insulate the obligated group from the strategic and
operating influence of the group. An obligated group, therefore, is typically not rated higher than
the GCP.

Individual obligated group members may have separate legal incorporation and varying strategic
value to the group. However, since the purpose of the obligated group is to secure debt on a joint
and several basis, group status will be determined for the obligated group as a whole, not for its
individual members. In applying these criteria, we consider obligated groups a single entity.

Most U.S. public finance ratings are issue ratings, although we sometimes assign ICRs. The issue
rating could differ from the ICR based on the specific security package for the rated bonds. We
expect that, barring subordination or structural enhancement, U.S. public finance issue ratings
will generally be the same as the ICR.

e) External support factors in the GCP

Government support. The potential for extraordinary government support can be factored into
either the ICRs of certain group members or the GCP, depending on the nature of this support (see
Rating Government-Related Entities: Methodology And Assumptions [GRE criterial, and Banks:
Rating Methodology And Assumptions). We use the group SACP as a basis from which to
determine the GCP when using the government support tables in the GRE criteria or bank criteria.

6. The assessment considers whether government support, driven by GRE status or systemic

importance, would likely accrue to all or only some members of the group (see table 2).

To determine the potential ICR for a particular group member, where the assessment indicates
that the government:

- Islikely to extend such extraordinary support directly to that entity (bypassing the group), any
uplift for such support is added to the SACP of that entity in determining the potential ICR;

- lIslikely to extend such extraordinary support indirectly, via the group, to the entity, the
reference point for determining any uplift for group support (or negative group intervention) is
the GCP (which would include uplift, if any, for extraordinary government support); or

- Isunlikely to extend such extraordinary support to the entity, the reference point for
determining any uplift for group support is the lower of the group SACP or the GCP.
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Table 2

Rating Government-Supported Entities--Likelihood Of Government Support Versus

Group Support

If the subsidiary is unlikely
to benefit from
If the subsidiary is likely to benefit If the subsidiary is likely to benefit extraordinary government
directly from extraordinary from extraordinary government support either directly or

SACP level government support * support indirectly through the group indirectly

SACPis Potential ICR = Higher of (i) the SACP  Potential ICR = SACP plus uplift for Potential ICR = SACP plus

lower than  plus uplift for government support, or ~ group support (with reference to the uplift for group support (with

the group (i) SACP plus uplift for group support.  GCP) reference to the lower of the

SACP The outcome is subject to a cap at the group SACP or the GCP)
level of the GCP (unless the subsidiary
is insulated).

SACP is Potential ICR = SACP plus uplift for If SACP < GCP, potential ICR = SACP Potential ICR = SACP,

higher than  government support, subjecttoacap  plus uplift for group support (with subject to a cap at the level

orequalto  atthe level of the GCP (unless the reference to the GCP). If SACP >= GCP,  of the GCP (unless the

the group subsidiary is insulated) potential ICR = SACP, subjecttoacap subsidiary is insulated)

SACP at the level of the GCP (unless the

subsidiary is insulated).

No SACP SACP required, unless subsidiaryisa  If core, potential ICR = GCP. If highly If core, potential ICR = lower
GRE with almost certain likelihood of  strategic, potential ICR = GCP - 1. of the GCP or group SACP. If
government support* highly strategic, potential

ICR = lower of the GCP - 1 or
group SACP - 1.

* See GRE criteria for further details, including when an SACP is not required for entities with almost certain likelihood of government support.

SACP--Stand-alone credit profile. ICR--Issuer credit rating.

ALAC support. The potential for extraordinary external ALAC support can be factored into either

the ICRs on certain group members or the GCP, depending on the nature of this support (see "Bank

Rating Methodology And Assumptions: Additional Loss-Absorbing Capacity"). To determine the

potential ICR on a particular group member, where the assessment indicates that ALAC supportin

the GCP:

- Islikely to extend indirectly, via the group, to the entity, the reference point for determining any

uplift for group support (or negative group intervention) is the GCP; or

- Isunlikely to extend to the entity, the reference point for determining any uplift for group

support is the lower of the group SACP or the GCP.

Assigning The Issuer Credit Rating

A potential ICR on a group member reflects its SACP (if relevant) and the potential for external

extraordinary support (or negative intervention). We then determine the final ICR by applying any

relevant sovereign constraints to the potential ICR.

We determine the potential ICR as follows, unless paragraph 41 applies:

- Core group entity is equal to the GCP;

- Highly strategic entity is one notch lower than the GCP, unless the SACP on that entity is equal

to, or higher than, the GCP. In such a case, the potential ICR is equal to the GCP;

- Strategically important entity is rated three notches higher than its SACP. This is subject to a
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cap of one notch below the GCP, unless the SACP is at least equal to the GCP, in which case the
potential ICR is equal to the GCP;

- Moderately strategic entity is rated one notch higher than that entity's SACP. This is subject to
a cap of one notch below the GCP, unless the SACP is at least equal to the GCP, in which case,
the potential ICR is equal to the GCP; or

- Nonstrategic entity is rated the same as that entity's SACP, subject to a cap defined by the GCP.

The above conventions do not apply where: the potential ICR exceeds the GCP due to insulation
(see "Insulated Entities" section); the group SACP is used to determine uplift for group support
(see "External support factors in the GCP" section); the GCP is 'ccc+' or lower (see paragraph 13);
or when paragraph 42 applies.

We may apply a one-notch adjustment to determine the potential ICR (as described in paragraph
40) to better reflect our holistic view of potential extraordinary group support. This adjustment is
only applicable if we have determined an SACP and the gap between the potential ICRs, based on
group status assessments of highly strategic and strategically important, is at least three
notches. The adjustment, if applicable, is as follows:

- When the group status is highly strategic, we may apply a negative one-notch adjustment. The
potential ICR could, therefore, be two notches lower than the GCP rather than one notch; or

- When the group status is strategically important, we may apply a positive one-notch
adjustment. The potential ICR could, therefore, be four notches higher than its SACP rather
than three notches.

- Forexample, if we determine an entity exhibits characteristics consistent with a highly
strategic entity, while a change in group status to strategically important could lead to a
potential ICR change of three notches, the potential ICR could be two notches below GCP while
the group status remains highly strategic; alternatively, if we determine the entity now exhibits
characteristics consistent with a strategically important entity, we will revise the group status
to strategically important and the potential ICR could be four notches above the SACP.

Group Status Of Individual Members

3. A group member's group status reflects the extent and timeliness of extraordinary support we

expect it will receive from the rest of the group when that entity is under credit stress. We may also
assess a group member's group status to a subgroup and the group status of a subgroup to a
broader group. This section describes the framework that supports the classification of a
member's group status into one of five categories:

- Core;

- Highly strategic;

- Strategically important;

- Moderately strategic; or

- Nonstrategic.

The determination of an SACP for a group member categorized as core or highly strategic is not

necessary unless otherwise required or analytically relevant. A group status is not necessary for
insulated entities, unless otherwise required or analytically relevant.
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a) Core entities

A core entity exhibits features highly consistent with the group's franchise, supports the
realization of group strategic objectives, and is expected to attract extraordinary support, if
required, under any foreseeable circumstance. A core entity would also generally be expected to
exhibit all the following characteristics:

- Is highly unlikely to be sold;

- Operates in lines of business or functions (which may include group risk management and
financing) that are very closely aligned with the group's mainstream business and customer
base. The entity also often operates in the same target markets;

- Has a strong, long-term commitment of support from the group in benign and under stressful
conditions, or incentives exist to induce such support (e.g., cross-default clauses in financing
documents, or the entity plays an integral role in group risk management or financing);

- Isreasonably successful at what it does or does not have ongoing performance problems that
could result in underperformance against the group's specific targets and group earnings
norms over the medium to long term;

- Either constitutes a significant proportion of the consolidated group or is fully integrated with
the group;

- Isclosely linked to the group's reputation, name, brand, or risk management;
- Has typically been operating for about five years or more; and

- Has been established as a separate entity for legal, regulatory or tax reasons, but otherwise
operates more as part of a profit center or division integral to the group.

b) Highly strategic entities

Ahighly strategic group entity generally exhibits almost all of the characteristics of a core entity,
and differs only narrowly regarding the extent of expected extraordinary support from the group.
An entity assessed as highly strategic is generally expected to have a long-term commitment from
the group. There may be situations in which support for the highly strategic entity will be limited,
for instance, to preserve the viability of core entities of the group.

c) Strategically important entities

We assess an entity as strategically important when we expect it to receive extraordinary support
from the group in most foreseeable circumstances; however, there are some doubts about the
extent of group support that precludes it from a higher support category. Strategically important
subsidiaries would however typically exhibit all the following characteristics:

- Isunlikely to be sold;
- Isimportant to the group's long-term strategy;

- Hasthe long-term commitment of the group, or incentives exist to induce such support (e.g.,
cross-default clauses in financing documents); and

- lIsreasonably successful at what it does or has realistic medium-term prospects of success
relative to the group's specific expectations or group earnings norms.
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d) Moderately strategic entities

When an entity does not exhibit the characteristics for a higher level of group support, but we
expect it to receive extraordinary support in some foreseeable circumstances, it is typically
considered moderately strategic. Moderately strategic entities are also typically important to the
group's long-term strategy or are (or are expected to become) reasonably successful at what they
do.

e) Nonstrategic entities

When an entity does not exhibit the characteristics of core, highly strategic, strategically
important, or moderately strategic, it is categorized as nonstrategic.

Captive (re)insurer

A captive (re)insurer may also be assessed as core if it sources its (re)insurance business from
companies within the group and writes no, or an immaterial amount, of third-party business. A
captive (re)insurer may also be assessed as highly strategic if third-party business is a modest
portion of its overall business operations.

Captive finance

When assessing group status for captive finance subsidiaries, the attributes we examine to
determine group status should be considered within the context of all the following unique factors
that captive finance subsidiaries typically provide to their group's marketing efforts:

- The percentage of the group's products sold via the subsidiary (penetration rate). For diversified
groups, the percentage of total sales may be less important than the percentage of certain
specific product lines. In turn, we consider the importance of these products to the overall
performance of the group;

- The alternatives available to sell the group's products; and

- The costs and challenges in conducting its own financing. For some entities, funding costs may
outweigh the benefits--or it may become difficult to gain access to capital.

Branches

For financial services entities, a branch is part of a legal entity that is typically at another
geographic location. A branch therefore has the same creditworthiness as the legal entity, unless
the branchisin another country and the actions of that sovereign could affect the branch's ability
to service its obligations. See "Ratings Above The Sovereign--Corporate And Government Ratings."
With respect to financial institutions, see also "Assessing Bank Branch Creditworthiness."

U.S. public finance obligated groups

U.S. public finance obligated groups could be considered core if they contain the majority of the
organization's primary operating facilities, such as its hospitals or senior living facilities.
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Financing subsidiaries

Afinancing subsidiary of a financial institution or corporate group may be assessed as core when
it plays an integral role in group financing, its sole activity is to raise debt on behalf of the group,
and it is wholly owned. Such subsidiaries often share a related corporate name with their parents.

Afinancing subsidiary of an insurance group, while generally not assessed as core, is typically
assigned a rating as if it is a holding company.

Credit-substitution guarantee of group entities

When all of a group member's present and future financial obligations are guaranteed, and the
guarantor is obliged to pay that group member's obligations even if the group member defaults,
we assign a rating to the group member that reflects the higher of two outcomes:

- Arating reflecting the creditworthiness of the group member absent the benefit of the
guarantee; or

- Arating reflecting the creditworthiness of the guarantor (see "Guarantee Criteria").

Our assessment of the terms of any intragroup guarantees determines whether a payment default
on the part of a group entity is viewed as a default by the guarantor (see "General Criteria:
Guarantee Default: Assessing The Impact On The Guarantor's Issuer Credit Rating").

Loan participation notes (LPNs)

8 We rate LPNs and equivalent securities (such as trust preferred) issued by a special-purpose

vehicle (SPV) on behalf of a corporate, financial institution, or insurance entity (including their
holding companies) at the same level as we would rate an equivalent-ranking debt of its
underlying borrower (the LPN sponsor) (and treat the contractual obligations of the SPV as
financial obligations of the LPN sponsor) provided that all the following conditions are met:

- Allof the SPV's debt obligations are backed by equivalent-ranking obligations with equivalent
payment terms issued by the LPN sponsor;

- The SPV is a strategic financing entity for the LPN sponsor set up solely to raise debt on behalf
of the LPN sponsor's group; and

- We believe the LPN sponsor is willing and able to support the SPV to ensure full and timely
payment of interest and principal when due on the debt issued by the SPV, including payment
of any expenses of the SPV.

9. As a consequence, we assign a 'D' or 'SD' ICR to the LPN sponsor if the SPV fails to make payments

on the debt when due, as we would typically do in case of default on a similarly ranking debt
issuance of the LPN sponsor (see also "Methodology: Timeliness Of Payments: Grace Periods,
Guarantees, And Use Of ‘D’ And ‘SD’ Ratings").

For multiple LPN sponsor SPVs, or SPVs that do not meet all the conditions above, the relevant
structured finance criteria apply, which may include "Asset Isolation And Special-Purpose Entity
Criteria—Structured Finance" and "Global Methodology For Rating Repackaged Securities."
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Dedicated supplier/purchaser relationships

Group members are typically owned or controlled by the group parent. However, a dedicated
supplier/purchaser relationship can create an economic incentive for the supplier to support the
purchaser, despite having only a minority ownership interest or none at all. We define the group in
this instance as the supplier and the purchaser. A supplier may provide support sufficient for the
purchaser to be considered moderately strategic to the supplier when the purchaser comprises a
meaningful portion of the supplier's sales, cash flow, volume, or other measure. Such
relationships typically have all the following characteristics:

- Theterm of the supplier/purchaser agreement is either perpetual or long term;

- Thereis evidence of the supplier's willingness and ability to provide financial support to the
purchaser. We determine this by looking at prior loans, capital investments, or marketing
support given to the purchaser; and

- The purchaser is closely linked to the supplier's reputation, name, or brand.

Entities with interlocking business relations

We can apply this methodology to groups of entities with interlocking business relations evenin
the absence of control, as defined in the criteria. Group membership will be based on meeting at
least four of the following conditions:

- Name affiliation;

- Common management;

- Common board composition or common board control;

- Shared corporate history;

- Common business ties;

- Common financing of group entities;

- Shared corporate support functions; or

- Cross ownership holdings.

In such cases, we determine the GCP by considering the group members' SACPs. Members of this

type of group can only be assigned a group status of strategically important, moderately strategic,
or nonstrategic.

Insulated Entities

Financial stress within the group can negatively affect the creditworthiness of group entities.
Accordingly, in such cases a potential ICR on an entity is typically limited by the GCP. This is
notably because:

- The group could potentially transfer assets from one group entity to another during financial
stress, contributing to credit stress at other group entities;

- Thedistress at the group could trigger business or financial difficulties at the group member.
For instance, the group's problems could cause reputational damage of the group member and
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a loss of business;
- The group member might rely on operational support from the group on an ongoing basis; and

- Insome jurisdictions, a bankruptcy petition by one group entity could include or cause other
group entities to go into bankruptcy or similar measures.

Some entities (which for the purposes of this section, could also apply to a subgroup) may be
insulated, segmented, or ring-fenced from their group, from a credit risk perspective. Such
insulation may lead to the rating on the entity being higher than the GCP. The lower the likelihood
that the creditworthiness of the entity would be impaired by a credit stress scenario for the group,
the greater the potential difference between the potential ICR on the entity and the GCP.

. The potential ICR of an insulated entity is one notch higher than the GCP in cases where the entity

is operationally separated from the group and the entity's SACP (or the SACP plus the potential for
government support or ALAC) is at least one notch higher than the GCP. Key characteristics of an
operationally separated entity would generally include all of the following:

- Theentity holds itself out as a separate entity, its financial performance and funding are highly
independent from the group, it has no significant operational dependence on other group
entities, and it maintains its own records and funding arrangements and does not commingle
funds, assets, or cash flows with them;

- Thereis a strong economic basis for the group to preserve the entity's credit strength; and

- We do not expect a default of other group entities to directly lead to a default of the insulated
entity.

. The potential ICR of an insulated entity is two notches above the GCP if, in addition to being
eligible for one notch of insulation, the group's control of the entity is limited by independent
parties, and the entity's SACP (or the SACP plus the potential for government support or ALAC) is
at least two notches above the GCP. Limited control would generally be characterized by at least
one of the following:

- There are significant minority shareholders with an active economic interest;

- Independent directors have effective influence on decision making, including dividend policy
and bankruptcy filings; or

- There are strong legislative, regulatory or similar restrictions that would inhibit the entity from
supporting the group to an extent that would unduly impair the entity's stand-alone
creditworthiness.

The potential ICR on an insulated entity is three notches above the GCP if, in addition to the entity
being eligible for two notches of insulation, there are material structural safeguards to protect the
entity from group influence, and the entity's SACP (or the SACP plus the potential for government
support or ALAC) is at least three notches above the GCP. Structural safeguards that protect the
entity from group influence would generally include at least one of the following:

- Theregulator or appropriate legislative body is expected to act, or has acted, to protect the
credit quality of the entity, for example to prevent the entity from supporting the group to an
extent that would in turn impair its stand-alone creditworthiness;

- There are both: protective governance arrangements (such as independent directors with an
effective influence on decision making); and either significant minority shareholders or joint
venture partners, with an active economic interest;
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- Thereis anindependent trustee or equivalent governance arrangement that can enforce the
rights of third parties, and we expect the trustee (or equivalent) to act upon that right; or

- The government or other governmental agency (i) has the authority to change ownership of the
entity via existing legislation or other legal powers to separate it from a troubled group; and (ii)
we expect it to act upon that right, based, for example, on a statement of intent to do so, or a
track record of proactive stress management under similar circumstances.

8. The potential ICR of an insulated entity could be de-linked and therefore not constrained by the

creditworthiness of the group if the conditions in either (a) or (b) are met:

(a) In addition to being eligible for three notches of insulation as described in the preceding
paragraph:

- We believe that the parent company doesn't exert control due to substantial creditor
protections and as a result is unable to adversely impact the entity's credit quality; and

- The entity benefits from governance constraints that severely limit the influence of the parent,
preventing it from determining matters such as strategy, material change of business, dividend
payments and other material cash flows, and bankruptcy filings. These may arise, for example,
due to statutory powers or contractual constraints.

(b) We determine that there is sufficient evidence that significant group credit stress has had
minimal impact on the entity's credit profile, and that we do not expect it to have a material
negative influence going forward.

With respect to our assessment of insulation of captive finance subsidiaries, we could view a
captive finance entity as operationally separated from the group when it is able to stand on its own
by taking over or subcontracting certain functions previously provided by other group entities.
Given the nature of a captive finance entity's business model, we would expect it to retain
commercial ties with its group.

The potential ICR of a bank subsidiary is typically not subject to a cap linked to the GCP where
either: (i) the entity's SACP plus the potential for government support is above the GCP because it
is of high systemic or moderate systemic importance (according to "Banks: Rating Methodology
and Assumptions"), in the country where it is domiciled; or (ii) the entity's SACP plus the potential
for ALAC support is above the GCP (see ALAC criteria). However, where we expect the nature and
extent of extraordinary negative group intervention could impact the entity's creditworthiness,
although to an extent sufficiently limited that a cap linked to the GCP would not apply, we may
apply a one-notch negative adjustment when determining the potential ICR. This adjustment is to
better capture our holistic view of potential extraordinary negative group intervention.

Holding Companies

For holding companies of corporate groups and nonregulated nonbank financial institutions, the
ICR is typically the same as the GCP. For intermediate holding companies of corporate groups and
nonregulated nonbank financial institutions, the ICR is typically the same as the rating on its core
operating entities.

Holding companies of prudentially regulated financial services groups

Holding companies are typically reliant on dividends and other distributions from operating
companies to meet their obligations. The rating of holding companies of prudentially regulated
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financial services groups reflects the difference in their creditworthiness relative to the group's
operating entities. The rating differential is mainly due to the increased credit risk that arises from
possible regulatory constraints to upstream resources and potentially different treatment under a
default scenario.

For holding companies of prudentially regulated financial institution groups, the ICR is generally:
- One notch lower than the GCP if the GCP is 'bbb-' or higher; or

- At least two notches lower than the GCP if the GCP is 'bb+' or lower.

For holding companies of insurance groups, the ICR is generally:

- Two notches lower than the GCP if potential regulatory restrictions to payments are considered
low in jurisdictions accounting for the majority of distributions (typically as measured by
dividends, cash flows, or earnings) from operating entities to the holding company; or

- Three notches lower than the GCP if potential regulatory restrictions to payments are
considered high in jurisdictions accounting for the majority of distributions (typically as
measured by dividends, cash flows, or earnings) from operating entities to the holding
company.

’5. The notching from the GCP to derive the ICR of a holding company of a financial services group

may be narrower than the standard notching in paragraphs 73 or 74, or potentially eliminated, if:

- The holding company directly controls multiple material operating units that are sufficiently
diverse and independent such that the suspension of cash flows from any of its operating
entities would not substantially weaken the holding company's financial position;

- The potential for regulatory restrictions to payments is significantly lower than we typically
observe for prudentially regulated entities and is not adequately reflected in the standard
notching;

- The holding company generates sufficient cash flows from its own business activities or from
unregulated operating subsidiaries to meet its obligations; or

- The potential for regulatory restrictions on distributions from operating entities is mitigated by
our expectation that the holding company will regularly maintain significant unencumbered
cash or high quality liquid fixed income investments to meet its obligations.

. The notching from the GCP to derive the ICR on a holding company of a financial services group
may be wider than the standard notching in paragraphs 73 or 74 if:

- The holding company itself carries significant asset or liability risks that are not fully captured
in our standard notching;

- There are elevated liquidity risks at the holding company, most notably when it has significant
debt maturities and other financial obligations relative to its unencumbered cash and liquid
assets held or to which is has ready access. For example, high double leverage for a financial
institution can reflect elevated liquidity risks;

- There are heightened risks of regulatory constraints or other material restrictions to payments
that are not adequately captured in the standard notching; or

- The GCPis higher than the group SACP owing to external extraordinary support that is not
expected to accrue to the holding company. In this case, we apply the typical notching from the
group SACP rather than the GCP.
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If the GCP is 'b-' or lower, or if notching would otherwise result in a rating of 'CCC+' or lower, the
ICR on a holding company is no lower than 'B-' unless the conditions for an ICR of 'CCC+' or lower
are met (see "CCC criteria").

We typically notch down the ICR on an intermediate holding company of a financial services group
or subgroup from the rating assigned to its core operating entities by applying the same notching
we would to a holding company of the group. We may, however, narrow the notching or potentially
eliminate the notching if we expect the group to provide extraordinary support for the subsidiaries
of the intermediate holding company by investing in the intermediate holding company. We may
widen the notching if there are additional risks relating to cash flows from its operating entities or
risk relating to the expected extraordinary support from the group.

Rating Group Entities Above The Sovereign

The general criteria for rating a group member above the relevant sovereign rating, which is
usually the country of domicile of the group member, are in ratings above the sovereign criteria
(see Related Criteria).

The ICR on a group member is the lower of the potential ICR derived from these criteria or the
relevant foreign currency sovereign rating. This would not be the case, however, in the situations
outlined below, where we determine the group member's ICR as the highest of a, b, or c:

(a) If the group member passes the appropriate sovereign stress test (without considering group or
government support), the result from the combination of the potential ICR derived from these
criteria (excluding uplift for group or government support) and the provisions in our ratings above
the sovereign criteria;

(b) For a group member where the relevant foreign currency sovereign rating is lower than 'B-', the
ICRis no lower than 'B-' (unless T&C restrictions in Ratings Above the Sovereign criteria are
applicable) if the conditions for an ICR of 'CCC+' or lower are not met (see "CCC criteria"); or

(c) If we believe the group is willing and able to sufficiently support the group member during the
stress associated with a sovereign default, the highest of (i) to (v) below:

- (i) For a group member that has a potential ICR based on a guarantee that meets our credit
substitution criteria, the potential ICR;

- (ii) For a financial institution or insurance group member that has less than 10% exposure to
the jurisdiction of domicile and we consider the risks (e.g. a deposit freeze or monetary-union
exit) associated with that jurisdiction are immaterial, the potential ICR;

- (iii) For core group members of financial institution groups, the lower of the potential ICR
derived from these criteria, or up to two notches above the relevant foreign currency sovereign
rating;

- (iv) For core group members of insurance or corporate groups, the lower of the potential ICR
derived from these criteria, or three notches above the relevant foreign currency sovereign
rating; or

- (v) For highly strategic group members of insurance or corporate groups, the lower of the
potential ICR derived from these criteria, or two notches above the relevant foreign currency
sovereign rating.
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GLOSSARY

ALAC: Additional loss-absorbing capacity. These are securities issued by certain prudentially
regulated entities (see Related Criteria) that can absorb losses at or near non-viability--for
example, in the event of a bank resolution, in a way that reduces the risk of the bank defaulting,
according to our definitions, on its senior unsecured obligations.

Captive finance subsidiary: A captive finance subsidiary (as opposed to a financing subsidiary)
provides financing for the purchase of the group's products. (For a full definition, see "The Impact
of Captive Finance Operations On Nonfinancial Corporate Issuers").

Captive (re)insurer: A member of an insurance, corporate, or financial institutions (Fl) group that
mainly insures risks of other group entities. Captive (re)insurers typically show a very high degree
of integration with a group's financial and risk management strategy.

Double leverage (for financial institutions only): We define double leverage (DL) for Fl groups as
holding company investment in subsidiaries divided by holding company (unconsolidated)
shareholder equity. Holding companies often issue hybrid capital securities that build regulatory
capital. They invest the proceeds in operating subsidiaries as equity or as similarly structured
hybrid securities. We calculate DL in two ways: (1) with a common equity double-leverage measure
that treats hybrid capital as debt, and (2) with a total equity double leverage measure that treats
hybrid capital as equity.

Equity affiliate: Also defined in our corporate criteria as "unconsolidated equity affiliates." These
are entities that are not consolidated in an issuer's financial statements. Therefore, the earnings
and cash flows of the affiliate are not typically included in our primary metrics (see "Corporate
Methodology").

Extraordinary negative intervention: Potential extraordinary negative intervention by one or more
members of a group. Examples include the extraction of unexpected extraordinary dividends or
asset or cash stripping the issuer at the behest of the group to service other obligations of the
group.

Extraordinary support: We consider support as extraordinary when it is entity specific,
nonrecurring, and typically related to financial stress at the entity. Examples include but are not
limited to recapitalization with common equity or hybrids, liquidity injections to the group
member, or one-off transfers of risk from the group member.

Financial institution: Entities that are in-scope for our bank and nonbank Fl methodologies.
Financial services sector: Consists of financial institutions and insurance companies.

Financial sponsor: We define a financial sponsor as an owner that does not have a long-term
strategic interest in a company. Rather, the financial sponsor is a financial investment firm
primarily motivated to increase the value of its investment by improving its management, capital,
or both, typically with the ultimate goal of liquidating the investment. Financial sponsors include,
but are not limited to, private-equity firms, hedge funds, and venture capital firms.

Holding company (may also be referred to as a group parent): A legal entity that is the owner of at
least one group member that conducts business activities, though it may not carry out its own
business activities (e.g. a non-operating holding company). A holding company may also provide
services to subsidiaries such as investment and treasury management.

Insurance company (or insurers): Entities that are in scope for our insurance ratings
methodologies.

Intermediate holding company: A legal entity that is a group member and legal owner of at least
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one other group member that conducts business activities, though it may not carry out its own
business activities.

Parent: An entity with controlling or joint-control interest in another entity or a joint venture.

Prudentially regulated: This refers to the regulation of a financial services entity by one or more
regulatory authorities who set standards for, among other things, capital adequacy and potential
restrictions on distributions. We generally regard banks and insurers as prudentially regulated
sectors.

IMPACT ON OUTSTANDING RATINGS

We are revising our group rating methodology to provide greater clarity and transparency, and
enhance cross-sector consistency. While the underlying fundamentals remain the same, the new
criteria also increases scope for analytical adjustments.

The new criteria includes the following analytical changes:

- agreater scope for analytical adjustments in how we determine the group SACP, particularly for
cross-sector groups and those with insulated group members;

- agreater scope for analytical adjustments in how we determine the group status of group
members;

- the ability to apply a one-notch adjustment for highly strategic and for strategically important
entities for a modest sub-set of issuers where the gap between the GCP and the SACP is at
least seven notches;

- greater alignment in our treatment of insulated entities across sectors;

- aclarifying change to the term "Unsupported GCP" (under the former criteria), which is now
broadly equivalent to "group SACP" in the new criteria;

- foragroup member where the relevant foreign currency sovereign rating is lower than 'B-', we
have established that the ICR can be no lower than 'B-' (unless transfer and convertibility
restrictions are applicable) if the conditions for an ICR of 'CCC+' or lower are not met;

- forinsurers, we have changed the reference point for rating above the sovereign (from local
currency to foreign currency sovereign rating) and we now allow highly strategic entities to be
rated up to two notches above the relevant sovereign rating, to bring greater alignment across
sectors;

- forinsurers, we have removed explicit sovereign limitations for branches and guaranteed
entities to enhance cross-sector consistency;

- we have provided greater scope for analytical adjustments to widen or narrow notching of
holding companies of prudentially regulated financial services groups;

- we now allow a one-notch negative adjustment when determining the potential ICR of certain
bank subsidiaries that we rate above the GCP; and

- we have widened the scope of analytical adjustments to rate a core group member of an Fl
group up to two notches above the relevant foreign currency sovereign rating based on uplift for
group support.

The potential rating impact of the new criteria on issuer credit ratings differs by sector.

The criteria could lead to modest credit rating actions on no more than about 2% of ratings in the
insurance sector, with more upgrades than downgrades. The potential rating actions are mostly
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due to changes relating to rating issuers above the sovereign rating. Other, mostly single-notch
rating actions, will mostly result from greater scope for analytical adjustments in the criteria.

00 The criteria could lead to modest issuer credit rating actions in the corporate and infrastructure

sector, where we anticipate rating actions for about 1% of the rated universe. We expect a more
pronounced rating impact in the infrastructure sector in particular, where we anticipate rating
actions for up to about 4% of those entities. The clear majority of anticipated rating actions in the
corporate and infrastructure sectors will be limited to an upgrade of one notch and primarily in the
regulated utilities sector, where we have changed how we assess insulation that is sufficient for a
potential ICR that is one notch higher than the GCP.

The criteria could lead to extremely modest (under 1%), and mostly positive rating actions in the
financial institutions sector. Where rating actions will occur, we anticipate that they will be mostly
limited to upgrades and downgrades of one notch as a result of greater scope for analytical
adjustments in the criteria.

We do not expect the criteria to affect the ratings on U.S. public finance and international public
finance entities.

RELATED PUBLICATIONS

Superseded Criteria

- Group Rating Methodology, Nov. 19, 2013.

Related Criteria

- Insurers Rating Methodology, July 1, 2019

- Guarantee Criteria, Oct. 21, 2016

- TheImpact Of Captive Finance Operations On Nonfinancial Corporate Issuers, Dec. 14, 2015
- Methodology: Investment Holding Companies, Dec. 1, 2015

- Bank Rating Methodology And Assumptions: Additional Loss-Absorbing Capacity, April 27,
2015

- Rating Government-Related Entities: Methodology And Assumptions, March 25, 2015
- Corporate Methodology, Nov. 19, 2013

- Ratings Above The Sovereign--Corporate And Government Ratings: Methodology And
Assumptions, Nov. 19, 2013

- Methodology: Timeliness Of Payments: Grace Periods, Guarantees, And Use Of 'D' And 'SD'
Ratings, Oct. 24, 2013

- Assessing Bank Branch Creditworthiness, Oct. 14, 2013

- Criteria For Assigning 'CCC+', 'CCC', 'CCC-', And 'CC' Ratings, Oct. 1, 2012

- Guarantee Default: Assessing The Impact On The Guarantor's Issuer Credit Rating, May 11,
2012

- Banks: Rating Methodology And Assumptions, Nov. 9, 2011
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- Principles Of Credit Ratings, Feb. 16, 2011
- Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010

Related Guidance

- Guidance: General Criteria: Group Rating Methodology, July 1, 2019
This report does not constitute a rating action.

These criteria represent the specific application of fundamental principles that define credit risk
and ratings opinions. Their use is determined by issuer- or issue-specific attributes as well as S&P
Global Ratings assessment of the credit and, if applicable, structural risks for a given issuer or
issue rating. Methodology and assumptions may change from time to time as a result of market
and economic conditions, issuer- or issue-specific factors, or new empirical evidence that would
affect our credit judgment.
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CITY OF EL PASO, TEXAS
FRANCHISE ASSIGNMENT APPLICATION

Below are El Paso Electric Company’s (“EPE”) supplemental responses to the Franchise
Assignment Application it filed with the City of El Paso, Texas, (“City”) on September 20, 2019.
Additionally, please find EPE’s response to the City’s revision to Question V.O.

Question IL.E.

E. File as Exhibit A, a map marked with the proposed encroachment and encroachment route.

Please refer to Exhibit A.

Question ILF.

F. If an encroachment is to be placed in, upon or along City streets and right-of-way, submit
documentation of the distance (footage measurement and, as applicable, mileage) of the
encroachment to be made.

Please refer to Exhibit A.

Question 11.G.

G. If an encroachment is to be placed across City streets, provide a list of all street crossings.
Please refer to Exhibit A.

Question 11.H.

H. Provide documentation by site of any and all of the AA’s cable, pipes or other encroaching
materials in El Paso, which are currently located in any conduit owned by AA or by another
company or individual.

Please refer to Exhibit A.

Question I1.J.

J. Provide a copy of state-issued certificate of public convenience and necessity for the
proposed service(s) to be provided.

Please refer to Exhibit J, Attachment 5.

Question 11.K.

K. If AA, or any parent or affiliated company of AA, or any part to this application is a
franchise assignment applicant, franchisee or licensee in any other county or municipality



in any state, including Texas, for the same or similar type of franchise that AA is seeking,
supply the following information for each such county or municipality as Exhibit B:

the name of the municipality, county, and state;

the interest of the applicant or franchisee or licensee;

if franchisee or licensee, the date franchise or license was acquired;

if franchisee or licensee, the date franchise or license expires;

a copy of state-issued certificate of public convenience and necessity;

the date of FCC certification, EPA licensing, or other certification;

the percentage of construction completed; and

a copy of each franchise application, franchise and license on file in any other
municipality in any state, including, Texas.

e Ao e

Please refer to Exhibit B.

Question V.C.1.a

1. Attach as Exhibit C a copy of:
a. the latest annual report to stockholders;
Please refer to Exhibit C.

Question V.C.2.

2. Attach as Exhibit D a list of creditors who hold 10% or greater of the outstanding
indebtedness as of the date of this application and supply the following information
concerning each listed creditor.

a. the name of each creditor holding such indebtedness;
b. the amount of indebtedness in dollar held by such creditors;
c. the percentage of total indebtedness held by such creditors; and

d. copies of the terms of each debt agreement with such creditor.

No single creditor holds 10% or greater of the outstanding indebtedness of EPE.

Question V.F.

F. For each corporation, individual, or legal entity having a 10% or greater ownership interest
in the AA:

1. indicate the name and the percentage of stock owned or other ownership interest
owned by such corporation, individual or legal entity; and



The equity owners of EPE with a greater than 10% interest are BlackRock, Inc. (15.74%)
and The Vanguard Group (11.36%). These numbers were reported in EPE’s Securities and
Exchange Commission Form [3F and Form 13D, filed on September 30, 2019, and
October 11, 2019, respectively.

2. list the name, business address and business telephone number for each officer,
director or 10% or greater stockholder of a legal entity named above and for each
partner of a partnership named above.

Please refer to Exhibit J, Attachment 6

Question V.O.

0. State whether voluntary proceedings in bankruptcy have ever been brought against the AA
or any party to this assignment application and any other respective franchising authority.

EPE filed for bankruptcy protection on January 8, 1992, and emerged from bankruptcy on
January 9, 1996.

Question VL.F.

F. Attach as Exhibit H a copy of any contract(s) or proposed contract(s) or plan(s) with other
companies for pole attachments or other facilities including signal carriage in either
direction for the proposed system.

Please refer to Exhibit H.



CITY OF EL PASO, TEXAS
FRANCHISE ASSIGNMENT APPLICATION

STATEMENT UNDER THE FRANCHISE ASSIGNMENT APPLICATION
DESIGNATING CONFIDENTIAL MATERIALS

The undersigned attorney for El Paso Electric Company (EPE) submits this statement
under the Supplemental Franchise Assignment Application regarding Exhibit A and Exhibit H.
Material provided in these responses is exempt from public disclosure pursuant to sections
552.101, 552.104, and 552.110 of the Public Information Act (PIA) as confidential information.

Exhibit A is exempt from public disclosure in accordance with sections 552.101, 552.104,
and 552.110 of the PIA, while Exhibit H is exempt due to sections 552.101 and 552.110. Exhibit
A contains “information related to critical infrastructure” as that phrase is understood in Texas
Government Code section 418.181. Moreover, both Exhibit A and Exhibit H contain information
that qualifies as trade secrets, as the information is not generally known and provides a commercial
advantage to its owner. Additionally, if the information contained in both exhibits was released it
would give advantage to a competitor.

The undersigned counsel for EPE has reviewed the information described above
sufficiently to state in good faith that the information is exempt from disclosure under the Public

Information Act and merits the confidential designation given to it.

Respectfully Submitted,

Matthew K. Behrens

State Bar No. 24069356

Senior Attorney
matthew.behrens@epelectric.com
El Paso Electric Company

P.O. Box 982

El Paso, Texas 79960
Telephone: (915) 543-5882
Facsimile: (915) 521-4747




EXHIBIT A
PROPOSED ENCROACHMENT AND
ENCROACHMENT ROUTES

CITY PROVIDED TEMPORARY ACCESS TO ELECTRONIC FILE ROOM FOR REVIEW

DOCUMENTS CONTAIN HIGHLY SENSITIVE AND CONFIDENTIAL CRITICAL
INFRASTRUCTURE INFORMATION



EXHIBIT B

OTHER FRANCHISES AND CERTIFICATIONS
Attachment 1 — City of San Elizario, Texas
Attachment 2 — Town of Anthony, Texas
Attachment 3 — Town of Clint, Texas
Attachment 4 — Town of Horizon City, Texas
Attachment 5 — Town of Socorro, Texas
Attachment 6 — Town of Van Horn, Texas
Attachment 7 — Village of Vinton, Texas
Attachment 8 — Ysleta del Sur Pueblo
Attachment 9 — City of Anthony, New Mexico
Attachment 10 — City of Las Cruces, New Mexico
Attachment 11 — City of Sunland Park New Mexico
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ATTACHMENT 1
CITY OF SAN ELIZARIO, TEXAS

1. the name of the municipality, county, and state;

City of San Elizario, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

January 27, 2017
4, if franchisee or licensee, the date franchise or license expires;

January 27, 2047

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 1.



























ATTACHMENT 2
TOWN OF ANTHONY, TEXAS

1. the name of the municipality, county, and state;

Town of Anthony, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

November 27, 2007
4, if franchisee or licensee, the date franchise or license expires;

November 27, 2027

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 2.



ORDINANCE M

AN ORDINANCE OF THE TOWN OF ANTHONY, EL PASO COUNTY, TEXAS DULY
AND LEGALLY INCORPORATED UNDER THE GENERAL LAWS OF THE STATE OF
TEXAS, GRANTING TO EL PASO ELECTRIC COMPANY, A CORPORATION, ITS
SUCCESSORS AND ASSIGNS, A FRANCHISE WITH THE RIGHT TO ACQUIRE,
CONSTRUCT, ERECT, MAINTAIN, REPAIR, RECONSTRUCT AND OPERATE AN
ELECTRIC LIGHT AND POWER PLANT AND SYSTEM IN ANTHONY, TEXAS, AND TO
ERECT, MAINTAIN, CONSTRUCT, OPERATE AND INSTALL A SYSTEM OF POWER
LINES OVER, ACROSS, UPON, ALONG AND UNDER THE PRESENT EXISTING AND
HEREAFTER CONSTRUCTED HIGHWAYS, PUBLIC ROADS, STREETS, ALLEYS,
BRIDGES, VIADUCTS, PUBLIC GROUNDS, PUBLIC PROPERTY AND PUBLIC PARKS
AND PLACES IN THE TOWN OF ANTHONY FOR THE PURPOSE OF TRANSMITTING
AND DISTRIBUTING ELECTRIC POWER TO THE INHABITANTS WITHIN THE SAID
TOWN FOR DOMESTIC AND INDUSTRIAL PURPOSES FOR A TERM OF TWENTY
YEARS TO EXPIRE ON THE th DAY OF , TWO THOUSAND TWENTY
SEVEN (2027) AND PROVIDING FOR A CONSIDERATION FOR THE FRANCHISE AND
FOR REGULATIONS BY THE TOWN GOVERNING THE CONDUCT, OPERATION,
SERVICE AND RATES OF SAID COMPANY, AND THE DURATION AND
TERMINATION OF THE FRANCHI SE.

BE IT ORDAINED BY THE TOWN COUNCIL OF THE TOWN OF ANTHONY, TEXAS AS
FOLLOWS:

SECTION I. The word "Grantee" as employed in this Ordinance shall denote and mean El Paso
Electric Company, a Texas corporation, its lessees, associates, successors and assigns.

The word "Grantor" as employed in this Ordinance shall denote and mean the incorporated Town
of Anthony, El Paso County, Texas.

The words "Town Council" as employed in this Ordinance shall denote and mean the present
Town Council and successors elected as provided by law in the Town of Anthony, El Paso
County, Texas, or the incumbents of any office or offices hereafter created by law or by charter
performing the same or similar function.

SECTION II. (a). The Grantee, its successors and assigns shall be and are hereby granted a
franchise for a period of twenty years, with full right, power and authority to acquire, erect,
construct, extend, maintain, repair, reconstruct, remove and change poles, wires and any and all
other necessary apparatus and appliances within the corporate limits of the Town as they now
exist or as hereafter extended, for the purpose of generating, transmitting and distributing to said
Town and its inhabitants electricity for light and power, and for said purposes it is granted the
right and privilege to enter upon and use the streets, avenues, highways, underpasses, alleys,
public parks and other public grounds and places of said Town to erect, construct, operate,
maintain, repair and remove such poles, wires, apparatus, appliances, connections and
attachments as may be necessary and proper, subject to the terms hereinafler provided, and
authority is likewise granted to lay underground wires, cables and conduits in the streets, alleys



and highways and to break up the surface thereof and to make proper excavations and lay
conduits and duct systems under the streets and sidewalks.

All work done in the streets, alleys, highways or other public grounds of the Town by the
Grantee shall be performed with reasonable diligence, and it shall within a reasonable time
restore the streets, alleys and public grounds excavated by it to their original condition as nearly
as possible; and said work shall be done, subject to the approval and supervision of the Town or
some official designated by it, provided that in laying all conduits, wires or other such structures
and in the repairing of same the Town shall be held harmless from all damages on account of any
excavalions for conduits and other structures, and the Grantee shall assume all liability or risk of
damage to persons or property which may arise from negligence in the construction or operation
of any or all of said plant or plants and shall save the Town, its officers and agents harmless from
any and all liability which may arise or be incurred from the erection, construction or operation
of same.

There is also granted to the Grantee, El Paso Electric Company, the franchise and the right, if it
so elects, to erect, operate and maintain an electric light and power generating plant in the said
Town of Anthony, Texas.

(b). The right, license and privilege and permission is given to the Grantee to trim trees
upon and overhanging the streets, alleys, sidewalks and public places of the Town so as to
prevent the branches of such trees from coming in contact with the wires or cables of the Grantee
and when so ordered by the Town said trimming shall be done under the supervision and
direction of an officer or agent of the Town to whom said duty has been or may be delegated by
the Council or Board of Aldermen.

SECTION III. The Town Council may require the placing of electric lines located upon or to be
located upon or crossed any public street or highways of any town in the business area as
described in Exhibit A, attached hereto and hereby incorporated by reference, underground and
conduits wherever public travel, public safety and convenience in the use or occupation of such
public street or sireets or highways shall reasonably require, but in the event of exercising this
right the Grantee shall have the right to increase any rates to meet any expenses in connection
with the construction, and when this might be cxercised it shall be by Ordinance and the Town
may likewise by proper action of the municipal council have the right to require the relocation of
any poles, lines, conduits and other appliances for the transmission of electricity to conform to
changing, improving or widening of streets and public alleys and the alteration of the course and
with thereof, or where necessary to provide for the lane or changing of water lines, sewer lines,
or other public utility lines owned by the Town and where the cost of making such changes in the
relocation of poles, lines, conduits and other appliances for the transmission of electricity so
required the Grantee shall be entitled to an increase in its rates.

SECTION IV. The Town of Anthony grants unto the Grantee herein its successors, lessees, and
assigns the right to operate and control all meters, wires, appliances or appurtenances owned by
it, and in the case of a refusal or failure on the part of any customer to pay the proper charges for
current consumed or to observe the established rules and regulations of the Grantee to disconnect
its service and wires from the premises of the consumer and to remove all meters and other



materials, appliances or appurtenances furnished for service and owned by it; provided that the
Grantee shall in connection with the fumishing of current upon the demand of any customer or
user of electric power or current upon request of any consumer have any meter read and tested as
provided under Texas law at its own cost and expense if such test shal]l determine incorrectness
of or defect in the meter, but if the meter test shows no incorrectness or defect in the meter, then
the cost of making said test shall be at the expense of the consumer so requesting said test and
reading.

SECTION V. The Grantee may be required to extend its lines for service for light or power to
any person, {firm or corporation within the corporate limits where it is economically sound to do
s0 and where there will be a reasonable and compensatory retumn upon the expense of making
such extension.

The Grantee shall abide by the provisions of this franchise and any authority granted to the Town
of Anthony by the State Legislature under its charter provisions and any lawful Ordinances of
the Town enacted pursuant thereto. :

SECTION VI. All current for light, heat or power shall be upon a meter basis, except in such
cases as where a flat rate is established for certain classes of service, but the flat rate shall not be
compulsatory and the right may be reserved by any customer to demand service through a meter
in any class of service to which it otherwise would be entitled and obtain current for light, heat,
or power at metered rates for any of the different classes of scrvice, provided that it fumishes
proper security for prompt payment of bills when due. However, the Grantee shall not be
obligated to furnish meters for the purpose of enabling customers to check energy used by them
in or for different departments on the same premises and for the benefit of customers only. Such
meters shall be fumished by customers at their own cost and expense.

SECTION VIL The Grantee shall not discriminate between its consumers, that is, it shall charge
all consumers in the same class the same rate for the same service; provided that special rates
may be made by said Grantee where it may become necessary to meet competition with other
light, heat or power service of any person; firm or corporation operating in the Town of Anthony,
Texas.

Where authorized by the general laws of Texas, the Town may regulate and fix rates and charges
allowed and required to be paid by customer such charges and rates to provide a reasonable and
fair return upon the fair value of the Grantee's investment.

SECTION VIII. Grantee may establish optional rates and where applicable, the consumer
reserving the option shall be bound thereby:.

SECTION IX. The Grantee may require the payment of a reasonable deposit on the part of a
customer as a condition precedent to furmishing service in accordance with the general laws of
Texas.



Section X. Grantee may require of consumer the right of ingress to and egress from the premises
of the consumer for the purpose of installing, moving, changing and reading meters and for the
purpose of testing same in this connection at any reasonable time.

SECTION XI. Grantee may refuse to supply electric service to any person, firm or corporation
demanding or applying for service unless such person, firm or corporation agrees to use the
service furnished by the Grantee for its own use and legitimate purposes and in no event for
resale without the express consent of the Grantee, and in the event that any customer violates
said provisions Grantee may disconnect and discontinue service, as well as disconnect or
discontinue any service to any consumer who is in arrears in the payment of his bill for service.

SECTION XILI. (a). Grantee, its successors and assigns for and in consideration of the granting of
this franchise and as rental for the occupation and use and easement over, upon and beneath the
streets, highways, alleys, parks and other public places in the Town of Anthony as aforesaid shall
pay quarterly to the Town a total aggregate sum of 3.25% of the gross receipts of the Grantee, its
successors, lessces and assigns beginning with the date hereinafter set forth during all the time
this provision shall remain in force and effect derived from the sale of electricity, used or
consumed within the corporate limits of the Town of Anthony, such gross receipts to consist of
the total amount received from users of electricity for light, heat and power within the corporate
limits of the Town under the Grantee's rights for electricity furnished to the Town of Anthony,
Texas, excepting therefrom such receipts for electricity furnished the Town and all municipal,
county, state and Federal agencies and institutions. Such payment shall be based on said gross
quarterly receipts beginning on meter readings commencing January 2, 2008, and said payments
shall be made to the Town on or after the expiration of 30 days from and after the first day of
January, April, July and October for the preceding quarter of each and every year, from and after
and during all the time this provision shall remain in force and effect.

(b). For the purpose of determining said revenue, the revenue accounts of the Grantee
shall at all reasonable times be subject to inspection by duly authorized Town officials and said
payments shall be made in lieu of any and all other franchise, privilege, pole, easement, wire or
instrument, occupation, excise or revenue taxes, and all other exactions except general ad
valorem property taxes upon business, revenues, property, poles, wire instruments, conduits,
pipes, fixtures or other appurtenances of the Grantee and all other property or equipment of the
Grantee or any part thereof in said Town during the term of this franchise; provided that anything
to the contrary notwithstanding, said payments shall continue only so long as the Grantee is not
prohibited from making such payments by any lawful authority having jurisdiction in the
premises, and so long as the Town does not impose, charge, levy or collect any other franchise,
license, privilege, occupation, excise or revenue taxes, and if any lawful authority having
jurisdiction in the premises hereafter prohibits said payments or if the Town does impose, levy,
charge or collect or attempt to impose, charge, levy or collect any such other franchise, license,
privilege, occupation, excise or revenue tax or other exactions or charge other than ad valorem
taxes, the obligation to make such payments hereinabove provided for shall forthwith cease.

SECTION XIII. This franchise shall be accepted by the Grantee in writing within thirty (30) days
from its passage and approval; and it is hereby made an essential condition in the granting of this
franchise and in its use and enjoyment by the Grantee, its successors, lessees and assigns of the



franchise and the rights and privileges hereby granted, shall be the acceptance by the Grantee, its
successors, lessees and assigns of all the conditions, reservations and restrictions herein provided
and contained; and when this franchise has been accepted as aforesaid this Ordinance shall be
and become a contract duly executed by and between the aforesaid Town of Anthony and said
Grantee,

SECTION XIV. Upon the passage, approval and acceptance of this franchise, the same shall take
effect and be in force for the period of twenty years from and after the adoption and approval of
this Ordinance and its acceptance.

SECTION XV. Nothing herein contained shall be construed as giving to the Grantee any
exclusive franchise.

SECTION XVI, If any section, paragraph, subdivision, clause, phrase or provision of this
Ordinance shall be adjudged invalid or unconstitutional, the same shall not affect the validity of
this Ordinance as a whole or any part or provision thereof, other than the part so decided to be
invalid or unconstitutional.

SECTION XVII. This Agreement is subject to, and shall be interpreted to conform with, all
applicable laws, rules, orders, and regulations, including, but not limited to, the laws, rules,
orders, and regulations of the Public Utility Commission of Texas. Any changes in applicable
laws, rules, orders, or regulations shall become effective with regard to this Agreement, and any
other agreements made pursuant to it, as of the effective date of the law, rule, order, or
regulation. This Agreement shall terminate if EPE is required by any law, rule, order, or
regulation to cease providing one or more of the services or obligations EPE agrees to perform
pursuant to this Agreement.

PASSED AND APPROVED THIS Q’ﬁ DAY OF D&a Q

M Jnanco %Wmm

ATTEST: (seal) Name Title

r)%&ﬁw//ﬁ/ IAAA—

Offied Manager

Accepted:

&%\W oz/af//&‘aoﬁ

T Ak Bates Date
Interim President and CEQ
El Paso Electric Company




RIDER RELATING TO BOUNDARIES,
EXHIBIT A TO SECTION III OF FRANCHISE

Bounded on the north by the Texas-New Mexico State Line, on the west by the easterly property
line of the Santa Fe Railway right of way, on the south by the southerly line of Magnolia Street
and on the east by the westerly line of the first alley or street east of Main Street, which is also
known as U.S. Highway 80. In the block bounded by Main Street, Franklin Street, South Third
Street and Tamarisk Street and in the block between Poplar Street and Magnolia Street where no
public alley now exists, the easterly boundary line shall be approximately 150 feet east of the
east linc of Main Street.



ATTACHMENT 3
TOWN OF CLINT, TEXAS

1. the name of the municipality, county, and state;

Town of Clint, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

November 13, 2007
4, if franchisee or licensee, the date franchise or license expires;

November 13, 2037

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 3.



ORDINANCE GRANTING A FRANCHISE TO
EL PASO ELECTRIC COMPANY

BE IT ORDAINED BY THE TOWN COUNCIL OF THE TOWN OF CLINT:

Section 1. Grant. There is hereby granted to El Paso Electric Company (the

"Company"), a Texas corporation, its successors and assigns, for the term of thirty (30) years
from the effective date of this ordinance, a franchise to construct, reconstruct, repair, maintain,
usc and operate in, over, or under the present and future streets, alleys, public ways, parks, and
public places of the Town of Clint (the "Town") facilities for the transmission and distribution of
clectrical energy for the use of the Town and the inhabitants thereof and properties therein, with
all usual and customary appurtenances for such transmission and distribution. Provided, this
franchise does not include places where the Town's authority to permit such installations is or
hereafter may be withdrawn by the State, or where the Texas Highway Department or other State
agency constructs or maintains such public facility or place and lawfully excludes the authority
of the Town to permit such public utility installations therein.

Section 2. Police Power. Work dong in connection with th;: construction, repair,
maintenance and operation of such facilities is subject to the continuing police power of the
Town, and the Company shall comply with all present and future laws, ordinances and
regulations, except such as conflict with any provision hereof lawfully surrendering the Town's
authority.

The Town shall have power at any time to require. The Company to remove and abate at
its own expense any installation or structure that is dangerous to life or property, and in case the
Company, after notice, fails or refuses to act, the Town shall have the power to remove or abate
the same at the expense of the Company, all without compensation or liability for damages to the

Company.




The Town shall have the power at any time to require the Company to change the route
and position of its poles, lines, conduits or other construction at the. Company's expense when
the Town Council (the "Council") shall find, by resolution, that such change is necessary in the
closing, opening or relocation of streets or alleys, or water or sewer lines, the changing of grade
of streets or alleys, the construction and maintenance of parks and public improvements, the
construction of private buildings, the construction or use of driveways, and under other
conditions which the Council shall find necessary under the lawful exercise of its police power.
Provided, however, the Company shall be entitled to be paid for its costs and expense of any
relocation, raising or lowering of its poles, lines, conduits or other construction required by the
Town if such expenses or costs are reimbursable or payable to the Company or to the Town by
the State of Texas, the United States, or any agency or subdivision of either, whether directly or
indirectly, or by any other party. The Town shall not be liable to the Company for any damages
to poles, lines, conduits or other construction occurring in the change of the grade of streets,
alleys or public places after notice to the Company. The Town shall use its best reasonable
efforts to consult and confer with the Company before requiring any such relocation, raising or
lowering, with a view to accomplishing the result reasonably and economically.

The Company shall promptly restore to as good condition as before working thereon, and
to the reasonable satisfaction of the Town, all streets excavated by it, The Company shall never
tear up nor excavate any pavement or street at any time without first obtaining permission of the
Town, but such permission shall be given if the proposed excavation is necessary and in
accordance with this franchise.

Section 3. Interference with Public or Private Property. All poles placed within the

Town and all excavations or other construction in the streets, alleys or public places shall be



done as to interfere as little as possible with the use of streets, alleys and public places and with
the use of private property, in accordance with any direction given by or under the authority of
the Council under the police and regulatory power of the Town. Future installations of the
Company shall not conflict with then existing gas pipes, water pipes, telephone lines or conduits,
or sewers, except with the consent of the Town. Nothing herein shall be construed in any way to
restrict or imit the Company's right of eminent domain as to private property.

Section 4. Trimming Trees. The Company may trim trees upon and overhanging the

streets, alleys, sidewalks and public places of the Town so as to prevent the branches of such
trees from coming in contact with the wires or cables of the Company. When so ordered by the
Town, such trimming shall be done under the supervision and direction of any Town official to
whom such duty may be delegated. The Council may require pole lines that border on public
parks to be relocated or removed to adjacent alleys.

Section 5. Wire Changes to Permit Moving of Structure. The Company on request of

any person shall remove or raise or lower its wires temporarily to permit the moving of houses or
other bulky structures. The expense of such temporary removal, raising or lowering of wires
shall be paid by the benefited party or parties, and the Company may require such payment in
advance. The Company shall be given not less than forty-eight hours advance notice to arrange
for such temporary wire changes.

Section 6. Furnishing Service. The Company shall furnish service under fair rules and

regulations (which rules and regulations shall be subject to supervision and control of the
Council) to any person, firm or corporation which shall demand service within the Town, upon

such terms and conditions as may be required by the Town, and shall make connections therefor



on demand without unreasonable delay, provided that the extension of service demanded is not
prohibited by State or Federal law.

The Company shall have the right to operate and control all meters, wires, appliances and
appurtenances owned by the Company. In case of refusal or failure on the part of any customer
to pay the Company proper charges for electricity consumed, or to observe reasonable rules and
regulations established by the Company, the Company shall have the right to disconnect its
service and wires to the premises of such customer and to remove all facilities furnished and
owned by the Company.

Section 7. Other Utility Installations. The Town reserves the right to install and permit

to be installed gas, water and other utility lines and do and permit to be done any work that may
be deemed necessary or proper by the Council in, across, over or under any strect, alley, or
public place occupied by the Company and to change any curb or sidewalk or the grade of any
street. In doing or permitting such work, the Town shall not be liable to the Company for any
damage so occasioned. Provided, however, the Town shall not require the Company (except as
provided in Section 2) to move its lines entirely from any street, alley, or public place. lf the
Town shall require the Company to adapt or conform its lines or in any way or manner to alter,
relocate or change its property to enable any other corporation or person except the Town to use
with greater convenience such street, alley, or public place, the Company shall not be bound to
make any such changes until such other corporation or person shall have undertaken with solvent
bond to reimburse the Company for any loss and expense which will be caused by or arise out of
such change, alteration or relocation of the Company property provided, however, that the Town

shall never be liable for such reimbursement.



Section 8. Indemnification. The Company shall indemnify and save the Town harmless

from all claims, demands or causes of action against the Town for injury to persons or property
occasioned by or arising out of the construction, reconstruction, maintenance, repair or operation
of its system or by the conduct of its business in the Town.

Section 9. Quality of System and Service. The Company shall construct, install and

maintain its system with economical and up-to-date apparatus and equipment in reasonable
operating condition at all normal times. The service shall be sufficient to meet all reasonable
demands without undue interruption or fluctuation, except when interrupted, prevented, or
impaired by fires, strikes, riots, war, storms, floods, State or Federal restrictions, or other
occurrences beyond the control of the Company, in any of which events the Company shall do
all things reasonably within its power to restore normal, efficient and economical service.

Section 10. Reports. The Town shall have the right to keep informed as to the

construction, reconstruction, maintenance, repair and operation of the properties of the
Company, and its accounting in connection therewith, as affect the rates charged and service
rendered within the Town, and to keep informed of the reasonableness of the Company's rates.
The Company will furnish such pertinent information as may from time to time be reasonably
required by the Town, and the original records of the Coinpany shall be open to inspection by the
Town at any reasonable time.

Annually not later than March 31, the Company will file with the Town Clerk a detailed
operating statement for the previous calendar year, showing income, expenditures, profit, and
rate of return, and the basis therefor.

Section 11. Rate Regulation. The Town shall have the power to fix and regulate the

rates and charges of the Company so far as not prohibited by law or the Town Charter.



If the Company applies to the Town for an increase in its rates or charges, it shall furnish
the Council with all proof necessary for the Council to act advisedly and shall provide all facts,
data and information demanded by the Council. When such application is made, the Council
may employ such engineers, accountants, attorneys and other special representatives as the
Council may deem necessary in determining the reasonableness of the rates and charges, and the
reasonable compensation and expenses of such investigation and hearing shall be paid by the
Company.

The Company will not resort to any court action with reference to the establishment or
regulation of its rates, charges of service without first making application to the Council and
allowing reasonable time for full investigation and hearing.

If the Town shall order a reduction in rates and the courts shall sustain such rates as set
by the Town or shall approve any rate lower than the rate contended for by the Company, the
rate sustained by the courts shall be retroactive to the date when the rate contended for by the
Town was first ordered by the Town to go into effect, and any excess collected by the Company
shall be refunded to the persons paying the same, and the Company shall pay all costs and
expenses incurred by the Town in preparing for and conducting such litigation, to the extent that
such costs and expenses shall be approved as reasonable by the courts in which such litigation is
tried.

Section 12. Compensation. As full compensation for the rights herein granted, the
Company will pay to the Town annually during the life of this franchise a sum of money equal to

three and one quarter percent (3.25%) of the annual gross receipts for the preceding calendar

year received by the Company from the sale of electric energy within the corporate limits of the



Town. Such annual sum shall be payable on the fifteenth day of February following the year
with respect to which such sum shall be payable.

The consideration set forth above in this section shall be in lieu of any other tax or
charge, by whatever name called, for the privileges granted in this franchise. The Town will not
assess against the Company any additional street rental charge, pole tax, inspection tax, charge
for the occupancy of the places to which this franchise relates under Section 1, or tax on this
franchise as property. This does not bar the Town from assessing against the Company or its
property ad valorem taxes levied on property generally, fees charged generally to the public for
the services of departments or agencies of the Town, excise taxes levied generally, or other taxes,
fees and charges which are general and not compensation for the privileges herein granted.

Should the Town not have the legal power to agree that payment of the foregoing
consideration shall be in lieu of any of the additional taxes or charges as above set forth, the
Town will apply so much of such payment set forth in this section as may be necessary to the
satisfaction of the Company's obligation to pay the additional tax or charge herein agreed to be
waived.

The payment or rendition of the consideration provided in this grant shall not, except as
otherwise provided herein, in any way limit any of the privileges or rights of the Town which it
may now or hereafter have under the Constitution and laws of Texas and the Charter of the
Town.

Section 13. Company's Property Upon Termination of Franchise. Upon termination of
p

this franchise, the Town shall have the option to purchase all of the property of the Company
within the Town (including leases and contracts of the Company pertaining thereto), excepting

cash on hand, in banks and in transit, negotiable securities, and property necessary for the



Company's business outside the Town, such property to be acquired being hereinafter referred to
as the Company's property.

The price to be paid for the Company's property shall be the fair market value thereot on
the date one year prior to the end of the term, subject to the following adjustments:

(a) Change in the amount of current assets (excluding unbilled revenues)
between such date and the end of the term;

(b)  Plus the cost of renewals and replacements and fixed capital additions
made by the Company with the consent of the Town during such year;

(c) Less the amount received by the Company for any property disposed of by
it during such year;

(d) Less the amount of any loss or damage to the Company's property during
such year, in excess of any insurance proceeds or claims for insurance on account thercof
paid over or assigned by the Company to the Town;

{e) Less depreciation computed at two percent of the original cost of
depreciable property averaged as of the first and last day of the last year of the term.

This option shall not be deemed to constitute a lien on the property of the Company, nor
to conflict in any manner with the right of the Company to sell, disposé of, or encumber any or
all of its property, except that any sale, disposal, or encumbraﬁce of the Company's property as
an entirety shall be subject to the option.

The purchase price to be paid by the Town to the Company for the Company's property
shall be the fair value of the Company's property adjusted as aforesaid.

The fair value of the Company's property shall mean the cost of reproduction new thereof

as of the date one year prior to the end of the term of this franchise as the Company's property



then actually exists, but exclusive of any element of value on account of the Company's good
will or going concern value and exclusive also of any value which may attach to this franchise or
any payment made by the Company on account of this franchise, less observed depreciation
(including obsolescence and inadequacy) sustained by the Company's property as of the date one
year prior to the end of the term of this franchise after giving effect to all renewals and
replacements of the Company's property theretofore made by the Company. The Company shail
properly maintain its property during the year preceding the end of the term. The aforesaid
option on the part of the Town is subject to the following conditions:

(1) On the date one year prior to the end of the term, the Town shall notify the
Company in writing that the Town elects to purchase the Company's property as aforesaid.

(2) Promptly after the giving of such notice of election by the Town, the Town and
the Company acting through their duly authorized officers or representatives shall meet and
endeavor to agrec upon the fair value of the Company's property as aforesaid. If the Company
and the Town are unable to agree upon such fair value within one hundred and twenty days after
the date of such notice, then the fair value of the Company's property shall be" determined by a
board of three arbitrators, one of whom shall be appointed by the Town and one by the
Company. The two arbitrators so appointed shall select the third arbitrator. If either party shall
fail promptly to select an arbitrator as aforesaid, such arbitrator shall, upon application of the
other party, be appointed by the Senior Federal Judge of the District having jurisdiction in
El Paso, and if the two arbitrators appointed shall be unable to agree upon and promptly select
the third arbitrator, such third arbitrator shall, upon application of either party, be appointed by
the aforesaid Senior Federal Judge. The three arbitrators so appointed shall each make an oath

fairly and impartially to perform their duties and to make a just award and shall promptly



determine and fix the fair value of the Company's property as of the date one year prior to the
end of the term. Prior to making such determination, the arbitrators shalil hold a hearing, of
whi.ch the Town and the Company shall each be entitled to ten days' notice and at which each
shall be entitled to submit evidence as to the fair value of the Company's property. The findings
of fact and the determination and fixing of the fair value of the Company's property by a majority
of the arbitrators shall beset forth in a written report, a copy of which shall be delivered to the
Town and to the Company respectively and shall be final and binding upon the Town and the
Company if supported by evidence, but either the Town Dr the Company shall have the right to
apply within thirty days after receipt of the report of the arbitrators to have the findings and
determination of the arbttrators reviewed by any court of competent jurisdiction for any
partiality, irregularity or misconduct of the arbitrators in the procedure and conduct of the
hearings, and in receiving or rejecting admissible evidence at the hearings, to which partiality,
irreguiarity or misconduct such party shall seasonably and duly have objected. Any dispute
arising between the Town and the Company as to any adjustments to be made to the fair value of
the Company's property in the determination of the purchase price may likewise be submitted by.
the Town or by the Company to arbitration in the manner aforesaid.

(3) Following the determination of the fair value of the Company's property, then the
Town shall be held and firmly bound to purchase and acquire the Company's property and to
assume its leases and contracts at the end of the term, and the Company shall be held and firmly
bound to convey, transfer and deliver the same to the Town on said option to purchase date, upon
payment to the Company by the Town in cash or by certified check of the purchase price

therefor, determined as herein provided, concurrently with the delivery or tender of delivery by
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the Company to the Town of all necessary deeds, assignments or other instruments in writing to
accomplish the conveyance, transfer and delivery of the same.

(4)  If the Company shall assign this franchise to any other person or corporation
acquiring and duly authorized to acquire, own and operate the Company's property and to carry
on the Company's business as then conducted, such other person or corporation shall execute and
deliver to the Town an agreement in writing to recognize this option on the part of the Town and
to be bound by all of the Company's obligations, liabilities and undertakings under this franchise,
and such other person or corporation shall thereupon be deemed to be substituted for the
Company, and the Company shall stand released from all obligations under this franchise except
such as have already accrued. If the assignee fails to file such agreement within thirty days after
said assignment this franchise shall terminate.

Section 14. Forfeiture. After rcasonable notice and opportunity to be heard, and a

reasonable time for correcting any violation of this franchise, the Council may forfeit this
franchise if the Company fails to maintain its property in good order or to furnish efficient public
service at reasonable rates. If court proceedings are instituted to determine -the legality of such
forfeiture, the losing party will pay the rcasonable expenses, including reasonable attorneys' fees,
incurred by the prevailing party in connection with such litigation. If such forfeiture be accepted
by the Company as valid, or its validity be established by litigation, the Town may give notice of
intent to exercise its option to purchasc the Company's property, as nearly as may be in
accordance with the provisions of Section 12. The right to forfeit the franchise shall be in

addition to the penalties provided by law.
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Section 15. Acceptance. This franchise shall not take effect unless, within thirty days
after its passage and approval, the Company shall file its written acceptance with the Town
Clerk. Upon such acceptance this franchise shall become effective.

Section 16. This Agreement is subject to, and shall be interpreted to conform with, ail
applicable laws, rules, orders, and regulations, including, but not limited to, the laws, rules,
orders, and regulations of the Public Utility Commission of Texas. Any changes in applicable
laws, rules, orders, or regulations shall become effective with regard to this Agreement, and any
other agreements made pursuant to it, as of the effective date of the law, rule, order, or
regulation. This Agreement shall terminate if EPE is required by any law, rule, order, or
regulation to cease providing one or more of the services or obligations EPE agrees to perform

pursuant to this Agreement.

PASSED AND APPROVED this !5 ‘”’*day of 2//7 NS Jor

20l
/{(/};\1} ;’! '(’.'/ e, - -
Mayor
ATTEST:
{t\\udl{i (C—) (LO({)
Town Clerk
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ATTACHMENT 4
TOWN OF HORIZON CITY, TEXAS

1. the name of the municipality, county, and state;

Town of Horizon City, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

April 9, 2019
4, if franchisee or licensee, the date franchise or license expires;

March 31, 2039

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 4.



ORDINANCE NO. 00251

AN ORDINANCE GRANTING A FRANCHISE TO EL PASO ELECTRIC COMPANY TO
MAINTAIN, ERECT, CONSTRUCT, EQUIP, AND OPERATE ITS ELECTRIC UTILITY
BUSINESS WITHIN THE TOWN OF HORIZON CITY, TEXAS ON THE PRESCRIBED
TERMS AND CONDITIONS FOR TWENTY YEARS FOR COMPENSATION EQUAL
TO 3.25% OF GROSS REVENUES, OR AS MAY BE INCREASED TO NO MORE THAN
3.5% AS SET FORTH IN THIS ORDINANCE; AND PROVIDING FOR THE
FOLLOWING: FINDINGS OF FACT; REPEALER; SEVERABILITY; PROPER
NOTICE AND MEETING.

WHEREAS, the El Paso Electric Company is a Texas corporation and a regulated public utility
that operates with the city limits of the Town of Horizon City, Texas, to provide electric utility
services to the Town’s residents and other users; and

WHEREAS, the Town of Horizon City, Texas, is a home rule city and has, in accordance with
chapter 33 of the Texas Utilities Code, exclusive and original jurisdiction over the rates,

operations, and services of the El Paso Electric Company within its city limits; and

WHEREAS, pursuant to state law and the City Charter, the Town of Horizon City may, by
ordinance, grant, amend, or renew a franchise of public utility operating with its city limits; and

WHEREAS, the El Paso Electric Company recognizes that the grant of a franchise does not impair
the Town of Horizon City’s ability to exercise its original jurisdiction over utility matters; and

WHEREAS, the parties wish to renew the franchise previously granted to the El Paso Electric on
March 28, 1989.
NOW THEREFORE, BE IT ORDAINED BY THE CITY COUNCIL OF THE
TOWN OF HORIZON CITY:
A. FINDINGS OF FACT

" The foregoing recitals are adopted as facts and incorporated fully herein.

B. ENACTMENT OF PROVISIONS

Section 1. There is hereby granted to El Paso Electric Company (the
“Company”), its legal representatives, successors, and assigns, for the term of twenty (20) years
beginning on the Effective Date of this Franchise (defined below) through March 31,
2039(notwithstanding any payment to be due on or before April 30, 2039), a franchise to operate
within the Town’s city limits, pursuant to section 33.008 of the Texas Utilities Code, as may be
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amended, the right, privilege, and franchise to: (i) construct, extend, reconstruct, repair, access,
maintain, use, and operate in, along, across, over, or under the present and future streets, highways,
alleys, sidewalks, bridges, public ways, and public utility easements, and, any easement granted to
Company in, along, across, over or under any City parks and public places, and extensions thereof
of the Town of Horizon City, Texas (the “Town”), electric power lines and facilities with all
necessary appurtenances (including poles, towers, wires, underground conduits, and related
telephone and communication lines) for the transmission and distribution of electrical energy; and
(ii) promote, construct, extend, reconstruct, repair, access, maintain, use, build, equip, conduct, or
otherwise establish and operate in the Town, works or systems and plants to generate, manufacture,
use, store, sell, distribute, transmit, serve, supply, furnish, and convey electrical energy; in each
instance whether now installed and in operation or as may be hereafter installed and operated in
the Town for the use of the Town, its inhabitants thereof and properties therein, and persons, firms,
and corporations beyond the corporate limits thereof, provided this franchise does not include
places where the Town authority to permit such installations is or hereafter may be withdrawn
from the State, or where the Texas Department of Transportation (or its successor agency) or other
State agency constructs or maintains such public facility or place and lawfully excludes the
authority of the Town to permit such utility installations therein.

Section 2. Police Power.

a.  Work done in connection with the construction, repair, maintenance, and operation of
such facilities is subject to the continuing police power of the Town, and the Company
shall comply with all present and future laws, ordinances, regulations, and standards
except such as conflicts with any provisions hereof lawfully surrendering the Town’s
authority.

b. The Company shall not excavate any pavement or street at any time without first
obtaining permission of the Town if required by the Town, but such permission shall
be given if such action is necessary, reasonable, and in accordance with this Franchise,
Town ordinance, or state or federal law or regulation. In the event of an emergency
requiring immediate excavation, the Company shall notify the Town as soon as
practicable thereafter. The Company shall within a reasonable time restore to as good
condition as before working thereon as nearly as reasonably possible all streets
excavated by it.

¢. Ifthe Town abandons any public rights-of-ways in which the Company has facilities,
such abandonment shall be conditioned on Company’s right to maintain its use of the
former public rights-of-ways and on the obligation of the party to whom the public
rights-of-way is abandoned to reimburse the Company for all removal or relocation
expenses if the Company agrees to the removal or relocation of its facilities following
abandonment of the public rights-of-way.

d. The Town shall have the power at any time to require the Company to change the
route and position of its transmission or distribution facilities such as poles, lines,
conduits or other related construction located on the property identified and pursuant
to the rights granted in Section 1 at the Company’s expense when the Town of
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Horizon City Council (the “City Council”) shall find, by resolution, that such change
is necessary in the closing, opening, or relocating of streets or alleys, or water or sewer
lines, to the extent that they are a part of a city project, or the changing of grade of
streets or alleys, the construction and maintenance of parks and public improvements,
the construction or use of driveways, and under other conditions which the City
Council shall find necessary under the lawful exercise of its police power.
PROVIDED, however, the Company shall be entitled to be paid for its costs and
expense of any relocation, raising, or lowering of its wires or cables required by the
Town if (i) such expenses or costs are reimbursable or payable to the Company or to
the Town by the State of Texas, the United States, or any agency or subdivision of
either, or by any other party, whether directly or indirectly; or (ii) such move is for
the benefit and convenience of or at the request of a third party, including a private
developer or development, except any third party public entity as may be required by
applicable law. The Town shall not be liable to the Company for any damages to
poles, lines, conduits, or other construction occurring in the change of the grade of
streets, alleys, or public places after notice to the Company has been provided. The
Town shall consult and confer with the Company before requiring any such relocation
or raising or lowering of its lines or cables for its facilities.

Section 3. Interference wit

All poles placed within the Town and all excavations or other construction in the streets, alleys, or
public places shall be done so as to minimize interference with the use of streets, alleys, and public
places and with the use of private property as may be reasonably accomplished, in accordance with
direction given by or under the authority of the City Council under the police and regulatory power
of the Town. Future installations of the Company shall not conflict with then existing gas pipes,
water pipes, telephone lines or conduits, or sewers, except with the consent of the Town. Nothing
herein shall be construed in any way to restrict or limit the Company’s right of eminent domain as
to private property.

Section 4. The Company may trim trees or vegetation upon and overhanging
the streets, alleys, sidewalks, and public places of the Town so as to eliminate or minimize
interference with the wires, cables, or system of the Company; provided, however, upon streets
bordered by parks, whenever trees shall have attained a size or height which interferes with pole
lines, the City Council may require such pole lines to be relocated or removed to adjacent alleys
when feasible and when such relocation or removal will not entail excessive or unreasonable cost.

Section 5. The Company on request of any
person shall within a reasonable period of time remove, rearrange, raise, or lower its aerial
distribution cables or wires temporarily to permit the moving of houses, machinery, or other
objects or structures. The expense of such temporary removal, rearrangement, raising, or lowering
of the aerial distribution cables or wires shall be paid by the benefited party or parties, and the
Company may require such payment in advance. The Company shall be given not less than forty-
eight (48) hours advance notice to arrange for such temporary wire changes.
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Section 6.

a. The Company shall furnish service under approved laws, tariffs, service rules, and
regulations to any person, firm, or corporation that shall request service within the
Town and shall make connections therefore on request, without unreasonable delay,
provided that the extension of service demanded is not prohibited by state or federal
law.

b. The Company shall have the right to operate and control all meters, wires, appliances,
and appurtenances owned by the Company. In case of refusal or failure on the part
of any customer to pay the Company proper charges for electricity consumed and
other related services, or to observe approved rules and regulations established by the
Company, the Company shall have the right to disconnect its service and wires to the
premises of such customer and to remove all facilities furnished and owned by the
Company.

Section 7. The Town reserves the right to install, and permit to be
installed, gas, water, other utility lines, cable television lines, fiber optic lines, and facilities and
permits to be done any work that may be deemed necessary or proper by the City Council in,
across, over, or under any street, alley, or public place occupied by the Company and to change
any curb or sidewalk or the grade of any street. However, such installation shall not interfere with
the operations or assets of the Company or violate safety standards and the Town shall not require
the Company to allow others use of the Company’s assets without prior express written permission
of the Company. In doing or permitting such reasonable work, the Town shall not be liable to the
Company for any damage so occasioned. However, the Town shall not require the Company
(except as provided in Section 2.d above) to move its line(s) entirely from any street, alley, or
public place. If the Town shall require the Company to adapt or conform its lines or in any way
or manner to alter, relocate, or change its property to enable any other corporation or person except
the Town to use with greater convenience such street, alley, or public place, the Company shall
not be bound to make any such changes until such other corporation or person shall have
undertaken with solvent bond to reimburse the Company for any loss and relocation of the
Company property; provided, however, that the Town shall not be liable for such reimbursement.

Section 8. Indemnification.

The Company shall indemnify and save the Town harmless from and against all claims, demands,
or causes of action against the Town for injury to persons or property occasioned by or arising out
of the construction, reconstruction, maintenance, repair, or operation of the Company’s system or
by the conduct of its business in the Town.

Section 9.
The Company shall construct, install, and maintain its system with appropriate apparatus and
equipment in reasonable operating condition at all normal times. The service shall be sufficient to

meet reasonable demands without undue interruption or fluctuation, except when interrupted,
prevented, or impaired by fire, strikes, riots, war, storms, floods, state or federal restrictions,
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reliability or safety standards, or any other occurrences beyond the control of the Company in any
of which events the Company shall do all things reasonably within its power to restore service, but
shall not be liable for claims, demands, causes of action, or damages occasioned by interruption or
fluctuations so caused. It is understood and agreed that the settlement of strikes, walkouts,
lockouts, or other labor disputes shall be entirely within the discretion of the Company.

Section 10. The Town shall have the right to keep informed as to the operation and
services of the Company within the incorporated limits of the Town. The Company will make
available such pertinent information as may from time to time be reasonably required by the Town
related to information furnished to the Public Utility Commission of Texas, or its successor
agency, and the records of the Company related to its operations within the incorporated limits of
the Town. The Company shall make the information available for inspection by the Town at its
corporate offices in El Paso, Texas, at a reasonable time; provided that such information can be
produced from the Company’s records existing at the time of the request without unreasonable
burden or expense. Further, the Company shall have no obligation to provide any information to
the extent such disclosure is limited by any law, regulation, or confidentiality agreement.

Section 11.

a.  As full compensation for the rights herein granted, the Company (i) will pay the Town
the Initial Payment (as defined below) and (ii) will pay the Town quarterly during the
remaining life of its Franchise, a sum of money equal to 3.25% of the quarterly gross
revenues, excluding revenues from the Town or its departments, and all municipal,
county, state, and federal government agencies and institutions received by the
Company, its successors, lessees, and assigns, from the sale of electric energy within
the corporate limits of the Town including any extension of those Town limits from
time to time (“Franchise Fee”). Franchise Fee payments shall be based on gross
receipts for each calendar quarter beginning July 1, 2019. Such sums shall be payable
no later than the last day of January, April, July, and October of each year (or the
following business day if payment is due on a weekend or legal holiday) following
the quarter with respect to which sum shall be payable.

b. The Initial Payment for the Transition Period under this Franchise shall be a sum of
money equal to two percent (2%) of the quarterly gross revenues, excluding revenues
from the Town or its departments, and all municipal, county, state, and federal
government agencies and institutions received by the Company, its successors,
lessees, and assigns, from the sale of electric energy within the corporate limits of the
Town including any extension of those Town limits for the single quarter beginning
April 1, 2019, and ending June 30, 2019 (“Transition Period”). Such sum shall be
payable no later than the last day of July 2019.

¢. The Town may increase the Franchise Fee may after March 31, 2029, by an amount
not to exceed 0.25% (“Franchise Fee Increase™), so that the total Franchise Fee never
exceeds 3.5% during the term of this Franchise Agreement. Any Franchise Fee
Increase must be approved by the Town through an ordinance and be accepted by the
Company in accordance with Section 13. The Town must provide the Company’s
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Ord. No.

general counsel with written notice of any proposed increase thirty (30) days prior to
the date an ordinance authorizing a Franchise Fee Increase is voted on by the Town
Council. The effective date of any Franchise Fee Increase will be the first day of the
second calendar quarter following the date the Company files its acceptance of
Franchise Fee Increase with the Town Clerk.

The consideration set forth above in this Section 11 shall be in lieu of any other tax,
fee, or charge, by whatever name called, for the privileges granted in this Franchise.
The Town will not assess against the Company any additional street rental charge,
pole tax, inspection tax, or charge for the occupancy or use of the places to which this
Franchise relates under Section 1, or tax on this Franchise as property. This does not
bar the Town from assessing against the Company or its property ad valorem taxes
levied on property generally, fees charged generally to the public for the services of
departments or agencies of the Town, excise taxes levied generally, or other taxes,
fees, and charges that are general and not compensation for the privileges herein
granted.

Should the Town not have the legal power to agree that payment of the foregoing,
consideration shall be in lieu of any of the additional taxes or charges as above set
forth. The Town will apply so much of such payments set forth in this section as may
be necessary to the satisfaction of the Company’s obligation to pay the additional tax
charged here and agreed to be waived.

The payment or rendition of the consideration provided in this Franchise shall not,
except as otherwise provided herein, in any way limit any of the privileges or rights
of the Town that it may now or hereafter have under the Constitution and laws of the
State Texas.

The provisions of Section 11 shall not be construed to excuse the Company from
collecting from its electric service customers and paying over to the Town or the state
for the benefit of the Town additional municipal sales tax levied in the event said
Town or state shall, at any time during the term of this Franchise, enact such
additional municipal sales tax.

The Town shall notify the Company (Attention: Tax Department) in writing of any
changes in the municipal boundaries of the Town within thirty (30) days of any
annexation, de-annexation, extension, or contraction of boundaries becoming
effective. The notice shall provide a description of the new and former municipal
boundaries and provide the Company copies of all relevant ordinances and maps. The
Company shall have no obligation to calculate, collect, or pay the Franchise fee
attributable to any newly extended municipal boundaries until at least ninety (90) days
have elapsed from Company’s receipt of such notice.
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Section 12,

Section 13,

Resolution of any dispute arising under this Franchise between the Town and the
Company shall first be attempted by submitting the dispute to mediation. The dispute
shall be submitted to mediation upon the written demand of either the Town or the
Company. Within thirty (30) calendar days following demand, the mediation shall
be held in El Paso County, Texas, at the location designated by the party demanding
the mediation. Mediation of any dispute shall be a condition precedent to filing a
lawsuit, except that nothing herein shall preclude a party from seeking a mandatory
or prohibitive injunction or equitable relief from any court of competent jurisdiction
to enforce or maintain the status quo pending mediation of any dispute. If mediation
is unsuccessful, either party may bring suit to enforce the terms of this Franchise in
the courts of El Paso County, Texas.

Failure by the Town or the Company to enforce rights under this Franchise does not
constitute a waiver of those rights. Following unsuccessful resolution of the dispute
under this Section 12 and after reasonable notice and opportunity to be heard, and a
reasonable time for correcting any violation of this Franchise, the City Council may
forfeit this Franchise if the Company fails to perform its obligations under this
Franchise.

If court proceedings are instituted to determine the legality of such forfeiture and the
Company does not prevail, the Company will pay the reasonable expenses incurred
by the Town in connection with such litigation. If the Company does prevail, the
Town will pay the reasonable expenses incurred by the Company in connection with
such litigation. In the absence of agreement between the Town and the Company, the
reasonableness of any litigation expenses pursuant to this Section 12 will be
determined by an appropriate court of law.

This Franchise or any Franchise Fee Increase shall not take effect unless, within thirty (30) days
of receipt of the Franchise or Franchise Fee Increase after its passage and approval, the Company
files its written acceptance with the Town Clerk.

Section 14.

Ord. No.

When this Franchise has been accepted as aforesaid, this Ordinance shall be and
become a contract duly executed by and between the aforesaid Town and this
Company. Any transfer or assignment of this Franchise shall be governed by section
8.03 of the Town Charter as it exists on the Effective Date, reading as follows: “No
public utility franchise may be transferred or assigned by the holder except with the
approval of the City Council.”

The Franchise shall be binding upon the legal representatives, successors, lessees, and
assigns of the parties hereto.
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Section 15. Invalidation of Provision

If any section, paragraph, subdivision, clause, phrase, or provision of this Ordinance shall be
declared or adjudged invalid or unconstitutional, the same shall not affect the validity of this
Ordinance as a whole or any part of the provisions hereof, other than the part so determined to be
invalid or unconstitutional.

Section 16. s Previous Ordinances
This Franchise shall supersede any and all other franchises granted by the Town to the Company,
its predecessors and assigns.

Section 17.

This Franchise is subject to, interpreted to conform to, governed by, and construed pursuant to all
applicable laws of the State of Texas. Except for the provision of law referenced in Section 14 of
this Franchise, any changes in applicable laws, rules, orders and regulations shall become effective
with regard to this Franchise and any other agreements made pursuant to it as of the effective date
of such law. The Company shall have the right and option to terminate this Franchise upon written
notice to the Town if the Company is required by any law, rule, order, or regulation to cease
providing one or more of the services or obligations that the Company has agreed to perform under
the terms of this Franchise.

Section 18. Effective Date

Subject to Section 13, this Franchise is effective upon approval of this Ordinance in accordance
with section 3.14 of the Town Charter.

C.REPEALER

To the extent reasonably possible, ordinances are to be read together in harmony. However, all
ordinances, or parts thereof, that are in conflict or inconsistent with any provision of this Ordinance
are hereby repealed to the extent of such conflict, and the provisions of this Ordinance shall be and
remain controlling as to the matters regulated, herein.

D. SEVERABILITY

Should any of the clauses, sentences, paragraphs, sections or parts of this Ordinance be deemed
invalid, unconstitutional, or unenforceable by a court or administrative agency with jurisdiction
over the matter, such action shall not be construed to affect any other valid portion of this
Ordinance.
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E. PROPER NOTICE & MEETING

It is hereby officially found and determined that the meeting at which this Ordinance was passed
was open to the public, and that public notice of the time, place and purpose of said meeting was
given as required by the Open Meetings Act, Texas Government Code, Chapter 551.

PASSED AND APPROVEID this the C_:( day of [XV\P( ‘ \ , 2019, by a vote ofg
(ayes) to (nays) to (abstentlons) of the City Council of the Town of Horizon City, Texas.

TOWN OF HORIZON CITY, TEXAS

s

//7//{?/4,,/

| ” Rubeh Mendoza, M

ATTEST: @\-«\c 45"%,,
= % ¢ 0

By:

%, 0"'!.1.-1:'-
APPROVED AS TO FORM: i

Do 0.y

Bertha A. Ontiveros, Asst. City Attorney

First Reading: 03/12/2019
Second Reading: 04/09/2019

ACCEPTED BY:

4-70-19

Date

APPROVED A% YO FOHR
CFFICE OF THE GENERAL COWNSEL ZEX o=,
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ATTACHMENT 5§
TOWN OF SOCORRO, TEXAS

1. the name of the municipality, county, and state;

Town of Socorro, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

January 26, 2017
4, if franchisee or licensee, the date franchise or license expires;

July 31, 2046

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 5.



























ATTACHMENT 6
TOWN OF VAN HORN, TEXAS

1. the name of the municipality, county, and state;

Town of Van Horn, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

February 6, 2007
4, if franchisee or licensee, the date franchise or license expires;

February 6, 2027

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 6.



ORDINANCE NO. 07-02-316

AN ORDINANCE GRANTING TO THE EL PASO ELECTRIC COMPANY,
A CORPORATION ORGANIZED AND EXISTING UNDER AND BY VIRTUE
OF THE LAWS OF THE STATE OF TEXAS, ITS LEGAL
REPRESENTATIVES, SUCCESSORS, LESSEES AND ASSIGNS,
CERTAIN POWERS, LICENSES, RIGHTS OF WAY AND PRIVILEGES TO
MAINTAIN, ERECT, CONSTRUCT, EQUIP, CONDUCT AND OPERATEIN
THE TOWN OF VAN HORN, TEXAS, WORKS, SYSTEMS AND PLANTS
TO MANUFACTURE, USE, STORE, SELL, DISTRIBUTE, CONVEY OR
OTHERWISE USE, CONDUCT, SERVE, SUPPLY AND FURNISH SAID
TOWN OF VAN HORN, ITS INHABITANTS AND OTHERS, ELECTRICITY
FOR LIGHT, HEAT AND POWER, AND OTHER USEFUL SERVICE AND
TO USE THE STREETS, AVENUES, ALLEYS, HIGHWAYS, SIDEWALKS,
BRIDGES AND OTHER STRUCTURES AND PLACES AND PUBLIC
GROUNDS IN SAID TOWN FOR A PERIOD OF TWENTY (20) YEARS,
AND PRESCRIBING CERTAIN TERMS AND CONDITIONS THEREIN
MENTIONED.

BE IT ORDAINED BY THE BOARD OF ALDERMEN OF THE TOWN OF VAN HORN,;
CULBERSON COUNTY, TEXAS:

SECTION |

That the Town of Van Horn, Texas (“Town"}, hereby grants unto and vests in the El
Paso Electric Company, a corporation organized and existing under and by virtue of the
laws of the State of Texas, and authorized to transact business in the State of Texas,
hereinafter called the “Company”, its legal representatives, successors, lessees and
assigns, a franchise with the right to operate its electric plant, systems and works now
installed and in operation in said Town, the authority, license, power and privilege to
promote, maintain, construct, build, equip, conduct or otherwise establish and operate in
said Town, works or systems and plants to manufacture, use, store, seil, distribute, convey
or otherwise establish, conduct, serve, supply and furnish, the inhabitants of said Town
and others, and said Town, whenever said inhabitants or others, or said Town, shall desire
to contract therefore, with electricity for light, heat, power and other useful service, and
elements and materials incidental to the use of same, including the sale of electrical
appliances, and the said Company is hereby granted passage, right-of-way and lawful way
during the life of this Franchise, every and any and all streets, avenues, alleys, highways,
sidewalks, bridges, and other structures and places and public grounds of said Town both
above and beneath the surface of said Town, as said streets, avenues, alleys, highways,
sidewalks, bridges and other structures and places and public grounds of said Town now
exist, or may be hereafter extended, or such as may be hereafter created within the
corporate limits of said Town, or as same may be hereafter extended, for every and any
such service, use, effect and lawful purpose.



SECTION I

Said Company is hereby authorized, licensed and empowered to do any and all
things necessary and proper to be done and performed in executing the powers and
utilizing the privileges herein mentioned and granted by this Franchise, including the
making of necessary excavations and the right to acquire, erect and maintain and operate
its poles, wires and appliances in and on any and all of the streets, lanes, alleys and other
pubtic grounds and places in said Town, and to extend and conduct its wires, connections
and appliances through, over, across and under any and ali of the streets, lanes, alleys
and other public grounds and places in said Town, provided that such are existing; and
that all work done in said streets, alleys, highways or other public grounds of said Town
by said Company shall be performed with reasonable diligence; and said Company shall,
within a reasonable time, restore such streets, alieys and public grounds excavated by it
to their original condition as nearly as possible; and said work shall be done subject to the
approval and supervision of said Town or of such person as it may designate.
PROVIDED, in laying all conduits, wires or other such structures, and in the repairing of
the same, the Town shall be held harmiess for all damages on account of all excavations
for conduits or other structures, and the said Company shall assume all liability or risk of
damage to persons or property which may arise from negligence in the construction or
operation of any or all of said plant or plants, and shall save the said Town, its officers and
agents, harmless from any and all liability which may arise or be incurred from the
erection, construction or operation of same.

SECTION Iii

That said Town, acting as aforesaid, hereby grants unto the aforesaid Company,
its successors, lessees and assigns, the right to operate and control all meters, wires,
appliances or appurtenances owned by said Company, and in case of refusal or failure on
the part of any customer to pay the Company proper charges for electricity consumed, or
to observe the established rules and regulations of said Company, to disconnect the
service and wires of said Company connecting to the premises of such consumer, and to
remove all meters and other materials, appliances or appurtenances furnished and owned
by the Company; provided, however, that said actions by the Company shall be in
accordance with all applicable statutes, rules, regulations, and orders governing or issued
by the Public Utility Commission of Texas or the tariffs of the Company on file with said
Town or the Public Utility Commission of Texas, or both, as long as the Public Utility
Commission continues in existence as a body corporate and politic of the State of Texas.
This Section shali not, however, be construed as an election by the said Town to dedicate
its original jurisdiction over the Company to the Public Utility Commission of Texas as
provided in Section 17(b) of the Public Utility Regulatory Act.

SECTION 1V

The Company shall have and is hereby granted the right to trim branches from trees
along the streets and alleys where its poles are or may be erected and its wires extended
wherever necessary to do so; provided, however, upon streets bordered by parks,
whenever trees shall have attained a size or height which interferes with pole lines, the



Town Council of said Town may require such pole lines to be relocated, or removed to
adjacent alleys when feasible and when such relocation or removal will not entail
excessive or unreasonabie cost.

SECTION V

The Company, its successors, lessees and assigns, for and in consideration of the
granting of this Franchise, and as rental or tax for the occupation and use or easement
over, upon and beneath the streets, highways, alleys, parks and other public grounds and
places in said Town as aforesaid, shall pay quarterly of said Town a total aggregate sum
of three and one-quarter percent (3.25%) of the gross receipts of the Company, its
successors, lessees and assigns, beginning with the date hereinafter set forth, and
thereafter during all the time this provision shall remain in force and effect, derived from
the sales of electricity use or consumed within the corporate limits of said Town, such
gross receipts to consist of the total amount received from users of electricity for light, heat
and power within the corporate limits of said Town under the Company'’s rates in existence
at the time of payment, excepting therefrom such receipts for electricity furnished said
Town, and all municipal and county institutions. Said payments shall be based in such
gross receipts beginning on meter readings on and after February 6, 2007 , and shall be
made of said Town on or after the expiration of thirty (30) days from and after the first day
of April, July, October and January of each year from and after and during all the time this
provision shall remain in force and effect.

For the purpose of determining said revenue, the revenue accounts of said
Company shall at afl times be subject to inspection by duly authorized Town officials. Said
payments shail be made in lieu of any and all other franchise, license, privilege, pole,
easement, wire or instrument, occupation, excise or revenue taxes and all other exactions,
except genera ad valorem property taxes upon business, revenues, property, poles, wires,
instruments, conduits, pipes, fixtures or other appurtenances of the Company, and ali other
property or equipment of the Company or any part hereof, in said Town during the term of
this Franchise; PROVIDED, that anything to the contrary herein notwithstanding, said
payments shall continue only so long as said Company is not prohibited from making such
payments by any lawful authority having jurisdiction in the premises, and so long as said
Town does not impose, charge, levy or collect, or attempt to impose, charge, levy or collect
any other franchise, license, privilege, occupation, excise or revenue taxes or other
exactions hereinbefore mentioned, other than ad valorem taxes, and if any lawful authority
having jurisdiction in the premises hereafter prohibits said payments or if said Town does
impose, levy, charge or collect, or attempt to impose, levy, charge or collect any such other
franchise, license, privilege, occupation, excise or revenue tax or other exactions or
charge, other than ad valorem taxes, the obligation to make such payments hereinabove
provided for, shall forthwith cease.

SECTION Vi

This Franchise shall be accepted by the Company in writing. it is hereby made an
essential condition in the granting of this Franchise, and in its use and enjoyment by the
Company, its successors, lessees and assigns, that the acceptance by the Company, its
successors, lessees and assigns of the Franchise, and the rights and privileges hereby



granted, shall be the acceptance by the Company, its successors, lessees and assigns of
all the conditions, reservations and restrictions herein provided and contained. When this
Franchise has been accepted as aforesaid, this Ordinance shall be and become a contract
duly executed by and between the aforesaid Town and said Company.

SECTION Vil

Upon the passage, approval and acceptance of this Franchise, the same shail take
effect and be in force for the period of Twenty {20) Years from and after the adoption and
approval of this Ordinance.

SECTION VIl

This Ordinance is an amendment and renewal and extension of the Franchise
granted to El Paso Electric Company under an Ordinance numbered 6 passed and
approved by the Board of Aldermen of the Town of Van Horn, Texas, on February 15,
1983, and is enacted with the consent and approval of El Paso Electric Company.

SECTION IX

If any section, paragraph, subdivision, clause, phrase or provision of this Ordinance
shall be adjudged invalid or unconstitutional, the same shali not affect the validity of this
Ordinance as a whole or any part of provision thereof, other than the part so decided to
be invalid or unconstitutional.

SECTION X

This Agreement is subject to, and shall be interpreted to conform with, all applicable
laws, rules, orders, and regulations, including, but not limited to, the laws, rules, orders,
and regulations of the Public Utility Commission of Texas. Any changes in applicable
laws, rules, orders, or regulations shall become effective with regard to this Agreement,
and any other agreements made pursuant to it, as of the effective date of the law, rule,
order, or regulation. This Agreement shall terminate if EPE is required by any law, rule,
order, or regulation to cease providing one or more of the services or obligations EPE
agrees to perform pursuant to this Agreement.

The above Ordinance of the Town of Van Horn, Texas is hereby accepted as to all
of its terms, conditions and provision.

PASSED AND APPROVED THIS THE 6TH OF FEBRUARY, 2007.

APPROVED:

{/%’f{/i A //Z AT

Okey.D. Lucas, Mayor




ATTEST

/X//LF/ Xﬂ{m Ry

Rebecca L. Brewster
City Secretary

DATED AT VAN HORN, TEXAS THIS (*“ DAY OF _fel edry 2007.

EL PASO ELECTRIC COMPANY
A Texas Corporation.

Signed: M O/QAQQ/

Gary R. Hedfrick
President gnd Chief Executive Officer

ATTEST:

Signed: MJ-JZ‘E*«%) [fj/ﬁm Qq

Secretary ﬂ




ATTACHMENT 7
VILLAGE OF VINTON, TEXAS

1. the name of the municipality, county, and state;

Village of Vinton, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

December 2, 2009

4, if franchisee or licensee, the date franchise or license expires;

December 2, 2039

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 7.



ORDINANCE # 2009-11-17-4
AN ORDINANCE GRANTING A FRANCHISE
TO EL PASO ELECTRIC COMPANY

BE IT ORDAINED BY THE VILLAGE COUNCIL OF THE VILLAGE OF VINTON:

Section 1. Grant. There is hereby granted to El Paso Electric Company (the

"Company"), a Texas corporation, its successors and assigns, for the term of thirty years
from the effective date of this ordinance, a franchise to construct, reconstruct, repair,
maintain, use and operate in, over, or under the present and future streets, alleys, public
ways, parks, and public places of the Village of Vinton (the "Village") facilities for the
transmission and distribution of electrical energy for the use of the Village and the
inhabitants thereof and properties therein, with all usual and customary appurtenances
for such transmission and distribution; provided, this franchise does not include places
where the Village's authority to permit such installations is or hereafter may be withdrawn
by the State, or where the Texas Highway Department or other State agency constructs
or maintains such public facility or place and lawfully excludes the authority of the Village

to permit such public utility installations therein.

Section 2. Police Power. Work done in connection with the construction, repair,
maintenance and operation of such facilities is subject to the continuing police power of
the Village, and the Company shall comply with all present and future laws, ordinances
and regulations, except such as conflict with any provision hereof lawfully surrendering
the Village's authority.

The Village shall have power at any time to require the Company to remove and
abate at its own expense any installation or structure that is dangerous to life or property,

and in case the Company, after notice, fails or refuses to act, the Village shall have the



power to remove or abate the same at the expense of the Company, all without
compensation or Iiability for damages to the Company.

The Village shall have the power at any time to require the Company to change the
route and position of its poles, lines, conduits or other construction at the Company's
expense when the Village Council (the "Council") shall find, by resolution, that such
change is necessary in the closing, opening or relocation of streets or alleys, or water or
sewer lines, the changing of grade of streets or alleys, the construction and maintenance
of parks and public improvements, the construction of private buildings, the construction
or use of driveways, and under other conditions which the Council shall find necessary
under the lawful exercise of its police power; provided, however, the Company shall be
entitled to be paid for its costs and expense of any relocation, raising or lowering of its
poles, lines, conduits or other construction required by the Village if such expenses or
costs are reimbursable or payable to the Company or to the Village by the State of Texas,
the United States, or any agency or subdivision of either, whether directly or indirectly, or
by any other party. The Village shall not be liable to the Company for any damages to
poles, lines, conduits or other construction occurring in the change of the grade of streets,
alleys or public places after notice to the Company.

The Village shall use its best reasonable efforts to consult and confer with the
Company before requiring any such relocation, raising or lowering, with a view to
accomplishing the result reasonably and economically.

The Company shall promptly restore to as good condition as before working
thereon, and to the reasonable satisfaction of the Village, all streets excavated by it. The

Company shall never tear up nor excavate any pavement or street at any time without first



obtaining permission of the Village, but such permission shall be given if the proposed
excavation is necessary and in accordance with this franchise.

Section 3. Interference with Public or Private Property. All poles placed within

the Village and all excavations or other construction in the streets, alleys or public places
shall be done as to interfere as little as possible with the use of streets, alleys and public
places and with the use of private property, in accordance with any direction given by or
under the authority of the Council under the police and regulatory power of the Village.
Future installations of the Company shall not conflict with then existing gas pipes, water
pipes, telephone lines or conduits, or sewers, except with the consent of the Village.
Nothing herein shall be construed in any way to restrict or limit the Company's right of
eminent domain as to private property.

Section 4. Trimming Trees. The Company may trim trees upon and

overhanging the streets, alleys, sidewalks and public places of the Village so as to
prevent the branches of such trees from coming in contact with the wires or cables of the
Company. When so ordered by the Village, such trimming shall be done under the
supervision and direction of any Village official to whom such duty may be delegated.

The Council may require pole lines that border on public parks to be relocated or removed

to adjacent alleys.

Section 5. Wire Changes to Permit Moving of Structure. The Company on
request of any person shall remove or raise or lower its wires temporarily to permit the
moving of houses or other bulky structures. The expense of such temporary removal,

raising or lowering of wires shall be paid by the benefited party or parties, and the



Company may require such payment in advance. The Company shall be given not less
than forty-eight hours advance notice to arrange for such temporary wire changes.

Section 6. Furnishing Service. The Company shall furnish service under fair

rules and regulations (which rules and regulations shall be subject to supervision and
control of the Council) to any person, firm or corporation which shall demand service
within the Village, upon such terms and conditions as may be required by the Village, and
shall make connections therefor on, demand without unreasonable delay, provided that
the extension of service demanded is not prohibited by State or Federal law.

The Company shall have the right to operate and control all meters, wires,
appliances and appurtenances owned by the Company. In case of refusal or failure on
the part of any customer to pay the Company proper charges for electricity consumed, or
to observe reasonable rules and regulations established by the Company, the Company
shall have the right to disconnect its service and wires to the premises of such customer
and to remove all facilities furnished and owned by the Company.

Section 7. Other Utility Installations. The Village reserves the right to install and

permit to be installed gas, water and other utility lines and do and permit to be done any
work that may be deemed necessary or proper by the Council in, across, over or under
any street, alley, or public place occupied by the Company and to change any curb or
sidewalk or the grade of any street. In doing or permitting such work, the Village shall not
be liable to the Company for any damage so occasioned; provided, however, the Village
shall not require the Company (except as provided in Section 2) to move its lines entirely
from any street, alley, or public place. If the Village shall require the Company to adapt or

conform its lines or in any way or manner to alter, relocate or change its property to



enable any other corporation or person except the Village to use with greater
convenience such street, alley, or public place, the Company shall not be bound to make
any such changes until such other corporation or person shall have undertaken with
solvent bond to reimburse the Company for any loss and expense which will be caused by
or arise out of such change, alteration or relocation of the Company property; provided,
however, that the Village shall never be liable for such reimbursement.

Section 8. Indemnification. The Company shall indemnify and save the Village

harmless from all claims, demands or causes of action against the Village for injury to
persons or property occasioned by or arising out of the construction, reconstruction,
maintenance, repair or operation of its system or by the conduct of its business in the
Village.

Section 9. Quality of System and Service. The Company shall construct, install

and maintain its system with economical and up-to-date apparatus and equipment in
reasonable operating condition at all normal times. The service shall be sufficient to
meet all reasonable demands without undue interruption or fluctuation, except when
interrupted, prevented, or impaired by fires, strikes, riots, war, storms, floods, State or
Federal restrictions, or other occurrences beyond the control of the Company, in any of
which .events the Company shall do all things reasonably within its power to restore
normal, éfficient and economical service.

Section 10. Reports. The Village shall have the right to keep informed as to the

construction, reconstruction, maintenance, repair and operation of the properties of the
Company, and its accounting in connection therewith, as affect the rates charged and

service rendered within the Village, and to keep informed of the reasonableness of the



Company's rates. The Company will furnish such pertinent information as may from time
to time be reasonably required by the Village, and the original records of the Company
shall be open to inspection by the Village at any reasonable time.

Upon request of the Village, the Company will file with the Village Clerk a detailed
operating statement for the previous calendar year, showing income, expenditures, profit,
and rate of return, and the basis therefor.

Section 11. Rate Regulation. Pursuant to Chapter 33 of the Public Utility

Regulatory Act, the Public Utility Commission of Texas shall have the power to fix and
regulate the rates and charges of the Company.

Section 12. Compensation. As full compensation for the rights herein granted,

the Company will pay to the Village annually during the life of this franchise a sum of
money equal to three and one-quarter percent (3.25%) of the annual gross receipts for
the preceding calendar year received by the Company from the sale of electric energy
within the corporate limits of the Village. Such annual sum shall be payable on the
fifteenth day of February following the year with respect to which such sum shall be
payable.

The consideration set forth above in this section shall be in lieu of any other tax or
charge, by whatever name called, for the privileges granted in this franchise. The Village
will not assess against the Company any additional street rental charge, pole tax,
inspection tax, charge for the occupancy of the piaces to which this franchise relates
under Section 1, or tax on this franchise as property. This does not bar the Village from
assessing against the Company or its property ad valorem taxes levied on property

generally, fees charged generally to the public for the services of departments or



agencies of the Village, excise taxes levied generally, or other taxes, fees and charges
which are general and not compensation for the privileges herein granted.

Should the Village not have the legal power to agree that payment of the foregoing
consideration shall be in lieu of any of the additional taxes or charges as above set forth,
the Village will apply so much of such payment set forth in this section as may be
necessary to the satisfaction of the Company's obligation to pay the additional tax or
charge herein agreed to be waived.

The payment or rendition of the consideration provided in this grant shall not,
except as otherwise provided herein, in any way limit any of the privileges or rights of the
Village which it may now or hereafter have under the Constitution and laws of Texas and
the Charter of the Village.

Section 14. Forfeiture. After reasonable notice and opportunity to be heard, and

a reasonable time for correcting any violation of this franchise, the Council may forfeit this
franchise if the Company fails o maintain its property in good order or to furnish efficient
public service at reasonable rates. If court proceedings are instituted to determine the
legality of such forfeiture, the losing party will pay the reasonable expenses, including
reasonable attorneys' fees, incurred by the prevailing party in connection with such
litigation.

The right to forfeit the franchise shall be in addition to the penalties provided by

law.

Section 15. Interpretation. This franchise is subject to, and shall be interpreted

to conform with, all applicable laws, rules, orders and regulations including, but not limited

to, the laws, rules, orders and regulations of the Public Utility Commission of Texas. Any



changes in applicable laws; rules, orders and regulations shall become effective with
regard to this franchise and any other agreements made pursuant to it as of the effective
date of such law, rule, order or regulation. The Company shall have the right and option
to terminate this franchise upon written notice to the Village if the Company is required by
any law, rule, order or regulation to cease providing one or more of the services or
obligations which the Company has agreed to perform under the terms of this franchise.

Section 16. Acceptance. This franchise shall not take effect unless, within thirty

days after its passage and approval, the Company shall file its written acceptance with the

Village Clerk. Upon such acceptance this franchise shall become effective.

PASSED AND APPROVED this /7 day of ﬂ/}() D7 bev 2000,

Mayor

ATTEST:

ACCEPTANCE

This franchise granted by the Village of Vinton on N ovesaec |7\, 2009 is
hereby accepted by El Paso Electric Company on Deceweec 7., 2009.

EL PASO ELECTRIC C ,

N

Name: David w- Stevews
Title:  C EO

Reviewed % A'ffvoveJ Lyq ‘454’

és
8 12/2 /o9




SWORN TO AND SUBSCRIBED before me on Mﬁ; 20009.

Lot Ve

Notary Public, State of Texas

MY COMMISSION EXPIRES
June 1

My commission expires: A /.; &/ 309




ATTACHMENT 8
YSLETA DEL SUR PUEBLO

1. the name of the municipality, county, and state;

Ysleta del Sur Pueblo, Texas

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

March 7, 1995

4, if franchisee or licensee, the date franchise or license expires;

None

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 8.
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Tigua Indian Reservation

Ysleta Del Sur Pueblo

119 S. Old Pueblo Rd. » P.O. Box 17579 » El Paso, Texas 79917 ¢ (915) 859-7913 » Fax = 859-2988

Murech 7, 1995

L2l Paso Electric Company
303 N. Qregon
Bl Paso, Texas 79901

At Billing Department

Dear Sir/ Madam:

Please be advised that the Ysleta del Sur Pueblo, a federally recognized Indian tribe,
with trust lands located inside the City of Il Paso, as a federal Indian enclave, has adopted
by resolution, a 2% gross receipt charge on electric utilities sold on tribal trust lands. We
respectfully request that you initiate the collection procedure on behalf of the Tribe from
all clients-within the trust lands on your April 1, 1995 billing cycle. The trust lands involved
are as [ollows:

1. Ysleta Grant Block 44, Tract 1A, B, C, and D,

(o=

Ysletza Grant Block 48, Tract 1A and B,

3, Ysleta Grant Block 49, Tracts 1A, 3B, 15, 16A, 16B, 17A, 178, 17C, 17D,
18A, 188, 18B-] and 18C.

The tribe owns other trust lands located within the County of El Paso but there are
no utility services currently to said lands. T am enclosing a copy of the deed from the
Governor of Texas placing the lands in trust status and a copy of the Restoration Act
provisions that established trust status and a copy of a map with certain of the above
gescribed lands indicated in yellow outline along with the Tribal Resolution levying a two
percent (29%) gross receipt charge. If you have any questions with respect to this matter,
please contact me.,

Sincerely,

Pete Chavez, Comptrotler '

ce: - Chief Legal Officer
El Paso Electric Company

-

.":J -r? "
~y
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WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

YSLETA DEL SUR PUEBLO
TRIBAL RESOLUTION TC-_ /5~ .95

the Tribal Council (the "Council”) of the Ysleta det Sur Pueblo (the "Pueblo”),
is the duly constituted traditional governing body of the Ysleta del Sur
Pueblo exercising all inherent governmental power, fiscal authority, and
tribal sovereignty as recognized in sections 101 and 104 of the Act of
August 18, 1987 (The Ysleta del Sur Pueblo Restoration Act), 101 stat. 666,
Public Law No. 100-89; and

the Pueblo has operated from time immemorial as a Native American
political sovereign without organic or written constitution, charter, or by-
laws, and :

the Pueblo governs itself by oral tradition; and

the "Council", has authorized the Governor of the Pueblo to act for the Tribe
in the signing of this resolution; and

the civil and criminal law authority of the Pueblo is vested in the "Council"
consisting of the Cacique, the Governor, the Lieutenant Governor and five
(5) Counciimembers;

the El Paso Electric Company (the "Electric Company") makes use of
streets and other right-of-way within the Ysleta del Sur Pueblo Reservation
(the "Reservation"}; and

it distributes electricity in the course of its business within the limits of the
Ysleta del Sur Pueblo Reservation;

NOW, THEREFORE, BE IT RESOLVED, in consideration of the premises, a two percent

WHERMAS,

(2%) gross receipts charge in lieu of any other franchise or street rental
charge is herewith levied upon said Electric Company with respect to all of
its gross receipts generated on the Reservation, Said gross receipts charge
shalt be collected starting with the billing period beginning 1 April, 1995 and
shall be paid to the office of the Comptroller of the Ysleta del Sur Pueblo
(the "Puenlo").

heretofore the Electric Compar: has negoticied a franchise agresmert with
the City ef FI Paso with recnect te the Raservaiion;



NOW, THEREFORE, BE IT RESOLVED, in consideration of the premises, said franchise
agreement is ratified with respect to the Reservation and the Electric
Company until such time as another franchise agreement can be
negotiated.

ADOPTED this the fZ day of N\a,r*c/{/\ , 1995.

CERTIFICATION

I, the undersigned, as Governor of the Ysleta del Sur Pueblo hereby certify that the Ysleta
del Sur Tribal Council, at a duly called Tribal Council Meeting, convened and held on the

¥ day of parch , 1995, at the Ysleta del Sur Pueblo approved the foregoing
Resolution, a quorum being present, and that (o voted for, © _ opposed,
abstain. :

Ysleta del Sur Pueblo

(M—:d&&ﬁn
ELIAS TORRES
Tribal Governor

ATTEST:

p)\ﬂ& ™. @QM&MU%-

Tribal Secretary



THE STATE OF TEXAS
EXECUTIVE DEPARTHMENT
OFFICE OF THE GOVERNOR
AUSTIN, TEXAS

: JULY 25, 1989
EXECUTIVE ORDER WPC-89-14

TRANSFERRING TO THE UNITED STATES OF AMERICA BY &AND
THROUGH THE SECRETARY OF THE INTERIOR RLL OF THE LANDS,
TOGETHER WITH IMPROVEMENTS THEREON, HELD IN TRUST BY THE
STATE OF TEXAS FOR THE BENEFIT OF THE YSLETA DEL SUR
PUERBLO -

WHEREAS, the United States Congress has enacted the Ysleta
del Sur Pueblo and Alabama and Cecushatta Indlian Txibes of Texas
Restoration Act {the "Act") {Public Law No, 100-8%, 101 Statutes-
at-Large 669, Augusat 18, 1987, codified at 25 United States Code
Sections 1300g through 1300g-7}), which provides for restoration of
the trust relationship between the United States of America and the
¥sleta del Sur Pueble (designated as such by the Act, having
formexly been designated undexr federal law as the Tiwa Indians of
Yaleta, Texas, and also having formerly been known generally and
under Texas law as the Tiwa or Tigua Indian Tribe of Texas, and
referred to in thils Executive Order as the "Ysleta del Sur
Pueblo"), and provides further that the United States of America
shall accept any offer from the State of Texas to convey to the
United States of America by and through the Secretary of the
Interior all land and improvements on that land that are held in
trust by the State of Texas for the benefit of the Ysleta del Sur
Pueblo and that the United States of America by and through the
Secretary of the Interior shall held such land and ilmprovements,
upon convaeyance by the State of Texas, in trust for the benefit of
the Ysleta del Sur Puehle; and,

WHERLEAS, the Texas Legislature has enacied Ser-te 311 No. 610
{hets 1987, 70th Legislature, Chapter 664, Tuexsrn Rsvisod Civil
Statutes Article 547122}, which providea that uner the rostoratilo:
of guch trual relationship the Governor of Texa . shzll transfer by
axecutive order to the Unitod States of Americs by and through Lhe
Sceretary of the Interior, as soon as posaible after the eifeclive
date of the federal leglslation restoring such trust relationship,
all asgsets held in trust by the State of Texas for the benefit of
the Ysleta del Sur Pusblo, including all real property and
buildings and improvements on puch property, to be held in trust
for the Ysleta del Sur Pueblo;

. ;%WJummzzzﬁﬂmznm a&ju.;_‘< ﬁﬁﬁ__



NOW, THEREFORE, know all men by these presents that I, William
P. Clements, Jr., Governor of Texas, under the authority vested in
me, for and in consideration of these presents, and in complliance
with the directive above-cited, by these presents do hereby grant,
transfer and convey Lo the United States of America by and through
the Secretary of the Interior, in trust for the benefit of the
¥sleta del Sur Pueble, all the real propaerty, including all
buildings and improvements affixed to such property, that are
presently held in trust by the State of Texas for the Ysleta del
Sur Puello, as the same is more fully described in Exhibit A
attached hereto and incorpeorated herein by reference, subject to
any exceptions, reservations, easements, restrictions, covenants,
conditions, rights-of-way, and cil, gas and mineral leases which
are valid, subsisting and of record, provided that any onissioen
from Exhibit A shall not limit the inclusiveness of the general
description herein set out, to have and to hold the above-described
premises, together with all and singular the rights, appurtenances
and privileges thereto belonging, to the United States of pmerica
by  and through the Secretary of the Interxloxr, in trust as
hereinbefore sat out, and to his successors and assigns forever.

FURTHER, I do hereby direct all approprinte state cofficers and
personnel to take immediately all steps necessary to mhke the
grant, transfer and conveyance provided for by, and to effectuate
the intent of, this Executive Orxder.

This Executive Order shall be effective immediately and remain
in full force and effect until modified, amended or rescinded by

me.

Given under my hand this 25th
day of July, 1989.

NP @%J&“@v@v@

wWilliam P, Clements, .
Governor of Texas

Filed in the Office of
Secretary of State

JUL 25 1989

Statutory Fitings Division
Statutory Documents
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EXAUIBIT A
To Exectitive Order Transferring TO THE
UNITED STATES OF AMERICA BY AND THROUGH THE
SECRETARY OF THE INTERICR ALL OF THE LANDS,
TOGETHER WITH IMPRCOVEMENTS THERECON, HELD IN
TRUST BY THE STATE OF TEXAS FOR THE BENEPFIT
OF THE YSLETA DEL SUR PUEBLO

1. That parcel of land described by metes and bounds and
conveyed in a desd dated September 22,‘1971, from charles C.
Ga%ther, individually and as attorney-~in-fact f£for Mary M.
Gaither, et al., to the State of Texas, an undivided .one
guartar interest in Tracts IXI~A and II1-B, Block 48, Y¥Ysleta
Grant, El rPaso County, Texas, which tracts are mote
particularly described in sald deed, and containing 2.432
acres, more or less, which deed is reqorded in Book 360, Pages
1521, et seq. of the Deed Records of Ei Pasc County, Texas.

2. That parcei of land described by metes and bounds and
conveyed by deed of gift dated November 28, 1970 from Charles
C. Gaither, et al., to the State of Texas, an undivided
three-guarters interest in Tracts II-A and II-B, Block 48,
Ysieta Grant, El Paso County, Texas, whieh tracts are more
particularly described in sald deed, and containing 2.432
acres, more Or lesgs, which deed is recorded in Book 321, Pages
1650, et seqg. of the Deed Records of El Pasoc County, Texas.

3. That parcel of land described and conveyed in a deed
datsd December 30, 1969, from Mary Allce Armendariz, et al.,
Lo the State of Teras, covering Tracts 1la, 18, 1C and 1D, of
piock 44, Ysleta Grant, El Paso County, Texas, which tracts

are more particularly described in said deed, and contalning
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3.0584 acres, more or less, which deed 1s recorded in Book
282, Page 1662 of the Deed Records of El Pago County, Texas.

4, That parcel of land described by metes and bounds and
conveyed in a deed dated February 12, 1970 £rom Jack R.
Williamson and Jesusita D. Williamson, to the state of Texas,
described as containing 0,483 acres, more or less, and being a
part ©of Tract 6&-F-1, in Block 47 of the Y¥Ysleta Grant of El
Paso County, Texas, which deed is recorded in Book 285, Page
1608 of the Deed Records of El1 Paso County, Texas.

5, That parcel of land described and conveyed by deed
dated July 106, 1981, from Efren L. Franco and Margarita H,
Franco, to the Tigua Indlan Tribe and the State of Texas,
covering Lots 1, 2 and 3, Block 1, Teresa Gardens, El ,Paso
county, Texas, as more particularly described in sald deed,
which deed is recorded 1in Book 1189, Page 0797 of the Deed
Records of El Paso County, Texas.

6. That parcel of land described by metes and bounds and
conveyed by deed dated February 2, 1871, f£from Bernard J,
Wieland to the State of Texas, described as,containing 15.1996
acres, more or less, being part of Section 10, Block 77,
Township 1 of the Texas and Paclfic Railway Company Surveys,
El Paso County, Texas, which deed 1is recorded in Volume 3236,
rage 0119% of the Deed Records of El Paso County, Texas.

7. That parcel of land described by metes and bounds and
conveyed by deed dated ¥February 18, 196% from Horizon
Properties Corporation to the State of Texas, described as

containing 20,328 acres, more or less, and beilng a part of
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section 18, Public School Lands, Block 7, El1 Paso County,
rexas, which deed is recorded in Volume 244, Page 0806 of the
peed Records of El Paso County, Texas.

8. That parcel of land descriped by metes and bounds and
conveyed in a deed dated April 26, 1972 from Vaughn R. Wilson
and Pauline ©. Wilson to the State of Texas, described as
15.006 acres, more or less, and being a portion of Block 49 of
Ysleta Grant, E} Paso County, Texas, which deed 1s recorded in
Book 388, Page 0871 of the Deed Records of El1 Paso County,
Texas. _

g. That parcel of land described by metes and hounds and
conveyed in a deed dated april 26, 1972, from Alfredo Acosta,
Jr., and Esparanza Acosta to the State of Texas, describegd as
beiné 1.499 acres, more or less, and belng a portion of Tracts
18A and 188, Rlock 4%, Ysleta Grant, El Paso County, Texas,
which deed 1s recorded 3in BRook 388, Page 422 of the Deed
Records of El1 Paso County, Texas.

10. That parcel of land described by metes and bounds and
conveyed in a deed dated July 19, 1972 from Vaughn R. Wilson,
et al.,, to the State of Texas, described as being 1,253 acres,
more or less, and belng a part of Tract 16, Block 49, Ysleta
grant, El Paso County, Texas, which dezed 1s recorded in Book
401, Page 0812 of'the Deed Records of El Paso County, Texas.

11. That parcel of land described by metes and bounds and
conveyed 1n a deed dated October &, 1877 from Leavell
Properties, Inc., d4/b/a EBC & Associates IY, to the State of
Texas, described as containing 215,619.635 square feet or

i
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4.950 acres, more or less, being Tract 15, Block 45, ¥sleta
Grant, El1 Ppaso County, Texas, as more particularly described
therein, which deed is recorded in Book 829, Page 05 of the
Deed Records of El Paso County, Texas.

12. That parcel of land described by metes and bounds and
coﬁbeYed in a deed dated September 3, 1981 from Paso Pak chili
Company Inc. to the migua Indlan Tribe oé Texas, described as
containing 2 acres of land, more or less, and being a part of
Tract 1B, Bloék_z, gan Elizario Grant, El Paso County, Texas,
which deed is recorded in Book 1204, Page 0645 of the Deed

Records of El Ppaso County, Texas, (Clerk's Filing HNumber

06079).

04967
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ATTACHMENT 9
CITY OF ANTHONY, NEW MEXICO

1. the name of the municipality, county, and state;

City of Anthony, New Mexico

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

July 17, 2011
4, if franchisee or licensee, the date franchise or license expires;

July 17, 2021

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 9.



ORDINANCE NO. 2011-08
AN ORDINANCE GRANTING A FRANCHISE
TO EL PASO ELECTRIC COMPANY

BE IT ORDAINED BY THE GOVERNING BODY
OF THE CITY OF ANTHONY, NEW MEXICO:

Section1. Grant

There is hereby granted to El Paso Electric Company (the “Company”), a Texas corporation
authorized to transact business in the State of New Mexico, its legal representatives, successors, and
assigns, for the term of 10 years from the effective date of this Ordinance, a Franchise, pursuant to
Section 3-42-1 et seq. NMSA 1978, to construct, reconstruct, repair, maintain, use and operate in,
over or under the present and future streets and extensions thereof, alleys, public ways, parks, and
public places of the City of Anthony, New Mexico (the “City") facilities for the transmission and
distribution of electrical energy now installed and in operation or such facilities as herein described as
may be hereafter installed and operated in the City for the use of the City and the inhabitants thereof
~ and properties therein, with all usual and -customary appurtenances for such transmission and
distribution and privileges to promote, maintain, construct, reconstruct, build, equip, conduct, or
otherwise establish and operate in said City, works or systems and plants to generate, manufacture,
use store, sell, distribute, convey electrical energy or otherwise establish, conduct, serve, supply, and
furnish the inhabitants of said City, whenever the inhabitants of said City desire to contract therefore,
with electrical energy for light, heat, power and other usefui service and elements and materials
necessarily incidental to the use of same.

Said Company is hereby granted passage, right-of-way and the right to continue to use and occupy,
and to use and occupy during the term of this Franchise, every and any and all streets, avenues,
alleys, highways, public ways, sidewalks, bridges, and other public structures and public places and
public grounds of said City, both above and beneath the surface of said City and said streets,
avenues, alleys, highways, public ways, sidewalks, bridges and other public structures and public
places and public grounds of said City as may now exist or may be hereafter extended or created
within the territorial and jurisdictional limits of said City, or as said territorial and jurisdictional limits of
said City may be extended hereafter, for the purpose of carrying out the Company’s business as is
authorized by the City pursuant to the terms of this Franchise.

Section 2. Police Power

Work done in connection with the construction, repair, maintenance and operation of such facilities is
subject to the continuing police power of the City, and the Company shall compiy with all present and
future laws, ordinances and regulations, except such as conflicts with any provision hereof lawfully
surrendering the City’s authority.

The City shall have power at any time to require the Company to remove and abate at its own
expense any installation or structure that is dangerous to life or property and in case the Company,

A
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after notice fails or refuses to act, the City shall have the power to remove or abate the same at the
expense of the Company, all without compensation or liability for damages to the Company.

The City shall have the power at any time to require the Company to change the route and position of
its poles, lines conduits or other construction at Company’s expense when the City Council (“the
Council”) shall find, by resolution, that such change is necessary in the closing, opening or relocation
of streets or afleys, bridges, public ways, or water or sewer lines, the changing of grade of streets or
alleys, the construction and maintenance of streets (including re-routing, improving, or widening),
bridges, public ways, parks and public improvements, and under other conditions, which the Council
shall find necessary under the lawful exercise of its police power; provided, however the Company
shall be entitled to be paid for its costs and expenses of any relocation, raising or lowering of its poles,
lines, conduits or other construction required by the City if (i) such costs and expenses are directly
reimbursable or payable to the Company or to the City by the State of New Mexico, the United States,
Or any agency or subdivision of either, by any other party, or (i) such move is for the benefit or
convenience of or at the request of a third party, including a private developer or development. In
such case, the third party, including a private developer or development, shall be solely responsible
for the payment of same to the Company. The City shall not be responsible for any such payment.
The City shall not be liable to the Company for any damages to poles, lines, conduits or other
construction occurring in the change of the grade of streets, alleys, or public places after notice to the
Company. The City shall use its best reasonable efforts to consult and confer with the Company
before requiring any such relocation, raising or lowering, with a view toward accompilishing the resuit
reasonably and economically.

The Company shall promptly restore to their original condition as before working thereon as nearly as
possible, and to the reasonable satisfaction of the Mayor and Council of the City, all places excavated
by it or damaged by it. The Company shall not tear up, disturb, or excavate any place at any time
without first obtaining a permit to do so and paying a permit as required by the City, but such permit
shall not be unreasonably withheld if the proposed excavation is necessary and in accordance with
this Franchise and City ordinance.

Section 3. Underground Facilities

The Company agrees to promote and encourage the use of underground facilities in new subdivisions
where the differential costs of underground versus overhead distribution is agreeabie to both the
Company and the property owner. If an adjoining subdivision is served from underground facilities,
every effort will be made to design, operate and maintain these facilities for future expansion to other
subdivisions in the immediate areas.

- Section 4. Interference with Public or Private Property

All poles piaced within the City and all excavations, disturbances, or other construction in the streets,
alleys, public ways, or public places shall be done so as to minimize any interference with the use of
streets, alleys, public ways, and public places and with the use of private property, in accordance with
any direction given by or under the authority of the Council under the police and regulatory power of
the City. Future installations of the Company shall not conflict with then existing gas pipes, water
pipes, telephone lines or conduits, or sewers, except with the consent of the City. Nothing herein
shall be construed in any way to restrict or limit the Company’s right of eminent domain as to private
property.
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Section 5. Trimming Trees

The Company may trim trees upon and overhanging the streets, alleys, public ways, sidewalks, and
public places of the City so as to prevent the branches of such trees from coming into contact with the
wires or cables of the Company. When so ordered by the City, such trimming shall be done under the
supervision and direction of any City official to whom such duty may be delegated. The Council may
require pole lines that are directly adjacent to the public parks to be relocated or removed to adjacent
alleys. :

Section 6. Wire Changes to Permit Moving of Structures

The Company on request of any person shall within a reasonable period of time remove, rearrange, or
raise or lower its aerial cables or wires temporarily to permit the moving of houses, machinery, or
other objects or structures. The expense of such temporary removal, rearrangement, raising or
lowering of the aerial cables or wires, shall be paid by the benefited party or parties (other than the
City), and the Company may require such payment in advance. The Company shall be given not less
than 48 hours advance notice to arrange for such temporary aerial cables or wire changes.

Section 7. Furnishing Service

- The Company shall furnish service under approved rules and reguiations to any person, firm or
corporation which shall demand service within the City, upon such terms and conditions as may be
reasonably required by the Company, subject to regulation as provided in Section 10 of this
- Franchise, and shall make connections therefore on demand, without unreasonable delay, provided
that the extension of service demanded is not prohibited by State of Federal law.

. The Company shall have the right to operate and control all meters, wires, appliances and
appurtenances owned by the Company. In case of refusal or failure on the part of any customer to
‘pay the Company proper charges for electricity consumed, or to observe approved rules and
regulations established by the Company, the Company shall have the right to disconnect its service
and wires to the premises of such customer and to remove all facilities furnished and owned by the
Company.

Section 8. Other Utility Installations

The City reserves the right to instail and permit to be installed, gas, water, other utility lines and cable
television lines and facilities and permit to be done any work that may be deemed necessary or proper
by the Council in, across, over or under any street, alley or public place occupied by the Company
and to change any curb or sidewalk or the grade of any street. in doing or permitting such work, the
City shall not be liable to the Company for any damage so occasioned. However, the City shall not
require the Company (except as provided in Section 2) to move its line entirely from any street, alley
or public place. If the City shall require the Company to adapt or conform its lines or in any way or
manner to alter, relocate or change its property to enable any other corporation or person except the
City to use with greater convenience such street, alley, or public piace, the Company shall not be
bound to make any such changes until such other corporation or person shall have undertaken with
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soivent bond to reimburse the Company for any loss and relocation of the Company property;
provided, however, that the City shall not be liabie for such reimbursement,

Section 9. _ Indemnification

The Company shali indemnify and save the City, its governing body, officers, agents, and employees
harmless from and against all claims, demands, liabilities, or causes of action (including the costs,
expenses, and reasonable attorney’'s fees on account thereof) against the City for injury to persons or
property occasioned by or arising out of the construction, reconstruction, maintenance, repair or
operation of its system or by the conduct of its business in the City.

Section 10. A Quality of System and Service

The Company shall construct, install and maintain its system with economical and up-to-date
apparatus and equipment in reasonable operating condition at all normal times and in accordance
with industry standard engineering practices. The service shall be sufficient to meet all reasonabie
demands without undue interruption for fiuctuation, except when interrupted, prevented, or impaired
by fire, strikes, riots, war, storms, floods, State or Federal restrictions, or any other occurrences
beyond the control of the Company in any of which events the Company shall do all things reasonably
within its power to restore normal, efficient, and economical service, but shall not be liable for claims,
demands, causes of action or damages occasioned by interruption or fluctuations so caused. It is
understood and agreed that the settiement of strikes, walkouts, lockouts, or other labor disputes shall
be entirely within the discretion of the Company. The Company shall use reasonable means to limit
inconvenience to the City and its inhabitants or damage or injury to City’s property or property of its
inhabitants during the course of work done in connection with the construction, repair, maintenance
-and operation of such facilities.

Section 11.  Regqulation

it is recognized that the rates, operations and services of the Company are regulated pursuant to the
Public Utility Act {the “Act”), Chapter 62, New Mexico statutes annotated, 1978 Compilation, as the
same may be amended from time to time. In the event of any conflict between any of the provisions
of this Franchise and the Act, the Act shall govern.

Section 12. Reports

The City shall have the right to be kept informed as to the operation and services of the Company
within the incorporated limits of the City. The Company will furnish such pertinent information as may
from time to time be reasonably required by the City, including, but not limited, copies of the reports
and information furnished to the Commission and the original records of the Company related to its
operations within the incorporated limits of the City shall be opened to inspection by the City at any
reasonable time. In addition, upon written request, the Company shall provide to the City copies of
maps or other reports showing the location of the Company's systems, facilities, equipment and
infrastructure within the City’s limits or immediately adjacent to the City’s limits provided that such
maps or reports can be produced from the Company’s records existing at the time of the request
without unreasonable burden or expense. Further, upon request, the Company shall provide to the
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City copies of deeds, leases or easements relating to the Company’s facilities within the City’s limits
or immediately adjacent to the City's limits.

Section 13. Compensation

As full compensation for the rights herein granted, the Company will pay the City monthly during the
life of its Franchise, a sum of money equal to 3% of the gross receipts for the preceding calendar
month received by the Company from the sale of electric energy within the corporate limits of the City
including any extension of those City limits from time to time excluding, however, the gross receipts
from the retail sale of electric energy to the City and all municipal, county, state and federal
government agencies and institutions. . Such sums shall be payable on the 28" day following the
month with respect to which such sum shall be payable.

Upon written request, the Company shall provide to the City a report showing in reasonable detail the
calculation of the monthiy franchise fee. if the City has a reasonable basis to Question the accuracy of
such calculation, the Company, upon written request from the City, shall make available to the City for
inspection the books and records supporting such calculation or reasonably related thereto. Any such
inspection shall be conducted at the City’s sole expense during reguiar business hours after
reasonable advance notice.

The consideration set forth above in this Section shail be in lieu of any other tax or charge, by
whatever name called, for the privileges granted in this Franchise. The City will not assess against the
Company any additionai street rental charge, rental charge, pole tax, inspection tax, or charge for the
occupancy of the places to which this Franchise relates under Section 1. This does not bar the City
from assessing against the Company or its property ad valorem taxes levied on property generally,
fees charged generally to the public for the services of departments or agencies of the City, excise
taxes levied generally, or other taxes, fees and charges which are generai and not compensation for
the privileges herein granted.

Shouid the City not have the legal power to agree that payment of the foregoing consideration shall be
in lieu of any of the additional taxes or charges as above set forth, the City will apply so much of such
payments set forth in this Section as may be necessary to the satisfaction of the Company’s obligation
to pay the additional tax charged here and agreed to be waived.

The payment or rendition of the consideration provided in this Grant shall not, except as otherwise
provided herein, in any way limit any of the privileges or rights of the City which it may now or
- hereafter have under the laws of the State of new Mexico.

The provisions of Section 12 shall not be construed to excuse the Company from coliecting from its
electric service customers and paying over to the City or the State for the benefit of the City additional
municipal sales tax levied in the event said City or State shall, at any time during the term of this
Franchise, enact such additional municipat sales tax.

Section 14.  Acceptance

This Franchise shall not take effect unless, within 30 days after its passage and approval, the
Company shall file its written acceptance with the City clerk. Upon such acceptance this Franchise
shall become effective after notice pursuant to Section 3-42-1 et seq. NMSA 1978 and filing with the
Commission.
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Section 15. Rights of Successbrs

This Franchise Ordinance shall be binding upon the legal representatives, successors, lessees and
assigns of the parties hereto.

Section 16. Invalidation of' Provision

If any section, paragraph, subdivision, clause, phrase or provision of this ordinance shall be declared
- or adjudged invalid or unconstitutional, the same shall not affect the validity of this ordinance as a
whole or any part of the provisions hereof, other than the part so determined to be invalid or
unconstitutional.

Section 17. _Attorney’s Fees and Costs

In the event of breach of this agreement by either party hereto, the prevailing party shall enjoy all
rights and remedies allowed in law or equity and shali recover reasonable attorney’s fees in any suit
from the breach or enforcement of this agreement,




PASSED AND APPROVED this 18th day of - May , 2011.

APPROVED:
Mayor

ATTEST BY:

APPROVED AS TO FORM ONLY:

M\/- 7 it

City Attorney

' A

ACCEPTED BY EL PASO ELECTRIC COMPANY ON THIS / 7 DAY OF ’V,g,u'é , 2011:

By‘%@ Rexlr_ie\‘Mae!dDaérr:;:;l ﬁ«lpn:ggtved
’ ega

Name: 0@/,5,47 %ﬁ’ Zb?ZE

Tites_L/P- Wlea) Weaves Mrsres /Z%?// e
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ATTACHMENT 10
CITY OF LAS CRUCES, NEW MEXICO

1. the name of the municipality, county, and state;

City of Las Cruces, New Mexico

2. the interest of the applicant or franchisee or licensee;

Franchisee

3. if franchisee or licensee, the date franchise or license was acquired;

May 3, 2000

4, if franchisee or licensee, the date franchise or license expires;

April 30, 2009 (El Paso Electric Company and the City of Las Cruces, New Mexico, have

not entered into a new franchise agreement since the expiration. El Paso Electric Company
continues to abide by the terms of the franchise.)

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 10.



FRANCHISE ORDINANCE/AGREEMENT

SECTION 1: PURPOSE - COMPANY’S USE OF STREETS

That the City of Las Cruces, New Mexico (hereinafter called the “City”), hereby
grants unto and vests in the El Paso Electric Company, a Corporation organized and existing
under and by virtue of the laws of the State of Texas, and authorized to transact busineés in
the State of New Mexico, (hereinafter called the “Company”), its legal representatives,
successors, lessees and assigns, AN ELECTRICAI. FRANCHISE. This Franchise
Ordinance gives the Company the right to operate its electric plant, systems and works now
installed and in operation or hereafter installed and operated in the City of Las Cruces, New
Mexico, and the authority, license, power and privileges to promote, maintain, construct,
build, equip, conduct, or otherwise establish and operate in the City, works or systems and
plants to generate, manufacture, use, store, sell, distribute, convey, or otherwise establish,
conduct, serve, supply and furnish, the inhabitants of the City, whenever the inhabitants of
the City and others, and/or the City shall desire to contract therefor, with electricity for light,
heat, power and other useful service, and elements and materials necessarily incidental to
the use of same, including the sale of electrical appliances. The Company is hereby granted
passage right of way and the right to continued use and occupancy, and to occupy and use
during the life of this Franchise Ordinance, every and any and all streets, avenues, alleys,

highways, public ways, sidewalks, bridges, and other public structures and public places, and

public grounds of the City, both above and beneath the surface of the City, as (said streets,

297



avenues, alleys, highways, public ways, sidewalks, bridges, and other public structures and
public places, and public grounds of the City) they now exist, or may be hereafter extended,
or such as may be hereafter created within the corporate limits of the City, or as same may
be hereafter extended, for the purpose of carrying out that part of its business as is authorized
by the City pursuant to the terms of this Franchise Ordinance.

SECTION 2: LICENSE - POLE REILOCATION - REPLACEMENT OF
PAVEMENT -APPEALS - BOND - HOLD HARMIESS AGREEMENT

The Company is hereby authorized, licensed and empowered to do any and all things
necessary and proper in executing the powers and utilizing the privileges herein mentioned
and granted by this Franchise Ordinance, including the making of necessary excavations and
the right to acquire, erect and maintain and operate its poles, wires and appurtenances in and
on any and all of the streets, avenues, alleys, highways, public ways, sidewalks, bridges, and
other public structures and public places, and public grounds of the City. The Company is
hereby authorized to extend, construct, place, locate its poles, lihes, wires, connections, and
appurtenances through, over, across, and under any and all of the streets, avenues, highways,
public ways, sidewalks, bridges, and other public structures and public places, and public
grounds of the City, subject, however, to the express approval of the City’s Planning
Department and provided that such installation does not conflict with existing water and/or
gas and/or sewer lines. No part of the expense of the above-described work shall be borne

by the City.



Both parties acknowledge the long range importance to the City in having appropriate
coordination between various construction programs now in progress or contemplated for
some future year by the various agencies authorized to make use of City streets, avenues,
alleys, highways, public ways, sidewalks, bridges, and other public structures and public
places, and public grounds of the City. In order that such coordination shall be effective, and
that possible conflicts between power poles and future street or City utility system
improvements be eliminated, the Company, prior to commencement of such work, will
review and coordinate the work with the City’s Planning Department. It shall be considered
that projects (new construction and/or emergency replacement) consisting of four primary
in-line poles or less are not of sufficient magnitude to warrant the review and coordination
study by the City’s Planning Department as above mentioned.

Where existing poles and facilities are installed in City streets, and street right-of-
ways, alleys, highways, public ways, sidewalks, bridges, and other public structures and
public places, and public grounds of the City and it is determined that such poles and
facilities are in conflict with authorized street widening and street improvements, the project
to relocate the poles and facilities to a mutually acceptable location shall be subject to the
approval of the City’s Planning Department. All of such pole relocation work and
installation shall be performed by the Company at no expense to the City. All work done in
said streets, alleys, highways, public ways, sidewalks, bridges, and other public structures

and public places, and public grounds of the City by the Company, shall be performed with
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reasonable diligence; and the Company shall, within a reasonable time, restore such streets,
alleys, and public grounds excavated by it, to their original condition as nearly as possible;
and said work shall be done subject to the approval and acceptance of the City’s Planning
Department.

No trench excavations or pavement cuts in any public way shall be commenced under
the license herein granted until a permit to commence such work is secured from the City’s
Planning Department.

The replacement of pavement shall be performed in accordance to City standards and
ordinances. All expenses associated with such replacement of pavement shall be borne by
the Company, whether completed by private contractors or by City work force.

Appeals from decisions of the City’s Planning Department may be taken to the City
Council. During the term of this Franchise Ordinance, the Company shall have in force for
the benefit of the City, a bond in the sum of Ten Thousand Dollars ($10,000) securing
prompt performance of all of its duties and obligations under the terms of this Franchise
Ordinance.

The City and its officers, agents and employees shall be indemnified and held
harmless for all claims, losses and damages to persons or property on account of or resulting
from the Company’s operation, work, duties, and obligations pursuant to the terms of this

Franchise Ordinance.
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SECTION 3: COMPANY’S RIGHT TO TURN-OFF

The City, acting as aforesaid, hereby grants unto the Company, its successors, lessees
and assigns, the right to operate and control all meters, wires, appliances and/or
appurtenances owned by the Company, and in case of refusal or failure on the part of any
customer to pay the Company proper charges for electricity consumed, or to observe the
established rules and regulations of the Company to disconnect the service and wires of the
Company connecting to the premises of such consumer, and to remove all meters and other

materials, appliances or appurtenances furnished and owned by the Company.

SECTION 4: COMPANY RIGHT TO TREE-TRIM

The Company shall have the authority to trim trees upon and overhanging streets,
avenues, highways, public ways, sidewalks, bridges, and other public structures, public
places, and public grounds of the City so as to prevent the branches of such trees from
coming in contact with the wires of the Company. All tree trimming to be done under the

supervision and direction of the Company and at the expense and liability of the Company.

SECTION.5: EXTENSION OF OVERHEAD WIRES

Whenever an applicant for electric service shall have complied with established rules
and regulations of the Company and whenever necessary, the Company shall, without
charge, extend its overhead wires a distance of three hundred (300) feet per customer, and

provide a reasonable overhead service from the nearest pole to the customer’s building;
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PROVIDED, however, that the Company shall not be so required in cases where there exists
any physical obstruction within said three hundred (300) feet making such extension

impractical, or when the permission of some third party is required and is refused.

SECTION 6: FRANCHISE TAX - EXEMPTIONS

The Company, its successors, lessees and assigns, for and in consideration of the
granting of this Franchise Ordinance, and as rental and/or tax for the occupation and use or
easément over, upon, and beneath the streets, avenues, alleys, highways, public ways,
sidewalks, bridges, and other public structures and public places, and public grounds of the
City, shall pay monthly to the City, beginning with the time hereinafter set forth, and
thereafter during all the time this provision shall remain in force and effect, a total aggregate
sum of two percent (2%) of the gross receipts of the Company, its successors, lessees and
assigns, derived from (1) the sales of electricity used or consumed within the corporate limits
of the City, (2) from the lease of poles and equipment, excepting poles used under joint use
agreements by Mountain States Telephone and Telegraph Company, Western Union
Telegraph Company, New Mexico State University, the United States Government, and
Community Antenna TV (Cable) Companies, and (3) from all revenue whatsoever from
whatever source under the Company’s rate, fees or charges, in existence at the time of
payment, excepting therefrom such receipts for electricity furnished schools, colleges and

universities operated by a Governmental Agency; PROVIDED, HOWEVER, that until such
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time as said two percent of the annual gross receipts of the Company shall have exceeded
sixty thousand dollars ($60,000.00) per annum, the Company shall be obliged to make in licu
thereof to the City an annual minimum payment of sixty thousand dollars ($60,000.00). Said
payments shall be based on such gross receipts beginning on meter reading on first day of
calendar month next following the effective date of this instrument and shall be made to the
City on or after the expiration of thirty (30) days from and after the first day of each month
of'each year from and after and during all the time this Franchise Ordinance shall remain in
force and effect.

For the purpose of determining said revenue, the revenue accounts of the Company
shall at all times be subject to inspection by duly authorized City Officials. Said payments
shall be made in lieu of any and all other Franchise Ordinance, license, privileges, pole,
easement, wire or instrument, excise or revenue taxes except municipal occupation taxes, on
all sales or revenues from any source other than electrical energy sales, and all other
exactions except general ad valorem property taxes upon business, revenues, property, poles,
wires, instruments, conduits, pipes, fixtures or other appurtenances of the Company, and all
other property or equipment of the Company or any part thereof, in the City during the term

of this Franchise Ordinance.

SECTION 7: COLLECTION OF ADDITIONAL MUNICIPAL GROSS RECEIPTS
TAX

The provisions of Section 6 shall not be construed to excuse the Company from
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collecting from its electric service customers and paying over to the City additional
municipal gross receipts tax levied, in the event the City shall, at any time during the term

of this Franchise Ordinance, enact such additional municipal gross receipts tax.

SECTION &: NOTICE OF FILING .

The Company will not make application to the New Mexico Public Regulatory
Commission for a change in any of the various rate schedules applicable to services required
by the City and in effect at the time the Franchise Ordinance becomes effective without first
discussing the matter with the City. Should such an application be presented to the New
Mexico Public Regulatory Commission, the Company agrees that reasonable advance notice
of such hearing will be given the City in order to afford the City an opportunity to intervene
in the formal hearing before the New Mexico Public Regulatory Commission. In such
instance, the Company agrees to provide the City with available engineering, statistical,
billing and other data pertinent to the rate change application.

SECTION9: - UNDERGROUND FACILITIES

The Company shall encourage and promote the design and use of underground cables
and facilities for the downtown redevelopment area at the request of the City and
PROVIDED, however, that the City and the property owners involved are agreeable in
supporting the cost differential for this project. The Company also agrees to promote and

encourage the use of underground facilities in new subdivisions where the differential costs
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of underground versus overhead distribution is agreeable to both the Company and the
property owner. If an adjoining subdivision is served from underground facilities, every
effort will be made to design, operate and maintain these facilities for future expansion to

other subdivisions in the immediate areas.

SECTION 10: SWITCHING FACILITIES - STAND-BY AUXILIARY SERVICE

The Company shall establish and shall maintain during the term of this Franchise
Ordinance such switching facilities as may be required to provide alternate circuits to supply
electrical power for emergency installations within the City limits, limited to the following:
Memorial Medical Center and such other City-County Hospital (or hospitals) as may be
constructed during the term of this Franchise Ordinance, and at the county jail and/or City
public safety buildings and at a Civil Defense Headquarters Center as the same may be
constructed during the term of this Franchise Ordinance.

Upon written request the Company will provide standby and/or auxiliary service to
customers having other power or power generating equipment and facilities. The service will
be provided in accordance with the Company’s published RULES AND REGULATIONS
and billed under approved tariff schedules on file with the New Mexico Public Regulatory

Commission.

SECTION 11: ACCEPTANCE OF FRANCHISE

This Franchise Ordinance shall be accepted by the Company in writing within 30 days

9
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from the date this Franchise Ordinance is passed by the City Council. If not so accepted this
Franchise Ordinance shall be repealed and negotiation for a new Franchise Ordinance may
take place between the City and the Company; PROVIDED, that in any such negotiation
neither party shall be bound by the terms of this Franchise Ordinance. It is hereby made an
essential condition in the granting of this Franchise Ordinance, and its use and enjoyment by
the Company, its successors, lessees, and assigns, that the acceptance by the Company, its
successors, lessees, and assigns, of the Franchise Ordinance and the rights and privileges
hereby granted shall be the acceptance by the Company, its successors, lessees and assigns,
of all the conditions, reservations and restrictions herein provided and contained; and when
this Franchise Ordinance has been accepted as aforesaid in the space provided at the end of
this instrument, this Franchise Ordinance shall be and become a contract duly executed by
and between the City and the Company, PROVIDED, however, that excepting for mortgages,
stockholders, bondholders, or any others having any lien or claim of whatever sort against
the Company including its rights and privileges as herein granted, the Company will make
no transfer, assignment, lease, or other succession of or to the rights herein granted, without
the approval of the City, which approval shall be granted as to any person or entity which
provides information sufficient to demonstrate that it is financially sound and teéhnically
qualified to provide electric distribution service, and the regulatory agencies having

Jurisdiction over the Company’s operations.
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SECTION 12: REPEAL OF CONFLICTING ORDINANCES

All other ordinances or parts of ordinances in conflict herewith are hereby repealed.

SECTION 13: SCOPE

Except for the written Settlement Agreement between the parties dated as of February
24, 2000 (hereinafter called the “Settlement Agreement”), this Franchise Ordinance
incorporates all of the agreements, covenants and understandings between the Parties hereto
concerning the subject matter hereof, and all such covenants, agreements, and understandings
have been merged into this written Franchise Ordinance. Except for the written Settlement
Agreement, no prior agreement or understanding, verbally or otherwise, of the parties or their

agents, shall be enforceable unless embodied in this Franchise Ordinance.

SECTION 14: AMENDMENTS

This Franchise Ordinance shall not be altered, changed or amended except by

ordinance in writing and executed by the parties hereto.

SECTION 15: RIGHTS OF SUCCESSORS

This Franchise Ordinance shall be binding upon the successors, lessees and assigns

of the parties hereto,

SECTION 16: PARAGRAPH HEADINGS

The paragraph headings of this Franchise Ordinance are inserted only for reference

1
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and in no way define, limit or describe the scope or intent of this Franchise Ordinance nor

affect its terms and provisions.

SECTION 17: TERM

This Franchise Ordinance shall expire on April 30, 2007, unless the City does not
timely exercise the purchase option granted it under the Settlement Agreement in accordance
with the terms set forth therein, in which event this Franchise Ordinance shall remain in
effect and shall automatically be extended for an additional two (2) years through April 30,
2009. This Franchise Ordinance shall take effect and be in force 30 days after the passage
and adoption of this Franchise Ordinance, the date of passage and adoption being set forth
below. However, after such passage and adoption and during the atorementioned 30 day
period, this Franchise Ordinance (1) must be published at the expense of the Company in
full, in two weekly issues of a newspaper published in the City of Las Cruces, New Mexico,
said publications not less than seven days apart; (2) proof of such publication must be
submitted by affidavit from the publisher and placed in the appropriate City records, and (3)
this Franchise Ordinance must be accepted in writing by the Company in the space provided

at the end of this instrument; otherwise, this Franchise Ordinance shall be null and void.

SECTION 18: NON-EXCLUSIVE FRANCHISE - CITY OPTION TO PURCHASE

A. The City in granting this Franchise Ordinance grants only a non-exclusive

Franchise Ordinance. Furthermore, the City in granting this Franchise Ordinance, reserves

12
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the right, under applicable provisions of New Mexico law, to purchase electricity from other
parties on a retail basis, including being an aggregater for its citizens or businesses operating
within the City of Las Cruces.

B. This Franchise Ordinance is subject to an option to purchase by the City of the
Company’s distribution system within the City of Las Cruces as contained in the Settlement

Agreement, which option to purchase is incorporated herein by reference.

SECTION 19: SAVINGS CLAUSE - REPFATL

If any section, paragraph, subdivision, clause, phrase or provision of this Franchise
Ordinance except the provision containing the Franchise Ordinance rental or tax shall be
adjudged invalid or unconstitutional, the same shall not affect the validity of this Franchise
Ordinance as a whole, or any part or provisions thereof other than the part so decided to be
invalid or unconstitutional. If the Franchise tax or rental is declared invalid, or
unconstitutional, then this entire Franchise Ordinance shall be null and void.

DATED this 3! day of April, 2000.

CITY OF RUCES
o 7 2"

Ruben A. Smith, Mayor

ATTEST:
&/// P4 //f{-:,/f, - é/dC/Q?N

| /C'ity Clerk

13
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APPROVED AS TO FORM:

Ll J( 1) 01

Harry S. (ff’étes Connelly
Deputy City Attorney

ACCEPTANCE

The above Franchise Oldmance//\g1 cement is hereby accepted as to all of'its terms,
conditions, and provisions on this _{& .._“day of April, 2000.

EL PASO ELECTRIC COMPANY
A Texas Corporation

N %w« Hebrut

President

ATTEST:

L eielprecs /&Zou D“\

Secretary

14
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City of Lo Crucer

- COUNCIL ACTION FORM
For Meeting of April 3, 2000

TITLE:

AN ORDINANCE GRANTING TO EL PASO ELECTRIC COMPANY, A CORPORATION
ORGANIZED AND EXISTING UNDER AND BY VIRTUE OF THE LAWS OF THE STATE
OF TEXAS, ITS LEGAL REPRESENTATIVES, SUCCESSORS, LESSEES AND
ASSIGNS, CERTAIN POWERS, LICENSES, RIGHTS OF WAY AND PRIVILEGES TO
MAINTAIN, ERECT, CONSTRUCT, EQUIP, CONDUCT AND OPERATE IN THE CITY OF
LAS CRUCES, NEW MEXICO, WORKS, SYSTEMS, AND PLANTS TO GENERATE,
MANUFACTURE, USE, STORE, SELL DISTRIBUTE, CONVEY, OR OTHERWISE USE,
CONDUCT, SERVE, SUPPLY AND FURNISH SAID CITY, ITS INHABITANTS AND
OTHERS ELECTRICITY FOR LIGHT, HEAT AND POWER, AND OTHER USEFUL
SERVICE, AND TO USE THE STREETS, AVENUES, ALLEYS, HIGHWAYS, PUBLIC
WAYS, SIDEWALKS, BRIDGES, AND GROUNDS OF SAID CITY, FOR A PERIOD OF
UP TO NINE (9)YEARS, AND PRESCRIBING CERTAIN TERMS AND CONDITIONS

THEREIN MENTIONED.

BACKGROUND, SUPPORT INFORMATION, AND COUNCIL OPTIONS (in order):

On February 24, 2000, the City Council passed Resolution No. 00-238,
which resolution approved a global settlement agreement between the
City of Las Cruces (“City") and Et Paso Electric Company ("EPE").

As part of the settlement agreement, the City is required to grant a
franchise ordinance/agreement to EPE for an initial term of seven (7)
years which is to be similar to the 1983 franchise ordinance/agreement
between EPE and the City. This franchise ordinance/agreement will

Continued

Name of Drafter.  Hany S. (Pets) Connelly Division/Department:  LEGAL Phone: 541-2128

Division/Department Signature

Community Services

Bivision/Department | Signature

Development
& Facilities Services

Fire

Administration

Police

Legal

Utilities

Budget

Finance

!Eé ° City Manager

padiri

CAF Rev 1/00
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BACKGROUND, SUPPORT INFORMATION, AND COUNCIL OPTIONS (in order):

remain in effect and shail automatically be extended for an additional
two (2) years if the City does not timely exercise its purchase options
granted it under the Settlement Agreement in accordance with the

terms set forth therein.

The global setllement agreement concerning the franchise
ordinance/agreement is attached hereto as Exhibit “A." Paragraphs 3
and 4 of same are the two paragraphs which address the granting of
the franchise ordinance/agreement and the City’s option to purchase

. EPE’s distribution system.

The proposed Franchise Ordinance/Agreement partially implements
the seftlement agreement and is similar to the 1983 franchise
ordinance/agreement between the City and EPE. The enactment of
the proposed Franchise Ordinance/Agreement by the City Council will
assist in bringing the settflement agreement between the City and EPE

closer to completion.
SUPPORT INFORMATION:
1. Ordinance.

2. Proposed Franchise OrdinancelAgteement.

3. Copy of Settlement Agreement as Exhibit “A".

COUNCIL OPTIONS:

1. Approve the ordinance as drafted.

2. Not approve the ordinance and provide direction to staff as to
how to proceed.
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EXHIBIT "D" TO
SETTLEMENT AGREEMENT DATED FEBRUARY 24, 2000
BETWEEN THE CITY OF LAS CRUCES AND EL PASO ELECTRIC COMPBANY

REAL ESTATE:

A parcel of land situate within the corporate limits of the City of
Las Cruces, Dona Ana County, New Mexico in the NW 1/4 of Section 34,
T. 23 8., R. 1 W.,, NNM.P.M. of the U.5.G.L.0. Surveys. Being part
of the West Mesa Industrial Park as acquired and filed on May 31,
1585 in Deed Record 296 at Page 378 of the records of Dona Ana
County, New Mexico and more particularly described as follows, to-

wit:

BEGINNING at a ¥ inch rebar with City of Las Cruces identification
-cap set on the south right-of-way of Interstate 10 (N.M.P. No. IR-
010-2{63) 129 and N.M.P. No. I-010-2(30) 130) for the Northwest
corner of the parcel herein described, whence a Highway Right-of-Way
Marker Sta. 739+67.24 found at the intersection with the West
section line of said Section 34 bears S. 82° 18' 23" W., a distance
of 65.60 feet;

THENCE from the point of beginning along said right-of-way N. 82°
18' 23" E., 344.20 feet to a ¥ inch rebar with City of Las Cruces
identification cap set for the Northeast corner of the parcel herein

described;

THENCE leaving the right of way S§. 00° 02' 03" W., 406.28 feet to a
% inch rebar with City of Las Cruces identification cap set for the
southeast corner of the parcel herein described;

THENCE N. B89° 57' 57" W., 341.08 feet to a ¥ inch rebar set on the
east side of a 65 foot wide right-of-way for the Southwest corner of
the parcel herein described;

THENCE along the right-of-way N. 00° 02' 03" E., 360.00 feet to the
point of beginning containing 3.0000 acres of land more or less.

The City of Las Cruces reserves a 35' utility easement as shown on Exhibit "D-1"
attached hereto, which utility easement may be used by Grantee for electric lines
and may be used by Grantor to install other utilities and by other franchisees

of Grantor to install utilities.



AGRE=D TERMS OF SETTLEMENT PROPOSAL

The foilowing settlement propasal has been negctiated between the
authorized representatives of Ei Paso Eleckric Company and The City of Las
Cruces. The terms of this agreement are subject to the final approvai of the City
Counci of Las Cruces and the Ef Paso Electric Board of Directors by February
25, 2000. The terms of the settlement, subject to finai agreement being draftad,
are as folloaws:

n

Payment of $ 21.0 million doilars by EFPE to CLC, paymernt to be
made by wire transfer te CLC within 5 business days of execution

. of awritten settlement agreement by the parties and passage of the
.franchise ordinance referred to in paragraph 3.

Transfer of ownership of the CLC West Mesa substation to EFE,
The City is to provide verification that its costs of building its
substation and reiated distribution and transmissicn lines, anc
obtaining the land, have been na less than $4.5 million doilars, with
a doflar for dollar offset to the one time payment described in
Paragraph 1 abave for ail amounts not verified by CLC. '

CLC wiil adopt by ordinance and the parties will axecute a seven .
(7) year franchise with EPE, similar to the 1883 franchise _
agreement, for the provision of electric distribution service with a
standstill agreement which will insure that curing the seven year
period no acton will be taken by CLC to attempt to condemn ZP&'s
system, otherwise acguire the system, ar attempt to operate or

build in any fashion its own electric distribution system.

At the canciusion of the seven (7) year franchise agreement, CLC
shall for ninety (80) days have the non-assignable option 0
aurchase EPE’s distribution system at EPE's accounting book
value at the time of such purchase pius a 30% premium. [fCLC
axercises jts option to purchase the diswibution system, it shail be
prohibited from resedling the property for a period of twa (2) vears.
If CLC does not act to exercise its option, the franchise agreement
and standstill agreement shall remain in effect for an additionai two
vears.

All existing CLC customer contracts shall be assigned to EPE as
they currently exist. In arder to verify the bifling under the signed
contracts, both copies of the contracts and each customer's last

 month's bill shall be provided to the Campany.
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8. In any future New Mexico Public Regulatory Cammission
proceedings, CLC shall not contest the caiculation of EPE's
stranded costs as long as such a calculation of the amount to be
charged customers does not exceed that amount ordered by the
Federal Energy Reguiatary Commission in its initial order ($52.9
miilion declining over time) in the pending EPE/CLC stranded cost
praceeding. This prohibition shail not extend to any procseding
unrelated to the calculation of skanded cost.

7..  The parties will dismiss ail existing liigation (inciuding all litigation
pending before the FERC) and take any such ather actions
necassary to terminate ail adversarial proceedings involving the
parties (including, if necessary, withdrawai from proceedings
brought by others in which they have-intervened). Apprcpnate
releases and covenants not to sue shafl be lnc!uded in the
settlement agreement.

8. The partres shall agree on the terms of an armcable joint press
- release announcing the setttement. .

9.  The tenns of this agreement shall be reduced ta a final writing
executed by the parties. The parties agree that they shall obtain
authorization from, respectvely, the EPE Board and the CLC
Council for drafting and execution of the final setfement agreement
by authorized representatives (so that no further Board/Councit
approvai is required). In the event of a dispute in the drafting and
execution of the final setlement agreement, ihe parties agree
promptly to mediate the dispute before the Honorable Karen
Meizen. .

Dated as of this 21* day of February, 2000:

q

‘:{' i A:/: ,éz /VM

Far thaﬁ;ty of Las C‘ﬂcns

r\

&

For EI Paso Electric Company
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ATTACHMENT 11
CITY OF SUNLAND PARK, NEW MEXICO

1. the name of the municipality, county, and state;

City of Sunland Park, New Mexico

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

October 26, 2011
4, if franchisee or licensee, the date franchise or license expires;

October 26, 2026

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 11.





















ATTACHMENT 12
DONA ANA COUNTY, NEW MEXICO

1. the name of the municipality, county, and state;

Doria Ana County, New Mexico

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

April 8, 1999
4, if franchisee or licensee, the date franchise or license expires;

November 1, 2023

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 12.



AMENDMENT TO RIGHT OF WAY AGREEMENT

Dofia Ana County (“County”) and El Paso Electric Company (“Company”) hereby

amend Section 8 (“Fees™) of the Right of Way Agreement (“Agreement™) the two Parties entered
into on March 9, 1999, as fqllows:

1.

Dated;

Dated:

This Amendment is made under the authority of and provisions of Section 14 of the
Agreement.

Section 8 of the Agreement is hereby amended to provide for an increase from two
percent (2%) to three percent (3%) of the Company’s gross revenues for its use of the
County’s rights of way.

Accordingly, commencing the first day of the first calendar month following sixty (60)
days after the execution of this amendment by the last party to sign, the Company shall
pay to the County three percent (3%) of its gross receipts, as defined in and for the
periods and at the times set forth in the Section 8 of the Agreement.

The percentage increase provided for herein shall apply to gross receipts from meter
readings taken by and other qualifying income received by the Company on or after the
commencement date of this Amendment.

With the exception of this Amendment, all other terms and conditions of the Agreement
remain unchanged and in force.

The above Amendment is hereby approved as to all of its terms and conditions.

EL PASO ELECTRIC

7//28/1% By: J\)%/‘ CED

Name Tushes V. Suocxey Title

APPROVEDASTOF
OFFICE OF THE GENERAL

DORNA ANA COUNTY

{H ure 20l By *ff%%r

Julia T BroW‘rﬁ Esq. County Manager
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ACKNOWLEDGMENT

STATE OF NEW MEXICO )

)
COUNTY OF DONA ANA )

~ o7k
This instrument was sworn to and acknowledged before me this A8 day of s S u/ % ,
20/9. by 7’V - Shock. ey , for El Paso Electric Company.
LSl
X otary Public Q
My Commission Expires: :
_ ' . HILUA VARGAS
OWZ’\ /) 9'0/7 My Comimssion Expiras
/ a0 , duly 1. 2017
ACKNOWLEDGMENT

STATE OF NEW MEXICO )

)
COUNTY OF DONA ANA )

This instrument was sworn to and acknowledged before me this \ —[ day bf ‘ ) M[ W, .
20 \L\r , by Julia T. Brown, for Dofia Ana County.

My Commission Expires:

W oIS
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AN DAY
ORDINANCE NO._179-99 . Bg

AN ORDINANCE GRANTING A RIGHT OF WAY AGREEMENT BETWEEN-THE
COUNTY OF DONA ANA, NEW MEXICO AND EL PASO ELECTRIC COMPANY.
The County Commission is informed that:

It is in the best interest of the health, welfare and prosperity of the County
of Doila Ana, New Mexico to grant a Right of Way Agreement to El Paso Electric
Company.

BE IT ORDAINED by the governing body of the County of Doiia Ana, New
Mexico that a Right of Way Agreement between El Paso Electric Company and the
County of Doiia Ana, New Mexico be entered into upon the following terms:

SECTION 1: DEFINITIONS

Whenever in this Ordinance the word "Doiia Ana" or "County” is used, it
shall be held to mean and include the County of Doiia Ana, New Mexico, excluding any
incorporated municipality, town or other local governmental entity within the corporate
boundary of Dofia Ana County. Whenever the word "Company" is used herein, it shall
be held to mean El Paso Electric Company, a corporation organized and existing under
the laws of the State of Texas and authorized to do business in the State of New Mexico,
its legal representatives, successors, and assigns. Whenever the word "Agreement" is
used herein, it shall be held to mean this Right of Way Agreement between the County
and the Company. Whenever the word the “County Property"” is used herein, it shall be
held to mean every, any and all roads, streets, right-of-ways, avenues, alleys, highways,
public ways, sidewalks, bridges, easements and other public structures, public places or
public grounds of said County both above and beneath the surface of said County, as

they now exist, or may be hereafter extended, or such as may be hereafter created

within the corporate limits of said County, or as same may be hereafter extended.
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SECTION 2: PURPOSE - COMPANY'S USE OF ROADS, ETC.

- The County -hereby grants -unto--and--vests - in- the -Company, -AN
ELECTRICAL RIGHT OF WAY. This Right of Way grants the Company passage right of
way and the right to continued use and occupancy, and to occupy and use during the life
of this Agreement the County Property for the purpose of constructing, reconstructing,
maintaining and operating electric lines together with all necessary of desirable
appurtenances (including underground conduits, poles, towers, wires, and transmission
lines for its own use) for the purpose of supplying electricity to the County and the
inhabitants thereof and persons, firms and corporations beyond the County's corporate
limits.

The poles, wires, anchors, cables, manhoies, conduits and other plant
construction and appurtenances used in or incident to the giving of electric setvices, and
to the maintenance of any electricity generating, transmission and distribution business
and system by the Company in the County, may remain as now constructed (usual
repair, maintenance and reconstruction expected), subject to such changes as under the
limitations and conditions herein prescribed may be considered necessary by the
agreement of the County and the Company. Tr'l'-e'v’Company in its discretion shall have
the right to place, remove, construct and reconstruct, extend and maintain its said plant
and appurtenances as it may from time to time require along, aéross. on, over, through,

above and under all of the County Property subject to the regulations, limitations and

conditions herein prescribed.
The poles, wires, anchors, cables, manholes, conduits and other plant
construction and appurtenances used in or incident to the giving of electric seivice, and

to the maintenance of an electricity generating, transmission and distribution business

and system by the Company in the County are and will remain the personalty of the

Company. The County and the Company stipulate that said poles, wires, anchors,

2
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cables, manholes, conduits and other plant construction are and will remain the property

~of the Company.

SECTION 3: QUALITY OF SERVICE

(A) The Company shall, to the fullest extent possible, provide electric
service within the County honestly, prudently, efficiently and economically, adequate and
sufficient to meet all reasonable needs and demands of the actual and potential users
thereof within the County.

(B) It shall be the Company's obligation to furnish good quality and
efficient service to the public and to maintain its property in good repair and working
order, except when prevented from doing so by forces and conditions not reasonably
within the control of the Company.

4. CHNOLOGICAL IMPROVEMENTS

The Company shall use its best efforts to incorporate technological
advances into its equipment and seivice when such advances have been shown to be
technically and economically feasible and safe and beneficial. The Company shall
review technological advances which have occur(eq_ in the electric utility industry and if it

believes it appropriate to incorporate such advances into the Company's operations, will

do so.

SECTION §5: STATE REGULATION

The rates to be charged by the Company for electric service shall be such
as are approved from time to time by the New Mexico Public Utility Commission and/or
its successor or other duly constituted governmental authority as shall have jurisdiction
thereof (herein “Commission”). All rules and regulations of the Commission applicable to
tenants, privileges and authority granted by this Ordinance shall govern. The Company's

line extension policy as filed by the Company and approved by the Commission shall

apply to all extensions of service in the County.

3
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Nothing in this Agreement should be construed or interpreted to effect or

_impair the jurisdiction of the Commission or to effect or impair the Company's rights and
obligations under the New Mexico Public Utility Act, NMSA 1978, §62-3-1 et sed. (the
"Public Utility Act”), including, but not limited to, the Company's right to operate a utility
and provide electric utility service as recognized and authorized by the Commission or
otherwise granted by law. The paities agree that the County has no jurisdiction to

regulate the rates or the conditions of setvice of the Company or do anything

inconsistent with the Public Ultility Act.

SECTIONG: LICENSE - POLE RELOCATION - REPLACEMENT OF PAVEMENT -

LS - HOLD HARMLESS AGREEMENT

The Company is hereby authorized, licensed and empowered to do any
and all things necessary and proper in executing the powers and utilizing the privileges
herein mentioned and granted by this Agreement, including the making of necessary
excavations and the right to acquire, erect and maintain and operate its poles, wires and
appurtenances in and on any and all of the County Property. After reasonable notice to
the County Manager or his/her designated representative, the Company is hereby
authorized to extend, construct, place, locate its Eoles, lines, wires, connections, and
appurtenances through, over, along, on, across, and under any and all of the County
Property, provided that such installation does not conflict with existing water and/or gas
and/or sewer lines. Unless an emergency exists, the Company shall perform work on
public right-of-ways at such times and in such a manner that will reasonably minimize
interference with normal traffic flow. No part of the expense of the above-described work
shall be borne by the County unless the above-described work is provided to the County

as a customer.
Where existing poles and facilities are installed in the County Property and

it is determined that such poles and facilities are in conflict with authorized street

widening and street improvements, the project o relocate the poles and facilities to a
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mutually acceptable location shall be subject to the approval of the Office of the County
-Manager or-his/her designated representative under -terms -and - conditions, -including -
payment terms and conditions, mutually agreeable to the County and the Company. All
of such pole relocation work and installation shall be performed by the Company.

All work done by the Company in the County Propeisty shall be performed
with reasonable diligence; and the Company shall, within a reasonable time, réstore such
County Property excavated by it. to its original condition as nearly as possible; and said
work shall be done subject to the approval and acceptance of the County Manager or

his/her designated representative.
No pavement cuts in any public way shaill be commenced under the

agreement until approval to commence such work is secured from the appropriate
County Department. The replacement of pavement shall be performed in accordance
with County standards and ordinances. All expenses associated with such replacement
of pavement shall be borne by the Company, whether completed by private contractors

or by County work force.
The Company shall have the right to appeal decisions of the County

Manager or his/her deslgnee to the County Comn?ission. In the event of any appeal, the
Company shall be accorded full due process rights.

The County and its officers, agents and employeés shall be indemnified
and held harmless for all claims, losses and damages to persons or property on account
of or resulting from the Company's operation, work, duties, and obligations pursuant to
the terms of this Agreement.

SECTION 7: COMPANY RIGHT TO TRIM TREES

The Company shall have the authority to trim trees upon and overhanging

the County Property so as to prevent the branches of such trees from coming in contact
with the wires of the Company. All tree trimming shall be done under the supervision

‘angldi,{.e,(;;g){) of the Company and, at the expense and liability of the Company.
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SECTION 8: FEES
~ The Company, for and in consideration of the granting of this Agreement,
and as rental and/or tax for the occupation and use or easement and right of way over,
upon, and beneath the County Property, as aforesaid, shall pay in advance annually to
the County on January 30 of each year, beginning from and after the effective date of
this Agreement, and thereafter during all the time this provision shall remain m force and
effect, the estimated sum of ftwo percent (2%) of the gross receipts of the Company for
the following twelve months, derived from (1) the sales of electricity used or consumed
within the unincorporated limits of said County excepting those areas of the incorporated
municipalities, receipts from public schools, colleges, universities and other state and
federal agencies; and (2) from the lease of poles and equipment, excepting poles used
under joint use agreements by and between the Company and third parties who are
paying to the County franchise or right of way fees, New Mexico State University, and the
United States Government. The Company, for and in consideration of the granting of
this Agreement, shall pay in addition to the two percent (2%) of gross receipts, the
annual amount of $105,000 beginning on the Japuary 30, 1999 annual payment and
continuing for five years until the January 30, 2003 payment.

Prior to December 1 of each calendar year following the effective date of
this Agreement, the Company shall calculate the actual amount due to the County for the
previous year. Such calculation shall be performed in accordance with the formula set
out in the foregoing paragraph. The Company shall notify the County of the results of
such calculation by December 1 of each year. The January 30 payment due after such

calculation shall be adjusted upward or downward to reflect the actual amount due to the

County for the previous calendar year.

For the purpose of determining payments to the County, the revenue
accounts of the Company shall at all times be subject to inspection by duly authorized

County Officials oy ti.+ County's authorized representative or consultant. Such payments
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shall be made in lieu of any and all other franchise, license, privileges, pole, easement,
.. wire-or instrument, excise or revenue taxes.except municipal occupation taxes, on all
sales or revenues from any source and all other exactions except general ad valorem
property taxes upon business, revenues, property, poles, wires, instruments, conduits,
pipes, fixtures or other appurtenances of the Company, and all other property or

equipment of the Company or any part thereof, in said County during the term of this

Agreement.
The Company agrees not to seek to pass on to customers the right of way

payments made pursuant to this Agreement in its utility rates until its next rate case filing
with the Commission, or unless otherwise ordered by the Commission.
TION9: COLLECTION OF ADDITIONAL COUNTY SALES
The provisions of Section 8 shall not be construed to excuse the Company

from collecting from its electric service customers and paying over to the County
additional County sales tax levied, in the event said County shall, at any time during the
term of this Agreement, enact such sales tax.
SECTION 10: NOTICE OF FILING

‘ The Company agrees that it wili' ézivise the County prior to making any
application to the Commission for 1) a rate increase in any of the various rate schedules
applicable to services required by the County as a customer of the Company and in
effact at the time this Agreement becomes effective; 2) to merge or consolidate with
another public utility; or 3) to sell any utility plant or property constituting an operating unit
or system or any substantial part thereof. Should any such application be filed with the
Commission, the Company agrees 1) that reasonable advance notice of such filing will
be given to the County in order to afford the County an oppoitunity to intervene in the
formal hearing before the Commission; 2) that it will not oppose any application for

intervention made by the County in any such case filed by the Company; and 3) to

7
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provide the County with a copy of its complete appfication within a reasonable time after

. the application is filed at the Commission. ==
SECTION 11: ACCEPTANCE OF AGREEMENT
This Agreement shall be acted upon by the Board of County

Commissioners within forty-five (45) days from the date this Agreement is approved in
writing by the Company. When this Agreement has been approved by the County, the
Agreement shall be and become a contract duly executed by and between the aforesaid
County and the Company.

SECTION 12: REPEAL OF CONFLICTING ORDINANCES

All other ordinances or parts of ordinances in conflict herewith are hereby

repealed.

SECTION 13: SCOPE

This Agreement represents the entire agreement between the parties
hereto concerning the subject matter hereof, and all covenants, agreements, and
understandings between the paities have been merged into this written Agreement. All
prior agreements, understandings and/or franchises, whether written or oral, and all
negotiations and other discussions (including, wifh&ut limitation, oral promises regarding

the terms hereof) of the parties or their agents, related to the subject matter hereof are

merged herein.

SECTION 14: AMENDMENTS

In the event the Company enters into a right of way agreement or other
similar agreement, including, but not limited to, a franchise agreement, with another
county or incorporated municipality the terms of which agreement are more favorable
than the terms and conditions contained in this Agreement, the Company shall mail a
copy of any such agreement to the County within thirty (30) days of execution by the
other county or incorporated municipality. The County, in its sole discretion, may

determine whether such terms and conditions are more favorable. If the County

8
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determines that such terms and conditions are more favorable to the other governmental
. entity than the terms and conditions contained in this Agreement, the Company shall
agree to amend this Agreement and offer the same terms and conditions to the County ”
within thirty (30) days of written notice by the County that it has determined that the
terms and conditions granted the other governmental entity are more favorable.

In the event the County enters into a right of way agreement or ather similar
agreement, including, but not limited to, a franchise agreement, with another electric
public utility, the terms and conditions of which agreement are more favorable than the
terms and conditions contained herein, the County shall mail a copy of any such
agreement to the Company within thirty (30) days of execution by the other utility. The
Company, in its sole discretion, may determine whether such terms and conditions are
more favorable. If the Company determines that such terms and conditions are more
favorable to the other electric public utility than the terms and conditions contained in this
Agreement, the County shall agree to amend this Agreement by ordinance and offer the
same terms and conditions to the Company within forty-five (45) days of written notice by
the Company that it has determined that the terms and conditions granted the other
electric utility are more favorable. Altemativeiy, the Company may terminate this
Agreement and cease all payments to the County under Section 8 of this Agreement.
SEGTION 15: RIGHTS OF S ESSORS

This Agreement shall be binding upon the successors and assigns of the
parties hereto. Prior approval of the County is not required by the Company to sell or
assign its rights in this Agreement.

S (0] : PARAG H HEADINGS
The paragraph headings of this Agreement are inserted only for reference

and in no way define, limit or describe the scope or intent of this Agreement nor affect its

terms and provisions.
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SECTION 17: TERM

This Agreement shall be for a period of twenty-five years and shall expire *
no later than November 1, 2023. This Agreement shall take effect and be in force 30
days after adoption of this Ordinance by the Board of County Commissioners. -
SECTION 18: NOTICES ~

Any notice required or permitted to be given hereunder shall be in writing,
unless otherwise expressly permitted or required, and shall be deemed given (i) upon
hand delivery to the person then holding the oftice shown on the attention line of the
address below, or, if such office is vacant or no longer exists, to a person holding a
comparable office, or (ii) on the third business day following its deposit with the United
States Postal Setvice, first class and certified or registered mail, retusrn receipt requested,
postage prepaid, addressed as follows:

County: County Manager
Doia Ana County, New Mexico

800 West Amador Avenue

Las Cruces, New Mexico 88001-1202
Grantee: El Paso Electric Company

Vice President - New Mexico Affairs

201 North Water

L.as Cruces, New Mexico 88001

SECTION 19: EXPIRATION

The Company and County hereby expressly agree that only the following
provision shall survive the termination or expiration of this Agreement. Upon the
termination or expiration of this Agreement, if the Company shall not have acquired and

accepted an extension or renewal hereof, it may remove its facilitizs and system within

f0
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the County or, may continue operating its facilities and system within the County, but it
. shall be required to obtain proper permits each time it makes additional extensions upon,
over, along, across, and under the public rights-of-way within the County unless or until
such time as a new right of way agreement is obtained or the system and facilities are

removed or are acquired by the County through negotiation between the County and the

Company.

SECTION 20: EARLY TERMINATION CLAUSE

The County shall have the right but shall not be obligated to terminate this
- Agreement by ordinance upon 360 days prior written notice by the County to the
Company, at any time during the term of the Agreement that the Company is granted a
base rate increase on an average unit cost basis excluding fuel of 10% or greater by the
Commission and such increase results in the Company's average unit cost of electricity
including fuel to be greater than 15% above the average unit cost for the preceding
twelve consecutive months of electricity including fuel of all utilities, whether investor,
cooperative, or publicly owned, engaged in the retail sale of electricity in New Mexico.
The parties agree to utilize the records on file at the Commission, where available, in
making the aforementioned calculations. In the ;\};nt the County notices the Company
of its intent to terminate this Agreement, the Parties agree that the Company's rights and
obligations under the Public Utility Act and its certificates of bublic convenience and
necessity granted by the Commission or otherwise granted by law shall not b‘e impaired
or otherwise affected, and the Company's obligation to pay to the County the right of way

fees under paragraph 8 herein shallimmediately cease.
The Company shall have the right but shall not be obligated to terminate

this Agreement upon 360 days prior written notice by the Company to the County, if at
any time during the tenn of the Agreement the County by ordinance, evidences its intent
to jointly or separately, form, construct, acquire or operate an electric utility or electric

“utility facilities. - The Company reserves the right to challenge any decision by the
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County to jointly or separately form, construct, acquire or operate an electric utility or
-electric utility facilities.. The County agrees not to act by ordinance or otheiwise to jointly
or separately, form, construct, acquire or operate an electric utility or electric utility

facilities for thirty (30) months after September 24, 1998, the date of the final order in

/

NMPUC Docket No. 2722.
SECT]ON 21: ARBITRATION

In the event of a dispute between Company and County in regard to the
terms, provisions or application of this Agreement, Company and County agree that,
prior to instituting any court action, the parties will submit the dispute to non-binding
arbitration.
SECTION 22: UTILITY PLANNING AND COORDINATION COMMITTEE

The paities agree to establish a utility planning and coordination committee
consisting of three representatives of the Company and three representatives of the
County, The Committee shall be chaired by one of the representatives of the County.
The Committee's responsibilities shall be to promote the coordination between the
Company and the County in the expansion, extension, and modifications to the
Company's utility facilities and the County's road éi{stem in order to (1) encourage the
efficient and orderly expansion, extension and modification of those facilities; (2) avoid
arbitrary and reasonably avoidable interference with the facilities of others; and (3)
minimize the costs associated with the expansion, extension and modification of
Company facilities. The parties-agree to seek the participation of other interested units
of government, including, but not limited to, incorporated municipalities and state and
federai agencies, in the activity of the Utility Planning Coordination Committee. Nothing
in this Section shall be construed or interpreted as an agreement by the parties to
subject the Company to service regulation by the County or to impair or limit the
jurisdiction of the Commission. All orders, rules, and regulations of the Commission and

all rules, and tariffs of the Company shall govern any inconsistencies between the

i2
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actions of the Utility Planning and Coordination Committee and said orders, rules,

.. regulations and tariffs. .

day of March, 1999 - HRBXAD.

Passed and approved this ninth

The County Commission of Dofia Ana
County, New Mexico

Zy
By: /

. AWES Chairmen i
- A _ :;.a\"-‘f-,;‘_ Sl
Ceuni’jf Clerl& -..(‘{ & LB
" ) . ::.
o Apprqvad as to Form; N -(. 'ﬂ'f""
o (j) s -
)‘l % r)\ ’F; “a - .
Kevin Elkins Aan® M aTry
Attorneyfor
Doita Ana County

Acceptance: The above Ordinance of the County of Dofia Ana Is hereby approved as to
all of its terms, conditions and provisions. e

DATED.AT _Leés Crpces , New Mexico, this o2 &~ L __dayof_QOctoder ,1998:
EL PASO ELECTRIC COMPANY,
RECEPTION NoB SR N, s a Texas corporation
certify thal this instrumem way flag
- for recording and duly recorded on

MAR 10 19% Q&Mm§4ﬁhﬂg%m\

wes S. Haines, Jr.
P Sident ' ! ”“.‘”' /)’

ATTEST At %)
" :.‘; v .
' (&4
3 . ph T O
". . E:j :..)
4 cr.d
Secretary
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ATTACHMENT 13
SIERRA COUNTY, NEW MEXICO

1. the name of the municipality, county, and state;

Sierra County, New Mexico

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

November 18, 2006
4, if franchisee or licensee, the date franchise or license expires;

November 18, 2031

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 13.
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WHEREAS, at a regular meeting of the Board of County Commissioners

Within and for the County of Sierra, State of New Mexico, held on this, the

A
I C! day of OC foéef , 2006, there was presented by the

EL PASO ELECTRIC COMPANY of El Paso, Texas, a corporation organized and

existing under and by virtue of the laws of the State of Texas, duly authorized to
transact business in the State of New Mexico, hereinéﬂer called the “Company”, an
Application for a Franchise' authorizing its continued use of the public roads and
highways and of the streets and alleys of unincorporated towns within the County of
Sierra, for the installation and continued maintenance of pipes, poles, wires, cables,
conduits, towers, transformer stations and other necessary fixtures, appliances and
structures, by virtue an_d' in accordanc_:e with the provisions of the statutes in such cases
made and provided; and there having been sﬁbmitted a draft of the proposed and
desired Franchise; and the Board having read and carefully considered the contents
thereof, and it appearing to the satisfaction of the Board that the proposed Franchise is
based upon in conformity with the statutes, under the provisions of which the Board is
authorized to act in the premises; and thé Board being satisfied that fh‘e welfare of the
citizens of Sierra County will be properly served and safeguard by the approval and
Vgranting of said Application: |

NOW, THEREFORE, BE IT RESOLVED:

l. | That by virtue of the power and authority in them vested by the provisions
| of Section 62-1-3 NMSA 1978, and Section 4-38-13 NMSA 1978, and in consideration
of the sum of One Dollar ($1.00), lawful money of the United States of America, to them
in hand paid by the Company, the receipt whereof is hereby acknowledged, and other

valuable considerations, the Board of County Commissioners of Sierra County,
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New Mexico, hereby grants, and there is hereby granted, to the Company, its

successors and assigné, for the period of twenty-five (25) years from the date hereof, a
Franchise authorizing its continued use of the public roads and highways and of the
streets and alleys of unincorporated towns within the aforesaid County of Sierra, as the
same now exist or may be hereafter extended or such as may be hereafter created, for
the inétaliation and continued maintenance of pipes, poles, wires, cables, conduits,
towers, transformer stations and other necessary fixtures, appliances and structures for
the purpose of providing, furnishing, distributing and selling electricity for power, light
and other useful service and elements incidental to the use of same, to the inhabitants
of said county and others who may desire to contract therefore.

Il. That during the life of this Franchise, the Company shall have continuous
access to and right-of-way over, across and upon all such roads and streets and alleys
of unincorporated towns, both above and beneath the surface, for any and every lawful
purpose incident to the exercise of its powers and privileges hereunder. However the
Company, understands and accepts that this Agreement in no way conveys any
property interest to the Company or the Cdmpany’s successors or assigns, beyond
simple permission to use a County Road in the manner specified in this Agreement. The
Company understands and accepts that this A-greement does not provide any
guarantee or otherwise warrant the condition of the County's title to any particular
easement or County Road.

The Company understands and accepts that this Agreement does not obligate the
County in any way with respect to maintenance of the County Road, or maintaining the
location of the County Road, or with preserving the Company’s, or the Company's

successors or assigns’, use of the County Road.
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El. That the Company shall be, and hereby is, authorized to do and perform

all things necessary and proper to be done and performed in the exercise of its powers
and privileges hereunder, including the making of excavations, and to erect, maintain
and operate its poles, wires, and other facilities, and including the privilege to extend the
séme as necessary. |

IV.  That al! installation work shall be performed with reasonable diligence, and
“that the Company shall within a reasonable time restore roads, streets and alleys
whereon excavations are made, to their original condition, as nearly as possible; such
work to be subject to supervision by the Board or its duly authorized agent.
PROVIDED, that in the laying of conduits and the installation of wires or other
structures, and/or in the repairing of same, the County of Sierra shall be held harmless
against any claim for damages resulting from excavations for conduits or other
structural activities; and by its acceptance of this Franchise, the Company assumes
liability for or on account of any claim for damages or injury to person or property which
may be attributable to negligence by the Company or its employees incident to the
installation or operation of any of its facilities.
That the Compény’s instillation work shall conform to the following conditions:

a. The Company agrees to repair and replace the road surface disturbed by the
project to at least the quality of the surface prior to the project.

b. The Company agrees to adequately compact and smooth the road surface
immediately upon completion of the project.

¢. The Company agrees to conduct the project in a manner so that one (1) lane
of through-traffic is available on the roadway at all times, unless advance
special permission is obtained for complete closure.

d. The Company agrees to adequately mark the project and notify the public
using the affected roadway of work in progress.
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e. The Company agrees to bury any cable or other infrastructure a minimum
depth of twenty-four inches (247).

f. The Company agrees to put of barriers and warning devices and to light the
work in progress so as to warn the public using the affected roadway of any
danger.

V. That the Company shall have, and is hereby granted, the exclusive right to
install, operate and control all poles, wires, meters, and other appliances,
appurtenances and facilities installed, or structures érected and owned by it. The
Company will adhere to all New Mexico Public Régulation Commission (“NMPRC”)
rules, regulations and procedures regarding provision of electric services to customers.
Subiject to NMPRC rules, regulations and procedures, in the case of refusal or failure on
the part of any customer to pay the Company proper charges for electricity consumed or
to observe reasonable rules, regulations and procedures established by the Company,
the Company shall have the right to disconnect its service and wires to the premises of
such customer and to remove all facilities furnished or owned by the Com.pany.

VI.  That the Company shall also have, and is hereby granted the right to trim
branches from trees along its pole lines whenever same interfere with or impair the
transmission and delivery of electric current.

VIl.  That the acceptance of this Franchise, evidenced by the signature of the
Company at the foot hereof, is hereby made an essential condition to the granting
hereof, and such acceptance thus verified shall be and become the acceptance by the
Company, its successors and assigns, of all conditions, reservations and restrictions

herein set forth; and thereupon this Franchise shall be and become a contract by and
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between the County of Sierra, State of New Mexico, acting by and through its Board of

County Commissioners, thereunto duly authorized by statute, and the Company.

VIil. That this Franchise and all of its provisions, privileges, reservations and
resfrictions, shall enure, extend to, and be binding upon the successors and assigns of
the Company.

IX. That if any section, paragraph, subdivision, clause, phrase, or provision of
this Franchise shall be adjudged invalid or unconstitutional, same shall not affect the
validity of th_is Franchise as a whole, or any part or provision thereof other than such
part decided to be invalid or unconstitutional.

X. That this Franchise shall be duly filed and recorded as a part of the
records of the Board of County Commissioners of Sierra County and in the records in
the office of the County Clerk of said County, and when so filed and recorded, same
shalt be delivered to the Company or to its duly authorized agent or attorhey.

Approved at Truth or Consequences, Sierra County, New Mexico, this 19™ day of

October, 20086.

BOARD OF COUNTY COMMISSIONERS OF

ussell L. Peférson, Chairman

(b,

mes Coslin, Vice-Chairman

Géﬁ@hitéﬂead, Member
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STATE OF NEW MEXICO )
‘ ) SS.
COUNTY OF SIERRA )

The foregoing Franchise is hereby accepted at Truth or Consequences,

New Mexico, this /72 dayof E270222 | 2006,

EL PASO ELECTRIC COMPANY,
A Corporation

By:/{%%(ﬁ%w

Vice President

ATTEST:

Secretary

STATE OF NEW MEXICO )
) - SS.
COUNTY OF SIERRA )

The foregoing instrument was ack;owledged before me this

e .
ST e -
S L7
. e o
o ~ % *
£ T L e T
« T
- R :
3 ] PR .
E
+

AN Notary Public, State of New Mexico

7y Cornin |
" W

: P L ' STATE OF NEWMEXIGO}

'_ 4"/9' /O” ' _ Gounty of Sierra S8

' { HEREBY CERTIFY that this

nstrument wagy/tied for record of the
a%%uf » AD, 20
' . ' #. and dul
at - o'clock E'a-(”l

A

Y

wf;.m‘;‘c‘iay of /ﬁdfd&o&) ,2006.66- wF Wﬂ??uu{é&u Dcardeat



ATTACHMENT 14
TOWN OF MESILLA, NEW MEXICO

1. the name of the municipality, county, and state;

Town of Mesilla, New Mexico

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

August 8, 2012
4, if franchisee or licensee, the date franchise or license expires;

August 8, 2037

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 14.
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Carlos Arzabal
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Jesus M. Caro, J Trustee

Mayor Pro Tem . om SR N
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v el

ETPASO ELECTRIC COMPANY

Linda L. Flores
Trustee

Section 1. Grant

There is hereby granted to El Paso Electric Company (the “Company”), a Texas corporation
authorized to transact business in the State of New Mexico, its legal representatives, successors, and
assigns, for the term of 25 years from the effective date of this Ordinance, a Franchise, pursuant to
Section 3-42-1 et seq. NMSA 1978, to construct, reconstruct, repair, maintain, use and operate in,
over or under the present and future streets and extensions thereof, aileys, public ways, parks, and
public places of the Town of Mesilla, New Mexico (the “Town”) facilities for the transmission and
~ distribution of electrical energy now installed and in operation or such facilities as herein described as
may be hereafter installed and operated in the Town for the use of the Town and the inhabitants
thereof and properties therein, with all usual and customary appurtenances for such transmission and
distribution and privileges to promote, maintain, construct, reconstruct, build, equip, conduct, or |
otherwise establish and operate in said Town, works or systems and plants to generate, manufacture,
use store, sell, distribute, convey electrica! energy or otherwise establish, conduct, serve, supply, and
furnish the inhabitants of said Town, whenever the inhabitants of said Town desire to contract
therefore, with electrical energy for light, heat, power and other useful service and elements and
materials necessarily incidental to the use of same.

Said Company is hereby granted passage, right-of-way and the right to continue to use and occupy,
‘and to use and occupy during the term of this Franchise, every and any and all streets, avenues,
alleys, highways, public ways, sidewalks, bridges, and other public structures and public places and
public grounds of said Town, both above and beneath the surface of said Town and said streets,
avenues, alleys, highways, public ways, sidewalks, bridges and other public structures and public
places and public grounds of said Town as may now exist or may be hereafter exterided or created
within the territorial and jurisdictional iimits of said Town, or as said territorial and jurisdictionat limits of
said Town may be extended hereafter, for the purpose of carrying out the Company’s business as is
authorized by the Town pursuant to the terms of this Franchise. '

Section 2. Police Power

Work done in connection with the construction, repair, maintenance and operation of such facilities is
subject to the continuing police power of the Town, and the Company shall comply with alj present
and future laws, ordinances and regulations, except such as conflicts with any provision hereof
lawfully surrendering the Town’s authority.
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The Town shall have power at any time to require the Company to remove and abate at its own
expense any installation or structure that is dangerous to life or property and in case the Company,
after notice fails or refuses to act within a reasonable amount of time, the Town shall have the power
to remove or abate the same at the expense of the Company, all without compensation or liability for
damages to the Company. _

The Town shall have the power at any time to require the Company to change the route and position
of its poles, lines conduits or other construction at Company’s expense when the Town Board of
Trustees (“the BOT") shall find, by resolution, that such change is necessary in the closing, opening or
relocation of streets or alleys, bridges, public ways, or water or sewer lines, the changing of grade of
streets or alleys, the construction and maintenance of streets (including re-routing, improving, or
widening), bridges, public ways, parks and public improvements, and under other conditions, which
the BOT shall reasonably find necessary under the lawful exercise of its police power; provided,
however the Company shall be entitled to be paid for its costs and expenses of any relocation, raising
or lowering of its poles, lines, conduits or other construction required by the Town if (i} such costs and
expenses are directly reimbursable or payable to the Company or to the Town by the State of New
Mexico, the United States, or any agency or subdivision of either, by any other party, or (i) such
move is for the benefit or convenience of or at the request of a third party, including a private
developer or development. In such case, the third party, including a private developer or
development, shall be solely responsible for the payment of same to the Company. The Town shall
not be responsible for any such payment. The Town shall not be liable to the Company for any
damages to poles, lines, conduits or other construction occurring in the change of the grade of streets,
alleys, or public places after notice to the Company. The Town shall use its best reasonable efforts to
consult and confer with the Company before requiring any such relocation, raising or lowering, with a
view toward accomplishing the result reasonably and economically.

The Company shall promptly restore to their original condition as before working thereon as nearly as
possible, and to the reasonable satisfaction of the Mayor and BOT of the Town, all places excavated
by it or damaged by it. The Company shall not tear up, disturb, or excavate any place at any time
without first obtaining a permit to do so and paying a permit as required by the Town, but such permit
shall not be unreasonably withheld if the proposed excavation is necessary and in accordance with
this Franchise and Town ordinance. '

Section 3.  Underground Facilities

The Company agrees to promote and encourage the use of underground facilities in new subdivisions
where the differential costs of underground versus overhead distribution is agreeable to both the
Company and the property owner. If an adjoining subdivision is served from underground facilities,
reasonable efforts wiil be made to design, operate and maintain these facilities for future expansion to
other subdivisions in the immediate areas.

Section 4. _ Interference with Public or Private Property

All poles placed within the Town and all excavations, disturbances, or other construction in the
streets, alleys, public ways, or public places shall be done so as to minimize any interference with the
use of streets, alleys, public ways, and public places and with the use of private property, in
accordance with any direction given by or under the authority of the BOT under the police and
regulatory power of the Town. Future installations of the Company shall not conflict with then existing
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gas pipes, water pipes, telephone lines or conduits, or sewers, except with the consent of the Town.
Nothing herein shall be construed in any way to restrict or limit the Company’s right of eminent
domain as to private property.

Section 5.  Trimming Trees

The Company may trim trees upon and overhanging the streets, alleys, public ways, sidewalks, and
public places of the Town so as to prevent the branches of such trees from coming into contact with
the wires or cables of the Company. When so ordered by the Town, such trimming shall be done
under the supervision and direction of any Town official to whom such duty may be delegated. The
BOT may require pole lines that are directly adjacent to the public parks to be relocated or removed to
adjacent alleys.

Section 8. . Wire Changes to Permit Moving of Structures

The Company on request of any person shall within a reasonable period of time remove, rearrange, or
raise or lower its aerial cables or wires temporarily to permit the moving of houses, machinery, or
other objects or structures. The expense of such temporary removal, rearrangement, raising or
lowering of the aerial cables or wires, shall be paid by the benefited party or parties (other than the
Town), and the Company may require such payment in advance. The Company shall be given not
less than 48 hours advance notice to arrange for such temporary aerial cables or wire changes.

Section 7. Furnishing Service

The Company shall furnish service under approved rules and regulations to any person, firm or
corporation which shall demand service within the Town, upon such terms and conditions as may be
reasonably required by the Company, subject to regulation as provided in Section 10 of this
Franchise, and shall make connections therefore on demand, without unreasonable delay, provided
that the extension of service demanded is not prohibited by State or Federal law.

The Company shall have the right to operate and control all meters, wires, appliances and
appurtenances owned by the Company. In case of refusal or failure on the part of any customer to
pay the Company proper charges for electricity consumed and other related services, or to observe
approved rules and regulations established by the Company, the Company shall have the right to
disconnect its service and wires to the premises of such customer and to remove all facilities
furnished and owned by the Company.

Section 8. Other Utility Instaliations

The Town reserves the right to install and permit to be installed, gas, water, other utility lines and
cable television lines and facilities and permit to be done any work that may be deemed reasonably
~ necessary or proper by the BOT in, across, aver or under any street, alley or public place occupied by
the Company and to change any curb or sidewalk or the grade of any street. In doing or permitting
such reasonable work, the Town shall not be liable to the Company for any damage so occasioned.
However, the Town shall not require the Company (except as provided in Section 2) to move its line
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entirely from any street, alley or public place. If the Town shall require the Company to adapt or
conform its lines or in any way or manner to aiter, relocate or change its property to enable any other
corporation or person except the Town to use with greater convenience such street, alley, or public
place, the Company shall not be bound to make any such changes until such other corporation or
person shall have undertaken with solvent bond to reimburse the Company for any loss and relocation
of the Company property; provided, however, that the Town shall not be liable for such
reimbursement.

Section 8.  Indemnification

The Company shall indemnify and save the Town, its governing body, officers, agents, and
employees harmless from and against all claims, demands, liabilities, or causes of action (including
the costs, expenses, and reasonable attorney’s fees on account thereof) against the Town for injury to
persons or property occasioned by or arising out of the construction, reconstruction, maintenance,
repair or operation of its system or by the conduct of its business in the Town.

‘Section 10. A Quality of System and Service

The Company shall construct, install and maintain its system with economical and up-to-date
apparatus and equipment in reasonable operating condition at all normal times and in accordance
with industry standard engineering practices. The service shall be sufficient to meet all reasonable
demands without undue interruption for fluctuation, except when interrupted, prevented, or impaired
by fire, strikes, riots, war, storms, floods, State or Federal restrictions, or any other occurrences
beyond the control of the Company in any of which events the Company shall do all things reasonably
within its power to restore normal, efficient, and economical service, but shall not be liable for claims,
demands, causes of action or damages occasioned by interruption or fluctuations so caused. It is
understood and agreed that the settlement of strikes, walkouts, lockouts, or other labor disputes shall
be entirely within the discretion of the Company. The Company shall use reasonable means to limit
inconvenience to the Town and its inhabitants or damage or injury to Town’s property or property of its
inhabitants during the course of work done in connection with the construction, repair, maintenance
and operation of such facilities.

Section 11. Requlation

It is recognized that the rates, operations and services of the Company are regulated pursuant to the
Public Utility Act (the “Act”), Chapter 62, New Mexico statutes annotated, 1978 Compilation, as the
same may be amended from time to time. In the event of any conflict between any of the provisions
of this Franchise and the Act, the Act shall govern.

Section 12. Reports

The Town shall have the right to be kept informed as to the operation and services of the Company
within the incorporated limits of the Town. The Company will furnish such pertinent information as
may from time to time be reasonably required by the Town, including, but not limited, copies of the
reports and information furnished to the Commission and the original records of the Company related
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to its operations within the incorporated limits of the Town shall be opened to inspection by the Town
at any reasonabie time. In addition, upon written request, the Company shall provide to the Town
copies of maps or other reports showing the location of the Company's systems, facilities, equipment
and infrastructure within the Town’s limits or immediately adjacent to the Town’s limits provided that
such maps or reports can be produced from the Company’s records existing at the time of the request
without unreasonable burden or expense. In the event the requested copies of maps or other reports
address or implicate information concerning critical energy infrastructure or critical infrastructure, as
those terms are defined by 18 C.F.R. § 388.113, EPE agrees to provide the requested information to
the Town only upon and pursuant to the terms of a duly executed confidentiality agreement between
the Company and the Town as provided by the Company. Further, upon request, the Company shall
provide to the Town copies of deeds, leases or easements relating to the Company’s facilities within
the Town’s limits or immediately adjacent to the Town’s limits.

Section 13. Compensation

As full compensation for the rights herein granted, the Company will pay the Town quarterly during the
life of its Franchise, a sum of money equal to 2% of the gross receipts for the preceding calendar
quarter received by the Company from the sale of electric energy within the corporate limits of the
Town including any extension of those Town limits from time to time excluding, however, the gross
receipts from the retail sale of electric energy to the Town and all municipal, county, state and federal
government agencies and institutions. Such gross receipts to consist of the total amount received
from users of electricity for light, heat and power within the corporate limits of the Town under the
Company's rates in existence at the time of payment, excepting therefrom such receipts for electricity
furnished the Town and all municipal, county, state and Federal government agencies and institutions.
Said payments shall be based on gross receipts beginning on meter readings on and after August 1,
2012. Such sums shall be payable on or after the expiration of thirty (30) days from and after the first
day of April, July, October and January of each year from and after and during all the time this
provision shall remain in force and effect.

In the event that 2% of the gross receipts attributable to the Town during any calendar quarter equals
less than $6,350.00, the Company will pay the Town as a minimum payment for the franchise granted
herein, the sum of $6,350.00 for such quarter, said payment to be in lieu of and not in addition to the
payment which would otherwise be made under the 2% of gross receipts formula.

Upon written request, the Company shalf provide to the Town a report showing in reasonable detail
the calculation of the monthiy franchise fee. If the Town has a reasonable basis to question the
accuracy of such calculation, the Company, upon written request from the Town, shall make available
to the Town for inspection the books and records supporting such calcutation or reasonably related
thereto. Any such inspection shalf be conducted at the Town’s sole expense during regular business
hours after reasonable advance notice.

The consideration set forth above in this Section shall be in lieu of any other tax or charge, by
whatever name called, for the privileges granted in this Franchise. The Town will not assess against
the Company any additional street rental charge, rental charge, pole tax, inspection tax, or charge for
the occupancy or use of the places to which this Franchise relates under Section 1. This does not
bar the Town from assessing against the Company or its property ad valorem taxes levied on property
generally, fees charged generally to the public for the services of departments or agencies of the
Town, excise taxes levied generally, or other taxes, fees and charges which are general and not
compensation for the privileges herein granted.



Should the Town not have the legal power to agree that payment of the foregoing consideration shall
be in lieu of any of the additional taxes or charges as above set forth, the Town will apply so much of
such payments set forth in this Section as may be necessary to the satisfaction of the Company’s
obligation to pay the additional tax charged here and agreed to be waived.

The payment or rendition of the consideration provided in this Grant shall not, except as otherwise
provided herein, in any way limit any of the privileges or rights of the Town which it may now or
hereafter have under the laws of the State of New Mexico.

The provisions of Section 12 shall not be construed to excuse the Company from collecting from its

electric service customers and paying over to the Town or the State for the benefit of the Town
-additional municipal sales tax levied in the event said Town or State shall, at any time during the term
of this Franchise, enact such additional municipal sales tax. ’

Upon four months written notice to the Company, but no earlier than the 1-year anniversary of the
effective date of the Ordinance, the Town may request renegotiation of the rate of compensation
payable under the terms hereof to an amount no greater than a sum of money equal to 3% of the
gross receipts for the preceding calendar quarter to be effective, upon agreement of the parties, for
the remainder of the term of this franchise agreement. Further, upon a change in the laws of the
State of New Mexico altering the method for calculating the taxable gross receipts for franchise fees,
either party hereto may request renegotiation of the minimum payment payable under the terms
hereof. In such event, the parties agree to conduct such negotiations in good faith with the goal of
establishing a fair and equitable payment according to the prevailing circumstances at the time.
However, if such good faith negotiation fails to result in an agreement to amend the payment
provisions of this Franchise Agreement the continued effectiveness of this Franchise Agreement as
presently agreed to and as evidenced hereby shall be in no way diminished and the terms hereof shall
~ continue to govern the relationship between the parties for the remainder of the term herein recited.

Section 14.  Acceptance

This Franchise shall not take effect unless, within 30 days after its passage and approval, the
Company shall file its written acceptance with the Town clerk. Upon such acceptance this Franchise
shall become effective after notice pursuant to Section 3-42-1 et seq. NMSA 1978 and filing with the
Commission.

Section 15. Rights of Successors

This Franchise Ordinance shall be binding upon the legal representatives, successors, lessees and
assigns of the parties hereto.

Section 16. Invalidation of Provision

If any section, paragraph, subdivision, clause, phrase or provision of this ordinance shall be declared
or adjudged invalid or unconstitutional, the same shall not affect the validity of this ordinance as a
whole or any part of the provisions hereof, other than the part so determined to be invalid or
unconstitutional. ' '



Section 17. Attorney’s Fees and Costs

In the event of breach of this agreement by either party hereto, the prevailing party shall enjoy all

rights and remedies allowed in law or equity and shall recover reasonable attorneys’ fees in any suit
from the breach or enforcement of this agreement.



PASSED AND APPROVED this 2 7h. dayof __ Jd4lY 2012,

Aye - Trustee Flores

Aye — Trustee Bernal .

Aye — Mayor Pro-Tem Arzabal
Absent — Trustee Caro
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ATTACHMENT 15
VILLAGE OF HATCH, NEW MEXICO

1. the name of the municipality, county, and state;

Village of Hatch, New Mexico

2. the interest of the applicant or franchisee or licensee;
Franchisee
3. if franchisee or licensee, the date franchise or license was acquired;

October 11, 2018

4, if franchisee or licensee, the date franchise or license expires;

October 11, 2043

5. a copy of state-issued certificate of public convenience and necessity;

N/A

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

A copy of the franchise agreement can be found in this Attachment 15.






Section 1. Grant of Authority

That by the virtue of the power and authority in it vested by the provisions of New Mexico Statutes
Annotated 1978 (NMSA 1978), Section 3-42-1, and in consideration of the amounts listed in
Section 8 of this Franchise, the Board hereby grants, and there is hereby granted to the Company,
its successors, and assigns, for the period of twenty-five (25) years from date a franchise
authorizing its use of the public rights-of-way, highways, streets,

a. alleys, sidewalks, bridges, parks, public utility easements, and public places
(collectively, “public places”) within the Village of Hatch, as the same now exist or
may be hereafter extended or such as may be hereafter created, for (i) the
construction, installation, extensions, reconstructions, repair, access, use,
operation, and maintenance of electric power lines and facilities with all necessary
or desirable appurtenances (including pipes, poles, wires, cables, underground
conduits, towers, transformers, substations, and related telephone and
communication lines for the transmission and distribution of electric energy for the
use of the Village of Hatch, its inhabitants thereof, and properties therein and
persons, entities, and inhabitants beyond the limits thereof.

b. That during the life of this Franchise, the Company shall have continuous access to
and right-of-way over, across, and upon all such public places of the Village of Hatch,
both above and beneath the surface, for any and every lawful purpose incident to
the exercise of its powers and privileges hereunder. If the Village of Hatch abandons
any public places in which the Company has facilities, such abandonment shall be
conditioned on the Company’s right to maintain its use of the former public places
and on the obligation of the party to whom the public place is abandoned to
reimburse the Company for all removal or relocation expenses if the Company
agrees to the removal or relocation of its facilities following abandonment of the
pubiic place.

¢. That the Company shall be, and hereby is, authorized to do and perform all things
necessary and proper to be done and performed in the exercise of its powers and
privileges hereunder, including the making of excavations and to erect, maintain,
and operate its poles, wires, and other facilities, including the privilege to extend
the same as necessary.

Section 2. Police Power

a. Work done in connection with the construction, repair, maintenance, and operation



of such facilities is subject to the continuing police power of the Village of Hatch,
and the Company shall comply with all present and future laws, ordinances, and
regulations, except such as conflicts with any provisions hereof lawfully
surrendering the Village of Hatch’s authority.

b. In the event of any change by the Village of Hatch in said public place or in the
grades or drains thereof, all affected pipes, poles, wires, cables, conduits, towers,
transformers, stations, fixtures, appliances, and other structures (“Improvements”)
related to the distribution of electricity of the Company shall be reset, relocated, or
changed by the Company at its expense to a location mutually acceptable to the
Village of Hatch and the Company. Provided, however, the Company shall be
entitled to be paid for its costs and expense of any relocation of its Improvements
(including the raising or lowering of its wires or cables) required by the Village of
Hatch if (i) such expenses or costs are reimbursable or payable to the Company or
to the Village of Hatch by the State of New Mexico, the United States, or any agency
or subdivision of either, or by any other party, whether directly or indirectly; {ii) such
relocation is for the benefit and convenience of or at the request of a third party,
including a private developer or development; (iii) that the Village of Hatch makes
such a change affecting the same Improvements twice in any one year period; and
(iv) the request for relocation relates to Improvements related to the transmission
of electricity. Before the Village of Hatch shall authorize any such change requiring
the resetting, relocation, or changing of any of said Improvements by the Company,
notice at least sixty (60) days in advance of the commencement of the
contemplated changes shall be given to the Company in writing so that it may have
sufficient time within which to make recommendations intended to minimize its
cost of resetting, relocating, or changing its facilities. The Village of Hatch agrees
that it will use its good faith and best efforts to cooperate with the Company in
attempting to implement the Company's recommendations. Any relocation of
Improvements is subject to the applicable laws and regulations (including but not
limited to any laws or regulations that may or may not require an amendment to a
certificate of convenience and necessity) and prudent utility practices as
determined by the Company. Notwithstanding the foregoing, the Company shall be
entitled to reimbursement of costs for any legal expenses for legal proceedings or
regulatory approvals required for the relocation of Improvements.

c. Thatall installation work shall be performed with reasonable diligence, and that the



Company shall within a reasonable time restore public places whereon excavations
are made to their condition prior to the work, as nearly as possible, with such work
subject to supervision by the Board or its duly authorized agent. In the event that
any installation work to be placed along, across, or under any public place is
anticipated by the Company to obstruct vehicle traffic for any period of time in
excess of one hour, the Company in non-emergency situations shall endeavor to
notify the Village of Hatch at least twenty-four (24) hours in advance and shall
exercise reasonable caution in warning motorists of the work in progress.

Section 3. Indemnification

Subject to the applicable laws and regulations of the State of New Mexico or customer rules of
service, the Company shall indemnify and save harmless the Village of Hatch, its governing body,
officers, agents, and employees from and against any and all claims or obligations caused by any
acts of negligence of the Company, its officers, agents, or employees, contractors, or
subcontractors in connection with the installation, repair, operation, or maintenance of any of the
Company’s facilities or in any work done as authorized or required by this Franchise. The Village
of Hatch shall give prompt notice to the Company of any claim or suit arising under this Franchise
and the Company or its insurer shall have the option to compromise and defend the same to the
extent of their own interest. Nothing in this section shall be construed to depart from the present
or future law of New Mexico concerning contribution among or between joint tortfeasors.

Section 4. Furnishing Service

a. The Company shall furnish service under approved rules and regulations to any
person, firm, entity, or corporation that shall demand service within the Village of
Hatch, upon such terms and conditions as may be reasonably required by the
Company, subject to regulation of Section 10 of this Franchise, and shall make
connections therefore on demand, without unreasonable delay, provided that the
extension of service demanded is not prohibited by state or federal law.

b. That the Company shall have, and is hereby granted, the exclusive right to install,
operate, and control all poles, wires, meters, and other appliances, appurtenances,
and facilities installed or structures erected and owned by it; and in case of failure
or refusal by any customer to pay proper charges fixed by the Company for
electricity furnished to and consumed by any such customer or if any such customer
shall fail or refuse to observe the established rules and regulations of the Company,
in either of such events, the Company shall be, and it hereby is, authorized and
empowered to discontinue service and to disconnect and remove wires connecting



with the premises of the customer, together with all meters and other materials,
appliances, and appurtenances furnished and owned by the Company, and to take
any other action permitted or authorized by the rules and regulations of the New
Mexico Public Regulation Commission.

Section 5. Trimming Trees

That the Company shall also have, and is hereby granted, the right to trim branches from
vegetation, including trees, along its pole lines or facilities whenever same interfere with or may
potentially impair the transmission or distribution and delivery of electric current.

Section 6. Acceptance

That the acceptance of this Franchise, evidenced by the written acceptance of the Company within
thirty (30) days of the this ordinance becoming effective in accordance with NMSA 1978, Section
3-42-1, is hereby made an essential condition to the granting hereof, and such acceptance thus
verified shall be and become the acceptance by the Company, its successors, and assigns, of all
conditions, reservations, and restrictions herein set forth; and thereupon, this Franchise shall be
and become a contract by and between the Village of Hatch, State of New Mexico, acting by and
through its Board, thereunto duly authorized by statute, and the Company.

Section 7. Non-Exclusivity

a. Subject to the laws of the State of New Mexico, this Franchise shall be non-exclusive
with and additional to any franchise heretofore granted and now existing with any
other agency or company engaged in the distribution and sale of electrical energy
and power in the Village of Hatch, New Mexico. The Village of Hatch, in granting this
Franchise, surrenders no privileges or rights that it may have of owning or installing
any system of light, heat, power, or communication and furnishing the same to the
Village of Hatch and the inhabitants thereof.

b. The Village of Hatch reserves the right to install and permit to be installed, gas,
water, other utility lines, cable television lines, fiber optic lines, and facilities and
permits to be done any work that may be deemed necessary or proper by the Board
in, across, over, or under any public place occupied by the Company and to change
any curb or sidewalk or the grade of any street. However, such installation shall not
interfere with the operations or assets of the Company or violate safety standards
and the Village of Hatch shall not require the Company to allow others use of
Company’s assets without prior express written permission of the Company. In
doing or permitting such reasonable work, the Village of Hatch shall not be liable to



the Company for any damage so occasioned. However, the Village of Hatch shall not
require the Company, except as provided in Section 2 of this Franchise, to move its
line entirely from any public place. If the Village of Hatch shall require the Company
to adapt or conform its lines or in any way or manner to alter, relocate, or change
its property to enable any other corporation or person except the Village to use with
greater convenience such street, alley, or public place, the Company shall not be
bound to make any such changes until such other corporation or person shall have
undertaken with solvent bond to reimburse the Company for any loss and
relocation of the Company property; provided, however, that the City shall not be
liable for such reimbursement.

Section 8. Compensation

a. Asfull compensation for the rights herein granted, the Company will pay the Village
of Hatch quarterly during the life of this Franchise, a sum of money equal to three
percent (3%) of the quarterly gross revenues, excluding revenues from the Village
of Hatch or its departments, and all municipal, county, state and Federal
government agencies and institutions, including public school districts, received by
the Company, its successors, lessees and assigns, from the sale of electric energy
within the limits of the Village of Hatch including any extension of those limits. Said
payments shall be based on gross receipts from meter readings taken on or after
the first billing cycle of the first calendar month following sixty (60) days after the
date of Acceptance as described in Section 6 of this Franchise. Such sums shall be
payable on the fifteenth (15™) day of February, fifteenth (15%) day of May, fifteenth
(15') day of August, and fifteenth (15%) day of November each year or the following
business day if the fifteenth (15%) day is a weekend or legal holiday following the
date with respect to which sum shall be payable. Said payments shall be
representative of the reasonable actual expenses incurred in the granting of this
Franchise.

b. The consideration set forth above in this section shall be in lieu of any other tax,
fee, or charge, by whatever name called, for the privileges granted in this Franchise.
The Village of Hatch shall not assess against the Company any additional street
rental charge, pole tax, inspection tax, or charge for the occupancy or use of the
places to which this Franchise relates under Section 1, or tax on this Franchise as
property. This does not bar the Village of Hatch from assessing against the Company
or its property ad valorem taxes levied on property generally, fees charged generally



to the public for the services of departments or agencies of the Village of Hatch,
excise taxes levied generally, or other taxes, fees, and charges that are general and
not compensation for the privileges herein granted.

Should the Village of Hatch not have the legal power to agree that payment of the
foregoing consideration shall be in lieu of any of the additional taxes or charges as
above set forth, the Village of Hatch will apply so much of such payments set forth
in this section as may be necessary to the satisfaction of the Company’s obligation
to pay the additional tax charged here and agreed to be waived.

The provisions of this section shall not be construed to excuse the Company from
collecting from its electric service customers and paying over to the Village of Hatch
or the State of New Mexico for the benefit of the Village of Hatch additional
applicable city sales tax levied in the event the Village of Hatch or the State of New
Mexico shall, at any time during the term of this Franchise, enact such additional
sales tax.

The Village of Hatch shall notify the Company (Attention: Tax Department) in writing
of any changes in the boundaries of the Village of Hatch within thirty (30) days of
any annexation, deannexation, extension, or contraction of boundaries becoming
effective. The notice shall provide a description of the new and former boundaries
and provide the Company copies of all relevant ordinances and maps. The Company
shall have no obligation to calculate, collect, or pay the franchise fee attributable to
any newly extended boundaries until at least sixty (60) days have elapsed from the
Company’s receipt of such notice.

Section 9. Dispute Resolution

a.

Resolution of any dispute arising under this Franchise between the Village of Hatch
and the Company shall first be attempted by submitting the dispute to mediation.
The dispute shall be submitted to mediation upon the written demand of either the
Village of Hatch or the Company. Within thirty (30) calendar days following demand,
the mediation shall be held in Dofia Ana County, New Mexico, at the location
designated by the party demanding the mediation. Mediation of any dispute shall
be a condition precedent to filing a lawsuit, except that nothing herein shall
preclude a party from seeking a mandatory or prohibitive injunction, or equitable
relief from any court of competent jurisdiction to enforce or maintain the status



quo pending mediation of any dispute. If mediation is unsuccessful, either party
may bring suit to enforce the terms of this Ordinance in the courts of Dofia Ana
County, New Mexico.

b. Failure by the Village of Hatch or the Company to enforce rights under this Franchise
does not constitute a waiver of the rights. Following unsuccessful resolution of the
dispute under this section and after reasonable notice and opportunity to be heard,
and a reasonable time for correcting any violation of this Franchise, the Village of
Hatch Board of Trustees may forfeit this Franchise if the Company fails to perform
its obligations under this Franchise.

c. If court proceedings are instituted to determine the legality of such forfeiture and
the Company does not prevail, the Company will pay the reasonable expenses
incurred by the Village of Hatch in connection with such litigation. If the Company
does prevail, the Village of Hatch will pay the reasonable expenses incurred by the
Company in connection with such litigation. In the absence of agreement between
the Village of Hatch and the Company, the reasonableness of any litigation expenses
pursuant to this section will be determined by an appropriate court of law.

Section 10.  Regulation

It is recognized that the rates, operations, and services of the Company are regulated pursuant to
the Public Utility Act (“Act”), Chapter 62, New Mexico Statutes Annotated, 1978 Compilation, as
the same may be amended from time to time. In the event of any conflict between any of the
provisions of this Franchise and the Act, the Act shall govern.

Section 11.  Successors and Assigns

That this Franchise and all of its provisions, privileges, reservations, and restrictions, shall inure,
extend to, and be binding upon the successors and assigns of the Company.

Section 12.  Supersedes Previous Ordinances or Agreements

This Franchise shall supersede any and all other franchises granted by the Village of Hatch to the
Company, its predecessors, and assigns.

Section 13.  Invalidation Provisions

That if any section, paragraph, subdivision, clause, phrase, or provision of this Franchise shall be
adjudged invalid or unconstitutional, the same shall not affect the validity of this Franchise as a



whole or any part or provision thereof other than such part decided to be invalid or
unconstitutional.

Section 14.  Applicable Laws

This Franchise is subject to and shall be governed by the applicable laws of the State of New
Mexico.

Section 15.  Recording

That this Franchise shall be duly filed and recorded as a part of the ordinance records of the Board
of Trustees of the Village of Hatch, and in the records of the Municipal Clerk of the Village of
Hatch.

[SIGNATURES AND ACCEPTANCE BEGIN ON NEXT PAGE]



PASSED, APPROVED, AND ADOPTED this 11" day of September, 2018.

0 e

Andy Nunez, Mayér

ATTEST:

VOTE: Trustee Crist Aye

A Trustee Martinez Aye

Elizaf)etyJ. Porras, Deputy Clerk Trustee Torres Aye
' Trustee Whitlock Ave

Moved by: Trustee Martinez

Seconded by: Trustee Torres

ACCEPTANCE

The Franchise granted by the Village of Hatch is hereby accepted by the El Paso Electric Company
on thisQ,\L/day of %Wm/é’y\ 2018.

EL PASO ELECTRIC COMPANY

STATE OF TEXAS §
COUNTY OF EL PASO §

This instrument was acknowledged before me this Am'éday of // / W , 2018, by

Mary E. Kipp, President and Chief Executive Officer of El Paso Electric Company, a Texas
corporation, on behalf of said corporation.

Lot g

“Notary Public in and folr Yhe

HILDA VARGAS
Notary ID 45036436
My Commission Expires
January 25, 2022




ATTACHMENT 16
FCC AND EPA ITEMS

1. the name of the municipality, county, and state;

N/A

2. the interest of the applicant or franchisee or licensee;

N/A

3. if franchisee or licensee, the date franchise or license was acquired;
N/A

4, if franchisee or licensee, the date franchise or license expires;

N/A

5. a copy of state-issued certificate of public convenience and necessity;
N/A

6. the date of FCC certification, EPA licensing, or other certification;

El Paso Electric Company (“EPE”) received the Federal Communications Commission’s
consent to transfer of control to Sun Jupiter Holdings, LLC on December 4, 2019. A copy
of the Public Notice can be found in this Attachment-16.

Below are the original issuance dates and most recent renewals for EPE’s Title V Federal
Operating Permits for its Texas generating facilities. The United States Environmental
Protection Agency delegates administration of the Title V program to the Texas
Commission on Environmental Quality.

Original Most Recent
Issuance Date Renewal
Newman Power Station 12/9/1999 7/20/2016
Copper Station 2/10/1999 3/6/2019
Montana Power Station 3/23/2016

7. the percentage of construction completed; and



N/A

8. a copy of each franchise application, franchise and license on file in any other
municipality in any state, including, Texas.

N/A
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FE) PUBLIC NOTICE
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Federal Communications Commission News Media Information 202 / 418-0500
44512 st., s.w. Internet: http://www.fcc.gov
Washington, D.C. 20554 TTY: 1-888-835-5322
Report Number: 14584 Date of Report: 12/11/2019

Wireless Telecommunications Bureau
Assignment of License Authorization Applications, Transfer of Control of Licensee Applications,
De Facto Transfer Lease Applications and Spectrum Manager Lease Notifications,
Designated Entity Reportable Eligibility Event Applications, and Designated Entity Annual Reports
Action

This Public Notice contains a listing of applications that have been acted upon by the Commission.

Assignment of License Authorization Applications and Transfer of Control of Licensee Applications

Purpose File Number Parties Action Date Action

TC 0008144732 Licensee: Southern lllinois Riverboat Casino Cruises Inc. 12/04/2019 Z
Transferor: Caesars Entertainment Operating Company Inc.
Transferee: CEOC, LLC

Transfer of Control
Call Sign or Lead Call Sign: WPQB542

Radio Service Code(s)
IG
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Action Date Action

Purpose File Number Parties
TC 0008145220 Licensee: Chester Downs & Marina LLC 12/04/2019 Z
Transferor: Caesars Entertainment Operating Company Inc.
Transferee: CEOC, LLC
Transfer of Control
Call Sign or Lead Call Sign: WQFH602
Radio Service Code(s)
IG
AA 0008151303 Assignor: The Board of Trustees of Jay County Hospital 12/04/2019 4
Assignee: Indiana University Health Jay, Inc
Full Assignment
Call Sign or Lead Call Sign:
Radio Service Code(s)
IG
AA 0008689836 Assignor:  Pacific Wireless Systems, LLC 12/05/2019 M
Assignee: Accel Net Inc.
Full Assignment
Call Sign or Lead Call Sign: WNEQ516
Radio Service Code(s)
CF
12/04/2019 C

AM 0008737430 Licensee: El Paso Electric Company
Transferor: El Paso Electric Company
Transferee: Sun Jupiter Holdings LLC

Transfer of Control

Call Sign or Lead Call Sign: WAA785

Radio Service Code(s)
IG

MG
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Action Date Action

Purpose File Number Parties
12/04/2019 Z

AM 0008738034 Assignor:  Fusion Cloud Services, LLC - debtor-in-possession
Assignee: Fusion Cloud Services, LLC

Full Assignment

Call Sign or Lead Call Sign: WPSJ472

Radio Service Code(s)
CF

NN

TC 0008768452 Licensee: Carville Energy Center 12/04/2019 M

Transferor: Natgen Southeast Power, LLC
Transferee: AMF Florence LLC

Transfer of Control

Call Sign or Lead Call Sign: WPTL752

Radio Service Code(s)
IG

AA 0008782572 Assignor: Gateway Telecom, LLC 12/05/2019 M

Assignee: Hardy Cellular Telephone Company

Full Assignment

Call Sign or Lead Call Sign: WRAY954

Radio Service Code(s)
uu

AA 0008792834 Assignor: Emmis License Corporation of New York 12/07/2019 M

Assignee: Mediaco WQHT License LLC

Full Assignment

Call Sign or Lead Call Sign: WRDB765

Radio Service Code(s)
MG
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Purpose File Number Parties Action Date Action

AM 0008811970 Assignor: GULF COAST PRESTRESS INC 12/03/2019 C
Assignee: GULF COAST PRESTRESS PARTNERS LTD

Full Assignment
Call Sign or Lead Call Sign: KNIM632

Radio Service Code(s)
IG

AA 0008817758 Assignor:  Cypress Cellular, LP 12/04/2019 C
Assignee: Cellco Partnership
Full Assignment
Call Sign or Lead Call Sign: WQXD432

Radio Service Code(s)
AT

AM 0008821693 Assignor:  Wittenberg Telephone Company 12/02/2019 C
Assignee: Nsight Spectrum, LLC
Full Assignment
Call Sign or Lead Call Sign: WQGD646

Radio Service Code(s)
AW

AA 0008822646 Assignor: NSAC, LLC 12/07/2019 M
Assignee: People's Choice TV of St. Louis, LLC
Full Assignment
Call Sign or Lead Call Sign: WMX640

Radio Service Code(s)
ED
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Purpose File Number Parties Action Date Action
TC 0008824506 Licensee: Rarus Railway Co. 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: WQRQ549
Radio Service Code(s)
IG
TC 0008829486 Licensee: Golden Triangle Railroad LLC 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: KNAU476
Radio Service Code(s)
IG
TC 0008829508 Licensee: Kingman Terminal Railroad 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: WQQM326
Radio Service Code(s)
IG
TC 0008829562 Licensee: Louisiana and North W Railroad Company 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP

Transfer of Control

Call Sign or Lead Call Sign:

Radio Service Code(s)
IG

KKA250
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Purpose File Number Parties Action Date Action
TC 0008829575 Licensee: Sacramento Valley Railroad 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: WQIJ210
Radio Service Code(s)
IG
TC 0008829587 Licensee: Temple & Central Tesas Railroad 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: WQKE200
Radio Service Code(s)
IG
TC 0008829613 Licensee: Tennessee Southern Railroad LLC 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: WQUWG669
Radio Service Code(s)
IG
TC 0008829622 Licensee: Utah Central Railway 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP

Transfer of Control

Call Sign or Lead Call Sign:

Radio Service Code(s)
IG

WPRI1940
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Purpose File Number Parties Action Date Action
TC 0008829628 Licensee: Portus 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: WRCUS888
Radio Service Code(s)
IG
TC 0008829631 Licensee: ICS Logistics 12/06/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: WPHF946
Radio Service Code(s)
IG
TC 0008829636 Licensee: Columbia & Cowlitz Railway LLC 12/05/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP
Transfer of Control
Call Sign or Lead Call Sign: KEG881
Radio Service Code(s)
IG
TC 0008829638 Licensee: DeQueen and Eastern Railroad LLC 12/05/2019 M
Transferor: SteelRiver Infrastructure Fund North America LP
Transferee: Global Diversified Infrastructure Fund (North America) LP

Transfer of Control

Call Sign or Lead Call Sign:

Radio Service Code(s)
IG

WPAG621
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Action Date Action

Purpose File Number Parties
12/06/2019 M

TC 0008834236 Licensee: Bucksport Generation, LLC
Transferor: Bucksport Generation, LLC

Transferee: Iron-clad Energy Partners LLC
Transfer of Control

Call Sign or Lead Call Sign: WPJU219

Radio Service Code(s)
YO

AA 0008834500 Assignor:  Allcomm Wireless, Inc. 12/05/2019 M

Assignee: Tallapoosa County E9-1-1

Partitioning AND/OR Disaggregation

Call Sign or Lead Call Sign: WQVE508

Radio Service Code(s)
CP

AA 0008838845 Assignor:  All West Wireless, Inc. 12/05/2019 C

Assignee: Cellco Partnership

Full Assignment

Call Sign or Lead Call Sign: WQKX565

Radio Service Code(s)
AT

AW
Cw

Carolina Pride Foods, Inc. n/k/a Greenwood Packing, Inc. 12/05/2019 M

AA 0008844235 Assignor:
Assignee: Carolina Pride Foods LLC

Full Assignment

Call Sign or Lead Call Sign: WQVR866

Radio Service Code(s)
IG
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Purpose File Number Parties Action Date Action

AA 0008844365 Assignor:  Frontier Communications Corporation 12/07/2019 M
Assignee: Frontier North Inc.

Full Assignment
Call Sign or Lead Call Sign: WREH822

Radio Service Code(s)
uu

AA 0008844493 Assignor:  Frontier Communications Corporation 12/07/2019 M
Assignee: Frontier West Virginia Inc.

Full Assignment
Call Sign or Lead Call Sign: WREH823

Radio Service Code(s)
uu

AA 0008849826 Assignor: Lehigh Valley Cooperative Telephone Association 12/04/2019 C
Assignee: Cellco Partnership

Full Assignment
Call Sign or Lead Call Sign: WQND995

Radio Service Code(s)
Ccw

AA 0008850247 Assignor:  Environmentel LLC 12/04/2019 C
Assignee: Eversource Energy Service Company
Partitioning AND/OR Disaggregation
Call Sign or Lead Call Sign: WQCP810

Radio Service Code(s)
PC
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Purpose File Number Parties Action Date Action

TC 0008852185 Licensee: Celgene Corporation 12/05/2019 M
Transferor: Celgene Corporation
Transferee: Bristol-Myers Squibb Company

Transfer of Control
Call Sign or Lead Call Sign: WQXE776

Radio Service Code(s)
IG

TC 0008852203 Licensee: Celgene Corporation 12/04/2019 M
Transferor: Celgene Corporation
Transferee: Bristol-Myers Squibb Company

Transfer of Control
Call Sign or Lead Call Sign: WPWR720

Radio Service Code(s)
IG

AM 0008855537 Assignor: QUADRANT EPP 12/06/2019 M
Assignee: MITSUBISHI CHEMICAL ADVANCED MATERIALS INC
Full Assignment
Call Sign or Lead Call Sign: WQTR713

Radio Service Code(s)
IG

AM 0008856353 Licensee: SUNTALKLLC 12/10/2019 Z
Transferor: SUNTALK LLC
Transferee: FITZGERALD, JANET

Transfer of Control
Call Sign or Lead Call Sign: KVT941

Radio Service Code(s)
CP

IG

YG
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Action Date Action

Purpose File Number Parties
AM 0008856378 Licensee: FLALIC,LLC 12/10/2019 Z
Transferor: FLALIC, LLC
Transferee: FITZGERALD, JANET
Transfer of Control
Call Sign or Lead Call Sign: WPMU427
Radio Service Code(s)
CP
YG
AA 0008857553 Assignor:  Progressive Barge Lines 12/06/2019 M
Assignee: Savage Inland Marine
Full Assignment
Call Sign or Lead Call Sign: WDF9141
Radio Service Code(s)
SB
TC 0008863094 Licensee: ILLINOIS AND MIDLAND RAILROAD INC 12/04/2019 C
Transferor: Genesee & Wyoming Inc.
Transferee: DJP XX, LLC
Transfer of Control
Call Sign or Lead Call Sign: WQTL554
Radio Service Code(s)
IG
AM 0008863275 Licensee: Tazewell & Peoria Railroad, Inc. 12/04/2019 C
Transferor: Genesee & Wyoming Inc.
Transferee: DJP XX, LLC
Transfer of Control
Call Sign or Lead Call Sign: KSD870

Radio Service Code(s)
IG
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Purpose File Number Parties

Action Date Action

TC 0008864187 Licensee: KWT RAILWAY INC
Transferor: Genesee & Wyoming Inc.
Transferee: DJP XX, LLC

Transfer of Control

Call Sign or Lead Call Sign: WNIE355

Radio Service Code(s)
IG

TC 0008864221 Licensee:
Transferor:

Transferee:

Transfer of Control

Call Sign or Lead Call Sign:

Radio Service Code(s)
IG

AA 0008864449 Assignor:
Assignee:

Full Assignment

Call Sign or Lead Call Sign:

Radio Service Code(s)
IG

TC 0008864718 Licensee:
Transferor:

LITTLE ROCK & WESTERN RAILWAY
Genesee & Wyoming Inc.
DJP XX, LLC

WQG669

CHEWELAH BASIN SKI CORPORATION
CMR Lands, LLC

KVC732

EAST TENNESSEE RAILWAY L P
Genesee & Wyoming Inc.

Transferee: DJP XX, LLC

Transfer of Control

Call Sign or Lead Call Sign

Radio Service Code(s)
IG

: KNHK468
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Action Date Action

Purpose File Number Parties
TC 0008865391 Licensee: Luxapalila Valley Railroad Inc. 12/04/2019 C
Transferor: Genesee & Wyoming Inc.
Transferee: DJP XX, LLC
Transfer of Control
Call Sign or Lead Call Sign: WPYX528
Radio Service Code(s)
IG
TC 0008865421 Licensee: MISSOURI & NORTHERN ARKANSAS RR INC 12/04/2019 C
Transferor: Genesee & Wyoming Inc.
Transferee: DJP XX, LLC
Transfer of Control
Call Sign or Lead Call Sign: WPVX801
Radio Service Code(s)
IG
AM 0008866537 Assignor:  Xvergent 12/02/2019 C
Assignee: Technology Analysis Corporation DBA Xvergent Networks
Full Assignment
Call Sign or Lead Call Sign: WQKR637
Radio Service Code(s)
MG
NN
12/05/2019 z

AA 0008867738 Assignor: Tivcorp,Inc. d/b/a Webjogger Internet Services
Assignee: NCN Data, LLC

Full Assignment

Call Sign or Lead Call Sign: WQUH787

Radio Service Code(s)
MG

NN
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Action Date Action

Purpose File Number Parties
TC 0008867741 Licensee: Point Comfort & Northern Railway Company 12/04/2019 C
Transferor: Genesee & Wyoming Inc.
Transferee: DJP XX, LLC
Transfer of Control
Call Sign or Lead Call Sign: WPYC333
Radio Service Code(s)
IG
AA 0008878525 Assignor:  Contact Network, Inc. 12/06/2019 C
Assignee: Contact Network, LLC
Full Assignment
Call Sign or Lead Call Sign: WQTY613
Radio Service Code(s)
CF
NN
AA 0008878773 Assignor:  D'Arcangelo, John M 12/05/2019 M
Assignee: Olderbak, Mark J
Full Assignment
Call Sign or Lead Call Sign: WDJ8900
Radio Service Code(s)
SA
12/07/2019 z

TC 0008879350 Licensee:

Transferor: Shareholders of Liberman Broadcasting, Inc.

Empire Burbank Studios, LLC

Transferee: SLF LBI Aggregator, LLC

Transfer of Control

Call Sign or Lead Call Sign: WPJK927

Radio Service Code(s)
IG
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Action Date Action

Purpose File Number Parties
TC 0008885631 Licensee: Kinder Morgan Cochin LLC 12/06/2019 C
Transferor: Kinder Morgan Cochin LLC
Transferee: Pembina U.S. Corporation
Transfer of Control
Call Sign or Lead Call Sign: WQUY394
Radio Service Code(s)
IG
AA 0008885949 Assignor:  Cargill, Incorporated 12/06/2019 M
Assignee: Boortmalt USA
Full Assignment
Call Sign or Lead Call Sign: WQIB599
Radio Service Code(s)
IG
AA 0008886890 Assignor: CETCLLC 12/04/2019 M
Assignee: TEXAS RADIOS LLC
Full Assignment
Call Sign or Lead Call Sign: WQNL815
Radio Service Code(s)
YX
12/04/2019 M

AA 0008889426 Assignor: lota Networks, LLC
Assignee: DOWNS, CAROLE L

Full Assignment

Call Sign or Lead Call Sign: WQWE322

Radio Service Code(s)
YM
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Purpose File Number Parties Action Date Action

AA 0008890597 Assignor:  kaanapali kai charters, inc 12/05/2019 M
Assignee: McGrail & Rowley, Inc.
Full Assignment
Call Sign or Lead Call Sign: WDA2147

Radio Service Code(s)
SB

AA 0008892734 Assignor: GEO Care, LLC- Columbia 12/04/2019 M
Assignee: CORRECT CARE LLC
Full Assignment
Call Sign or Lead Call Sign: WQLA358

Radio Service Code(s)
IG

AA 0008892874 Assignor: A2 900 SPECTRUM COMMUNICATIONS, LLC 12/04/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WQWC277

Radio Service Code(s)
GM

YM

AA 0008892988 Assignor: ALTURK, NAJIB M 12/04/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WRDX206

Radio Service Code(s)
YM
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Purpose File Number Parties Action Date Action

AA 0008893071 Assignor: BALDWIN, PAUL E 12/04/2019 M
Assignee: lota Spectrum Partners, LP

Full Assignment
Call Sign or Lead Call Sign: WQZZ868

Radio Service Code(s)
YM

AA 0008893092 Assignor: BETA ZETA COMMUNICATIONS, LLC 12/04/2019 M
Assignee: lota Spectrum Partners, LP

Full Assignment
Call Sign or Lead Call Sign: WQSG620

Radio Service Code(s)
YM

AA 0008893483 Assignor: BHAVIN PATEL D.D.S., P.C. RETIREMENT PLAN, FBO DI12/04/2019 M
Assignee: lota Spectrum Partners, LP

Full Assignment
Call Sign or Lead Call Sign: WRCM237

Radio Service Code(s)
YM

AA 0008893510 Assignor: CIMINO, ANTHONY B 12/04/2019 M
Assignee: lota Spectrum Partners, LP

Full Assignment
Call Sign or Lead Call Sign: WRAR259

Radio Service Code(s)
YM
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Action Date Action

Purpose File Number Parties
AA 0008893569 Assignor:
Assignee:

Full Assignment
Call Sign or Lead Call Sign:

Radio Service Code(s)
YM

AA 0008894497 Assignor:

Assignee:
Partial Assignment
Call Sign or Lead Call Sign:

Radio Service Code(s)
YS

AA 0008894517 Assignor:

Assignee:
Full Assignment
Call Sign or Lead Call Sign:

Radio Service Code(s)
GU

AA 0008894769 Assignor:

Assignee:
Full Assignment
Call Sign or Lead Call Sign:

Radio Service Code(s)
YJ

CLINKENBEARD INVESTMENTS, LLC
lota Spectrum Partners, LP

WRDQ626

Schmitt, Randall
PDV Spectrum Holding Company

WNQL213

Triangle Communications, Inc
PDV Spectrum Holding Company

WPHP495

Ancom Communications Inc
Anoka-Hennepin School District

WRDH993
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Purpose File Number Parties

Action Date Action

AA 0008895823 Assignor: BOOTH SCRAPYARD & RECYCLING CENTER LLC
Assignee: DIREKT RECOVERY BLOOMSBURG LLC

Full Assignment
Call Sign or Lead Call Sign: WRBN674

Radio Service Code(s)
IG

AM 0008895876 Licensee: INDYCAR,LLC
Transferor: Hulman & Company
Transferee: Penske Entertainment Corp.

Transfer of Control
Call Sign or Lead Call Sign: WQLW?735

Radio Service Code(s)
NN

AA 0008896377 Assignor:  Brookdale Senior Living
Assignee: Freedom Plaza Operating Company, LLC
Full Assignment
Call Sign or Lead Call Sign: WQVQ289

Radio Service Code(s)
IG

AA 0008897023 Assignor:  Southcross CCNG Gathering Ltd.
Assignee: Third Coast Alabama, LLC
Full Assignment
Call Sign or Lead Call Sign: WPZY220

Radio Service Code(s)
MG
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Purpose File Number Parties Action Date Action

AA 0008897113 Assignor: BP America Production Company 12/06/2019 C
Assignee: Tecolote Energy
Partial Assignment
Call Sign or Lead Call Sign: KNDT545

Radio Service Code(s)
IG

AA 0008897121 Assignor: BP America Production Company 12/06/2019 C
Assignee: Latigo Petroleum, LLC
Partial Assignment
Call Sign or Lead Call Sign: KNDT545

Radio Service Code(s)
IG

AA 0008898521 Assignor: HARRIS, KEVIN 12/05/2019 C
Assignee: KEVIN HARRIS FARMS LLC
Full Assignment
Call Sign or Lead Call Sign: WQTL547

Radio Service Code(s)
IG

AA 0008898526 Assignor: MARK MATHIEU CONSTRUCTION 12/05/2019 C
Assignee: MARK MATHIEU CONSTRUCTION INC
Full Assignment
Call Sign or Lead Call Sign: WQTS282

Radio Service Code(s)
IG
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Action Date Action

Purpose File Number Parties
TC 0008898753 Licensee: Nunley, Buck W 12/04/2019 D
Transferor: Stillwell, Mark
Transferee: Nunley, Buck W
Transfer of Control
Call Sign or Lead Call Sign: WDK4808
Radio Service Code(s)
SA
AA 0008899744 Assignor: BLUE SKY SPECTRUM, LLC 12/05/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WQWN481
Radio Service Code(s)
YM
AA 0008899765 Assignor: Breede, Michael E 12/05/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WRCR681
Radio Service Code(s)
YM
12/05/2019 M

AA 0008899831 Assignor: CARLSON, MICHAEL R
Assignee: lota Spectrum Partners, LP

Full Assignment

Call Sign or Lead Call Sign: WRCF436

Radio Service Code(s)
YM

Page 21



Purpose File Number Parties Action Date Action

AA 0008899847 Assignor: CCD 900 COMMUNICATIONS, LLC 12/05/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WQWB674

Radio Service Code(s)
YM

AA 0008899866 Assignor: DONALD S. BIRGER REVOCABLE TRUST DATED AUGL12/05/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WRCB947

Radio Service Code(s)
YM

AA 0008899959 Assignor: Enabled Connections, LLC 12/05/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WQWD589

Radio Service Code(s)
GM

YM

AA 0008900004 Assignor: EQUITY TRUST COMPANY CUSTODIAN FBO ROBERT [12/05/2019 M
Assignee: lota Spectrum Partners, LP
Full Assignment
Call Sign or Lead Call Sign: WQYU730

Radio Service Code(s)
GM

YM
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Purpose File Number Parties Action Date Action

AA 0008900025 Assignor: FINKEN TRACKING AND COMMUNICATIONS, LLC 12/05/2019 M
Assignee: lota Spectrum Partners, LP

Full Assignment

Call Sign or Lead Call Sign: WQWB978

Radio Service Code(s)
GM

YM

AA 0008900123 Assignor: S & E SPECTRUM NETWORKS, INC. 12/05/2019 M
Assignee: lota Spectrum Partners, LP

Full Assignment

Call Sign or Lead Call Sign: WQXZ540

Radio Service Code(s)
GM

YM

TC 0008901191 Licensee: Tiger9LLC 12/04/2019 C
Transferor: Tiger 9 LLC
Transferee: Young Brothers, LLC

Transfer of Control

Call Sign or Lead Call Sign: WDF3003

Radio Service Code(s)
SB

AA 0008901445 Assignor:  Griffin Gate Marriott Resort 12/04/2019 C
Assignee: HOSP LEXKY GG LLC

Full Assignment
Call Sign or Lead Call Sign: WQEU392

Radio Service Code(s)
IG
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Action Date Action

Purpose File Number Parties
TC 0008901540 Licensee: Yager Materials Corp. 12/05/2019 C
Transferor: Cameuse Lime, Inc.
Transferee: CUS Operations Holding Co.
Transfer of Control
Call Sign or Lead Call Sign: KGO756
Radio Service Code(s)
IG
SB
AA 0008901593 Assignor: A &AMIDWEST 12/06/2019 C
Assignee: AS Legacy Inc DBA A&A Midwest Rebuilders Suppliers
Partial Assignment
Call Sign or Lead Call Sign: WPPH714
Radio Service Code(s)
IG
AA 0008904239 Assignor: A &AMIDWEST 12/06/2019 C
Assignee: ENGINEQUEST LLC
Partial Assignment
Call Sign or Lead Call Sign: WPPH714
Radio Service Code(s)
IG
12/07/2019 C

AA 0008905925 Assignor: Reynolds Metals Company
Assignee: Elemental Environmental Solutions LLC

Full Assignment

Call Sign or Lead Call Sign: WPWX988

Radio Service Code(s)
IG

De Facto Transfer Lease Applications and Spectrum Manager Lease Notifications Action
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Purpose File Number Parties Action Date Action

AM 0008785750 Licensee: New Cingular Wireless PCS, LLC 12/06/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNLF251

Radio Service Code(s)
Ccw

LN 0008836564 Licensee: Rockne Educational Television, Inc. 12/03/2019 G
Lessee: Clearwire Spectrum Holdings llI, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: WLX830

Radio Service Code(s)
ED

LN 0008839787 Licensee: Seabury Hall 12/03/2019 G
Lessee: Clearwire Spectrum Holdings Ill, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: WNC226

Radio Service Code(s)
ED

LN 0008851598 Licensee: Otsego Public Schools 12/05/2019 V4
Lessee: Clearwire Spectrum Holdings IlI, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: WNC483

Radio Service Code(s)
ED
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Purpose File Number Parties Action Date Action

LN 0008854560 Licensee: Rural Cellular Corporation 12/04/2019 G
Lessee: Screened Images, Inc.
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKN638

Radio Service Code(s)
CL

LE 0008864073 Licensee: Parma BD/ED Parma City School Dist. 12/07/2019 G
Lessee: NSAC, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: L000001313

Radio Service Code(s)
ED

LN 0008864203 Licensee: LAREDO CATHOLIC COMMUNICATIONS, INC. 12/05/2019  Z
Lessee: Clearwire Spectrum Holdings IlI, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: WLX777

Radio Service Code(s)
ED

LN 0008869645 Licensee: Allied Wireless Communications (OH), LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKQ312

Radio Service Code(s)
CL
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Purpose File Number Parties Action Date Action

LN 0008869669 Licensee: Waseca Public Schools 12/05/2019 Z
Lessee: Clearwire Spectrum Holdings IlI, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: WLX449

Radio Service Code(s)
ED

LN 0008870088 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKQ295

Radio Service Code(s)
CL

LN 0008874866 Licensee: New Cingular Wireless PCS, LLC 12/06/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: WQGA794

Radio Service Code(s)
AW

LN 0008874886 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKN713

Radio Service Code(s)
CL
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Purpose File Number Parties Action Date Action

LN 0008874908 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKN756

Radio Service Code(s)
CL

LN 0008874917 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKA288

Radio Service Code(s)
CL

LN 0008874923 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKA285

Radio Service Code(s)
CL

LN 0008874929 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKA288

Radio Service Code(s)
CL
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Purpose File Number Parties Action Date Action

LN 0008874943 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKA318

Radio Service Code(s)
CL

LN 0008874946 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKA505

Radio Service Code(s)
CL

LN 0008874970 Licensee: New Cingular Wireless PCS, LLC 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKA550

Radio Service Code(s)
CL

LN 0008874973 Licensee: Ohio RSA5 Limited Partnership 12/04/2019 G
Lessee: Shawntech Communications, Inc
De Facto Transfer Lease
Call Sign or Lead Call Sign: KNKN942

Radio Service Code(s)
CL
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Action Date Action

Purpose File Number Parties
LT 0008896189 Lessee: CellBlox Acquisitions, LLC 12/04/2019  Q
Transferor: Securus Technologies, Inc.
Transferee: Securus Technologies, LLC
Spectrum Manager Lease
Call Sign or Lead Call Sign: L000039489
Radio Service Code(s)
Cw
LC 0008905131 Licensee: lota Spectrum Partners, LP 12/07/2019 G
Lessee: IOTA NETWORKS, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: L000031230
Radio Service Code(s)
YM
LC 0008905134 Licensee: lota Spectrum Partners, LP 12/07/2019 G
Lessee: IOTANETWORKS, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: L000031227
Radio Service Code(s)
YM
12/05/2019 G

LC 0008902885 Licensee: lota Spectrum Partners, LP
Lessee: IOTANETWORKS, LLC

De Facto Transfer Lease

Call Sign or Lead Call Sign: L000020529

Radio Service Code(s)
GM

YM
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Purpose File Number Parties Action Date Action

LC 0008904036 Licensee: lota Spectrum Partners, LP 12/06/2019 G
Lessee: IOTA NETWORKS, LLC
De Facto Transfer Lease
Call Sign or Lead Call Sign: L000031942

Radio Service Code(s)
GM

YM

LT 0008896175 Lessee: CellBlox Acquisitions, LLC 12/04/2019 Q
Transferor: Securus Technoloties, Inc.
Transferee: Securus Technologies, LLC

Spectrum Manager Lease
Call Sign or Lead Call Sign: L000032173

Radio Service Code(s)
AT

AW
Cw
WT

WYy

LT 0008877373 Lessee: CellBlox Acquisitions, LLC 12/04/2019 G
Transferor: Securus Technologies, Inc.
Transferee: Securus Technologies, LLC

De Facto Transfer Lease
Call Sign or Lead Call Sign: L000024321

Radio Service Code(s)
AT

AW
CL
CwW

CcYy
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Purpose File Number Parties Action Date Action

LT 0008877373 Lessee: CellBlox Acquisitions, LLC 12/04/2019 G
Transferor: Securus Technologies, Inc.
Transferee: Securus Technologies, LLC

De Facto Transfer Lease

Call Sign or Lead Call Sign: L000024321

Radio Service Code(s)
WS

wu
WYy

wz
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De Facto Transfer Lease Applications and Spectrum Manager Lease Notifications

Action
Purpose File Number Parties Action Date  Action
LE 6054QASL19 Licensee: PTC-220,LLC 12/04/2019 Q
Lessee: CSX Transportation, Inc.
Sublessee: Florida Department of Transportation
Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPOI701
Lead Lease Identifier: L000025161
Radio Service Code(s):
QA
LE 6055NCSL19 Licensee: PTC-220, LLC 12/04//2019 Q
Lessee: CSX Transportation, Inc.
Sublessee: Florida Department of Transportation
Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPFR284
Lead Lease Identifier: L000025154
Radio Service Code(s):
NC
LE 6056QASL19 Licensee: PTC-220, LLC 12/04/2019 Q
Lessee: BNSF Railway Co.
Sublessee: Dallas Area Rapid Transit
Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPOI701
Lead Lease Identifier: L000025125
Radio Service Code(s):
QA
LE 6057NCSL19 Licensee: PTC-220,LLC 12/04/2019 Q

Lessee: BNSF Railway Co.
Sublessee: Dallas Area Rapid Transit

Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPFR284
Lead Lease Identifier: L000025134

Radio Service Code(s):
NC
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De Facto Transfer Lease Applications and Spectrum Manager Lease Notifications

Action
Purpose File Number Parties Action Date  Action
LE 6058NCSL19 Licensee: PTC-220,LLC 12/04/2019 Q
Lessee: BNSF Railway Co.
Sublessee: Kansas City Terminal Railway Company
Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPFR284
Lead Lease Identifier: L000025134
Radio Service Code(s):
NC
LE 6059QASL19 Licensee: PTC-220,LLC 12/04/2019 Q
Lessee: BNSF Railway Co.
Sublessee: Kansas City Terminal Railway Company
Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPOI701
Lead Lease Identifier: L000025125
Radio Service Code(s):
QA
LN 6060QASL19 Licensee: Association of American Railroads 12/04/2019 Q
Lessee: PTC-220, LLC
Sublessee: CSX Transportation, Inc.
Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPOI702
Lead Lease Identifier: L000032846
Radio Service Code(s):
QA
LN 6061QASLI19 Licensee: Association of American Railroads 12/04/2019 Q

Lessee:  PTC-220, LLC
Sublessee: NS Spectrum Corporation

Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPOI702
Lead Lease Identifier: L000032846

Radio Service Code(s):

QA
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De Facto Transfer Lease Applications and Spectrum Manager Lease Notifications
Action

Purpose File Number Parties Action Date

LE 6062QASL19 Licensee: PTC-220, LLC 12/04/2019
Lessee: CSX Transportation, Inc.
Sublessee: South Florida Regional Transportation Authority

Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPOI701
Lead Lease Identifier: L000025161

Radio Service Code(s):

QA

LE 6063NCSL19 Licensee: PTC-220, LLC 12/04/2019
Lessee: CSX Transportation, Inc.
Sublessee: South Florida Regional Transportation Authority

Spectrum Manager Sublease
Call Sign or Lead Call Sign: WPFR284
Lead Lease Identifier: L000025154

Radio Service Code(s):
NC

LN 6062YDSL20 Licensee: PDV Spectrum Holding Company, LLC 10/31/2019
Lessee: Motorola Solutions, Inc.
Sublessee: Space Exploration Technologies Corporation

De Facto Transfer Sublease
Call Sign or Lead Call Sign: KNNX767
Lead Lease Identifier: L000039934

Radio Service Code(s):
YD
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AM
AR
LC

ESXO0OO0

GL
GM
GO
GR
GS
GU
GX
IG
IK
LD
LN
LP
LS

Purpose Key:

Assignment of Authorization LM
Amendment LN
DE Annual Report LT
Cancel of a Lease/Sublease/Private Commons RE
Arrangement TC
Extend the Term of a Lease/Sublease/Private Commons WD
Arrangement
Action Key:
Consented P
Dismissed Q
Granted R
Killed T
Consummated w
V4

Radio Service Key:

Aviation Auxiliary Group

Aural Microwave Booster

Aircraft

AWS-4

Aeronautical and Fixed

AWS-H Block (1915-1920 MHz and 1995-2000 MHz)
Aural Intercity Relay

Aviation Radionavigation

Aural Studio Transmitter Link

AWS-3 (1695-1710 MHz, 1755-1780 MHz, and 2155-2180 MHz)
AWS, 1710-1755/2110-2155 MHz bands

1390-1392 MHz Band, Market Area

1392-1395 and 1432-1435 MHz Bands, Market Area
1670-1675 MHz Band, Market Area

Broadband Radio Service

Commercial Air-ground Radiotelephone

BETRS

Paging and Radiotelephone

Digital Electronic Message Service

Point to Point Microwave

Air-ground Radiotelephone

Commercial Aviation Air-Ground Radiotelephone (800 MHz band)
Cellular

PCS Narrowband

Offshore Radiotelephone

Part 22 VHF/UHF Paging (excluding 931MHz)

Rural Radiotelephone

Local Television Transmission

PCS Broadband

1910-1915/1990-1995 MHz Bands, Market Area
Paging and Radiotelephone, Auctioned

Multichannel Video Distribution AND Data Service
Educational Broadband Service

Business, 806-821/851-866 MHz, Conventional
929-930 MHz Paging Systems, Auction

Other Indust/Land Transp, 896-901/935-940 MHz, Conv.
Business and Industrial/Land Transportation

(809 - 824 and 8)

900 MHz Conventional SMR (SMR, Site-Specific)

800 MHz Conventional SMR (SMR, Site-specific)
Other Indust/Land Transp, 806-821/851-866 MHz, Conv.
SMR, 896-901/935-940 MHz, Conventional

Private Carrier Paging, 929-930 MHz

Business, 896-901/935-940 MHz, Conventional

SMR, 806-821/851-866 MHz, Conventional
Industrial/Business Pool, Conventional
Industrial/Business Pool - Commercial, Conventional
Local Multipoint Distribution Service

902-928 MHz Location Narrowband (Non-Multilateration)
Broadcast Auxiliary Low Power

Location and Monitoring Service, Multilateration (LMS)

Modification of a Lease/Sublease/Private Commons Arrangement
New Lease/Sublease/Private Commons Arrangement

Transfer of Control of a Lessee/Sublessee

DE Reportable Event

Transfer of Control

Withdrawal

Returned to pending

Accepted

Returned

Terminated

Withdrawn

Application removed from GAP

WP
WR
WS

WT
Wwu
WX
WYy
Wz
YB
YC
YD
YG
YH
Yl
YJ
YK
YL
YM
YO
YS
YU
YX
yAY

Low Power Wireless Assist Video Devices

902-928 MHz Location Wideband (Grandfathered AVM)
Marine Auxiliary Group

Coastal Group

Microwave Industrial/Business Pool

Alaska Group

Millimeter Wave 70/80/90 GHz Service

Marine Radiolocation Land

Multiple Address Service, Auctioned

Nationwide Commercial 5 Channel, 220 MHz
3650-3700 MHz

Public Coast Stations, Auctioned

Digital Electronic Message Service - Private

220-222 MHz Band Auction

Non-Nationwide Data, 220 MHz

Non-Nationwide Other, 220 MHz

Intelligent Transportation Service (Non-Public Safety)
Non-Nationwide 5 Channel Trunked, 220 MHz
Broadcast Auxiliary Remote Pickup

Land Mobile Radiolocation

TV Microwave Booster

TV Intercity Relay

39 GHz, Auctioned

TV Pickup

TV Studio Transmitter Link

TV Translator Relay

24 GHz Service

Microwave Aviation

Microwave Marine

700 MHz Upper Band (Block D)

Microwave Radiolocation

Wireless Communications Service

600 MHz Band

700 MHz Upper Band (Block C)

700 MHz Guardband

700 MHz Lower Band (Blocks A, B, E)

Lower 700 MHz Bands

Business, 806-821/851-866 MHz, Trunked

SMR, 806-821/851-866 MHz, Trunked, Auctioned
SMR, 896-901/935-940 MHz, Auctioned
Industrial/Business Pool, Trunked

SMR, 806-821/851-866 MHz, Auctioned (Rebanded YC license)
Other Indust/Land Transp. 896-901/935-940 MHz, Trunked
Business and Industrial/Land Transportation (809 - 824 and 8)
Industrial/Business Pool - Commercial, Trunked

900 MHz Trunked SMR (SMR, Site-Specific)

800 MHz Trunked SMR (SMR, Site-specific)

Other Indust/Land Transp. 806-821/851-866 MHz, Trunked
SMR, 896-901/935-940 MHz, Trunked

Business, 896-901/935-940 MHz, Trunked

SMR, 806-821/851-866 MHz, Trunked

Interactive Video and Data Service

* If the purpose of application is Amendment or Withdrawal and the disposition action indicates that a Dismissal occurred,
there may be a previous version of that application still pending in ULS. You are encouraged to utilize
ULS Application Search to research the disposition status of all versions of a particular filing.
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The Bureau's weekly Public Notices only provide basic information regarding applications filed and
actions taken. Specifically, our Public Notices do not list detailed transaction descriptions or

new call signs assigned by the Bureau as a result of assignments of authorization. The detailed
instructions below are intended to guide interested parties in obtaining more detailed information via ULS.

How to view an application listed on this Public Notice via ULS.

* Note the 10-digit file number listed on the Public Notice;

* Access the ULS (instructions are on the internet at http://wireless.fcc.gov/uls);

* From the ULS Online Systems Menu in the center of the screen, scroll down to the "Search" section
and click on the "Applications" button;

* Type the application's 10-digit file number into the "File Number:" field on the Application Search screen
and click the "Search" button;

* When the search is completed, the application will be listed by file number on the screen;

* Click on the file number (in hypertext) to view the application and attachments.

How to find new call signs created as a result of an assignment of authorization.

* View the assignment application in ULS as listed above in "How to view an application on this
Public Notice via ULS";

* At the bottom of the application display screen, select "History" from the "Application Options"
and click on the "Go" button;

* From the History screen, locate the Application Consented Date, this will be the Grant Date of the new callsign
generated as a result of a consummated assignment of authorization;

* Click on the "Home" button at the bottom of the screen to return to the ULS Online Systems page;

* Scroll to the "Search" section and click on "Licenses";

* On the License Search screen, click the "Advanced License Search" link;

* In the Licensee Name field, key the name of the Assignor of the Assignment, under
License Detail Dates, select "Grant Date", select the "To" and "From" dates and enter the
Application Consented Date in both the "To" and "From" fields;

* Scroll to the bottom of the screen and click "Submit";

* Click on the call sign (in hypertext) to view the license details.
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ATTACHMENT 17
NEW MEXICO CCN

1. the name of the municipality, county, and state;

N/A

2. the interest of the applicant or franchisee or licensee;

N/A

3. if franchisee or licensee, the date franchise or license was acquired;
N/A

4, if franchisee or licensee, the date franchise or license expires;

N/A

5. a copy of state-issued certificate of public convenience and necessity;

In accordance with New Mexico Statutes Annotated section 62-9-1.A, EPE is exempt from
securing a certificate of convenience and necessity for its service territory as it existed
prior to June 13, 1941. EPE has and will continue to abide by New Mexico law in respect
to expansions within New Mexico.

6. the date of FCC certification, EPA licensing, or other certification;

N/A

7. the percentage of construction completed; and

N/A

8. a copy of each franchise application, franchise and license on file in any other

municipality in any state, including, Texas.

N/A



EXHIBIT C
CORPORATE INFORMATION

Question V.C.1.a: Requested documents attached as Attachment 1.

Question V.C.1.b: A copy of EPE’s Proxy Statement may be found in Attachment 2 of Exhibit K
(Joint Application, Exhibit D).

Question V.C.1.c: Requested documents attached as Attachment 2. (Provided with original
Franchise Application filed on September 20, 2019.)



ATTACHMENT 1
EPE’S 2018 10-K
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2018 was an exceptional year for El Paso Electric Company,
(“EE” or the “Company”), as we were able to make significant
advances that will enable us to expand and improve our service
options and prepare for the energy and sustainability future of
our community.

In response to growing customer demand in our service territory,
EE issued an All Source Request for Proposals (“RFP”) in 2017
for 370 megawatts of additional generation resources that will
be needed by the 2023 summer peak season. Resource
planning is key to meeting the future energy needs of our growing
region, and the planning and selection process ensures that the
Company chooses the optimal mix of long-term, affordable
and reliable electric resources. After extensive evaluation

of numerous proposals, we announced the results of the RFP
at the end of 2018 with a diversified mix of resource additions,
which are comprised of 200 megawatts (“MW?") of utility scale
solar, 100 MW of battery storage, and a 226 MW natural gas
combustion turbine. Additionally, we expect to pursue the
purchase of 50 to 150 MW of wind and solar generated power
for fuel diversity and energy cost savings in the future. This mix
of new capacity emphasizes our strategic goal of planning for
the future while advancing in renewable energy sources and
cleaner technologies. In addition to this expansion of future
resources, EE is continuing to invest in local generation
programs to support the long-term reliability of our power
generation assets.

We were also pleased to see our goal to add renewable
resources in a responsible and cost-effective manner

and achieved another milestone when we celebrated the
commercial operation of the Holloman Air Force Base Solar
Facility in October 2018. The 42-acre Holloman Atlas Solar
Array is the first customer-dedicated resource that EE has
built to serve a U.S. military installation. The output from the
five MW solar facility generates enough electricity to power
more than 1,700 homes annually and helps the Air Force meet
its renewable and energy security goals. In addition, in March
2018, we filed for approval to expand our Texas Community Solar
Program to include two MW of solar-powered generation from
a 10 MW solar facility located at the Company’s Newman
Power Station in El Paso, TX.

In August 2018, we released our first annual Corporate
Sustainability Report, celebrating a major milestone for
our Company. As we recognized the need to transparently
communicate our efforts and achievements regarding our
environmental and corporate sustainability initiatives, we
developed a report that highlights these accomplishments,
including our divestment from coal, our efforts in energy
efficiency, our impactful internship programs, and our
partnerships with local organizations. We are committed to
establishing long-term goals to further improve our carbon
footprint and continue reporting on our progress through
future Corporate Sustainability Reports.

As we look forward to the potential for adding new technologies
and the opportunity to improve customer service, we are
pleased to have engaged our local leaders and our community
in 2018 to discuss the benefits of implementing Advanced
Metering Infrastructure or AMI, which is the backbone of

a smart community. We are excited to continuing these
discussions, and to build a business case that would allow us to
make investments to modernize our electric grid that will further
improve our operational efficiency, while expanding customer
products and services such as smart pricing options, high
usage alerts, and online energy management tools.

2019 will also be an important year in terms of our regulatory
objectives. We have filed our requests in Texas for a Transmission
Cost Recovery Factor and a Distribution Cost Recovery Factor,
which allow us to recover on the capital investments we have
made in transmission and distribution infrastructure in a timely
manner. Additionally, in 2019, we will be filing a general rate
case in New Mexico, as well as a general rate case with the
Federal Energy Regulatory Commission.

Our accomplishments over the previous year and future
objectives are all possible due to the dedication and hard
work of our employees. We cannot serve our customers
reliably and effectively without the valued contributions of
our International Brotherhood of Electrical Workers local 960
team members, who represent approximately 37% of our
local workforce. In 2018, we achieved our highest customer
service ratings since we began surveying customers in 2009
to measure their satisfaction with the level of service they
receive. In September 2018, the Company was awarded

the first ever Community Partner Award from the El Paso
Neighborhood Association Coalition, in recognition of our
continued partnership and community outreach efforts with the
City of El Paso’s neighborhood associations. Additionally, we
were also named a 2018 ENERGY STAR® Partner of the Year
for our efforts in kilowatt-hour savings and increased education
regarding energy efficiency. We will continue to look for ways
to build on our customer experience and are committed to
improving service to our customers.

As we continue to strengthen our Company and our partnerships
with the community, we look forward to upholding our mission
of providing safe, clean, reliable, and affordable energy to those
we serve.

Charles A. Yamarone
Chairman of the Board
of Directors

Mary E. Kipp
President and
Chief Executive Officer
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As of June 30, 2018, the aggregate market value of the voting stock held by non-affiliates of the registrant was $2,196,858,522 (based
on the closing price as quoted on the New York Stock Exchange on that date).

As of January 31, 2019, there were 40,740,080 shares of the Company’s common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive Proxy Statement for the 2019 annual meeting of its shareholders are incorporated by reference
into Part Il of thisreport.




DEFINITIONS

The following abbreviations, acronyms or defined terms used in this report are defined below:

Abbreviations, Acronyms or Defined Terms Terms

A&G ..o Administrative and general

ABFUDC.......coo e, Allowance for Borrowed Funds Used During Construction

AEFUDC.......cciiiiic Allowance for Equity Funds Used During Construction

AFUDC ..o, Allowance for Funds Used During Construction

ANPRP Participation Agreement.......... Arizona Nuclear Power Project Participation Agreement dated August 23, 1973, as
amended

N [ S Accumulated Other Comprehensive Income

APS...o Arizona Public Service Company

ARO ..o Asset Retirement Obligations

ASU .o Accounting Standards Update

COMPANY ..o El Paso Electric Company

CWIP ..o Construction Work In Progress

COPPES e The Company's Copper Power Station

D.C. Circuit ......ccccevevcrcricicriccicnee U.S. Court of Appealsfor the District of Columbia Circuit

DOE......co e U.S. Department of Energy

El PaSO.....ccoiiireirieee e City of El Paso, Texas

EOC ...t The Company's Eastside Operations Center

EPA ..o U.S. Environmental Protection Agency

Exchange Act.......cccoveivveiineccneee, The Securities Exchange Act of 1934, as amended

FASB ..o, Financial Accounting Standards Board

FERC.....ciiiieeinieieieieeieie s Federal Energy Regulatory Commission

FOrt BliSS...coovveeirieeree e Fort Bliss, the U.S. Army post next to El Paso, Texas

Four COrners........cccoeeeererneneeseneenne Four Corners Generating Station

FPPCAC. ... New Mexico Fuel and Purchased Power Cost Adjustment Clause

GAAP ... U.S. Generally Accepted Accounting Principles

GHG ... Greenhouse Gas

HAFB ..o Holloman Air Force Base

KW e Kilowatt(s)

KWH .o Kilowatt-hour(s)

Las Cruces.......cccovveniinicncnisicnnn, City of Las Cruces, New Mexico

MPS.....oi The Company's Montana Power Station

MW e Megawatt(s)

MWHh....ooiii e Megawatt-hour(s)

NAAQS ... National Ambient Air Quality Standards

NAV Lo Net Asset Value

[N]SR The Company's Palo Verde nuclear decommissioning trust funds

Net dependable generating capability  Themaximum|oad net of plant operating requirementsthat agenerating plant can supply
under specified conditions for agiven timeinterval, without exceeding approved limits
of temperature and stress

NeWMaN ........ccceeeeeeeeeeeeeenenes The Company's Newman Power Station
NMPRC......cooriiiiiicee, New Mexico Public Regulation Commission
NMPRC Final Order ..........ccoevurinnee. NMPRC Final Order in Case No. 15-00127-UT
NOL ..o Net Operating Losses
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Abbreviations, Acronyms or Defined Terms Terms

NOL carryforwards...........cccoeucucvnnnee. Net Operating Loss carryforwards

NRC....coo Nuclear Regulatory Commission

OPEB Plan........ccoooeviiveiiiiieiiiciiiinns The Company's other post-retirement benefits plan, including health care benefits for
retired employees and their eligible dependents and life insurance benefits for retired
employees only

O&M oo Operati ons and maintenance

PaloVerde......occooevevececveieeeeee e, Palo Verde Generati ng Station

Palo Verde Participants.............c..cv..... Those utilities that share in power and energy entitlements, and bear certain allocated
costs, with respect to Palo Verde pursuant to the ANPP Participation Agreement

PCBS....ooiiitieerierere e Pollution Control Bonds

PUCT ..o Public Utility Commission of Texas

PURA .o Public Utility Regulatory Act

RCF .. The Company's Revolving Credit Facility

Retirement Plan ..., The Company's Retirement Income Plan

RGEC ... Rio Grande Electric Cooperative

RGRT ..o Rio Grande Resources Trust |1

Rio Grande.........ccocociciinciccircn, The Company's Rio Grande Power Station

RPS.....oi e Renewabl e Portfolio Standard

SAB 118, SEC Staff Accounting Bulletin No. 118

SEC.. e U.S. Securities and Exchange Commission

SECUNtIESACE....uieiiecceeeee e The Securities Act of 1933, as amended

Standard Contract............ccceveueininnnnes Contract for Disposal of Spent Nuclear Fuel and/or High Level Radioactive Waste

TCIA s The federal legislation commonly referred to as the Tax Cuts and Jobs Act of 2017

U.S. s United States

White Sands........cccooeeeierieeinneeeens White Sands Missile Range

2016 PUCT Fina Order ........ccccoeunee PUCT Final Order in Docket No. 44941

2016 StUY ......oeerveerreeeieneereseere e 2016 Palo Verde Decommissioning Study

2017 All Source RFP.........c.ccovvevenne. 2017 All Source Request for Proposalsfor Electric Power Supply and L oad Management
Resources

2017 PUCT Final Order ........cccovunne. PUCT Final Order in Docket No. 46831

2019 Proxy Statement ........................ Proxy statement for the Company's 2019 Annual Meeting of Shareholders

2019 TCRF rate filing ..o, Transmission Cost Recovery Factor rate filing in PUCT Docket No. 49148
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FORWARD-LOOKING STATEMENTS

Certain mattersdiscussed in thisAnnua Report on Form 10-K, other than statements of historical fact, are"forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933, as amended (" SecuritiesAct"), and Section 21E of
the SecuritiesExchangeA ct of 1934, asamended (" ExchangeAct"). Forward-looking statementsoftenincludewordslike"believe",
"anticipate”, "target", "project”, "expect”, "predict”, "pro forma’", "estimate”, "intend", "will", "is designed to", "plan" and words
of similar meaning, or areindicated by the El Paso Electric Company's(the" Company") discussion of strategiesor trends. Forward-
looking statements describe the Company's future plans, objectives, expectations or goals. Although the Company believes that
the expectations reflected in such forward-looking statements are reasonable, no assurances can be given that these expectations

will proveto be correct. Such statements address future events and conditions and include, but are not limited to:

. capital expenditures,

. earnings,

. liquidity and capital resources,

. ratemaking/regul atory/compliance matters,

. litigation,

. accounting matters, including accounting for taxes and leases,

. possible corporate restructurings, acquisitions and dispositions,

. compliance with debt and other restrictive covenants,

. interest rates and dividends,

. environmental matters,

. nuclear operations,

. operation of the Company's generating units and its transmission and distribution systems,
. the availability and costs of new and /or emerging technologies, and
. the overall economy of the Company's service area.

Theseforward-looking statementsarebased on assumptionsand analysesinlight of the Company'sexperience and perception
of historical trends, current conditions, expected future developments and other factors the Company believes were appropriate
in the circumstances when the statements were made. Forward-1ooking statements by their nature involve substantial risks and
uncertaintiesthat could significantly impact expected results, and actual future results could differ materially from those described
in such statements. While it is not possible to identify all factors, the Company continues to face many risks and uncertainties.
Factors that would cause or contribute to such differences include, but are not limited to:

. decisions and actions of the Company's regulators and the resulting impact on the Company's operations,
cost of capital, sales, and profitability,

. the Company'sability to fully and timely recover its costsand earn areasonablerate of return onitsinvested
capital through the rates that it is permitted to charge,

. rates, cost recovery mechanisms and other regulatory matters including the ability to recover fuel costs on
atimely basis,

. the ability of the Company's operating partners to maintain plant operations and manage operations and

maintenance ("O&M") costs at the Palo Verde Generating Station ("Palo Verde"), including coststo comply
with any new or expanded regulatory or environmental requirements,

. reductions in output at generation plants operated by the Company,

. the size of the Company's construction program and its ability to complete construction on budget and on
time,

. the receipt of required approvals by regulators and other permits related to the Company’s construction
programs,

. the Company's reliance on significant customers,

. the credit worthiness of the Company's customers,
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unscheduled outages of generating units including outages at Palo Verde,

changes in customers demand for electricity as a result of energy efficiency initiatives and emerging
competing services and technologies, including distributed generation and battery storage,

individual customer groups, including distributed generation customers, may not pay their full cost of
service, and other customers may or may not be required to pay the difference,

changesin, and the assumptions used for, pension and other post-retirement and post-employment benefit
liability calculations, as well as actual and assumed investment returns on pension plan and other post-
retirement plan assets,

the impact of changing cost escalation and other assumptions on the Company's nuclear decommissioning
liability for Palo Verde, aswell as actual and assumed investment returns on assets in the Company's Palo
Verde nuclear decommissioning trust funds ("NDT"),

disruptions in the Company's transmission and distribution systems, and in particular the lines that deliver
power from its remote generating facilities,

the sufficiency of the Company's insurance coverage, including availability, cost, coverage and terms,
electric utility deregulation or re-regulation,

regulated and competitive markets,

ongoing municipal, state and federal activities,

cuts in military spending or prolonged shutdowns of the federal government that reduce demand for the
Company's services from military and governmental customers,

political, legislative, judicial and regulatory developments,

homeland security considerations, including those associated with the United States ("U.S.")/Mexico border
region and the energy industry,

changes in environmental laws and regulations and the enforcement or interpretation thereof, including
those related to air, water or greenhouse gas ("GHG") emissions or other environmental matters,

economic, commercial bank, financial and capital market conditions,

increasesin cost of capital,

the impact of changesin interest rates or rates of inflation,

actions by credit rating agencies,

changes in accounting requirements and other accounting matters,

changing weather trends and the impact of severe weather conditions,

possible physical or cyber attacks, intrusions or other catastrophic events,

the impact of lawsuits filed against the Company,

Texas, New Mexico and electric industry utility service reliability standards and service requirements,
uranium, natural gas, oil and wholesale electricity prices and availability,

possible income tax and interest payments as a result of audit adjustments proposed by the U.S. Internal
Revenue Service or state taxing authorities,

the impact of recent changesto U.S. tax laws,

the impact of international trade and tariff negotiations,

the impact of U.S. health care reform legislation,

the effectiveness of the Company's risk management activities,

the Company's ability to successfully renegotiate its collective bargaining agreement,

loss of key personnel, the Company's ahility to recruit and retain qualified employees and the Company's
ability to successfully implement succession planning, and
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. other circumstances affecting anticipated operations, sales and costs.

These lists are not al-inclusive because it is not possible to predict all factors. A discussion of some of these factors is
included in thisAnnual Report on Form 10-K under the headings "Risk Factors' and "Management’s Discussion and Analysis of
Financial Condition and Results of Operations —Summary of Critical Accounting Policies and Estimates' and "Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources.” ThisAnnual Report
on Form 10-K should beread in its entirety. Management cautions against putting undue reliance on forward-looking statements
or projecting any future results based on such statementsor present or prior earningslevels. Any forward-looking statement speaks
only as of the date such statement was made, and the Company is not obligated to update any forward-looking statement to reflect
events or circumstances after the date on which such statement was made, except as required by applicable laws or regulations.

(vi)



PART I

Item 1. Business
General

El Paso Electric Company (the "Company") is a public utility engaged in the generation, transmission and distribution of
electricity in an area of approximately 10,000 square milesin west Texas and southern New Mexico. The Company also servesa
full requirements wholesale customer in Texas. The Company owns or has significant ownership interests in several electrical
generating facilities providing it with a net dependable generating capacity of approximately 2,085 megawatts ("MW"). For the
year ended December 31, 2018, the Company’s energy sources consisted of approximately 44% nuclear fuel, 44% natural gas,
12% purchased power and less than 1% generated by Company-owned solar photovoltaic panels. As of December 31, 2018, the
Company had power purchase agreements for 107 MW from solar photovoltaic generation facilities and intends to expand its
portfolio of renewable energy sources, particularly solar photovoltaic generation. See "Energy Sources — Purchased Power."

The Company serves approximately 425,000 residential, commercial, industrial, public authority and wholesale customers.
The Company distributes electricity to retail customers principally in El Paso, Texas and Las Cruces, New Mexico (representing
approximately 64% and 11%, respectively, of the Company’s retail revenues for the year ended December 31, 2018). In addition,
the Company’s wholesale sales include sales for resale to other electric utilities and power marketers. Principal industrial, public
authority and other large retail customers of the Company include U.S. military installations, such as Fort Blissin Texasand White
Sands Missile Range ("White Sands") and Holloman Air Force Base ("HAFB") in New Mexico, an oil refinery, several medical
centers, two large universities and a steel production facility.

The Company’s principal offices are located at the Stanton Tower, 100 North Stanton, El Paso, Texas 79901 (telephone:
915-543-5711). The Company was incorporated in Texas in 1901. As of January 31, 2019, the Company had approximately
1,100 employees, 37% of whom are covered by a collective bargaining agreement.

The Company makes available free of charge through its website, www.epelectric.com, its Annual Report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statement and all amendments to those reports as soon as
reasonably practicable after such material iselectronically filed with or furnished to the U.S. Securitiesand Exchange Commission
("SEC"). In addition, copies of thisAnnual Report on Form 10-K will be made available free of charge upon written request. The
SEC also maintains an internet site that contains reports, proxy and information statements and other information for issuers that
file electronically with the SEC. The address of that site is www.sec.gov. The information on the Company's website is not
incorporated by reference into this Annual Report on Form 10-K.

Facilities

As of December 31, 2018, the Company’s net dependabl e generating capability of approximately 2,085 MW consists of
the following:

Company's
Share of Net
Dependable
Generating Company
Primary Fuel Capability* Ownership
Station Type (MW) Interest Location
Newman Power Station Natural Gas 752 100% El Paso, Texas
Palo Verde Nuclear 633 15.8% Wintersburg, Arizona
Rio Grande Power Station Natural Gas 276 100% Sunland Park, New Mexico
Montana Power Station
(Units 1, 2, 3and 4) Natural Gas 354 100% El Paso County, Texas
Copper Power Station Natural Gas 64 100% El Paso County, Texas
Culberson County and El
Paso County, Texas, Dofia
Ana County and Otero
Renewables** Solar 6 100% County, New Mexico
Total 2,085

* During summer peak period.
** Renewable nameplates are 8 MW with 70% contribution at time of peak.



Palo Verde

The Company owns an interest, along with six other utilities, in the three nuclear generating units and common facilities
("Common Facilities") at Palo Verde. Arizona Public Service Company ("APS") serves as operating agent for Palo Verde, and
under the Arizona Nuclear Power Project Participation Agreement dated August 23, 1973, as amended ("ANPP Participation
Agreement”), the Company has limited ability to influence operations and costs at Palo Verde.

Palo Verde Operating Licenses. Operation of each of the three Palo Verde Units requires an operating license
fromthe U.S. Nuclear Regulatory Commission ("NRC"). The NRC issued full power operating licensesfor Unit
1in June 1985, Unit 2 in April 1986 and Unit 3 in November 1987 and issued renewed operating licenses for
each of the three unitsin April 2011, which extended the licenses for Units 1, 2 and 3 to June 2045, April 2046
and November 2047, respectively.

Decommissioning. Pursuant to the ANPP Participation Agreement and federal law, the Company must fund its
share of the estimated costs to decommission Palo Verde Units 1, 2 and 3, including the Common Facilities,
through the term of their respective operating licenses. In 2017, the Palo Verde Participants approved the 2016
Pal o Verde decommissioning study (2016 Study"), which estimated that the Company must fund approximately
$432.8 million (stated in 2016 dollars) to cover its share of decommissioning costs. At December 31, 2018, the
Company's decommissioning trust fund had a balance of $276.9 million. Although the 2016 Study was based
on the latest available information, there can be no assurance that decommissioning cost estimates will not
increase in the future or that regulatory requirements will not change.

Spent Fuel and Waste Disposal. Pursuant to the Nuclear Waste Policy Act of 1982, asamended in 1987, the U.S.
Department of Energy ("DOE") is legally obligated to accept and dispose of all spent nuclear fuel and other
high-level radioactive waste generated by al domestic power reactors by 1998. The DOE's obligations are
reflected in a contract for Disposal of Spent Nuclear Fuel and/or High-Level Radioactive Waste (" Standard
Contract") with each nuclear power plant. The DOE failed to begin accepting spent nuclear fuel by 1998. On
December 19, 2012, APS, acting on behalf of itself and the Palo Verde Participants, filed a second breach of
contract lawsuit against the DOE. This lawsuit sought to recover damages incurred due to the DOE’sfailure to
accept Palo Verde's spent nuclear fuel for the period beginning January 1, 2007 through June 30, 2011. Pursuant
to the terms of the August 18, 2014 settlement agreement, and as amended with the DOE, APS files annual
claimsfor the period July 1 of the then-previous year to June 30 of the then-current year on behalf of itself and
those utilities that share in power and energy entitlements, and bear certain allocated costs, with respect to Palo
Verde based upon the ANPP Participation Agreement dated August 23, 1973. The settlement agreement, as
amended, provides APS with amethod for submitting claims and receiving recovery for costsincurred through
December 31, 2016, which has been extended to December 31, 2019. The Company's share of costs recovered
in 2018, 2017, and 2016, respectively are presented below (in thousands):

Amount Credited to
Customers through

Fuel Adjustment Period Credited to
Costs Recovery Period Amount Refunded Clauses Customers
July 2016 - June 2017 $ 1,413 $ 1,121 March 2018
July 2015 - June 2016 1,779 1,432 March 2017
July 2014 - June 2015 1,884 1,581 March 2016

On October 31, 2018, APS filed a $10.2 million claim for the period July 1, 2017 through June 30, 2018. The
Company's share of this claim is approximately $1.6 million. This claim is pending DOE review. The majority
of the reimbursement received by the Company is expected to be credited to customers through the applicable
fuel adjustment clauses.

DOE’s Construction Authorization Application for Yucca Mountain. The DOE had planned to meet its disposal
obligations by designing, licensing, constructing and operating a permanent geologic repository in Yucca
Mountain, Nevada. In March 2010, the DOE filed a motion to dismiss with prejudice its Yucca Mountain
construction authorization application that was pending before the NRC. Severa interested parties have
intervened in the NRC proceeding. Additionally, a number of interested parties have filed a variety of lawsuits
in different jurisdictions around the country challenging the DOE's authority to withdraw the Yucca Mountain
construction authorization application and NRC's cessation of its review of the Yucca Mountain construction
authorization application. The cases have been consolidated into one matter at the U.S. Court of Appealsfor the
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District of Columbia Circuit ("D.C. Circuit"). In August 2013, the D.C. Circuit ordered the NRC to resume its
review of the application with available appropriated funds.

On October 16, 2014, the NRC issued Volume 3 of the safety evaluation report developed as part of the Yucca
Mountain construction authorization application. This volume addresses repository safety after permanent
closure, and the issuance of Volume 3 is a key milestone in the Yucca Mountain licensing process. Volume 3
contains the NRC staff’s finding that the DOE’s repository design meets the requirements that apply after the
repository is permanently closed, including but not limited to the post-closure performance objectives in the
NRC'sregulations.

On December 18, 2014, the NRC issued Volume 4 of the safety eval uation report devel oped as part of the Yucca
Mountain construction authorization application. This volume covers administrative and programmatic
requirements for the repository. It documents the NRC staff’s evaluation of whether the DOE'’s research and
development and performance confirmation programs, as well as other administrative controls and systems,
meet applicable NRC reguirements. Volume 4 contains the NRC staff’s finding that most administrative and
programmatic requirementsin NRC regulations are met, except for certain requirements relating to ownership
of land and water rights.

Publication of Volumes 3 and 4 does not signal whether or when the NRC might authorize construction of the
repository. The Company cannot predict when spent fuel shipments to the DOE will commence.

Waste Confidence and Continued Storage. On June 8, 2012, the D.C. Circuit issued its decision on a challenge
by several statesand environmental groupsof the NRC’ srulemaking regarding temporary storage and permanent
disposal of high level nuclear waste and spent nuclear fuel. The petitioners challenged the NRC's 2010 update
to the agency’s Waste Confidence Decision and temporary storage rule ("Waste Confidence Decision™).

The D.C. Circuit found that the agency’s 2010 Waste Confidence Decision update constituted a major federal
action, which, consi stent with theNational Environmental Policy Act ("NEPA"), requireseither an environmental
impact statement or a finding of no significant impact from the agency’s actions. The D.C. Circuit found that
the NRC's evaluation of the environmental risks from spent nuclear fuel was deficient, and therefore remanded
the 2010 Waste Confidence Decision update for further action consistent with NEPA.

On September 6, 2012, the NRC Commissioners issued a directive to the NRC staff to proceed directly with
development of a generic environmental impact statement to support an updated Waste Confidence Decision.
The NRC Commissioners also directed the NRC staff to establish a schedule to publish a final rule and
environmental impact study within 24 months of September 6, 2012.

In September 2013, the NRC issued its draft Generic Environmental |mpact Statement ("GEIS') to support an
updated Waste Confidence Decision. On August 26, 2014, the NRC approved afinal rule on the environmental
effects of continued storage of spent nuclear fuel. Renamed the Continued Storage Rule, the NRC's decision
adopted the findings of the GEIS regarding the environmental impacts of storing spent fuel at any reactor site
after the reactor’s licensed period of operations. Asaresult, those generic impacts do not need to be re-analyzed
inthe environmental reviewsfor individual licenses. Although Pal o Verde has not beeninvolved in any licensing
actions affected by the D.C. Circuit’s June 8, 2012 decision, the NRC lifted its suspension on final licensing
actions on al nuclear power plant licenses and renewals that went into effect when the D.C. Circuit issued its
June 2012 decision. The final Continued Storage Rule was subject to continuing legal challenges before the
NRC and the Court of Appeals. In June 2016, the D.C. Circuit issued itsfinal decision, rejecting all remaining
legal challengestothe Continue Storage Rule. OnAugust 8, 2016, the D.C. Circuit denied apetitionfor rehearing.

Palo Verde has sufficient capacity at its on-site independent spent fuel storage installation ("I SFSI") to store all
of the nuclear fuel that will be irradiated during the initial operating license period, which ends in December
2027. Additionally, Palo Verde has sufficient capacity at its on-site |SFSI to store a portion of the fuel that will
beirradiated during the period of extended operation, which endsin November 2047. If uncertainties regarding
the U.S. government’s obligation to accept and store spent fuel are not favorably resolved, APS will evaluate
alternative storage solutions that may obviate the need to expand the | SFSI to accommodate all of the fuel that
will beirradiated during the period of extended operation.

The One-Mill Fee. In 2011, the National Association of Regulatory Utility Commissioners and the Nuclear
Energy Institute challenged the DOE’ s 2010 determination of theadequacy of the onetenth of acent per kilowatt-
hour ("kWh") fee ("one-mill fee") paid by the nation’s commercial nuclear power plant owners pursuant to their
individual obligations under the Standard Contract. Thisfee was recovered by the Company through applicable

3



fuel adjustment clauses. In June 2012, the D.C. Circuit held that the DOE failed to conduct a sufficient fee
analysisin making the 2010 determination. The D.C. Circuit remanded the 2010 determination to the Secretary
of the DOE with instructionsto conduct anew fee adequacy determination within six months. In February 2013,
upon compl etion of the DOE’ srevised one-mill fee adequacy determination, the court reopened the proceedings.
On November 19, 2013, the D.C. Circuit ordered the Secretary of the DOE to notify Congress of hisintent to
suspend collecting annual fees for nuclear waste disposal from nuclear power plant operators, as heis required
to do pursuant to the NWPA and the court’ sorder. On January 3, 2014, the Secretary of the DOE notified Congress
of hisintention to suspend collection of the one-mill fee, subject to Congress' disapproval and on May 16, 2014,
the DOE notified all commercial nuclear power plant operators, effective May 16, 2014, the one-mill fee was
suspended. Electricity generated at Palo Verde and sold on or after May 16, 2014 is no longer subjected to the
one-mill fee.

» NRC Oversight of the Nuclear Energy Industry in the Wake of the Earthquake and Tsunami in Japan. The NRC
regulates the operation of all commercia nuclear power reactors in the U.S., including Palo Verde. The NRC
periodically conductsinspections of nuclear facilities and monitors performanceindicators to enable the agency
toarriveat objective conclusionsabout alicensee'ssafety performance. FollowingtheMarch 11, 2011 earthquake
and tsunami in Japan, the NRC established atask force to conduct a systematic and methodical review of NRC
processesand regul ationsto determinewhether theagency should makeadditional improvementstoitsregulatory
system. On March 12, 2012, the NRC issued the first regulatory regquirements based on the recommendations
of the NRC's Near Term Task Force. With respect to Palo Verde, the NRC issued two orders requiring safety
enhancements regarding: (1) mitigation strategies to respond to extreme natural events resulting in the loss of
power at plants and (2) enhancement of spent fuel pool instrumentation.

TheNRC hasissued aseriesof interim staff guidance documentsregardingimplementation of theserequirements.
Palo Verde has met the NRC'simposed deadlinesfor theinstall ation of equipment to addressthese requirements.
Palo Verde has spent approximately $125.4 million (the Company's share is $19.8 million) on capital
enhancements related to these requirements as of December 31, 2018.

 Liability and Insurance Matters. The Palo Verde Participants have insurance for public liability resulting from
nuclear energy hazards, covered by primary liability insurance provided by commercial insurance carriers and
an industry-wide retrospective assessment program. If aloss at a nuclear power plant covered by the programs
exceeds the accumulated fundsin the primary level of protection, the Company could be assessed retrospective
premium adjustments on a per incident basis up to $62.1 million, with an annual payment limitation of
approximately $9.7 million. The Palo Verde Participants also maintain $2.8 billion of "all risk" nuclear property
insurance. Theinsurance providescoveragefor property damage and decontamination at Palo Verde. For covered
incidentsinvolving property damage not accompanied by arelease of radioactive material, the policy's coverage
limit is $2.3 billion. In addition, the Company has secured insurance against portions of any increased cost of
generation or purchased power and businessinterruption resulting from a sudden and unforeseen outage at Palo
Verde.

Fossil-Fueled Plants

The Company ownsthe Newman Power Station ("Newman'), which consistsof three conventional steam-electric generating
units and two combined cycle generating units. The station operates primarily on natural gas but the conventional steam-electric
generating units can also operate on fuel oil.

The Company owns the Rio Grande Power Station ("Rio Grande"), which consists of two conventional steam-electric
generating units and one aeroderivative unit that operates on natural gas. Rio Grande Unit 6 with net capacity of 42.5 MW, was
initially placed in inactive reserve status in 2015, and has been activated as needed.

The Company ownsthe Montana Power Station ("MPS"), which consistsof four aeroderivative generating unitsthat operate
on natural gas. The units can also operate on fuel oil.

The Company ownsthe Copper Power Station ("Copper"), which consistsof anatural gas combustion turbine used primarily
to meet peak demand.

Prior to July 6, 2016, the Company owned a7% interestin Units4 and 5 at Four Corners Generating Station (" Four Corners’).
The Company shared power entitlements and certain allocated costs of the two units with APS (the Four Corners operating agent)
and the other Four Corners participants. On July 6, 2016, the Company sold itsinterests in Four Corners for $32.0 million to 4C
Acquisition, LLC, an &ffiliate of APS ("APS's &ffiliate”), and Pinnacle West Capital Corporation ("Pinnacle West"), the parent
company of APS and APS's affiliate. No significant gain or loss was recorded for this sale. APS's affiliate assumed responsibility

4



for al Four Corners capital expenditures made after July 6, 2016, which assumption is guaranteed by Pinnacle West. In addition,
APS's ffiliate will indemnify the Company against certain liabilities and costs related to the future operation of Four Corners,
which indemnification is guaranteed by Pinnacle West. See Part 11, Item 8, Financial Statements and Supplementary Data, Note
D and Note F of Notesto Financia Statements for further discussions.

Solar Photovoltaic Facilities

The Company’s Texas Community solar facility, a3 MW utility-scale solar plant located at MPS, and the El Paso Electric
Holloman Atlas Solar Array, a5 MW utility-scale solar plant located on HAFB, began commercial operations on May 31, 2017,
and October 18, 2018, respectively. The Company also owns six other solar photovoltaic facilitieswith atotal capacity of 0.2 MW.

Transmission and Distribution Lines and Agreements

The Company owns, or has significant ownership interests in, four 345 kilovolt ("kV") transmission linesin New Mexico
and Arizonaand three 500 kV linesin Arizona. These lines enable the Company to deliver its energy entitlementsfromitsremote
generationat Palo Verdetoitsservicearea(pursuant to varioustransmission and power exchange agreementsto whichthe Company
is a party). The Company also owns the transmission and distribution network within its New Mexico and Texas retail service
area and operates these facilities under franchi se agreements with various municipalities. Pursuant to standards established by the
North American Electric Reliability Corporation and the Western Electricity Coordinating Council, the Company operates its
transmission system in away that allowsit to maintain system integrity in the event that any one of these transmission linesis out
of service.

In addition to the transmission and distribution lines within our service territory, the Company's transmission network and
associated substations include the following:

Company
Ownership
Line Length (miles) Voltage (kV) Interest
Springerville-Macho Springs-Luna-Diablo Line (1) 310 345 100.0%
West Mesa-Arroyo Line (2) 202 345 100.0%
Greenlee-Hidalgo-Luna-Newman Line (3)
Greenlee-Hidalgo 60 345 40.0%
Hidalgo-Luna 50 345 57.2%
Luna-Newman 86 345 100.0%
Eddy County-AMRAD Line (4) 125 345 66.7%
Palo Verde Transmission
Palo Verde-Westwing (5) 45 500 18.7%
Palo Verde-Jojoba-Kyrene (6) 75 500 18.7%

(1) Runsfrom Tucson Electric Power Company's ("TEP") Springerville Generating Plant near Springerville, Arizona,
to the Company's Diablo Substation near Sunland Park, New Mexico.

(2) Runsfrom Public Service Company of New Mexico's ("PNM") West Mesa Substation near Albuquerque, New
Mexico, to the Company's Arroyo Substation near Las Cruces, New Mexico.

(3) Runsfrom TEP's Greenlee Substation near Duncan, Arizonato Newman.

(4) Runsfrom the Company's and PNM's high voltage direct current terminal at the Eddy County Substation near
Artesia, New Mexico to the AMRAD Substation near Oro Grande, New Mexico.

(5) Representstwo 45-mile, 500 kV lines running from Palo Verde to the Westwing Substation located northwest of
Phoenix near Peoria, Arizona.

(6) Runsfrom Palo Verde to the Jojoba Substation near Gila Bend, Arizona, then to the Kyrene Substation near
Tempe, Arizona.



Environmental Matters

General. The Company is subject to extensive laws, regulations and permit requirements with respect to air and GHG
emissions, water discharges, soil and water quality, waste management and disposal, natural resources and other environmental
matters by federal, state, regional, tribal and local authorities. Failureto comply with such laws, regulations and requirements can
result in actions by authorities or other third partiesthat might seek to impose on the Company administrative, civil and/or criminal
penalties or other sanctions. In addition, releases of pollutants or contaminants into the environment can result in costly cleanup
liahilities. These laws, regulations and requirements are subject to change through modification or reinterpretation, or the
introduction of new laws and regulations, and, as aresult, the Company may face additional capital and operating coststo comply.
Certain key environmental issues, laws and regulations facing the Company are described further below.

In March 2017, the Company entered into a Compliance Agreement (" Compliance Agreement”) with the Texas Commission
on Environmental Quality under the Texas Environmental, Health and Safety Audit Privilege Act to address certain water and
waste compliance issues associated with the integrity of the synthetic liner of the evaporation pond at Newman. The Company
hasinitiated a capital project to extend thelife of evaporation pond and in doing so will completeits obligation of the Compliance
Agreement. The Compliance Agreement remainsin effect.

Air Emissions. TheU.S. Clean Air Act ("CAA"), associated regulations and comparable state and local laws and regulations
relatingtoair emissionsimpose, among other obligations, limitationson poll utantsgenerated during the operationsof the Company's
facilities and assets, including sulfur dioxide, particulate matter and nitrogen oxides.

National Ambient Air Quality Standards ("NAAQS"). Under the CAA, the U.S Environmental Protection Agency ("EPA™)
sets NAAQS for six criteria pollutants considered harmful to public health and the environment, including particulate matter,
nitrogen oxide, carbon monoxide, ozone and sulfur dioxide. On October 1, 2015, the EPA released a final rule tightening the
primary and secondary NAAQS for ground-level ozone from its 2008 standard levels of 75 parts per billion ("ppb") to 70 ppb.
The EPA published the Final Rule on June 4, 2018, designating El Paso County, Texas, as "attainment/unclassifiable” under the
2015 ozone NAAQS and designating asection of southern DofiaAna County, New Mexico, as"nonattainment.” In August, several
petitions for review of the Final Rule were filed in the D.C. Circuit. One of these petitions, filed by the City of Sunland Park,
New Mexico, specifically challenges the "attainment/unclassifiable" designation of El Paso County, Texas. The Company and
other intervenors filed and were granted motions to intervene in the challenges to EPA's 2015 ozone NAAQS designations. A
briefing schedule extending through July 2019 has been established for the case.

States, including New Mexico, that contain any areas designated as nonattainment are required to compl ete devel opment of
implementation plansin the 2020-2021 timeframe. Most nonattainment areas are expected to have until 2020 or 2023 to meet the
primary (health) standard, with the exact attainment date varying based on the ozone level in the area. The Company continuesto
evaluatewhat impact thesefinal and proposed NAAQS could have onitsoperations. If the Company isrequired toinstall additional
equipment to control emissions at its facilities, the NAAQS, individualy or in the aggregate, could have a material impact on its
operations and financia results.

Other Laws and Regulations and Risks. The Company sold itsinterest in Four Corners to APS's affiliate on July 6, 2016 at
the expiration of the 50-year participation agreement. As of the closing date of the sale, the Company’s environmental liabilities
associated with Four Cornerswere limited to conditionsthat existed at thetime of the sale and further limited to the portion thereof
for which the Company would have been financially responsible if Four Corners had fully ceased operation on July 6, 2016.
Pursuant to the terms of the asset purchase agreement ("Purchase and Sale Agreement”), neither APS's affiliate nor APS assumed
the Company's pre-closing obligations under environmental laws with respect to itsinterest in Four Corners. The Company may
be subject to certain future claims under environmental laws and regulations as a former owner of Four Corners. The extent of
such claims, if any, cannot be predicted with certainty.

Climate Change. There hasbeen awide-ranging policy debate, at thelocal, state, national and international levels, regarding
the impact of GHG and possible means for their regulation. Efforts continue to be made in the international community toward
the adoption of international treaties or protocolsthat would address global climate changeissues. In April 2016, the United States
signed the ParisAgreement, which requirescountriesto review and " represent aprogression” intheir intended national ly determined
contributions, which set GHG emission reduction goals, every five years beginning in 2020. In August 2017, the United States
formally documented to the United Nations its intent to withdraw from the Paris Agreement. The earliest possible effective
withdrawal date from the Paris Agreement is November 2020. At the state level, several states have already adopted measures
requiring GHG emissions to be reduced within state boundaries. For example, the governor of New Mexico signed an executive
order in January 2019 that supportsthe Paris Agreement and includes agoal of reducing statewide GHG emissionsby at least 45%
by 2030. The executive order also creates a Climate Change Task Force to evaluate and devel op regulatory strategiesto reach the
45% reduction goal. Although the Company cannot currently determine the effect of potential regulatory strategies that may be



suggested by the New Mexico Climate Change Task Force, if implemented, they could be material to the Company's business,
reputation, financial condition or results of operations.

The federal government has considered, proposed and/or finalized legidation or regulations limiting GHG emissions,
including carbon dioxide. In particular, the U.S. Congress has considered legislation to restrict or regulate GHG emissions. In
October 2015, the EPA published arule establishing guidelinesfor statesto regul ate carbon dioxide emissions from existing power
plants, known asthe Clean Power Plan ("CPP"). Legal challengesto the CPPare ongoing. On August 31, 2018, the EPA published
aproposal to replace the CPP called the Affordable Clean Energy ("ACE") rule. The ACE rule has not yet been finalized. At this
time the Company cannot determine the impact that the CPP, the ACE rule, and related proposals and legal challenges may have
on our financial position, results of operations or cash flows.

A significant portion of the Company's generation assets are nuclear or gas-fired, and as aresult, the Company believes that
its GHG emissions are low relative to electric power companies who rely more on coal-fired generation. Current and future
legislation and regulation of GHG or any future related litigation could impose significant costs and/or operating restrictions on
the Company, reduce demand for the power the Company generates, and/or require the Company to purchase rightsto emit GHG,
any of which could be material to the Company's business, reputation, financial condition or results of operations.

Climate change also has potentia physical effects that could be relevant to the Company's business. Climate change could
affect the Company's service area by causing higher temperatures, less winter precipitation and less spring runoff, as well as by
causing more extreme weather events. Such devel opments could change the demand for power in the region and could al so impact
the price or ready availability of water supplies or affect maintenance needs and the reliability of Company equipment. The
Company believes that material effects on the Company's business or results of operations may result from the physica
consequences of climate change, the regulatory approach to climate change ultimately selected and implemented by governmental
authorities, or both. Given the significant uncertainties regarding whether and how these issues will be regulated, as well as the
timing and severity of any physical effects of climate change, the Company believes it is not possible to meaningfully quantify
the costs of these potential impacts at present.

Environmental Litigation and Investigations. Since July 2011, the U.S. Department of Justice, on behalf of the EPA, and
APS have been engaged in substantive settlement negotiations in an effort to resolve certain pending matters. The allegations
being addressed through settlement negotiationsarethat APSfailed to obtai n the necessary permitsandinstal | the control snecessary
under the CAA to reduce sulfur dioxide, nitrogen oxides, and particul ate matter, and that APS failed to obtain an operating permit
under Title V of the CAA that reflects applicable requirements imposed by law. On June 24, 2015, the parties filed with the U.S.
District Court for the District of New Mexico a settlement agreement ("CAA Settlement Agreement™) resolving this matter. On
August 17, 2015, the U.S. District Court entered the CAA Settlement Agreement. The agreement imposes a total civil penalty
payable by the co-owners of Four Corners collectively in the amount of $1.5 million, and it requires the co-owners to pay $6.7
million for environmental mitigation projects. At December 31, 2018, the Company has accrued its remaining unpaid share of
approximately $0.2 million related to this matter.



Construction Program

Utility construction expendituresreflectedinthefollowingtableconsist primarily of local generation, expanding and updating
the transmission and distribution systems, the cost of capital improvements and replacements at Palo Verde and other generating
facilities, and other property and equipment. Studies indicate that the Company will need additional power generation resources
to meet increasing load requirements on its system and to replace retiring plants. After evaluation of the competitive 2017 All
Source Request for Proposals for Electric Power Supply and Load Management Resources (“ 2017 All Source RFP”), thewinning
bidsincludethe construction of a226 MW natural gascombustion turbine generating unit at Newmanin El Paso with an anticipated
operational date in 2023. The costs of the new generating unit are included in the table below. The winning bids also included
purchased power agreements for 200 MW of utility scale solar resources and 100 MW of battery storage, which are not included
in the construction program. The selected proposals are subject to the execution of contracts following negotiations with the
winning bidders, aobtaining the applicable environmental and construction related permits, and obtaining necessary approvals by
the Public Utility Commission of Texas ("PUCT") and the New Mexico Public Regulation Commission ("NMPRC").

The Company’s estimated cash construction costs for 2019 through 2023 are approximately $1.3 billion. Actual costs may
vary fromthe construction program estimates shown. Such estimatesare under continuousreview and subject to ongoing adjustment
and are updated periodically to reflect changed conditions.

By Year (1)(2)(3) By Function
(estimates in millions) (estimates in millions)

2009....ciieeeeeeeee e $ 249 Production (1)(2) ....ccceeveerereerenenee $ 450
2020 224 TransMisSioN.......ccceveeereeererenenns 167
2021 266 Distribution (3) ......ccccoceeerinininns 518
2022t 278 General ... 161
2023, 279

TOtal oo, $ 1,296 Total ..ocveeeeeceeeeee e, $ 1,296

(1) Does not include acquisition costs for nuclear fuel. See "Energy Sources— Nuclear Fuel.”
(2) Estimated production costs consist of:
a.  $185 million for new generating capacity, including:
i.  $143 million of construction costs from 2019 through 2023 for a 226 MW combustion turbine
generating unit at Newman with an anticipated operational date in 2023 as a result of the 2017
All Source RFP.
ii.  $42 million of initial construction costs from 2019 through 2023 for a 320 MW combined cycle
generating unit to be completed in 2027.
b.  $265 million of other generation costs, including $185 million for Palo Verde.
(3) Estimated distribution costsinclude:

a.  $85million of initia project costs for Advanced Metering Infrastructure ("AMI"), including deployment
of the back-office systems and meters. Legidlative proposals regarding the clarification of the regulatory
process to implement AMI are anticipated during the Texas legislative session that convened in January
2019. With legidative clarification, the Company would then have the opportunity to request regulatory
approval for the deployment of AMI.



Energy Sources
General

The following table summarizes the percentage contribution of nuclear fuel, natural gas, coa and purchased power to the
total kWh energy mix of the Company. Energy generated by Company-owned solar photovoltai ¢ panel sand wind turbinesaccounted
for less than 1% of the total kWh energy mix of the Company.

Years Ended December 31,

2018 2017 2016
Power Source (percentage of total KWh energy mix)

[N (U102 == 44% 49% 49%

NEUral gaS......cceeeveeireeeieeeese et 44% 36% 34%

€08l e —% —% 2%

Purchased pOWEr .........cccoevveininnenseee e 12% 15% 15%

TOtal....coeieceeeeeee e 100% 100% 100%

Allocated fuel and purchased power costs are generally recoverable from customersin Texas and New Mexico pursuant to
applicable regulations. Historical fuel costs and revenues are reconciled periodically in proceedings before the PUCT and the
NMPRC. See Part 11, Item 8, Financial Statements and Supplementary Data, Note D of Notesto Financial Statements for further
discussion on Texas and New Mexico Regulatory Matters.

Nuclear Fuel

The nuclear fuel cycle for Palo Verde consists of the following stages: the mining and milling of uranium ore to produce
uranium concentrates, the conversion of the uranium concentratesto uranium hexafluoride (" conversion services"), the enrichment
of uranium hexafluoride ("enrichment services"), the fabrication of fuel assemblies (“fabrication services'), the utilization of the
fuel assembliesin the reactors, and the storage and disposal of the spent fuel.

Pursuant to the ANPP Participation Agreement, the Company owns an undivided interest in nuclear fuel purchased in
connection with Palo Verde. The Palo Verde Participants are continually identifying their future nuclear fuel resource needs and
negotiating arrangements to fill those needs. The Palo Verde Participants have contracted for 100% of Palo Verde's requirements
for uranium concentrates through 2025 and 15% of its requirements through 2028. The participants have contracted for 100% of
Palo Verde's requirement for conversion services through 2025 and 40% of its requirements through 2028. The participants have
also contracted for 100% of Palo Verde's requirement for enrichment services through 2021 and 90% of its requirement for 2022,
and 80% for 2023 through 2026 and all of Palo Verde's requirement for fuel assembly fabrication services through 2027.

Nuclear Fuel Financing. The Company’s financing of nuclear fuel is accomplished through Rio Grande Resources Trust 11
("RGRT"), aTexas grantor trust, which is consolidated in the Company’s financial statements. As of December 31, 2018, RGRT
has $110 million aggregate principal amount of senior notes due 2020 and 2025. On June 28, 2018, RGRT completed the sale of
$65 million aggregate principal amount of senior notes due August 15, 2025. The Company guarantees the payment of principal
and interest on the RGRT senior notes. The proceeds from the sale of the RGRT senior noteswere used by RGRT to repay amounts
borrowed under the then-existing revolving credit facility and enable future nuclear fuel financing requirements of RGRT to be
met with a combination of the senior notes and amounts borrowed under the Company's Revolving Credit Facility ("RCF").

Natural Gas

The Company manages its natural gas requirements through a combination of a long-term (greater than a year) supply
contract, several medium-term (greater than a month but less than one year) supply contracts and spot or short-term (daily to a
month) market purchases. Thelong-term supply contract providesfor firm deliveries of gasat market-based index prices. Medium-
termand spot agreementsareeither fixed priced and/or index priced depending onthe market. Through March 2018, the Company’s
natural gas requirements at Newman, Rio Grande and MPS were met with short-term, medium-term and long-term natural gas
purchases from various suppliers; thereafter, there were only short-term and medium term natural gas purchases, and this practice
is expected to continue in 2019. Interstate gas is delivered under a base firm transportation contract. The Company has expanded
itsfirm interstate transportation contract to include MPS. The Company anticipatesit will continue to purchase natural gas at spot
market prices on amonthly basis for a portion of the fuel needs for Newman, Rio Grande and MPS. The Company will continue
to evaluate the availability of short-term natural gas supplies versus medium and long-term supplies to maintain a reliable and
economical supply for itslocal generating stations.



Natural gas for Newman and Copper was also delivered pursuant to a long-term intrastate natural gas contract for firm
transportation that became effective Octaober 1, 2009 and continued through March 31, 2018. Beginning April 1, 2018, intrastate
natural gas reservation and storage for Newman and Copper has been provided through new contracts with ONEOK WesTex
Transmission, LLC and ONEOK Texas Gas Storage, LLC, respectively, that continue through March 31, 2028. It is anticipated
that deliveries of intrastate natural gasto MPSmay beginin thefirst quarter of 2019. Under thisnew contract, intrastate gas supply
will be sourced in the same manner asinterstate gas through a variety of medium and short-term purchase contracts.

Purchased Power

To supplement its own generation and operating reserve requirements, and to meet its Renewable Portfolio Standard ("RPS")
reguirements, the Company engagesin power purchase arrangementsthat may vary in duration and amount based on an evaluation
of the Company’s resource needs, the economics of the transactions and specific RPS requirements.

The Company has a firm 100 MW Power Purchase and Sale Agreement ("Power Purchase and Sale Agreement") with
Freeport-McMoran Copper and Gold Energy Services LLC ("Freeport"), pursuant to which Freeport will deliver energy to the
Company from the Luna Energy Facility (a natural gas-fired combined cycle generation facility located in Luna County, New
Mexico) and the Company will deliver a like amount of energy at Greenlee, Arizona. The Company may purchase up to the
contracted MW amount at aspecified price at timeswhen energy is not exchanged under the Power Purchase and Sale Agreement.
ThePower Purchaseand Sale Agreement was approved by the Federal Energy Regulatory Commission ("FERC") and will continue
through aninitial term ending December 31, 2021, with subsequent rollovers until terminated. Upon mutual agreement, the Power
Purchase and Sale Agreement allowsthe partiesto increase the amount of energy that is purchased and sold thereunder. The parties
have agreed to increase the amount up to 125 MW through December 2021.

The Company has entered into several power purchase agreements to help meet its RPS requirements. Specifically, the
Company has a 25-year power purchase agreement with Hatch Solar Energy Center |, LLC for a5 MW solar photovoltaic project
located in southern New Mexico, which began commercial operation in July 2011. In June 2015, the Company entered into a
consent agreement with Hatch Solar Energy Center |, LLC to provide for additional or replacement photovoltaic modules. The
Company al so entered into a20-year contract with Solar Roadrunner, LL C, asubsidiary of Global Infrastructure Partners, (formerly
known as NRG Solar Roadrunner LL C) for the purchase of all of the output of a20 MW solar photovoltaic plant built in southern
New Mexico, whichbegan commercial operationinAugust 2011. Inaddition, the Company has 25-year power purchase agreements
to purchase all of the output of two additional solar photovoltaic projects located in southern New Mexico, SunE EPEL, LLC (10
MW) and SunE EPE2, LLC (12 MW), which began commercial operation in June 2012 and May 2012, respectively. In September
2017, Longroad Solar Portfolio Holdings, LLC purchased SunE EPEL, LLC, and in October 2017, Silicon Ranch Corporation
purchased SunkE EPE2, LL C with the Company's consent per the terms of both power purchase agreements.

Furthermore, the Company has a 20-year power purchase agreement with Macho Springs Solar, LL C to purchase the entire
generation output delivered from the 50 MW Macho Springs solar photovoltaic project located in Luna County, New Mexico
which began commercial operation in May 2014. Finally, the Company has a 30-year power purchase agreement with Newman
Solar LL Cto purchasethetotal output, whichisapproximately 10 MW, from asolar photovoltai c generation plant onland subleased
from the Company in proximity to Newman. This solar project began commercial operation in December 2014.

Other purchases of shorter durationwere made during 2018 to suppl ement the Company's generation resourcesduring planned
and unplanned outages, for economic reasons and to supply off-system sales.

The Company recently concluded and announced its selection of resources from its 2017 All Source RFP. In addition to
conventional natural gas generation, the Company will be initiating contract negotiations during 2019 for power purchase
agreements from both solar and battery storage resources. Furthermore, the Company will pursue negotiations for possible
additional solar and wind purchase power if there are potential energy cost savings.
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Operating Statistics

Years Ended December 31,

2018 2017 2016
Operating revenues (in thousands):
Non-fuel base revenues:
Retail:
RESIAENLIAL ........cveievieetiseece e $ 297597 $ 287884 $ 278,774
Commercial and industrial, Small ..........ccooeieiiiiiniiineeee, 194,341 198,799 194,942
Commercial and industrial, large........cccoeeeveeveeeececeeee e, 34,920 38,403 39,070
Sales to public AUtNONILIES .......cccvieese e 95,460 97,890 96,881
Total retail base reVeNUES..........cooveeveevceeee e 622,318 622,976 609,667
Wholesale:
Salesfor resale - full requirement CUSLOMES .......ccoeeerererienieeeenn 2,780 2,730 2407
Total non-fuel base revenues ... 625,098 625,706 612,074
Fuel revenues:
Recovered from customers during the period.........ccccceeeveenierieccseneenn, 156,493 218,380 148,397
Under (over) collection of fUEl ........ccccevvveveeeeccccec e (4,736) (17,133) 14,893
New Mexico fuel iN Dase rates.........covvreierenene e — — 33,279
Total fUEl TEVENUES.........cecvveeecetcee e 151,757 201,247 196,569
Off-SYSLEM SAIES.....eiviueiiiiitirieie sttt sa e sa e se e saesesaesesaesessenessanes 86,418 58,986 45,702
WHEEIING FEVENUES. ......coveieieieeseee ettt 19,026 18,114 21,966
Energy effiCienCy COSt FECOVENY.......ccovvireeeiieiesieseseeseeaesaeeeseesesne e ssesneens 8,888 — —
MISCEITBNEOUS ...ttt ettt sbe e 8,188 8,229 7,034
Total revenues from CUSIOMENS ........ceceeiiveeeeeireeseeeeeesresseeenseeans 899,375 912,282 883,345
@14 1= OSSR 4,228 4,515 3,591
Total Operating rEVENUES........ccoivereeriereeieieeeeeiesiese e $ 903603 $ 916797 $ 886,936
Number of customers (end of year) (1):
RESIAENLIAL......eeeveieeeeieeiesiei ettt st s se e sa e st e te e sbenenbe e 376,651 370,054 363,987
Commercia and industrial, SMall .........ccoceoviiiinie e 42,141 42,291 41,741
Commercial and industrial, [arge..........ccoiveeieresiereresesereeseeeeeee e e 48 48 49
@14 1= LTSRS 6,170 5,500 5,285
LI = PR 425,010 417,893 411,062
Average annual kWh use per residential CUSIOMEY ........ccoveereeieiieriecireneeeee 7,938 7,671 [.748
Energy supplied, net, kWh (in thousands):
(CTC 0 1C = < o OSSOSO 9,943,721 8,950,875 8,820,006
Purchased and interchanged...........ccccvevieieeesie e 1,355,309 1,540,841 1,552,251
TOUEl e 11299030 __10491.716 10,372,257
Energy sales, kWh (in thousands):
Retail:
LSS L0 (=L S 2,988,695 2,823,260 2,805,789
Commercia and industrial, Small .........ccccccvveiiieieieisecee e 2,431,920 2,410,710 2,403,447
Commercia and industrial, [arge........cccceveeieieeiesieie e 1,050,834 1,045,319 1,030,745
Sales to public AUtNOTITIES......cccveeeececcc e 1,563,227 1,564,670 1,572,510
TO@l FERLAI ..o 8,034,676 7,843,959 7,812,491
Wholesale:
Salesfor resale - full requirement CUSLOMES .........c.ceerererienerenesieneeeneene 58,991 62,887 62,086
Off-SYStEM SAIES......ecuieceicir et 2,687,961 2,042,884 1,927,508
Total WhOIESAIE.......ccueeiieicieiee s 2,746,952 2,105,771 1,989,594
Total energy SAlES.......ceveereireeree e 10,781,628 9,949,730 9,802,085
L 0SSeS and COMPANY USE.....cuveuerueruerrerressessessessessessessessessensesasseesessesssssessesseses 517,402 541,986 570,172
TOAl oottt 11,299,030 10,491,716 10,372,257
Native system:
PEaK 1080, KW ...ttt sttt 1,929,000 1,935,000 1,892,000
Net dependable generating capability for peak, KW ..........ccccooeiiininencnnne 2,085,000 2,082,000 2.080.000
Total system:
PEaK 1080, KW (2) ...eeieeieiieisieisiee sttt st st sae sttt stenesse e 2,006,000 1,982,000 2,027,000
Net dependable generating capability for peak, KW .........cccoevveveincvcncnnnnn 2,085000 ___ 2,082,000 2,080,000
@ The number of retail customers presented is based on the number of service locations.
2 Includes spot sales and net losses of 77,000 kilowatts ("kW"), 47,000 kW and 135,000 kW for 2018, 2017 and 2016, respectively.
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Regulation
General

The rates and services of the Company are regulated by incorporated municipalities in Texas, the PUCT, the NMPRC and
the FERC. Municipal orders, ordinances and other agreements regarding rates and services adopted by Texas municipalities are
subject to review and approval by the PUCT. The FERC has jurisdiction over the Company's wholesale (sales for resale - full
requirement customer) transactions, transmission service and compliance with federally-mandated reliability standards. The
decisions of the PUCT, the NMPRC and the FERC are subject to judicial review. See Part |1, Item 8, Financial Statements and
Supplementary Data, Note D of Notes to Financial Statements for further discussion on Regulatory Matters.

Power Sales Contracts

The Company has entered into several short-term (three months or less) off-system sales contracts throughout 2018.

Franchises and Significant Customers

Franchises

The Company operates under franchise agreements with several cities in its service territory, including one with El Paso,
Texas, the largest city it serves. The franchise agreement allows the Company to utilize public rights-of-way necessary to serve
its customerswithin El Paso. Pursuant to the El Paso franchise agreement, the Company paysto the City of El Paso, on aquarterly
basis, afee equal to 5.00% of gross revenues the Company receives for the generation, transmission and distribution of electrical
energy and other services within the city. The 2005 El Paso franchise agreement set the franchise fee at 3.25% of gross revenues,
but that amount has since been adjusted by two amendments. The 2010 amendment added an incremental fee equal to 0.75% of
gross revenues to be placed in a restricted fund to be used by the city solely for economic development and renewable energy
purposes. The 2018 amendment, approved on March 20, 2018, and applicableto billsissued on or after October 1, 2018, increased
the dedicated incremental fee by 1.00% of gross revenues and extended the term of the franchise agreement by 30 years. Any
assignment of the franchise agreement, including a deemed assignment as aresult of achangein control of the Company, requires
the consent of the City of El Paso. The El Paso franchise agreement is set to expire on July 31, 2060.

The Company does not have a written franchise agreement with Las Cruces, New Mexico, the second largest city in its
serviceterritory. The Company utilizes public rights-of-way necessary to serviceits customerswithin Las Crucesunder animplied
franchise pursuant to state law by satisfying all obligations under the franchise agreement that expired on April 30, 2009. The
Company pays the City of Las Cruces afranchise fee of 2.00% of gross revenues the Company receives from services within the
City of Las Cruces.

The Company also maintains franchise agreements with other municipalities, and applicable counties, within its service
territories.

Military Installations

The Company serves HAFB, White Sands and Fort Bliss. These military installations represent approximately 2.6% of the
Company's annual retail revenues. In July 2014, the Company signed an agreement with Fort Bliss under which Fort Bliss takes
retail el ectric service from the Company under the applicable Texastariffs. The Company serves White Sands under the applicable
New Mexicotariffs. In August 2016, the Company signed a contract with HAFB under which the Company providesretail electric
service and limited wheeling services to HAFB under the applicable New Mexico tariffs. As stated in the contract, HAFB will
purchase the full output of a Company-owned 5 MW solar facility upon its completed construction, which occurred on October
18, 2018. HAFB's other power requirements are provided under the applicable New Mexico tariffswith limited wheeling services
under the contract.

Other Information

Investors should note that we announce material financial information in our filings with the SEC, pressreleases and public
conference calls. Based on guidance from the SEC, we may also use the Investor Relations section of our website
(www.epelectric.com) to communicate with investors about the Company. It is possible that the financial information we post
there could be deemed to be material information. Theinformation contained on or accessible from our websiteis not incorporated
by reference into and does not constitute a part of thisAnnua Report on Form 10-K.
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Item 1A. Risk Factors

Like other companies in our industry, our financial results are impacted by weather, the economy of our service territory,
market prices for power, fuel prices, and the decisions of regulatory agencies. Our common stock price and creditworthiness will
be affected by local, regional and national macroeconomic trends, general market conditionsand the expectations of theinvestment
community, all of which arelargely beyond our control. In addition, the following statements highlight risk factorsthat may affect
our financial condition and results of operations. These are not intended to be an exhaustive discussion of all such risks, and the
statements below must be read together with factors discussed elsewhere in this Annual Report on Form 10-K and in our other
filings with the SEC.

Our Revenues and Profitability Depend Upon Regulated Rates

Our rates are governed by Texas, New Mexico and federal laws and regulations, with our retail rates subject to regulation
by incorporated municipalitiesin Texas, the PUCT, the NMPRC and our wholesal e rates subject to regulation by the FERC. There
can beno assurancethat thelawsand regul ations or the application thereof in our different jurisdictionswill besimilar or consistent,
which could lead to different treatment of certain matters by our regulators in different jurisdictions. The PUCT Final Order in
Docket No. 46831 (2017 PUCT Final Order") established our current retail baseratesin Texas, effective July 18, 2017. In addition,
theNMPRC Final Orderin CaseNo. 15-00127-UT ("NMPRC Fina Order") established ratesin New Mexico that became effective
in July 2016.

Our profitability depends on our ability to recover the costs, including a reasonable return on invested capital, of providing
electric serviceto our customers through base rates approved by our regulators. These rates are generally established based on an
analysis of the expenses we incur in a historical test year, and as a result, the rates ultimately approved by our regulators may or
may not match our expenses at any given time and recovery of expenses may lag behind the occurrence of those expenses. Rates
in New Mexico may be established using projected costs and investment for a future test year period in certain instances. While
rate regulation is based on the assumption that we will have a reasonable opportunity to recover our costs and earn a reasonable
rate of return on our invested capital, there can be no assurance that our future Texas rate cases, New Mexico rate cases, or FERC
rate cases will result in rates that will allow usto fully recover our costs including a reasonable return on invested capital, or that
our regulators will make similar or consistent determinations with respect to our rates, operations or other matters before our
regulators. There can be no assurance that regulators will determine that all of our costs are reasonable and have been prudently
incurred including costs associated with future plant retirements. It is also likely that third parties will intervene in any cases and
challenge whether our costs are reasonable and necessary. If al of our costs are not recovered, or timely recovered, through the
retail rates ultimately approved by our regulators, our profitability and cash flow could be adversely affected which, over time,
could adversely affect our ability to meet our financial obligations.

We May Not Be Able To Recover All Costs of New Generation and Transmission Assets

We received approval, both from the PUCT and the NMPRC, to construct Units 3 and 4, two 89 MW simple-cycle
aeroderivative combustion turbinesat MPS. In 2016, we completed construction of these units, which began commercial operation
in May 2016 and September 2016, respectively. The PUCT approved the inclusion of the Texas jurisdictional portion of MPS
Units 3 and 4 in base rates in the 2017 PUCT Final Order. However, the New Mexico jurisdiction portion of MPS Units 3 and 4
have not yet been approved by the NMPRC for inclusion in customer base rates. Accordingly, we are exposed to therisk of failing
to recover these costs as well as costs associated with the construction of other new units and transmission and distribution assets.

We announced the results of the 2017 All Source RFP on December 26, 2018, that includes a diverse generation mix. The
selected proposal sare subject to the execution of contractsfollowing negotiationswith thewinning bidders, obtaining theapplicable
environmental and construction related permits and obtaining necessary approvals by the PUCT and the NMPRC.

In addition, for all resource additions, if the contracts, permits, approvals, or the construction of the new unit isnot compl eted
on time, we may be required to purchase power or operate less efficient generating units to meet customer requirements. Any
replacement purchased power or fuel costs will be subject to regulatory review by the PUCT and the NMPRC. We face financial
risksto the extent that recovery isnot allowed for any replacement fuel costs resulting from delays in the completion of these new
units or other new units.

Weakness in the Economy and Uncertainty in the Financial Markets Could Reduce Our Sales, Hinder Our Capital
Programs and Increase Our Funding Obligations for Pensions and Decommissioning

The global credit and equity markets and the overall economy can be extremely volatile which could have a number of
adverse effects on our operations, funding obligations and capital programs. For example, tight credit and capital markets could
make it difficult and more expensive to raise capital to fund our operations and capital programs. If we are unable to access the
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credit markets, we could be required to defer or eliminate important capital projects in the future. In addition, declines in stock
market performance may reduce the value of our financial assets and decommissioning trust investments and negatively impact
our results of operations. Similarly, inflationary increases will increase our future decommission obligations. Such market results
may also increase our funding obligations for our pension plans, other post-retirement benefit plans and the NDT. Changesin the
corporate interest rates that we use as the discount rate to determine our pension and other post-retirement liabilities may have an
impact on our funding obligations for such plans and trusts.

Further, an economic downturn may result in reduced customer demand, both in the retail and wholesale markets, and
increases in customer delinquencies and write-offs. Uncertainty in the credit markets may negatively impact the ability of our
customersto finance purchases of our services and could adversely affect the collectability of our receivables. The credit markets
and overall economy (including inflationary increases) may also adversely impact our ability to arrange future financings on
acceptable terms and therefore our ability to refinance our existing indebtedness could be limited. Furthermore, the credit markets
and overall economy may also adversely impact the financial health of our suppliers. If that wereto occur, our accessto and prices
for inventory, suppliesand capital equipment could be adversely affected. Our power trading counterpartiescould also be adversely
impacted by the market and economic conditions which could result in reduced wholesale power sales or increased counterparty
credit risk.

Similarly, actions or inaction of Congress and of governmental agencies can impact our operations. Partial government
shutdowns, such as occurred in 2013 and the end of 2018 and the beginning of 2019, can impact both sales and timely receivables
from public authorities, commercial, industrial and residential customers. The occurrence of any of these events could have a
material adverse effect on our results of operations, financial condition and cash flows.

There are Inherent Risks in the Ownership of Nuclear Facilities

Our 15.8% ownership interest in Palo Verde, which isthe largest nuclear electric generating facility in the U.S., subjects us
to anumber of risks. A significant percentage of our generating capacity, off-system sales margins, assets and operating expenses
isattributableto Palo Verde. Our interest in each of thethree Palo Verde unitstotals approximately 633 MW of generating capacity.
Palo Verde represents approximately 30% of our available net generating capacity and provided approximately 44% of our energy
requirements for the twelve months ended December 31, 2018. Palo Verde comprises approximately 24% of our total net plant-
in-service and Palo Verde expenses comprise a significant portion of O& M expenses. APS is the operating agent for Palo Verde,
and we have limited ability under the ANPP Participation Agreement to influence operations and costs at Palo Verde. Palo Verde
operated at a capacity factor of 90.2% and 93.8% in the twelve months ended December 31, 2018 and 2017, respectively.

We participate in Palo Verde with one or more parties who may not have the same goals, strategies, priorities or resources
as we do and may compete with us. Furthermore, regulatory compliance issues and financial restraints could cause these parties
to make decisions that could potentially be adverse to us. Additionaly, if one or more of the participants defaults in performance
of its obligations under the ANPP Participation Agreement, the non-defaulting participants must bear all operating, maintenance,
and other costs otherwise payable by the defaulting participant (and will receive the generation share of the defaulting participant)
in the ratio of their respective share to the total shares of all non-defaulting participants.

AsPalo Verde is anuclear electric generating facility, it is subject to environmental, health and financial risks, such as the
ability to obtain adequate suppliesof nuclear fuel and water; theability to disposeof spent nuclear fuel; increasesindecommissioning
costs due to inflation and regulatory changes, the ability to maintain adequate trust fund reserves for decommissioning; potential
liabilities arising out of the operation of these facilities; the costs of securing the facilities against possible terrorist attacks; cyber
attacks, or other causes; and unschedul ed outages due to equipment and other problems. If anuclear incident wereto occur at Palo
Verde, it could materially and adversely affect our results of operations and financial condition. A major incident at a nuclear
facility anywherein the world could cause regul atory bodiesto limit or prohibit the operation or licensing of any domestic nuclear
unit and to promulgate new regulations that could require significant capital expenditures and/or increase operating costs.

We May Not Be Able to Recover All of Our Fuel Expenses from Customers On a Timely Basis Or at All

In general, by law, we are entitled to recover our reasonable and necessary fuel and purchased power expenses from our
customers in Texas and New Mexico. NMPRC Case No. 13-00380-UT provides for energy delivered to New Mexico customers
from the deregulated Pal o Verde Unit 3 to be recovered through fuel and purchased power costs based upon a previous purchased
power contract. Fuel and purchased power expenses in Texas and New Mexico are subject to reconciliation by the PUCT and
NMPRC. Prior to the completion of a reconciliation, we record fuel and purchased power costs such that fuel revenues equal
recoverable fuel and purchased power expense including the re-priced energy costs for Palo Verde Unit 3 in New Mexico. In the
event that recovery of fuel and purchased power expenses is denied in any reconciliation proceeding, the amounts recorded for
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fuel and purchased power expenses could differ from the amounts we are allowed to collect from our customers, and we would
incur aloss to the extent of the disallowance.

In New Mexico, the Fuel and Purchased Power Cost Adjustment Clause ("FPPCAC") allows usto reflect current fuel and
purchased power expensesin the FPPCAC and to adjust for under-recoveries and over-recoveries with atwo-month lag. In Texas,
fuel costs are recovered through afixed fuel factor. In Texas, we can seek to revise our fixed fuel factor based upon our approved
formula at least four months after our last revision except in the month of December. If we materially under-recover fuel costs,
we may seek a surcharge to recover those costs at any time the balance exceeds a threshold material amount and is expected to
continue to be materially under-recovered. During periods of significant increases in natural gas prices, we realize alag in the
ability to reflect increasesin fuel costsin our fuel recovery mechanismsin Texas. Asaresult, cash flow isimpacted dueto thelag
in payment of fuel costsand collection of fuel costsfrom customers. To the extent the fuel and purchased power recovery processes
in Texas and New Mexico do not provide for the timely recovery of such costs, we could experience a material negative impact
on our cash flow.

Adverse Changes in Our Credit Ratings Could Negatively Affect Our Access to the Capital Markets and our Cost of
Borrowed Funds

Access to the capital markets is important to our ability to operate our business and complete our capital projects. Credit
rating agencieseval uate our credit ratingson aperiodic basisand when certain eventsoccur. Theseratingsare premised on financial
ratios and performance, our regul atory environment and rate mechanisms, resource risks and power supply costs, and other factors.
A ratingsdowngrade couldincreasefeesonthe RCFthereby increasing the cost of funding day-to-day working capital requirements,
and could aso result in higher interest rates on future long-term debt. In addition, any ratings downgrade or placement of our
credit ratings on negative watch could have an adverse impact on the price of our common stock. If access to capital were to
become significantly constrained or costs of capital increased significantly due to lowered credit ratings, prevailing industry
conditions, regulatory constraints, the volatility of the capital markets or other factors, our financia condition and results of
operations could be adversely affected.

Weather Conditions Affect the Demand for Electricity or Could Result in Unplanned Outages

Our service territory isin west Texas and southern New Mexico and is particularly susceptible to dry and hot temperatures
inthe summer months. These seasonal weather patternsresult in temperaturesthat can lead to daytime highs exceeding 100 degrees
Fahrenheit for extended periods during the summer when we typically experience peak kWh sales at higher summer rates. Milder
temperatures during this period will occur occasionally and result in less kWh sales which will adversely affect our results of
operations. From time to time, we experience extreme weather conditions, including high winds (usually in the spring months but
can occur during other months), that may result in unplanned outages. Under such conditions, we may incur additional costs to
repair and, or, to replace equipment. Depending upon the length and extent of the damage, we may also incur additional purchase
power costs. Fallen power lines and poles can cause severe damage to customer property and subject usto claims, al of which
could have amaterial adverse effect on our results of operations and cash flows.

Equipment Failures and Other External Factors Can Adversely Affect Our Results

The generation and transmission of electricity require the use of expensive and complex equipment. While we have a
maintenance programin place, generating plants are subject to unplanned outages because of equipment failure and severe weather
conditions. The advanced age of several of our gas-fired generating unitsin or near El Paso increases the vulnerability of these
units. In the event of unplanned outages, we must acquire power from other sources at unpredictable costs in order to supply our
customers and comply with our contractual agreements. This additional purchased power cost would be subject to review and
approva of the PUCT and the NMPRC in reconciliation proceedings. As noted above, in the event that recovery for fuel and
purchased power expenses could differ from the amounts we are allowed to collect from our customers, we would incur alossto
the extent of the disallowance. Unplanned outages could also prevent us from selling excess power at wholesale. In addition,
actions of other utilities may adversely affect our ability to use transmission lines to deliver or import power, thus subjecting us
to unexpected expensesor to the cost and uncertainty of public policy initiatives. We may also incur additional capital and operating
costsin connection with the physical security and cyber security of transmission lines and generation facilities. Damageto certain
transmission and generation facilities due to vandalism or other deliberate acts, or damage due to severe weather could lead to
outages or other adverse effects. We are particularly vulnerable to this because a significant portion of our available energy (at
Palo Verde) islocated hundreds of milesfrom El Paso and Las Cruces and must be delivered to our customers over long distance
transmission lines. In addition, Palo Verde'savailability isanimportant factor in realizing off-system sales margins. Thesefactors,
aswell asinterest rates, economic conditions, fuel prices and price volatility could have amaterial adverse effect on our earnings,
cash flow and financial position. While we believe that we maintain adequate insurance coverage for such incidents, there is no
assurance that all costs in excess of deductible amounts will be reimbursed or that we can maintain such coverage limitsin the
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future at competitive market rates. In the event future insurance costs and/or deductible amountsincrease, our financial condition,
operating results and cash flows could be materially adversely affected.

Competition and Deregulation Could Result in a Loss of Customers and Increased Costs

Asaresult of changesinfederal law, our wholesale and large retail customers have accessto, in varying degrees, alternative
sources of power, including co-generation of electric power. Deregulation legislation isin effect in Texas requiring usto separate
our transmission and distribution functions, which would remain regulated, from our power generation and energy services
businesses, which would operate in a competitive market, in the future. In 2004, the PUCT approved a rule delaying retail
competition in our Texas service territory. This rule was codified in the Texas Public Utility Regulatory Act ("PURA") in June
2011. The PURA identifies various milestones that we must reach before retail competition can begin. The first milestone calls
for the development, approval by the FERC, and commencement of independent operation of aregional transmission organization
in the area that includes our service territory. This and other milestones are not likely to be achieved for a number of years, if at
all. Thereissubstantial uncertainty about both the regulatory framework and market conditions that would exist if and when retail
competition isimplemented in our Texas service territory, and we may incur substantial preparatory, restructuring and other costs
that may not ultimately berecoverable. There can be no assurancethat deregul ationwoul d not adversely affect our future operations,
cash flow and financial condition.

Future Costs of Compliance with Environmental Laws and Regulations Could
Adversely Affect Our Operations and Financial Results

We are subject to extensive federal, state and local environmental laws and regulations relating to discharges into the air,
air quality, discharges of effluentsinto water, water quality, the use of water, the handling, disposal and clean-up of hazardous and
non-hazardous substances and wastes, natural resources, and health and safety. Compliance with these legal requirements, which
changefrequently and often become morerestrictive, could require usto commit significant capital and operating resourcestoward
permitting, emission fees, environmental monitoring, installation and operation of pollution control equipment and purchases of
air emission allowancesand/or offsets. Theselawsand regulations could al so result in limitationsin operating hours and/or changes
in construction schedules for future generating units.

Cost of compliance with environmental laws and regulations or fines or penalties resulting from non-compliance, if not
recovered in our rates, could adversely affect our operations and financial results, especialy if emission and/or discharge limits
are tightened, more extensive permitting requirements are imposed, additional substances become regulated and the number and
types of assets we operate increase. We cannot estimate our compliance costs or any possible fines or penalties with certainty, or
the degree to which such costs might be recovered in our rates, due to our inability to predict the requirements and timing of
implementation of environmental laws or regulations. For example, the EPA has issued in the recent past various proposed
regulations regarding air emissions, such as the revision of the primary and secondary ground-level ozone NAAQS. If these
regulations become finalized and survive legal challenges, the cost to usto comply could adversely affect our operations and our
financial results.

Climate Change and Related Legislation and Regulatory Initiatives Could Affect Demand for
Electricity or Availability of Resources, and Could Result in Increased Compliance Costs

We emit GHG (including carbon dioxide) through the operation of our power plants. Federal |egislation has been introduced
in both houses of Congress to regulate GHG emissions and numerous states have adopted programs to stabilize or reduce GHG
emissions. Additionally, the EPA is proceeding with regulation of GHG under the CAA.

In October 2015, the EPA published a rule establishing guidelines for states to regulate carbon dioxide emissions from
existing power plants, known as the Clean Power Plan ("CPP"). Legal challenges to the CPP are ongoing. On August 31, 2018,
the EPA published a proposal to replace the CPP called the Affordable Clean Energy ("ACE") rule. The ACE rule has not yet been
finalized. The potential impact of these GHG rules (if and when finalized) on usis unknown at this time, but they could result in
significant costs, limitations on operating hours, and/or changes in construction schedules for future generating units.

It is not possible to predict how any pending, proposed or future GHG legislation by Congress, the states or multi-state
regions or any GHG regulations adopted by the EPA or state environmental agencies will impact our business. However, any
legislation or regulation of GHG emissions or any future related litigation could result in increased compliance costs or additional
operating restrictions or increased or reduced demand for our services, could reguire usto purchase rightsto emit GHG, and could
have a material adverse effect on our business, financial condition, reputation or results of operations.

16



Adverse Regulatory Decisions or Changes in Applicable Regulations or Laws Could Have a Material Adverse Effect on
Our Business or Result in Significant Additional Costs

Our business is subject to extensive federal, state and local laws and regulations regarding safety and performance, siting
and construction of facilities, customer service and the rates we can charge our customers, among other things. FERC regulates
our wholesale operations, provision of transmission services and compliance with federally mandated reliability standards. FERC
hasissued anumber of rulespertaining to preventing unduedi scriminationintransmission servicesand el ectricreliability standards.
Under the Energy Policy Act of 2005, FERC can impose penalties (up to $1,238,271 per violation, per day) for failure to comply
with statutes, rulesand orderswithin FERC'sjurisdiction, including mandatory electric reliability standards. Additional regulatory
authorities have jurisdiction over some of our operations and construction projects, including the EPA, the DOE, the PUCT, the
NMPRC and various local municipalities (including the cities of El Paso and Las Cruces).

We must periodically apply for licenses and permits from these various authorities and abide by their respective orders.
Should we be unsuccessful in obtaining necessary licenses or permits or should these regulatory authorities initiate any
investigationsor enforcement actionsor impose penaltiesor disallowanceson us, our businesscould beadversely affected. Existing
regulations may be revised or reinterpreted and new laws and regulations may be adopted or become applicable to us or our
facilities in a manner that may have a detrimental effect on our business or result in significant additional costs because of our
obligation to comply with those requirements.

Inaddition, our serviceterritory borderswith Mexico and as such businessesin our serviceterritory rely heavily on commerce
with businessesin Mexico. Changesin regulations or enforcement restricting such commerce activities could reduce our customer
growth rate and materially adversely affect our results of operations, financial condition and cash flows.

On December 22, 2017, the Tax Cuts and Jobs Act of 2017 ("TCJA") was signed into law, enacting significant changes to
the Internal Revenue Code of 1986 (as amended, the "IRC"). Key provisions impacting the Company include a reduction in the
federa corporate income tax rate from 35% to 21% effective January 1, 2018, the discontinuation of bonus depreciation for
regulated public utilities for assets acquired and placed into service after December 31, 2017, elimination of corporate aternative
minimum tax provisions, limitations on the utilization of net operating losses ("NOL") arising after December 31, 2017 to 80%
of taxableincomewith no carryback but with anindefinite carryforward, and additional limitationsonthe deductibility of executive
compensation. We continueto eval uatetheimpact of the TCJA asregul ationsrel ated to the TCJA arefinalized to determine whether
any of these changes could have a material adverse effect on our results of operations, financial condition, and cash flows.

Security Breaches, Criminal Activity, Terrorist Attacks and Other Disruptions to Our Infrastructure Could Interfere
With Our Operations, Could Expose Us or Our Customers or Employees to a Risk of Loss, and Could Expose Us to
Liability, Regulatory Penalties, Reputational Damage and Other Harm to Our Business

We rely upon our infrastructure to manage or support avariety of business processes and activities, including the generation,
transmissionand distribution of electricity, supply chainfunctions, and theinvoicing and coll ection of paymentsfrom our customers.
We also use information technology systems for internal accounting purposes and to comply with financial reporting, legal and
tax requirements. Our information technol ogy networks and infrastructure may bevulnerableto damage, disruptionsor shutdowns
due to attacks by hackers, breaches due to employee error or malfeasance, system failures, computer viruses, natural disasters, a
physical attack on our facilities, or other catastrophic events. The occurrence of any of these events could impact the reliability of
our generation, transmission and distribution systemsand energy marketing and trading functions; could expose usor our customers
or employees to arisk of loss or misuse of confidential information; and could result in legal claims or proceedings, liability or
regulatory penalties against us, damage our reputation or otherwise harm our business. In addition, we may be required to incur
significant costs to prevent or respond to damage caused by these disruptions or security breachesin the future.

Additionally, we cannot predict the impact that any future information technology or terrorist attack may have on the energy
industry in general. The effects of such attacks against us or others in the energy industry could increase the cost of regulatory
compliance, increase the cost of insurance coverage or result in a decline in the U.S. economy which could negatively affect our
results of operations and financial condition. Ongoing and future governmental efforts to regulate cybersecurity in the energy
industry could lead to increased regulatory compliance costs.

As domestic and global cyber threats are on-going and increasing in sophistication, magnitude and frequency, our critical
energy infrastructure may be targets of terrorist activities or otherwise could disrupt our business operations. Any such disruptions
couldresultinsignificant coststo repair damaged facilitiesand implement i ncreased security measures, which could haveamaterial
adverse effect on our results of operations, financia condition and/or cash flows.
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We May Incur Additional Capital and Operating Costs in Connection with the Physical Security and Cyber Security of
New Technologies

We operatein ahighly regulated industry that requiresthe continued operation and devel opment of sophisticated information
technology systems and network infrastructure. The introduction of new technology and the emergence of new industry standards
and technological hurdles can create unanticipated difficulties, including failures or inadequacy of equipment or software,
difficultiesin integrating the various components of the equi pment, changesin technology, cybersecurity issuesand factorsoutside
our control, which could negatively affect our results of operations and financial condition. As we continue to develop new
technology to keep up with the demands of the industry and the needs of our customers, we may be required to expend significant
capital and other resources to protect against security breaches or to alleviate problems caused by security breaches.

Failure to Maintain the Security of Personally Identifiable Information Could Adversely Affect Us

In connection with our business we and our vendors, suppliers and contractors collect and retain personally identifiable
information (e.g., information of our customers, shareholders, suppliers and employees), and there is an expectation that we and
such third partieswill adequately protect that information. The U.S. regulatory environment surrounding information security and
privacy isincreasingly demanding. A significant theft, |oss or fraudulent use of the personally identifiableinformation we maintain
or failure by our vendors, suppliers and contractors to use or maintain such information in accordance with contractual provisions
could adversely impact our reputation and could result in significant costs, fines, litigation and loss of reputation.

The Effects of Technological Advancement, Energy Conservation Measures and Distributed Generation Could
Adversely Affect Our Operations and Financial Results

New technologies may emerge that could be superior to, or may not be compatible with, some of our existing technologies,
and may require us to make significant expenditures to remain competitive. Our future success will depend, in part, on our ability
to anticipate and adapt to technological changes in a cost-effective manner and to offer, on a timely basis, services that meet
customer demands and evolving industry standards.

Additionally, the electric utility industry is undergoing other technological advances such as the expanded cost effective
utilization of energy efficiency measures, energy storage, and distributed generation including solar rooftop projects. Customers
increased use of energy efficiency measures, energy storage, and distributed generation could result in lower demand. Reduced
demand due to energy efficiency measures, energy storage, and the use of distributed generation, to the extent not substantially
offset through ratemaking mechanisms, could have amaterial adverse impact on our financial condition, results of operations and
cash flows.

Inflation Could Adversely Affect Our Financial Results

For the past several years, inflation has been relatively low and, therefore has had little impact on our results of operations
and financial condition. However, should we experience increases in costs due to inflationary impacts, any delaysin requesting
and receiving compensatory increases in our base rates could have a material adverse impact on our financial condition, results
of operations and cash flows.

Our Line of Business Is Concentrated Solely to the Electric Industry and to One Region

Weareafully vertically integrated el ectric utility company whoseonly businessisthegeneration, transmission and distribution
of electricity to customersin an areaof approximately 10,000 square milesinwest Texas and southern New Mexico. Approximately
87% of revenues are directly related to the retail sales of electric power to approximately 425,000 residential, commercial and
public authority customers. As such, risks uniquely associated with the utility industry such as changesin utility legislation and
regulations, weather patternsin the region and economic conditions will have a greater effect on our overall operating resultsthan
otherwise if our operations were more diversified into other lines of business and in a broader geographical area.

The Operation of Transmission Lines on Public and Private Properties, including Indian Lands, Could Result in
Uncertainty Related to Continued Easements and Rights-of-way and Significantly Impact Our Business

Portions of our transmission lines arelocated on public and private properties, including Indian lands, pursuant to easements
or other rights-of-way that are effective for specified periods. We are unable to predict the final outcome of pending or future
approvals by applicable property owners and governing bodies with respect to renewals of these easements and rights-of-way.
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Failure to Successfully Operate Our Facilities or Perform Certain Corporate Functions May Adversely Affect Our
Operations and Financial Condition

Our performance depends on the successful operation of our facilities. Operating these facilities involves many risks,
including:

»  operator error or failure of equipment or processes, including failure to follow appropriate safety protocols;

» thehandling of hazardous equipment or materials that could result in serious personal injury, loss of life and
environmental and property damage;

e operating limitations that may be imposed by environmental or other regulatory requirements;
« labor disputes;

» information technology or financia system failures, including those due to the implementation and integration of new
technology, that impair our information technology infrastructure, reporting systems or disrupt normal business
operations;

« information technology failure that affects our ability to access customer information or causes us to lose confidential
or proprietary data that materially and adversely affects our reputation or exposes us to legal claims; and

» catastrophic events such as fires, earthquakes, explosions, leaks, floods, droughts, natural disasters, terrorism,
pandemic health events or other similar occurrences, which may require participation in mutual assistance efforts by
us or other utilitiesto assist in power restoration efforts.

Such events may result in a decrease or elimination of revenue from our facilities, an increase in the cost of operating our
facilities or delays in cash collections, any of which could have a material adverse effect on our results of operations, financial
condition and/or cash flows.

Our Success Depends on the Availability of the Services of a Qualified Workforce and Our Ability to Attract and
Retain Qualified Personnel and Senior Management

Our workforce is aging and many employees have retired in the last few years or are or will become eligibleto retire within
the next few years. Although we have undertaken efforts to recruit and train new field service personnel, we may be faced with
ashortage of experienced and qualified personnel. Our costs, including coststo replace employees, benefit (including healthcare)
costs, retirement costs, productivity costs and safety costs, may rise. Failure to hire and adequately train replacement employees,
including the transfer of significant internal historical knowledge and expertise to the new employees, or the future availability
and cost of contract labor may adversely affect the ability to manage and operate our business. If we are unable to successfully
attract and retain an appropriately qualified workforce, our results of operations could be negatively affected.

A substantial number of our employees are covered by a collective bargaining agreement that is scheduled to expire in
September 2019. Labor disruptions could occur depending on the outcome of negotiations to renew the terms of this agreement
with the union or if atentative new agreement is not ratified by its members. In addition, some of our non-represented employees
could join thisunion in the future. Labor disruptions, strikes or significant negotiated wage and benefit increases, whether due to
union activities, employee turnover or otherwise, could have amaterial adverse effect on our business, results of operations and/
or cash flows.

We depend on our senior management and other key personnel. Our success depends on our ability to attract and retain key
personnel. The inability to recruit and retain or effectively transition key personnel or the unexpected loss of key personnel may
adversely affect our operations. In addition, because of the reliance on our management team, our future success depends in part
on our ability to identify and develop talent to succeed senior management. Any such occurrences could negatively impact our
financial condition and results of operations.

Our Ability to Accurately Report Our Financial Results or Prevent Fraud May Be Adversely Affected if We Fail to
Maintain an Effective System of Internal Controls

Effective internal controls are necessary for us to provide reliable financia reports, effectively prevent fraud and operate
successfully as a public company. If our efforts to maintain an effective system of internal controls are not successful, we are
unable to maintain adequate controls over our financial reporting and processes in the future or we are unable to comply with our
obligations under Section 404 of the Sarbanes-Oxley Act of 2002, our operating results could be harmed, or we may fail to meet

19



our reporting obligations. Ineffective internal controls could also cause investors to lose confidence in our reported financia
information, which would likely have a negative effect on the trading price of our common stock and other securities.

Insufficient Insurance Coverage and Increased Insurance Costs Could Adversely Affect Our Operations and
Financial Results

We currently have general liability and property insurance in place to cover certain of our facilities in amounts that we
consider appropriate. Such policies are subject to certain limits and deductibles and do not include business interruption coverage.
Insurance coverage may not be available in the future at current costs or on commercially reasonable terms, and the insurance
proceedsreceived for any loss of, or any damageto, any of our facilities may not be sufficient to restore theloss or damage without
negative impact on our results of operations, financial condition and cash flows.

We Are Subject to Costs and Other Effects of Legal and Regulatory Proceedings, Disputes and Claims

From time to time in the normal course of business, we are subject to various lawsuits, audits, regulatory proceedings,
disputes, and claims that could result in adverse judgments or settlements, fines, penalties, injunctions, or other adverse
consequences. These matters are subject to a number of uncertainties, and management is often unable to predict the outcome of
such matters; resulting liabilities could exceed amounts currently reserved or insured against with respect to such matter. Thelegal
costsand final resolution of mattersinwhichweareinvolved could have areputational impact and/or ashort- or long-term negative
effect on our results of operations, financial condition and/or cash flows. Similarly, the terms of resolution could require us to
change our operational practices and procedures, which could also have a materia adverse effect on our results of operations,
financia condition and/or cash flows.

Provisions in Our Corporate Documents, Franchise Agreements and State Law Could Delay or Prevent a Change in
Control of the Company, Even if That Change Would Be Beneficial to Our Shareholders

Our Articles of Incorporation and Bylaws contain provisions that may make acquiring control of the Company difficult and
could preclude our shareholders from receiving a change of control premium, including:

* provisionsrelating to the classification, nomination and removal of our directors;
»  provisionsregulating the ability of our shareholders to bring matters for action at annual meetings of our shareholders;

e provisions limiting the ability to call special meetings of the shareholders to the Chairman of the Board, our President
and Chief Executive Officer, our Secretary, the majority of the Board of Directors or the holders of at |east 25% of the
outstanding shares of our capital stock entitled to vote at such meeting;

* provisionsrestricting our ability to engage in awide range of “Business Combination” transactions with an “Interested
Shareholder” (generally, any person who owns 15% or more of our outstanding voting power) or any affiliate or associate
of an Interested Shareholder, unless specific conditions are met; and

» theauthorization given to our Board of Directorsor any duly designated committeeto issue and set the terms of preferred
stock.

Our El Paso franchise agreement states that any assignment of the franchise agreement, including a deemed assignment as
aresult of achangein control of the Company, requires the consent of the City of El Paso. In addition, approval of the NMPRC,
PUCT and FERC would likely be required in any transaction involving a change of control.

In addition, Texas law prohibits us from engaging in a business combination with any shareholder for three years from the
date that person became an affiliated shareholder by beneficially owning 20% or more of our outstanding common stock, in the
absence of certain board of director or shareholder approvals.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

The principal properties of the Company are described in Item 1, "Business,” and such descriptions are incorporated herein
by reference. Transmission and distribution lines are located either on company-owned land, private rights-of-way, easements or
on streets or highways by public consent.

The Company owns an executive and administrative office building and various operations centersin El Paso County, Texas,
and DofiaAna County, New Mexico. The Company leases land in El Paso, Texas, adjacent to Newman under alease that expires
in June 2033, subject to arenewal option of 25 years. The Company has several other leases for office and parking facilities that
expire within the next five years.

Item 3. Legal Proceedings

The Company isinvolved in variouslegal, environmental, tax and regulatory proceedings before various courts, regulatory
commissions and governmental agencies regarding matters arising in the ordinary course of business. In many of these matters,
the Company hasexcess casualty liability insurancethat coversthevariousclaims, actionsand complaints. The Company regularly
analyzes current information and, as necessary, makes provisionsinitsfinancia statementsfor probableliabilitiesfor the eventua
disposition of these matters. While the outcome of these matters cannot be predicted with certainty, based upon a review of the
matters and applicable insurance coverage, the Company believes that none of these matters will have a material adverse effect
on the financial position, results of operations or cash flows of the Company.

See Part |, Item 1, "Business— Environmental Matters" and Part I1, Item 8, "Financial Statements and Supplementary Data,
Note D, Note M and Note L of Notes to Financial Statements” for further discussion of the effects of government legislation and
regulation on the Company as well as certain pending legal proceedings.

Item 4. Mine Safety Disclosures

Not Applicable.
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PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

The Company’s common stock trades on the New York Stock Exchange ("NY SE") under the symbol "EE."

Performance Graph

The following graph comparesthe performance of the Company’s common stock to the performance of Edison Electric
Institute’s ("EEI") index of investor-owned el ectric utilitiesand theN'Y SE Composite, setting theval ueof each at December 31,
2013toabaseof 100. Thetable setsforth therelative yearly percentage changein the Company’s cumulativetotal shareholder
return, assuming reinvestment of dividends, as compared to EEI and the NY SE Composite, as reflected in the graph.

As of December 31,
2013 2014 2015 2016 2017 2018
EE 100 118 117 144 176 164
EEI Index 100 129 124 145 163 168
NY SE Composite 100 104 98 106 123 109

22



As of January 31, 2019, there were 2,176 holders of record of the Company’s common stock. The Company has been
paying quarterly cash dividends on its common stock since June 30, 2011, and paid atotal of $57.5 million in cash dividends
during the twelve months ended December 31, 2018. On January 31, 2019, the Board of Directors declared a quarterly cash
dividend of $0.36 per share payable on March 29, 2019, to shareholders of record as of the close of business on March 15,
2019. Typically, the Board of Directors reviews the Company’s dividend policy annually in the second quarter of each year.
Declaration and payment of dividends is subject to compliance with certain financial tests under Texas law. Since 1999, the
Company has also returned cash to shareholders through a stock repurchase program pursuant to which the Company has
bought approximately 25.4 million sharesat an aggregate cost of $423.6 million, including commissions. Under theCompany’s
program, purchases can be made at open market prices or in private transactions. On March 21, 2011, the Board of Directors
authorized arepurchase of up to 2.5 million shares of the Company’s outstanding common stock (*2011 Plan"). No shares of
common stock were repurchased during the twelve months ended December 31, 2018, under the 2011 Plan. The table below
provides the amount of the fourth quarter issuer purchases of equity securities.

Total Number of Maximum Number
Total Average Price  Shares Purchased as of Shares that May
Number Paid per Share Part of a Publicly Yet Be Purchased
of Shares (Including Announced Under the Plans
Period Purchased (a) Commissions) Program or Programs
October 1 to October 31, 2018 — $ — — 393,816
November 1 to November 30, 2018 — — — 393,816
December 1 to December 31, 2018 12,205 50.13 — 393,816

(a) Represents shares of common stock delivered to us as payment of withholding taxes due upon the vesting of
restricted stock held by our employees, not considered part of the 2011 Plan.

On January 30, 2019, the Company submitted an application with both the NMPRC and the FERC seeking approval to
issue shares of common stock, including the reissuance of treasury shares, in an amount up to $200.0 million in one or more
transactions. In order to align the number of shares of common stock held as treasury stock by the Company with various
regulatory applications, filings and orders, on January 31, 2019, the Board of Directors of the Company approved the
cancellation of 1.4 million sharesof Common Stock held astreasury sharesby the Company effectiveuponthelater of approval
by the FERC of the accounting treatment of the cancellation and March 31, 2019.

For Equity Compensation Plan Information see Part |11, Item 12, "Security Ownership of Certain Beneficial Owners
and Management and Related Stockholder Matters.”

23



Item 6. Selected Financial Data

Asof and for the following periods (in thousands except for share and per share data):

Operating reVENUE ........c.oiueiuerierie e
Operating income (B) .....coovvvvevevercereeee e,
NEL INCOME ...ttt
Basic earnings per share:

NEL INCOME.....cuetirieie ettt
Weighted average number of shares outstanding.......
Diluted earnings per share:

NELINCOME ...
Weighted average number of shares and dilutive

potential shares outstanding.........ccccoveeveeereenennn.
Dividends declared per share of common stock.........

Cash additionsto utility property, plant and
(<o [UT o] 001< 0L (o) TSR

TOLAl @SSELS ...t
Long-term debt, net of current portion.............cc........
Common StOCK EQUILY......cvveeeeeeeeeeeere e se e

@

Years Ended December 31,

2018 (a)

2017

2016

2015

2014

$ 903,603
$ 172,229

$ 2.07
40,521,364

$ 2.07

40,642,640
$ 1.415

$ 240,021
$ 3,628,502
$ 1,285,980
$1,164,103

@

916,797
190,059
98,261

©“ &+

$ 242
40,414,556

$ 242

40,535,191
$ 1.315

$ 199,896
$ 3,484,363
$ 1,195,988
$1,142,165

&

886,936
187,911
96,768

© &

$ 2.39
40,350,688

$ 2.39

40,408,033
$ 1.225

$ 229,722
$ 3,376,278
$1,195,513
$ 1,074,396

&

849,869
146,191
81,918

B &+

$ 2.03
40,274,986

$ 2.03

40,308,562
$ 1.165

$ 281,458
$ 3,200,607
$ 1,122,660
$ 1,016,538

@

917,525
151,163
91,428

©“ &+

$ 2.27
40,190,991

$ 2.27

40,211,717
$ 1.105

$ 277,078
$ 3,033,400
$ 1,122,235
$ 984,254

Effective January 1, 2018, the Company implemented Accounting StandardsUpdate ("ASU") 2016-01, Financia Instruments

- Overall: Recognition and Measurement of Financial Assets and Liabilities. As required by the new standard, changesin
the fair values of the Company's equity investments are recognized in earnings, whereas prior to 2018, such changes were
recognized in accumulated other comprehensive income ("AOCI").

(b)
(©

by the standard, reclassified certain amountsin the financial statements for 2017 and 2016.
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The Company implemented ASU 2017-07, Compensation - Retirement Benefits (Topic 715), in the first quarter of 2018,
and as required by the standard, reclassified certain amountsin the financial statements for 2017 and 2016.
The Company implemented ASU 2016-15, Statement of Cash Flows (Topic 230) in thefirst quarter of 2018, and asrequired



Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Asyou read this Management’s Discussion and Analysis of Financial Condition and Results of Operations, please refer to
our Financial Statements and the accompanying notes, which contain our operating results.

Summary of Critical Accounting Policies and Estimates

Our financia statements have been prepared in conformity with U.S. Generally Accepted Accounting Principles ("GAAP").
Part I, Item 8, Financial Statements and Supplementary Data, Note A of Notes to Financial Statements contains a summary of
our significant accounting policies, many of which requirethe use of estimates and assumptions. We believe that of our significant
accounting policies, the following are noteworthy because they are based on estimates and assumptions that require complex,
subjective assumptions by management, which can materially impact reported results. The Company evaluates its estimates on
an on-going basis, including those related to depreciation, unbilled revenue, income taxes, fuel costs, pension and other post-
retirement obligations and asset retirement obligations ("ARQ"). Changesin these estimates or assumptions, or actual results that
are different, could materially impact our financial condition and results of operation.

Regulatory Accounting

We apply accounting standards that recognize the economic effects of rate regulation in our Texas, New Mexico and FERC
jurisdictions. As aresult, we record certain costs or obligations as either assets or liabilities on our balance sheet and amortize
them in subsequent periods as they are reflected in regulated rates. The deferral of costs as regulatory assets is appropriate only
when the future recovery of such costsis probable. In assessing probability, we consider such factors as specific regul atory orders,
regulatory precedent and the current regul atory environment. Asof December 31, 2018, wehad recorded regul atory assetscurrently
subject to recovery in future rates of approximately $81.8 million and regulatory liabilities of approximately $313.3 million as
discussed in greater detail in Part |1, Item 8, Financial Statements and Supplementary Data, Notes E and K of Notes to Financial
Statements. Regulatory tax assets of approximately $20.2 million related to the regulatory treatment of the equity portion of
Allowance for Funds Used During Construction ("AFUDC") and approximately $19.3 million related to excess deferred state
income taxes areincluded in regulatory assets. Regulatory tax liabilities of approximately $299.4 million, primarily related to the
reduction of the corporate tax rate from 35% to 21%, are included in regulatory liabilities and will be refunded to customers.

In the event we determine that we can no longer apply the Financial Accounting Standards Board's ("FASB") guidance for
regulated operationsto all or aportion of our operationsor to theindividual regulatory assets recorded, based on regulatory action,
we could be required to record a charge against income in the amount of the unamortized balance of the related regulatory assets.
Such an action could materially reduce our total assets, specifically our total deferred charges and other assets, and shareholders

equity.
Collection of Fuel Expense

In general, by law and regulation, our actual fuel and purchased power expenses are recovered from our customers. In times
of rising fuel prices, we experience alag in recovery of higher fuel costs. These costs are subject to reconciliation by the PUCT
on a periodic basis every one to three years. The NMPRC, in its discretion, may order that a prudence review be conducted to
assure that fuel and purchased power costs recovered from customers are prudently incurred. Prior to the completion of a
reconciliation proceeding or audit by the PUCT or the NMPRC, we record fuel transactions such that fuel revenues, including
fuel costsrecovered through the FPPCAC in New Mexico, equal fuel expense. Inthe event that adisallowance of fuel cost recovery
occurs during a reconciliation proceeding or an audit, the amounts recorded for fuel and purchased power expenses could differ
from the amounts we are allowed to collect from our customers, and we could incur aloss to the extent of the disallowance.

On September 27, 2016, the Company filed an application with the PUCT, designated as PUCT Docket No. 46308, to
reconcile $436.6 million of Texas fuel and purchased power expensesincurred during the period of April 1, 2013 through March
31, 2016. On June 29, 2017, the PUCT approved a settlement in this proceeding. The settlement provides for the reconciliation
of fuel and purchased power costs incurred from April 1, 2013 through March 31, 2016. As of December 31, 2018, Texas
jurisdictional fuel and purchased power costs subject to prudence review are costs from April 1, 2016 through December 31, 2018
that total approximately $353.4 million. The Company's request to reconcile its fuel and purchased power costs for the period
January 1, 2013 through December 31, 2014 was approved in the NMPRC Final Order. New Mexico jurisdictional costs subject
to prudence review are costs from January 1, 2015 through December 31, 2018 that total approximately $206.8 million.

The Company recovers fuel and purchased power costs from the Rio Grande Electric Cooperative ("RGEC") pursuant to an
ongoing contract with atwo-year notice to terminate provision. The contract includes afuel adjustment clause designed to recover
all eligible fuel and purchased power costs allocable to the RGEC and is updated on an annual basis. Thisupdateis reviewed and
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approved by the RGEC annually in February following the prior calendar year. As of December 31, 2018, the RGEC fuel costs
subject to prudence review were approximately $1.1 million.

Decommissioning Costs and Estimated Asset Retirement Obligation

Pursuant to the ANPP Participation Agreement, the rules and regul ations of the NRC and federal |aw, we must fund our share
of the estimated costs to decommission Palo Verde Units 1, 2, 3 and associated common areas. The determination of the estimated
liability isbased on site-specific estimates, which are updated every three years and involve numerous judgments and assumptions,
including estimates of future decommissioning costs at current price levels, escalation rates and discount rates. The Palo Verde
AROQ isapproximately $98.8 million and represents approximately 98% of our total ARO balance of $101.1 million asof December
31, 2018. A 10% increasein the estimates of future Pal o Verde decommissioning costs at current pricelevelswould haveincreased
theAROliability by approximately $10.9 millionat December 31, 2018. SeePart 1, Item 8, Financia Statementsand Supplementary
Data, Note F of Notesto Financia Statements for further discussion.

We are required to fund estimated nuclear decommissioning costs over the life of the generating facilities through the use
of external trust funds pursuant to rules of the NRC, PUCT and the ANPP Participation Agreement. Historically, in Texas and
New Mexico, we have been permitted to collect the funding requirements for our NDT as part of our rates, except for a portion
of Palo Verde Unit 3, which is deregulated in the New Mexico jurisdiction. While we periodically attempt to seek to recover the
costs of decommissioning obligations through our rates, we are not able to conclude, given the currently available evidence, that
it is probable these costs will continue to be collected over the period until decommissioning begins in 2044. We are ultimately
responsible for these costs, and our future actions combined with future decisions from regulators will determine how successful
we arein this effort.

Thefunding amountsare based on assumptions about futureinvestment returns and future decommissioning cost escal ations.
If therates of return earned by the trustsfail to meet expectations or if estimated costs to decommission the nuclear plant increase
beyond our expectations, we would be required to increase our funding to the NDT.

The NDT consists of equity securities and fixed income instruments and are carried at fair value. We face interest rate risk
on the fixed income instruments, which consist primarily of municipal, federal and corporate bonds and which were valued at
$134.2 million as of December 31, 2018. A hypothetical 10% increasein interest rates would have reduced the fair values of these
funds by $1.7 million at December 31, 2018. The NDT also includes marketabl e equity securities of approximately $135.9 million
at December 31, 2018. A hypothetical 10% decrease in equity prices would have reduced the fair values of these funds by $13.6
million at December 31, 2018. Declines in market prices could require that additional amounts be contributed to our NDT to
maintain minimum funding requirements.

We do not anticipate expending monies held inthe NDT before 2044 or alater period when decommissioning of Palo Verde
begins.

Future Pension and Other Post-retirement Obligations

We maintain a qualified noncontributory defined benefit pension plan, which covers substantially all of our employees, and
two non-funded nonqualified supplement plans that provide benefits in excess of amounts permitted under the provisions of the
tax law for certain participants in the qualified plan. We also sponsor a plan that provides other post-retirement benefits, such as
health and lifeinsurance benefitsto retired empl oyees. Our net obligations under these various benefit plans at December 31, 2018
totaled $114.0 million and are recorded as liabilities on our balance sheet. The net periodic benefit costs for these plans totaled
$2.2 million for the twelve months ended December 31, 2018.

Our pension and other post-retirement benefit liabilities and the related net periodic benefit costs are calculated on the basis
of anumber of actuarial assumptions regarding discount rates, expected return on plan assets, rate of compensation increase, life
expectancy of retirees and health care cost inflation. For 2018, the discount rates used to measure our year end liabilities are based
on a segmented spot rate yield curve that matches projected future payments with the appropriate interest rate applicable to the
timing of the projected future benefit payments. As of December 31, 2018, the corresponding weighted-average discount rates
range from 4.11% to 4.45% depending upon the benefit plan.

Our overall expected long-term rate of return on assets for the pension trust fund is 7.5% as of January 1, 2019, which is
both a pre-tax and after-tax rate as pension funds are generally not subject to income tax. Our overall expected long-term rate of
return on assets for the other post-retirement benefits trust, on an after-tax basis, is 6.00% as of January 1, 2019. Both expected
long-term rates of return are based on the after-tax weighted average of the expected returns on investments. The expected returns
on investments in the pension trust and the other post-retirement benefits trust are based upon the target asset allocations for the
two trusts.
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Our accrued post-retirement benefit liability and the service and interest components of the related net periodic benefit costs
are calculated using an actuarial assumption regarding health care cost inflation. For measurement purposes, a 6.0%, 7.0%, 4.5%
and 8.5% annual rate of increase in the per capita cost of covered health care benefits was assumed for 2019 for pre-65 medical,
pre-65 drug, post-65 medical and post-65 drug, respectively. The health care cost trend rates are assumed to decline steadily to an
ultimate rate of 4.5% by 2025 for pre-65 medical and by 2026 for pre-65 and post-65 drug. Post-65 medical trend is assumed to
be 4.5% for all yearsinto the future. Assumed health care cost trend rates have a significant effect on the amounts reported for the
health care plan.

The estimated rate of compensation increase used in our retirement plansis 4.5% and is based on recent trends for all non-
union employees and the amounts we are contractually obligated for union employees.

Thefollowing table reflects the sensitivities that a change in certain actuarial assumptionswould have had on the December
31, 2018 reported pension liability and our 2018 reported pension expense (in thousands):

Increase (Decrease)

Impact on Impact on

Actuarial Assumption Pension Liability Pension Expense
Discount rate:

Increase 1% $ (42,264) (4,024)

Decrease 1% 52,315 4,951
Expected long-term rate of return on plan assets:

Increase 1% N/A (2,811)

Decrease 1% N/A 2,811
Compensation rate;

Increase 1% 8,256 1,773

Decrease 1% (7,429) (1,555)

The following chart reflectsthe sensitivities that a changein certain actuarial assumptionswould have had on the December
31, 2018 other post-retirement benefit obligation and our 2018 reported other post-retirement benefit expense (in thousands):

Increase (Decrease)

Impact on Impact on Impact on
Other Post- Other Post- Other Post-
retirement retirement retirement
Benefit Benefit Service and
Actuarial Assumption Obligation Expense Interest Cost
Discount rate:
Increase 1% $ 8132 $ 117) % (384)
Decrease 1% 10,426 1,539 516
Healthcare cost trend rate:
Increase 1% 9,886 2,065 1,200
Decrease 1% (7,769) (1,568) (890)
Expected long-term rate of return on plan assets:
Increase 1% N/A (398) N/A
Decrease 1% N/A 398 N/A
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Tax Accruals

We use the asset and liability method of accounting for income taxes. Under this method, we recognize deferred tax assets
and liabilities for the future tax consequences attributable to temporary differences between the financial statement carrying
amounts and the tax basis of existing assets and liabilities. The application of income tax law and regulations is complex and we
make judgments regarding income tax exposures. Changes in these judgments, due to changes in law, regulation, interpretation
or audit adjustments can materially affect amounts we recognize in our financia statements. On December 22, 2017, the TCJA
was enacted. Substantially all of the provisions of the TCJA are effective for taxable years beginning after December 31, 2017.
The TCJA includes significant changes to the IRC, including amendments which significantly change the taxation of business
entities and includes specific provisions related to regulated public utilities. See Part |1, Item 8, Financial Statements and
Supplementary Data, Note K of Notes to Financial Statements for further discussion.

When appropriate, we record a valuation allowance against deferred tax assets to reflect that these tax assets may not be
realized. In assessing the likelihood of the realization of deferred tax assets, management considers the estimated amount and
character of future taxable income. Significant changes in these judgments and estimates could have a material impact on the
results of operations and financial position of the Company. There were no valuation allowances for deferred tax assets as of
December 31, 2018.

We recognize tax benefits that are more likely than not to be sustained upon examination by tax authorities. The amount
recoghized is measured as the largest amount of benefit that is greater than 50% likely to be realized upon settlement. The
unrecognized tax benefitsthat do not meet the recognition and measurement standardswere $3.2 million as of December 31, 2018.

Overview

Thefollowingisan overview of our results of operationsfor theyearsended December 31, 2018, 2017 and 2016. Netincome
and basic earnings per share for the years ended December 31, 2018, 2017 and 2016 are shown below:

Years Ended December 31,
2018 2017 2016

Net income (iN thOUSANMS) .....ccueeiveriiieiiieieceise ettt erne $ 84,315 $ 98,261 $ 96,768
BaSiC €arNiNgS P SNAIE.......coiiierieireee et 2.07 242 2.39
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The following table and accompanying explanations show the primary factors affecting the after-tax change in income

between the calendar years ended December 31, 2018 and 2017, 2017 and 2016, and 2016 and 2015 (in thousands):

2018 2017 2016
Prior year December 31 NEt iNCOME.........coevevrveveeeeereerereeeeeerereinnenas $ 98261 $ 96,768 $ 81918
Change in (net of tax):
(Decreased) increased investment and interest income, NDT ......... (18,419) (a) 2,508 (b) (2,709) (b)
(Increased) decreased depreciation and amortization ...................... (4,377) (c) (4,242) (d) 3,580 (e€)
Palo Verde performance rewards, Net...........cccoceceveeveveeecesecrenenes (3,954) () 3,253 (f) —
Increased operations and maintenance expenses at fossil-fuel
GENEIALNG PIANES ..ot eeeeeseseeeeseeeseeeeseseesesseseseeseeseesesseneens (2,518) (9) (482) (330)
Increased interest on long-term debt (net of capitalized interest)
21010 11 O OO (1,718) (h) (1,632) (i) (3.694) ()
(Decreased) increased retail non-fuel base revenues....................... (520) (k) 8,651 (I) 28,802 (m)
Increased taxes other than income taxes...........cccocveeevevevesese e, (108) (3,465) (n) (1,268) (0)
Effectivetax rate, Other .........cccceveeeeececceeece e 16,643 (p) 3,379 () (5,343) (n)
Decreased (increased) Palo Verde operations and maintenance
EXPENISES ...veveveseeteeeseseeseseeseseasesaesessasessasessassesaseeseseatessesesenseseasesansens 2,299 () (1,592) (1) 471
Increased (decreased) allowance for funds used during
CONSITUCION ...ttt s sn b s s 931 (5,303) (u) (4,887) (v)
L@ 111 OO (2,205) 418 128
Current year December 31 Net iNCOME..........ccoeveveveeeeeeeeeereeeeeeevenenn $ 84315 $ 98261 $ 96,768

Footnotes reflect pre-tax amounts

@

(b)

(©
(d)

()

(f)

(9)
(h)

0]

()
(k)

Investment and interest income, NDT decreased in 2018, primarily dueto net realized and unrealized | osses on securities
held in the NDT. Beginning on January 1, 2018, the Company adopted ASU 2016-01, Financial Instruments, and began
recording unrealized gains and losses on equity securitiesheld in the NDT directly in earnings. Refer to "Impact of New
Accounting Standards and Use of Non-GAAP Financial Measures' for further details.

Investment and interest income, NDT increased in 2017 and decreased in 2016, primarily dueto changesinrealized gains
on securities sold from the NDT. Sales of such securities are primarily the result of the Company's efforts to re-balance
and further diversify the NDT investments.

Depreciation and amortization increased primarily due to increasesin plant.

Depreciation and amortization increased primarily due to increases in plant, including MPS Units 3 and 4, which were
placed in service in 2016. These increases were partially offset by the sale of the Company's interest in Four Cornersin
July 2016.

Depreciation and amortization decreased primarily due to (i) areduction of approximately $10.9 million resulting from
changes in depreciation rates approved in the PUCT Final Order in Docket No. 44941 ("2016 PUCT Final Order") and
theNMPRC Final Order and (ii) the sale of the Company'sinterest in Four Cornersin 2016. These decreaseswere partially
offset by an increase in plant, primarily due to MPS Units 1 and 2 and the Eastside Operations Center ("EOC") each
being placed in servicein March 2015, and MPS Units 3 and 4 being placed in servicein May 2016 and September 2016,
respectively.

Palo Verde performance rewards, associated with the 2013 to 2015 performance periods, net of disallowed fuel and
purchased power costs related to the resolution for the Texas fuel reconciliation proceeding designated as PUCT Docket
No. 46308 for the period from April 2013 through March 2016, wererecorded in June 2017, with no comparable amounts
in 2018 or 2016.

0O&M expenses at our fossil-fuel generating plantsincreased primarily due to outage costs at Rio Grande Unit 8in 2018.
Interest on long-term debt (net of capitalized interest) and other increased, primarily due to the $125.0 million aggregate
principal amount of 4.22% Senior Notesissued in June 2018 and due in August 2028, partially offset by the redemption
of $33.3 million of 2012 Series A 1.875% Pollution Control Bonds ("PCBs") in 2017.

Interest on long-term debt (net of capitalized interest) and other increased, primarily due to the $150.0 million principal
amount of senior notes issued in March 2016 and an increase in short term borrowings for working capital purposesin
2017.

Interest on long-term debt (net of capitalized interest) and other increased, primarily due to the $150.0 million principal
amount of senior notes issued in March 2016.

Retail non-fuel base revenues decreased primarily due to refunds of approximately $28.2 million for the reductionin the
federal corporateincometax rate dueto the TCJA, partialy offset by a$7.7 million base rate increase compared to 2017
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(m)
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(0)
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v)

base rate increase related to the 2017 PUCT Final Order. Excluding the impact of rate changes, retail non-fuel base
revenues in 2018, increased by $19.8 million primarily due to an increase in kWh sales that resulted from favorable
weather and an increase in the average number of customers served.

Retail non-fuel base revenues increased primarily due to the non-fuel base rate increase approved in the 2017 PUCT
Final Order. 2017 included approximately $8.8 million of retail non-fuel base revenuesfor the period from July 18, 2017
through December 31, 2017, which was recognized when the 2017 PUCT Final Order was approved in December 2017.
Excluding the $8.8 million 2017 PUCT Final Order impact, retail non-fuel baserevenuesincreased $4.5 million, or 0.7%,
in 2017 compared to 2016.

Retail non-fuel base revenuesincreased primarily due to the recognition of $40.9 million related to the 2016 PUCT Fina
Order.

Taxes other than income taxesincreased primarily dueto increased property valuationsin Texas asaresult of MPS Units
3 and 4 being placed in service in 2016 and increased revenue related taxes in Texas.

Taxes other than income taxes increased primarily due to increased property tax rates and valuationsin Texas as a result
of MPS Units 1 and 2 and the EOC being placed in service during thefirst quarter of 2015 and increased billed revenues
for Texasrevenuerelated taxes. Theseincreaseswere partially offset by decreased property taxesin Arizonadueto lower
property values.

The effective tax rate, other decreased primarily due to the TCJA that reduced the federal corporate income tax rate from
35% to 21%, excluding the tax impact of other itemsin the table above partially offset by areduction in state tax reserves
in 2017 due to the favorable settlement of Texas state income tax audits.

The effective tax rate, other decreased primarily due to favorable settlements of state income tax audits in Texas and
Arizona

The effective tax rate, other increased primarily due to the change to normalize state income taxes in accordance with
the 2016 PUCT Final Order and the NMPRC Final Order.

Palo Verde O& M expenses decreased primarily dueto lower incentives and administrative and general ("A&G") benefits
in 2018 compared to 2017.

Palo Verde O& M expensesincreased primarily due to higher A& G expenses.

AFUDC decreased due to lower balances of construction work in progress ("CWIP"), primarily due to MPS Units 3 and
4 being placed in servicein May and September 2016, respectively, and areduction inthe AFUDC rate effective January
2017.

AFUDC decreased due to lower balances of CWIP, primarily due to the MPS units and the EOC being placed in service
in 2015 and 2016, and areduction in the AFUDC rate effective January 2016 as a result of the 2016 PUCT Final Order.
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Impact of New Accounting Standard and Use of Non-GAAP Financial Measures

Upon adoption of ASU 2016-01, Financial Instruments - Recognition and Measurement of Financial Assets and Financial
Liahilities, the Company recorded, as of January 1, 2018, a cumulative effect adjustment to retained earnings of $41.0 million,
net of tax, for the unrealized gains (losses) related to equity securities held in the NDT. Asrequired by ASU 2016-01, changesin
thefair value of equity securitiesare now recognized inthe Company's Statements of Operations. The adoption of the new standard
added the potential for significant volatility to the Company's reported results of operations as changesin the fair value of equity
securities may occur. Furthermore, the equity investments included in the NDT are significant and are expected to increase
significantly during the remaining life (estimated to be 27 to 30 years) of Palo Verde. Accordingly, the Company has provided the
following non-GAAPfinancial measures, which reconcile GAAP net income to non-GAAP adjusted net income and GAAPbasic
earningsper shareto non-GA A Padjusted basic earnings per share, to excludetheimpact of changesinfair value of equity securities
and realized gains (losses) from the sale of both equity and fixed income securities.

Twelve Months Ended
December 31,

2018 2017 2016
(In thousands except for per share data)
Net income (GAAP) $ 84,315 $ 98,261 $ 96,768
Adjusting items before income tax effects

Unrealized losses, net 18,601 — —
Realized gains, net (5,634) (10,626) (7,640)
Total adjustments before income tax effects 12,967 (10,626) (7,640)
Income taxes on above adjustments (2,593) 2,125 1,528
Adjusting items, net of income taxes 10,374 (8,501) (6,112)
Adjusted net income (non-GAAP) $ 94,689 $ 89,760 $ 90,656
Basic earnings per share (GAAP) $ 207 % 242 % 2.39
Adjusted basic earnings per share (non-GAAP) $ 233 $ 221 % 2.24

Adjusted net income and adjusted basic earnings per share are not measures of financial performance under GAAP and
should not be considered as an alternative to net income and earnings per share, respectively. Furthermore, the Company's
presentation of any non-GAAP financial measure may not be comparable to similarly titled measures used by other companies.
The Company believes adjusted net income and adjusted basic earnings per share are useful financial measures for investors and
analysts in understanding the Company's core operating performance because each measure removes the effects of variances
reported in the Company's results of operations that are not indicative of fundamental changes in the earnings capacity of the
Company.
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Historical Results of Operations

Thefollowing discussion includes detailed descriptions of factors affecting individual lineitemsin the results of operations.
The amounts presented below are presented on a pre-tax basis.

Operating revenues

We realize revenue from the sale of electricity to retail customers at regulated rates and the sale of energy in the wholesale
power market generally at market-based prices. Salesfor resaleto our sole full requirement customer (which are FERC-regul ated
cost-based wholesale sales within our service territory), accounted for less than 1% of revenuesin each of 2018, 2017 and 2016.

Revenues from the sale of electricity include fuel costs that are recovered from our customers through fuel adjustment
mechanisms. Prior to 2017, a significant portion of fuel costs have been recovered through base rates in New Mexico. Effective
July 1, 2016, with theimplementation of the NM PRC Final Order, fuel costsare nolonger recovered through base rates. Beginning
July 1, 2016, all fuel costsare recovered through afuel adjustment mechanism. We record deferred fuel revenuesfor the difference
between actual fuel costs and recoverable fuel revenues until such amounts are collected from or refunded to customers. "Non-
fuel base revenues' refersto our revenues from the sale of electricity excluding such fuel costs.

Retail non-fuel base revenue percentages by customer class are presented below:

Years Ended December 31,

2018 2017 2016

RESIENLIAl.......ccoeeieiiiieicieieee e 48% 46% 46%
Commercial and industrial, small ........ccccoovvievievenerereceenns 31 32 32
Commercial and industrial, large.........ccoceveneieneieieiecnes 6 6 6
Salesto public authorities ..o 15 16 16

Total retail non-fuel base revenues...........cccccceveevenenens 100% 100% 100%

No retail customer accounted for more than 3% of our non-fuel base revenues during such periods. As shown in the table
above, residential and small commercial customersrepresent approximately 79% of our non-fuel baserevenues. Whilethiscustomer
baseismore stable, it isalso more sensitive to changesin weather conditions. The current rate structuresin Texas and New Mexico
reflect higher base rates during the peak summer season of May through October and lower base rates during November through
April for our residential and small commercial and industrial customers. As a result, our business is seasonal, with higher kWh
sales and revenues during the summer cooling season. The following table sets forth the percentage of our retail non-fuel base
revenues derived during each quarter for the periods presented:

Years Ended December 31,

2018 2017 2016
January 1to March 31........ccccooiiiiienencneicee 18% 18% 17%
April 2toJUNE 0o 28 27 25
July 1 to September 30........cceviirereeeeerrenierenenennes 34 34 38
October 1 to December 31.......c.ccceveerieenciennenens 20 21 20
TOEl . e 100% 100% 100%

Weather significantly impacts our residential, small commercia and industrial customers, and to alesser extent, our salesto
public authorities. Heating and cooling degree days can be used to evaluate the effect of weather on energy use. For each degree
the average outdoor temperature varies from astandard of 65 degrees Fahrenheit, adegree day isrecorded. The table bel ow shows
heating and cooling degree days compared to a 10-year average for 2018, 2017 and 2016.

10-year

2018 2017 2016 Average
Cooling degree days........cccoveevereeenesenseennns 3,174 2,917 2,811 2,863
Heating degree days ......ccoovevvevvievesesnnnnnnns 1,937 1,522 1,851 2,056
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Customer growth is akey driver of the growth of retail sales. The average number of retail customers grew 1.6% and 1.7%
in 2018 and 2017, respectively. See the tables presented on pages 35 and 36 which provide detail on the average number of retail
customers and the related revenues and kWh sales.

Retail non-fuel base revenues. For the twelve months ended December 31, 2018, retail non-fuel base revenues decreased
primarily dueto the refundsin 2018 of approximately $28.2 million to customersfor the reduction in the federal corporateincome
tax rate dueto the TCJA, partially offset by a$7.7 million base rate increase related to the 2017 PUCT Final Order. Excluding the
impact of rate changes related to the 2017 PUCT Final Order, retail non-fuel base revenues increased by $19.8 million, or 3.2%,
comparedtothetwelvemonthsended December 31, 2017. Thisincreasewasprimarily dueto (i) increased revenuesfromresidential
customers of $17.1 million caused by a5.9% increase in kWh sales that resulted from favorable weather and a 1.7% increase in
the average number of residential customers served, and (ii) increased revenues from small commercial and industrial customers
of $2.9 million that resulted from favorable weather and a0.9% increase in the average number of small commercial and industrial
customers served. Cooling degree days increased 8.8% in the twelve months ended December 31, 2018, when compared to the
twelve months ended December 31, 2017, and were 10.9% above the 10-year average. Heating degree days increased 27.3% in
the twelve months ended December 31, 2018, when compared to the twelve months ended December 31, 2017, and were 5.8%
below the 10-year average.

For the twelve months ended December 31, 2017, retail non-fuel base revenues increased primarily due to the recognition
of $8.8 million approved inthe 2017 PUCT Final Order. Excluding the $8.8 million 2017 PUCT Final Order impact, for thetwelve
months ended December 31, 2017, retail non-fuel base revenues increased $4.5 million, or 0.7%, compared to the twelve months
ended December 31, 2016. Thisincreasewas primarily dueto increased revenuesfrom residential customersof $2.5milliondriven
by a 1.6% increase in the average number of residential customers served and increased revenues from small commercial and
industrial customersof $2.1 million driven by a2.4% increasein the average number of small commercial and industria customers
served. The Company experienced an overall 1.7% increase in the average number of customers served, partially offset by milder
weather when compared to the twelve months ended December 31, 2016. Heating degree days decreased 17.8% in the twelve
months ended December 31, 2017, when compared to the twelve months ended December 31, 2016. During our peak summer
cooling season, cooling degree days in 2017 were comparable to the same period in 2016.

Fuel revenues. Fuel revenues consist of (i) revenues collected from customers under fuel recovery mechanisms approved
by the state commissions and the FERC, (ii) deferred fuel revenues which, are comprised of the difference between fuel costs and
fuel revenues collected from customers, and (iii) prior to July 1, 2016, fuel costs recovered in base ratesin New Mexico. In New
Mexico, effective July 1, 2016, with theimplementation of the NMPRC Final Order, fuel and purchased power costs are no longer
recovered through base rates, as they were historically, but are recovered through the FPPCAC. Fuel and purchased power costs
arereconciledto actual costsonamonthly basisand recovered or refunded to customersthe second succeeding month. Additionally,
effective January 1, 2018, pursuant to the final order in NMPRC Case No. 17-00090-UT, the RPS costs for New Mexico are
recovered through a separate RPS Cost Rider and not through the FPPCAC. The RPS Cost Rider is updated in an annual NMPRC
filing, including atrue-up of the prior calendar year’s RPS costs and RPS Cost Rider revenue. In Texas, fuel costs are recovered
through afixed fuel factor. We can seek to revise our Texasfixed fuel factor based upon an approved formulaat least four months
after our last revision, except in the month of December. In addition, if we materially over-recover fuel costs, we must seek to
refund the over-recovery, and if we materially under-recover fuel costs, we may seek a surchargeto recover those costs. Fuel over-
and under-recoveries are defined as material when they exceed 4% of the previous twelve months' fuel costs.

InMarch2018 and March 2017, $1.1 million and $1.4 million, respectively, were credited to customersthrough the applicable
fuel adjustment clauses as the result of areimbursement from the DOE related to spent nuclear fuel storage.

We over-recovered fuel costs by $4.8 million in the twelve months ended December 31, 2018. We over-recovered fuel costs
by $17.1 million and under-recovered fuel costs by $14.9 million in the twelve months ended December 31, 2017 and 2016,
respectively. At December 31, 2018, we had a net fuel over-recovery balance of $11.0 million, including over-recoveries of $8.9
million in Texas, $2.0 millionin New Mexico and $0.1 million in FERC jurisdictions. On October 13, 2017, we filed arequest to
decrease our Texas fixed fuel factor by approximately 19% to reflect decreased fuel expenses primarily related to a decrease in
the price of natural gas used to generate power. The decrease in our Texas fixed fuel factor became effective beginning with the
November 2017 billing month. On April 13, 2018, we filed a request with the PUCT to decrease the Texas fixed fuel factor by
approximately 29% to reflect decreased fuel expenses primarily related to a decrease in the price of natural gas used to generate
power. On April 25, 2018, our proposed fuel factors were approved on an interim basis effective for the first billing cycle of the
May 2018 billing month. The revised factor was approved and the docket closed on May 22, 2018. On October 15, 2018, wefiled
arequest withthe PUCT to decrease our Texasfixed fuel factor by approximately 6.99% to reflect decreased fuel expenses primarily
related to a decrease in the price of natural gas used to generate power. On October 25, 2018, our fixed fuel factor was approved
on an interim basis effective for the first billing cycle of the November 2018 billing month. The revised factor was approved by
the PUCT and the docket closed on November 19, 2018. The Texas fixed fuel factor will continue thereafter until changed by the
PUCT.
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Off-system sales. Off-system sal esare sal esinto whol esal e marketsoutside our serviceterritory. Off-system salesareprimarily
made in off-peak periods when we have competitive generation capacity available after meeting our regulated service obligations.
We have shared 100% of margins on non-arbitrage sales (as defined by the settlement in PUCT Docket No. 41852) and 50% of
marginson arbitrage saleswith our Texas customerssince April 1, 2014. We are currently sharing 90% of off-system salesmargins
with our New Mexico customers (as reaffirmed in NMPRC Case No. 09-00171-UT), and 25% of our off-system sales margins
with our salesfor resale - full requirement customer under the terms of their contract.

Typically, werealize asignificant portion of our off-system salesmarginsin thefirst and fourth quarter of each calendar year
when our native load is lower than at other times of the year, allowing for the sale in the wholesale market of relatively larger
amounts of off-system energy generated from lower cost generating resources. A decrease in natural gas market prices coupled
with an increase in wholesale power market prices allowed usto engage in additional off-system salesin the third quarter of 2018
and in the third quarter of 2017. Palo Verde's availability is an important factor in realizing these off-system sales margins.

The table below shows megawatt-hours ("MWhs"), sales revenue, fuel cost, total margins and retained margins made on
off-system sales for the twelve months ended December 31, 2018, 2017 and 2016 (in thousands, except for MWhs).

Years Ended December 31,

2018 2017 2016

MWh sal€s.......ccccceveveeeerececnene, 2,687,961 2,042,884 1,927,508
SaAlESTEVENUE. ..o, $ 86,418 $ 58,986 $ 45,702
Fuel CoSt.....ccvveeiiiieiecieceee e, $ 54299 $ 46,258 $ 38,933
Total Margins.......cceeeveeeveeesierenns $ 32119 $ 12,728 $ 6,769
Retained margins...........c..ccceueuee.. $ 2129 $ 1673 $ 1,137

Off-system sales revenue increased $27.4 million, or 46.5%, and the related retained margins increased $0.5 million, or
27.3%, for the twelve months ended December 31, 2018, when compared to the twelve months ended December 31, 2017, asa
result of a31.6% increasein MWh sales dueto additional available power, and higher average market pricesfor power. Off-system
sales revenueincreased $13.3 million, or 29.1%, and the related retained marginsincreased $0.5 million, or 47.1%, for the twelve
months ended December 31, 2017, when compared to the twelve months ended December 31, 2016, as aresult of higher average
market prices for power and a 6.0% increase in MWh sales due to additional available power.



Comparisons of kWh sales and operating revenues are shown below:

Increase (Decrease)

Years Ended December 31: 2018 2017 Amount Percent
kWh sales (in thousands):
Retail:
ReSIAENtial.......ccooveieeiriieicece e 2,988,695 2,823,260 165,435 5.9%
Commercia and industrial, small .........cccoceereiieiveeene 2,431,920 2,410,710 21,210 0.9
Commercia and industrial, large.........ccoceeeereierenennne 1,050,834 1,045,319 5,515 0.5
Salesto public aUthOFtIES........cccovverreeeeeeeee 1,563,227 1,564,670 (1,443) (0.1
Total retail SAles.......ccoveveeeeeviecececece e 8,034,676 7,843,959 190,717 24
Wholesale:
Salesfor resale - full requirement customer ................. 58,991 62,887 (3,896) (6.2
Off-SyStem SAlES.......ooeierereeree e 2,687,961 2,042,884 645,077 316
Total wholesale Sales.........ccevveveveieieceeeeeenn 2,746,952 2,105,771 641,181 304
Total KWh sal€s........coocveievecececececeee 10,781,628 9,949,730 831,898 84

Operating revenues (in thousands):

Non-fuel base revenues:

Retail:
Residential .........ccoeiieinere e $ 297597 $ 287,884 $ 9,713 3.4%
Commercia and industrial, small 194,341 198,799 (4,458) (2.2
Commercial and industrial, large 34,920 38,403 (3,483) (9.
Sales to public authorities...........ccceeereiereriecnnes 95,460 97,890 (2,430) (2.5)
Total retail non-fuel base revenues (1) (2) . 622,318 622,976 (658) (0.1
Wholesae:
Salesfor resale - full requirement customer....... 2,780 2,730 50 1.8
Total non-fuel base revenues...................... 625,098 625,706 (608) (0.1)
Fuel revenues:
Recovered from customers during the period............... 156,493 218,380 (61,887) (28.3)
Over collection of fuel (3).....cccverriereirereeree (4,736) (17,133) 12,397 724
Total fuel revenues (4) (5) ...coeeeereeereenne 151,757 201,247 (49,490) (24.6)
Off-SyStemM SAlES (B) ....voveeerereeereereeerieeee e 86,418 58,986 27,432 46.5
Wheeling reVENUES (7) .....cccovereeierrreeerinieneeseseeeese s 19,026 18,114 912 50
Energy efficiency cost recovery (8) .......coouveverererennieniecnnns 8,888 — 8,888 —
MiISCEHANEOUS (7) ..veveneeeeieeiieieieie e 8,188 8,229 (42) (0.5)
Total revenues from customers.................. 899,375 912,282 (12,907) (1.9
(0107 a4 () ISP 4,228 4,515 (287) (6.4)
Total operating revenues...................... $ 903,603 $ 916,797 $ (13,194 (1.4)
Average number of retail customers (10):
RESIAENLIEL ..ot 374,138 368,044 6,094 1.7%
Commercial and industrial, small ..........ccoeevevieiiececieenen. 42,349 41,978 371 0.9
Commercial and industrial, [arge.........ccoverriieeinenreee 48 48 — —
Salesto public QUtNOFTIES........ccereireeereeee e 5,746 5,532 214 39
TOA .o 422,281 415,602 6,679 16

(1) 2018 includes $7.7 million of additional revenues compared to 2017 resulting from the 2017 PUCT Fina Order, which increased base rates effective July
18, 2017.

(2) 2018 includes a $28.2 million base rate decrease related to the reduction in the federal statutory income tax rate enacted under the TCJA.

(3)  Includes the portion of DOE refunds related to spent fuel storage of $1.1 million and $1.4 million in 2018 and 2017, respectively, that were credited to
customers through the applicable fuel adjustment clauses.

(4) 2017 includes $5.0 million related to the Palo Verde performance rewards, net.

(5)  Includes deregulated Palo Verde Unit 3 revenues for the New Mexico jurisdiction of $8.1 million and $9.8 million in 2018 and 2017, respectively.

(6)  Includes retained margins of $2.1 million and $1.7 million in 2018 and 2017, respectively.

(7)  Represents revenues with no related kWh sales.

(8)  TheCompany implemented ASU 2014-09, Revenue from Contractswith Customers, in thefirst quarter of 2018, and following the adoption of the standard,
revenuesrel ated to reimbursed costs of energy efficiency programsapproved by the Company'sregul atorsarereportedin operating revenuesfrom customers.
Related expenses are reported in O& M expenses.

(9)  Includes energy efficiency bonuses of $1.3 million and $1.5 million in 2018 and 2017, respectively.

(20) The number of retail customers presented is based on the number of service locations.
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Increase (Decrease)

Years Ended December 31: 2017 2016 Amount Percent
kWh sales (in thousands):
Retail:
Residential........cccceveeiiieiieice e e 2,823,260 2,805,789 17,471 0.6%
Commercia and industrial, small ..........cccoeevveivieeinnnns 2,410,710 2,403,447 7,263 0.3
Commercia and industrial, large..........ccocoveverenieeeenens 1,045,319 1,030,745 14,574 1.4
Salesto public authorities..........cooeeerreecrneecren 1,564,670 1,572,510 (7,840) (0.5)
Total retail SAlEs.......ccocveeeereeieeeceececeeseene 7,843,959 7,812,491 31,468 04
Wholesale:
Salesfor resale - full requirement customer ................. 62,887 62,086 801 1.3
Off-SysStemM SAlES......c.cviviceceec e 2,042,884 1,927,508 115,376 6.0
Total wholesale sales........cccvvveeiiieieccesieee 2,105,771 1,989,594 116,177 5.8
Total KWh sal€s.......cccvvecviieeciceecen 9,949,730 9,802,085 147,645 15

Operating revenues (in thousands):

Non-fuel base revenues:

Retail:
Residential .........ccoeueeeeiierieceeeee e $ 287,884 $ 278,774 $ 9,110 3.3%
Commercial and industrial, small....................... 198,799 194,942 3,857 2.0
Commercial and industrial, large .........ccccoeveee 38,403 39,070 (667) .7)
Sales to public authorities..........cccccvveeccreniennnes 97,890 96,881 1,009 1.0
Total retail non-fuel base revenues (1)........ 622,976 609,667 13,309 2.2
Wholesale:
Salesfor resale - full requirement customer....... 2,730 2,407 323 134
Total non-fuel base revenues...................... 625,706 612,074 13,632 2.2
Fuel revenues:
Recovered from customers during the period............... 218,380 148,397 69,983 47.2
Under (over) collection of fuel (2).....ccccoeevevveecrerienenn. (17,133) 14,893 (32,026) —
New Mexico fuel inbaserates (3) ....cccvvveevereeereseenenn — 33,279 (33,279) —
Total fuel revenues (4) (5)...ccccveereerernenene 201,247 196,569 4,678 24
Off-SyStEM SAES (6) ..vvvevvveeerrieirininieisisisieeeieisssesessesseeseseseens 58,986 45,702 13,284 29.1
Wheeling reVeNUES (7) ....cccovvveeeieeiiseeseseee e 18,114 21,966 (3,852) (17.5)
MiSCEHANEOUS (7) ..ottt enen 8,229 7,034 1,195 17.0
Tota revenues from customers................... 912,282 883,345 28,937 3.3
(01101 A N ) NN 4515 3,591 924 25.7
Total operating revenues............evene.. $ 916,797 $ 886,936 $ 29,861 34
Average number of retail customers (9):
RESIAENtIEl.......ovcveiicietceetceee e 368,044 362,138 5,906 1.6%
Commercial and industrial, small ........cccocoeveieiiiiieiicieeene 41,978 41,014 964 2.4
Commercial and industrial, [arge........ccccvveveeiveeicerececien, 48 49 Q) (2.0)
Salesto public aUthOrities........ccovveivrierrieciee e 5,532 5,303 229 4.3
TOtaAl ..o 415,602 408,504 7,098 17
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2017 includes $8.8 million of relate back revenuesin Texas from July 18, 2017 through December 31, 2017, which was recorded in the fourth quarter of

2017 related to the 2017 PUCT Fina Order.

Includes the portion of DOE refunds related to spent fuel storage of $1.4 million and $1.6 million in 2017 and 2016, respectively, that were credited to
customers through the applicable fuel adjustment clauses.

Historically, fuel and purchased power costsin the New Mexico jurisdiction were recorded through base rates and a FPPCA C that accounts for the changes
in the costs of fuel relative to the amount included in base rates. Effective July 1, 2016, with the implementation of the NMPRC Final Order, these costs
are no longer recovered through base rates but are recovered through the FPPCAC.

2017 includes $5.0 million related to the Palo Verde performance rewards, net.

Includes deregulated Palo Verde Unit 3 revenues for the New Mexico jurisdiction of $9.8 million and $8.7 million in 2017 and 2016, respectively.
Includes retained margins of $1.7 million and $1.1 million in 2017 and 2016, respectively.

Represents revenues with no related kWh sales.

Includes an energy efficiency bonuses of $1.5 million and $0.5 million in 2017 and 2016, respectively.

The number of retail customers presented is based on the number of service locations.

36



Fuel and purchased power expense

Our sources of energy include electricity generated from our nuclear and natural gas generating plants and purchased power.
Palo Verde represents approximately 30% of our net dependable generating capacity and approximately 49% of our Company-
generated energy for the twelve months ended December 31, 2018. Fluctuations in the price of natural gas, which is also the
primary factor influencing the price of purchased power, have had a significant impact on our cost of energy.

Fuel and purchased power expense decreased $15.6 million, or 6.4%, for the twelve months ended December 31, 2018
compared to thetwel ve monthsended December 31, 2017, primarily dueto (i) decreased natural gascostsof $12.6 million primarily
dueto a 30.4% decrease in the average cost of MWhs generated, partially offset by a 30.9% increase in the MWhs generated with
natural gas, and (ii) decreased nuclear fuel costs of $3.1 million primarily due to a reduction in the price of uranium and a 3.8%
decrease in the MWhs generated with nuclear fuel.

Fuel and purchased power expense increased $11.3 million, or 4.8%, for the twelve months ended December 31, 2017
compared to the twelve months ended December 31, 2016, primarily dueto increased natural gas costs of $18.4 million dueto an
8.2% increase in the MWhs generated with natural gas and a6.2% increase in the average cost of MWhs generated. Thisincrease
in fuel and purchased power expense was partially offset by decreased coal costs of $5.6 million as a result of the sale of our
interest in Four Corners, a coal-fired generation station, in July 2016.

The table below details the sources and costs of energy for 2018, 2017 and 2016.

2018 2017
Cost per Cost per
Fuel Type Cost MWh MWh Cost MWh MWh
(in thousands) (in thousands)

Natural Gas.........ccceuee. $ 129,583 5,029,863 $ 2576 $ 142,227 3841550 $ 37.02
(/0= [ 661 (a) — — 575 (a) — —
NS I== 39,118 (b) 4,913,858 8.20 42,267 (b) 5,109,325 8.58

Total...cccveeeeee, 169,362 9,943,721 17.15 185,069 8,950,875 20.85
Purchase Power:

Photovoltaic .......... 22,228 275,569 80.66 23,784 292,157 8141

Other.......ccceeveeeee. 37,519 1,079,740 34.75 35,898 1,248,684 28.75
Total purchased power.. 59,747 1,355,309 44.08 59,682 1,540,841 38.73

Totd energy........... $ 229,109 11,299,030 2038 $ 244,751 10,491,716 23.48

2016
Cost per
Fuel Type Cost MWh MWh
(in thousands)

Natural Gas.........ccceeee. $ 123,806 3,550,904 $ 34.87
(07 6,154 (a) 175,258 35.11
NS I== 43778 (b) 5,093,844 8.94

Total...cccveeeeee, 173,738 8,820,006 19.90
Purchase Power:

Photovoaltaic .......... 23,413 289,800 80.79

Other.......ccoeevenneee. 36,314 1,262,451 28.76
Total purchased power.. 59,727 1,552,251 38.48

Total energy........... $ 233,465 10,372,257 22.68

(a) The sale of our interest in Four Corners, a coal-fired generation station, closed on July 6, 2016. The cost includes the amortization of
deferred coa mine reclamation obligations.

(b) Costsinclude a DOE refund related to spent fuel storage of $1.2 million, $1.6 million and $1.8 million recorded in 2018, 2017 and 2016,
respectively. Cost per MWh excludes these refunds.
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Operations and maintenance expense

0O&M expense increased $14.6 million, or 4.6%, in 2018 compared to 2017, primarily due to increases of (i) $8.9 million
related to energy efficiency program costs previously offset by the related revenues prior to the adoption of ASU 2014-09, (ii)
$3.3 million in outage costs at Rio Grande Unit 8, (iii) $2.4 million in transmission and distribution expense primarily due to
increasesin payroll costsand Palo VVerde transmission expensesdueto stormrepairs, and (iv) $1.9 millionin Four Cornersoperating
expenses due to an adjustment in estimated pension and benefit costs and post-closing purchase price adjustments recorded in
2017. Theseincreaseswere partially offset by a$2.9 million decreasein Palo Verde O& M expense primarily dueto lower incentives
and A& G benefitsin 2018.

0O&M expense increased $4.6 million, or 1.4%, in 2017 compared to 2016, primarily due to increases of (i) $7.1 millionin
maintenance outages at Newman Units 1, 3 and 4, (ii) $3.9 million in maintenance costs at Newman and MPS, (iii) $2.4 million
in Palo Verde O& M expenses primarily dueto higher A& G expenses, and (iv) $3.0 million in various other operating costs. These
increases were partially offset by a decrease of $12.1 millionin O&M costsin 2017 as aresult of the sale of our interest in Four
Cornersin July 2016.

Depreciation and amortization expense

Depreciation and amortization expenseincreased $5.5 million, or 6.1%, in 2018 compared to 2017, primarily duetoincreases
in plant, including distribution, general, Palo Verde and intangible plant.

Depreciation and amorti zation expenseincreased $6.5million, or 7.7%, in 2017 compared to 2016, primarily dueto increases
inplant, including MPSUnits 3 and 4, whichwereplaced in servicein May 2016 and September 2016, respectively. Theseincreases
were partially offset by the sale of the Company's interest in Four Cornersin July 2016.

Taxes other than income taxes

Taxesother thanincometaxesincreased $0.1 million, or 0.2%, in 2018 compared to 2017, primarily duetoincreased property
tax rates and valuations, partially offset by decreased revenue related taxes in Texas.

Taxesother thanincometaxesincreased $5.3 million, or 8.1%, in 2017 compared to 2016, primarily dueto increased property
tax rates and valuations in Texas as a result of MPS Units 3 and 4 being placed in service in 2016 and increased billed revenues
in Texas.
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Other income (deductions)

Other income (deductions) decreased $19.7 million, or 46.5%, in 2018 compared to 2017, primarily due to a $23.6 million
increase in net realized and unrealized losses on securities held in the NDT. During the fourth quarter of 2018, the U.S. equity
markets experienced the greatest overall fourth quarter declines since 2008. This decrease was partially offset by a $2.4 million
increasein the expected return on benefit plan assets. Beginning on January 1, 2018, the Company adopted ASU 2016-01, Financial
Instruments, and began recording unrealized gains and losses on equity securities held in the NDT directly in earnings. Further
details are shown below (in thousands):

Years Ended December 31,

2018 2017 2016
Allowance for equity funds used during construction... $ 3453 $ 3025 $ 7,023
Investment and interest income, net:

NDT unrealized 10SSeS, NEt.......ccccveeeeiiieceeece s (18,601) — —
NDT realized gains, Nt .......cccocveveieveiireieeeeeeies 5,634 10,626 7,640
NDT dividends and interest income...........c.ccoeeeene. 7,227 6,698 6,498
Expected returns on benefit plans (ASU 2017-07)... 23511 21,096 20,714

(@ 131 TR 606 433 (55)
18,377 38,853 34,797

Miscellaneous non-operating income...........ccccceeevenee. 12,823 12,051 11,073
Miscellaneous non-operating deductions...................... (11,980) (11,580) (11,038)
Total other income (deductions) ..............cccc...... $ 22673 $ 42,349 $ 41,855

Other income (deductions) increased $0.5 million, or 1.2%, in 2017 compared to 2016, primarily due to a $3.0 million
increaseinnet realized gainson securitiesheld intheNDT. Thisincreasewaspartially offset by a$4.0 million decreasein AEFUDC
resulting from lower average balances of CWIP and a reduction in the Allowance for Equity Funds Used During Construction
("AEFUDC") rate.

Interest charges (credits)

Interest charges (credits) increased by $1.1 million, or 1.3%, in 2018 compared to 2017, primarily due to interest expense
on the $125.0 million aggregate principal amount of 4.22% Senior Notes issued in June 2018 and due in August 2028, partially
offset by (i) anet decrease in the interest cost component of net periodic benefit cost of the Company's employee benefit plans,
(it) increased allowance for borrowed funds used during construction ("ABFUDC") asaresult of anincreaseinthe ABFUDC rate
and higher average balances of CWIP, and (iii) the redemption of $33.3 million of 2012 SeriesA 1.875% PCBsin 2017.

Interest charges (credits) increased by $4.1 million, or 5.1%, in 2017 compared to 2016, primarily dueto decreased ABFUDC
as aresult of lower average balances of CWIP and a reduction in the ABFUDC rate and interest expense on the $150.0 million
aggregate principal amount of 5.00% Senior Notes due 2044 issued in March 2016.

Income tax expense

Income tax expense decreased by $24.6 million, or 48.3%, in 2018 compared to 2017, primarily due to a decrease in the
federal corporate income tax rate from 35% to 21% and a 25.8% reduction in pre-tax income, partially offset by areduction in
state tax reservesin 2017 due to the favorable settlement of Texas state income tax audits.

Income tax expense decreased by $2.9 million, or 5.4%, in 2017 compared to 2016, primarily due to favorable settlements
of state income tax auditsin Texas and Arizona.
New accounting standards adopted and to be adopted in the future

See Part 11, Item 8, Financial Statements and Supplementary Data, Note B of Notesto Financial Statements for discussion
on new accounting standards adopted and to be adopted in the future.
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Inflation

For the last several years, inflation has been relatively low and, therefore, has had little impact on our results of operations
and financia condition.

Liquidity and Capital Resources

At December 31, 2018, our capital structure, including common stock, long-term debt, current maturities of long-term debt,
and short-term borrowings under our RCF, consisted of 44.8% common stock equity and 55.2% debt. As of December 31, 2018,
we had abalance of $12.9 millionin cash and cash equivalents. Based on current projections, we believe that we will have adequate
liquidity through our current cash bal ances, cash from operations, available borrowings under the RCF, and debt or equity issuances
in the capital marketsto meet all of our anticipated cash requirements over the next twelve months.

Our principal liquidity requirements in the near-term are expected to consist of capital expenditures to expand and support
electric serviceobligations, expendituresfor nuclear fuel inventory, interest paymentson our indebtedness, cash dividend payments,
operating expenses including fuel costs, maintenance costs and taxes.

Capital Requirements. During the twelve months ended December 31, 2018, our capital requirements primarily consisted
of expenditures for the construction and purchase of electric utility plant, payment of common stock dividends and purchases of
nuclear fuel. Projected utility construction expenditures are to add new generation, expand and update our transmission and
distribution systems, make capital improvements and replacements at Palo Verde and other generating facilities, and make
investmentsin other property and equi pment. Estimated cash construction expendituresfor all capital projectsfor 2019 are expected
to be approximately $249 million. SeePart |, Item 1, "Business - Construction Program." Cash capital expendituresfor new electric
plant were $240.0 million in the twel ve months ended December 31, 2018, compared to $199.9 million in the twelve months ended
December 31, 2017. Capital requirements for purchases of nuclear fuel were $38.4 million for the twelve months ended December
31, 2018, as compared to $38.5 million for the twelve months ended December 31, 2017.

On December 28, 2018, we paid aquarterly cash dividend of $0.36 per share, or $14.6 million, to shareholders of record as
of the close of business on December 14, 2018. We paid atotal of $57.5 million in cash dividends during the twelve months ended
December 31, 2018. On January 31, 2019, our Board of Directors declared a quarterly cash dividend of $0.36 per share payable
on March 29, 2019, to shareholders of record as of the close of business on March 15, 2019. Typically, the Board of Directors
reviews our dividend policy annualy in the second quarter of each year. In addition, while we do not currently anticipate
repurchasing shares of our common stock in 2019, we may repurchase shares of our common stock in the future. Under our
repurchase program, purchases can be made at open market prices or in private transactions, and repurchased shares are available
for issuance under employee benefit and stock incentive plans, or may be retired. No shares of common stock were repurchased
during the twelve months ended December 31, 2018. As of December 31, 2018, a total of 393,816 shares remain eligible for
repurchase under the repurchase program.

We expect to continue to maintain a prudent level of liquidity and monitor market conditions for debt and equity securities.
Our liquidity needs can fluctuate quickly based on fuel prices and other factors and we are continuing to make investmentsin new
electric plant and other assets in order to reliably serve our customers.

Our cash requirementsfor federal and stateincometaxesvary from year to year based on taxableincome, whichisinfluenced
by the timing of revenues and expenses recognized for income tax purposes. The following summary describes the major impacts
of the TCJA on our liquidity.

The TCJA discontinued bonus depreciation for regulated utilities, which reduced tax deductions previously available to us
for 2018 and 2019. The decrease in tax deductions results in the utilization of our net operating loss carryforwards ("NOL
carryforwards") and other carryforwards approximately one year earlier than previously anticipated and is expected to result in
higher income tax payments beginning in 2020, after the full utilization of NOL and other carryforwards. However, due to the
lower federal corporate income tax rate enacted by the TCJA, our future federal corporate income tax payments will be made at
the reduced rate of 21% beginning in 2018. Due to NOL and other carryforwards, minimal tax payments are expected for 2019,
which are mostly related to state income taxes.

The effect of the TCJA on our ratesis beneficial to our customers. Following the enactment of the TCJA and the reduction
of the federal corporate income tax rate, revenues collected from our customers in 2018 were reduced by $28.2 million, which
negatively impacted our cash flows and a comparable amount is expected during 2019.

We continually evaluate our funding requirements related to our retirement plans, other post-retirement benefit plans and
decommissioning trust funds. We contributed $9.2 million and $9.8 million to our retirement plans during the twelve months ended
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December 31, 2018, and 2017, respectively. We contributed $0.5 million to our other post-retirement benefit plans during both
the twelve months ended December 31, 2018, and 2017. We contributed $2.1 million and $3.8 million to the NDT in 2018 and
2017, respectively. Wearein compliance with thefunding requirements of thefederal government for our benefit plans. In addition,
with respect to our nuclear plant decommissioning trust, we are in compliance with the funding requirements of the federal law
andthe ANPPParticipation Agreement. Wewill continueto review our funding for these plansin order to meet our futureobligations.

Capital Resources. Cash provided by operations, $285.4 million for thetwelve monthsended December 31, 2018, and $288.6
million for the twelve months ended December 31, 2017, is a significant source for funding capital requirements. A component
of cash flows from operations is the change in net over-collection and under-collection of fuel revenues. Cash from operations
has been impacted by the timing of the recovery of fuel costs through fuel recovery mechanismsin Texas and New Mexico, and
our salesfor resale full requirement customer. We recover actual fuel costs from customers through fuel adjustment mechanisms
in Texasand New Mexico, and from our salesfor resalefull requirement customer. Werecord deferred fuel revenuesfor the under-
recovery or over-recovery of fuel costsuntil they can berecovered from or refunded to customers. In Texas, fuel costsarerecovered
through a fixed fuel factor. We can seek to revise our fixed fuel factor at least four months after our last revision except in the
month of December based upon our approved formula which alows usto adjust fuel rates to reflect changes in costs of natural
gas. We are required to request to refund fuel costs in any month when the over-recovery balance exceeds a threshold materia
amount and we expect fuel costs to continue to be materially over-recovered. We are permitted to seek to surcharge fuel under-
recoveries in any month the balance exceeds a threshold material amount that we expect fuel cost recovery to continue to be
materially under-recovered. Fuel over and under-recoveries are considered material when they exceed 4% of the previous twelve
months fuel costs. On October 15, 2018, wefiled arequest with the PUCT to decrease our Texasfixed fuel factor by approximately
6.99% to reflect decreased fuel expenses primarily related to a decrease in the price of natural gas used to generate power. On
October 25, 2018, our fixed fuel factor was approved on an interim basis effective for thefirst billing cycle of the November 2018
billing month. The revised factor was approved by the PUCT and the docket closed on November 19, 2018. The Texas fixed fuel
factor will continue thereafter until changed by the PUCT. During the twelve months ended December 31, 2018, we had over-
recoveriesof fuel costs of $4.8 million compared to over-recoveries of fuel costs of $17.1 million during the twelve months ended
December 31, 2017. At December 31, 2018, we had a net fuel over-recovery balance of $11.0 million, including over-recoveries
of $8.9 million in Texas, $2.0 million in New Mexico, and $0.1 million in FERC jurisdictions.

We maintain the RCF for working capital and general corporate purposes and financing nuclear fuel through the RGRT. The
RGRT, the trust through which we finance our portion of nuclear fuel for Palo Verde, is consolidated in our financial statements.
The total amount borrowed for nuclear fuel by the RGRT, excluding debt issuance costs, was $136.2 million at December 31,
2018, of which $26.2 million had been borrowed under the RCF, and $110.0 million was borrowed through the issuance of senior
notes. At December 31, 2017, the total amounts borrowed for nuclear fuel by the RGRT, excluding debt issuance costs, were
$133.5 million, of which $88.5 million had been borrowed under the RCF and $45.0 million was borrowed through the issuance
of senior notes. Interest costs on borrowings to finance nuclear fuel are accumulated by the RGRT and charged to us as fuel is
consumed and recovered through fuel recovery charges. The outstanding balance under the RCF for working capital and general
corporate purposes was $23.0 million at December 31, 2018, and $85.0 million at December 31, 2017. Total aggregate borrowings
under the RCF as of December 31, 2018, were $49.2 million with an additional $300.7 million available to borrow.

We received approval from the NMPRC on October 7, 2015, to guarantee the issuance of up to $65.0 million of long-term
debt by the RGRT to finance future purchases of nuclear fuel and to refinance existing nuclear fuel debt obligations. We received
additional approval from the NMPRC on October 4, 2017, to amend and extend the RCF, issue up to $350.0 million in long-term
debt and to redeem and refinance the $63.5 million 2009 SeriesA 7.25% PCBs and the $37.1 million 2009 Series B 7.25% PCBs,
which are subject to optional redemptionin 2019. The NMPRC approval toissue up to $350.0 millioninlong-term debt supersedes
its prior approval. We received approval from the FERC on October 31, 2017, to issue up to $350.0 million in long-term debt, to
guarantee the issuance of up to $65.0 million of long-term debt by the RGRT, and to continue to utilize our existing RCF with the
ability to amend and extend the RCF at afuture date, and to redeem, refinance and/or replace the 2009 SeriesA and Series B PCBs
with debt of equal face value. The authorization approved by the FERC is effective from November 15, 2017 through November
14, 2019, and supersedes its prior approvals.

Under these authorizations, on June 28, 2018, we issued $125 million in aggregate principal amount of 4.22% Senior Notes
due August 15, 2028, and guaranteed the issuance by the RGRT of $65 million in aggregate principal amount of 4.07% Senior
Guaranteed Notes due August 15, 2025. The net proceeds from the sale of these senior notes were used to repay outstanding short-
term borrowingsunder the RCF, which included borrowings madefor working capital, general corporate purposesand the purchase
of nuclear fuel. Also, under these authorizations, on September 13, 2018, we and RGRT entered into athird amended and restated
credit agreement where we have available a $350.0 million RCF with aterm ending on September 13, 2023. We may increase the
RCF by up to $50.0 million (to atotal of $400.0 million) during the term of the RCF, upon the satisfaction of certain conditions
morefully set forthinthe agreement, including obtai ning commitmentsfromlendersor third party financial institutions. In addition,
we may extend the maturity date of the RCF up to two times, in each case for an additional one-year period, upon the satisfaction
of certain conditions. Additionally, we are preparing for potential transactionsrelated to the 2009 SeriesA and Series B PCBs. On
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February 1, 2019, we purchased in lieu of redemption all of the 2009 Series A PCBs utilizing funds borrowed under the RCF. We
are currently holding the bonds and may remarket them or replace them with debt instruments of equivalent value at afuture date
depending on our financing needs and market conditions, and in accordance with FERC action expectedin March 2019 in response
to our most recent FERC application (see below).

On January 30, 2019, we submitted applications with both the NMPRC and the FERC seeking approval to issue shares of
common stock, including the rei ssuance of treasury shares, in an amount up to $200.0 millionin one or moretransactions. Included
inthe FERC application, we also requested various debt-rel ated authorizations: approva to utilize the existing RCF for short-term
borrowing not to exceed $400.0 million at any one time; to issue up to $225.0 million in new long-term debt; and to remarket the
$63.5 million Series A PCBs and the $37.1 million Series B PCBs in the form of replacement bonds or senior notes of equivalent
value, not to exceed $100.6 million. If approved, the FERC authorization would supersede its prior approvals.
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Contractual Obligations. Our contractual obligations as of December 31, 2018 are as follows (in thousands):

Payments due by period

2020 and 2022 and 2024 and
Total 2019 2021 2023 Beyond

Long-term debt (including interest):
Senior notes (1)
Pollution control bonds (2)
RGRT senior notes (3)
Financing obligations (including interest):
Revolving credit facility (4)
Purchase obligations:
Power contracts
Fuel contracts:
Gas (5)
Nuclear fuel (6)

Retirement plans and other post-retirement
benefits (7)

Nuclear Decommissioning Trust Funds (8)

$ 2,202,925
224,865
133,055

50,918

23,874

366,292
84,580

9,904
57,569

60,475 $
104,322
4,914

50,918

23,874

42,203
21,177

9,904
2,132

120,950 $

5,331
52,559

68,590
24,175

4,264

266,000 $ 1,755,500
5,331 109,881
5,291 70,291

70,254 185,245
17,503 21,725

4,264 46,909

Operating leases (9) 8,991 923 1,520 1,070 5,478

Total $ 3162973 $ 320842 $ 277,389 $ 369,713 $ 2,195,029

@

2

©)

(4)

(5)

(6)
()

We have five outstanding issuances of senior notes. In May 2005, we issued $400.0 million aggregate principal amount
of 6% Senior Notes due May 15, 2035. In June 2008, we issued $150.0 million aggregate principal amount of 7.5%
Senior Notes due March 15, 2038. In December 2012, we issued $150.0 million aggregate principal amount of 3.3%
Senior Notes due December 15, 2022. In December 2014, we issued $150.0 million aggregate principal amount of 5.0%
Senior Notes due December 1, 2044. In March 2016, we issued an additional $150.0 million aggregate principal amount
of 5.0% Senior Notesdue December 1, 2044, for atotal principal amount outstanding of 5.0% Senior Notes due December
1, 2044 of $300.0 million. In June 2018, we issued in a private placement offering $125.0 million aggregate principal
amount of 4.22% Senior Notes due August 15, 2028.

We have three series of PCBs outstanding, two of which mature in 2040, and one of which maturesin 2042. The 7.25%
2009 Series A and the 7.25% 2009 Series B PCBs with an aggregate principal amount, together, of $100.6 million have
optional redemptions beginning in February 2019 and April 2019, respectively, at which time we expect to redeem,
refinance or replace these bonds. On February 1, 2019, we purchased in lieu of redemption all of the 7.25% 2009 Series
A with aprincipal amount of $63.5 million utilizing funds borrowed under the RCF. We are currently holding the bonds
and may remarket them or replace them with debt instruments of equivalent value at a future date depending on our
financing needs and market conditions.

In 2010, weand RGRT entered into anote purchase agreement pursuant to which the RGRT issued and sold $45.0 million
aggregate principal amount of 5.04% RGRT Senior Notes, Series C, due August 15, 2020. In June 2018, we and RGRT
entered into a note purchase agreement pursuant to which the RGRT issued and sold $65.0 million aggregate principal
amount of 4.07% Senior Guaranteed Notes due August 15, 2025.

Thisreflects obligations outstanding under the $350.0 million RCF. At December 31, 2018, $23.0 million was borrowed
for working capital and general corporate purposes and $26.2 million was borrowed by RGRT for nuclear fuel. This
balance includes interest based on actual interest rates at the end of 2018 and assumes this amount will be outstanding
for the entire year of 2019.

Amount is based on the minimum volumes per the contract and market and/or contract price at the end of 2018. Gas
obligation includes a gas storage contract and a gas transportation contract.

Some of the nuclear fuel contracts are based on a fixed price, adjusted for a market index. The index used here is the
index at the end of 2018.

This obligation is based on our expected contributions and includes our minimum contractual funding regquirements for
the non-qualified retirement income plan and the other post-retirement benefits for 2019. We have no minimum cash
contractual funding requirement related to our retirement incomeplan or other post-retirement benefitsfor 2019. However,
we are subject to minimum funding requirements of the Employee Retirement Income Security Act of 1974. We aso
may decide to fund at higher levels and expect to contribute $9.9 million to our retirement plans in 2019. Minimum
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funding requirements for 2020 and beyond are not included due to the uncertainty of the applicable interest rates and the
related return on assets.

(8) This obligation is based on the decommissioning funding allowed in PUCT Docket No. 46831, effective July 18, 2017.
We have no minimum funding obligation in the New Mexico jurisdiction effective July 1, 2016 with NMPRC Case No.
15-00127-UT. It is possible that our funding requirements could change based on the amounts allowed in future rate
filings.

(9 We leaseland in El Paso, Texas, adjacent to Newman under alease that expiresin June 2033, subject to arenewal option
of 25 years. We also have several other leasesfor office, parking facilities and equipment that expire within the next five
years.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on our
financial condition, changesin financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or
capital resources.



Item 7A.  Quantitative and Qualitative Disclosures About Market Risk

The following discussion regarding our market-risk sensitive instruments contains forward-looking information involving
risks and uncertainties. The statements regarding potential gains and losses are only estimates of what could occur in the future.
Actual future results may differ materially from those estimates presented due to the characteristics of the risks and uncertainties
involved.

We are exposed to market risk dueto changesininterest rates, equity pricesand commodity prices. Substantially al financial
instruments and positions we hold are for purposes other than trading and are described bel ow.

Interest Rate Risk
Our long-term debt obligations are all fixed-rate obligations, except for the RCF, which is based on floating rates.

To the extent the RCF is utilized for nuclear fuel purchases, interest rate risk, if any, related to the RCF is substantially
mitigated through the operation of the PUCT and the NMPRC rules, which establish energy cost recovery clauses. Under these
rules, actual energy costs, including interest expense on nuclear fuel financing, are recovered from our customers.

The NDT consists of equity securities and fixed income instruments and are carried at fair value. We face interest rate risk
on the fixed income instruments, which consist primarily of municipal, federal and corporate bonds and which were valued at
$134.2 million and $130.2 million as of December 31, 2018 and 2017, respectively. A hypothetical 10% increase in interest rates
would reduce the fair values of the fixed income instruments by $1.7 million and $1.6 million at December 31, 2018 and 2017,
respectively.

Equity Price Risk

The NDT includes marketable equity securities of approximately $135.9 million and $149.8 million at December 31, 2018
and 2017, respectively. A hypothetical 10% decrease in equity prices would have reduced the fair values of the equity securities
by $13.6 million and $15.0 million based on their fair values at December 31, 2018 and 2017, respectively. Declines in market
prices could require that additional amounts be contributed to the NDT to maintain minimum funding requirements. We do not
expect to expend monies held in the NDT before 2044 or alater period when decommissioning of Palo Verde begins.

Commodity Price Risk

We utilize contracts of various durationsfor the purchase of natural gas and uranium concentratesto effectively manage our
availablefuel portfolio. Theseagreementscontain variablepricing provisionsand aresettled by physical delivery. Thefuel contracts
with variable pricing provisions, as well as substantially all of our purchased power requirements, are exposed to fluctuationsin
prices due to unpredictable factors, including weather and various other worldwide events, which impact supply and demand.
However, our exposure to fuel and purchased power price risk is substantially mitigated through the operation of the PUCT and
NMPRC rules and our fuel clauses, as discussed previously.

Inthenormal course of business, weenter into contracts of variousdurationsfor theforward salesand purchases of electricity
to effectively manage our available generating capacity and supply needs. Such contracts include forward contracts for the sale
of generating capacity and energy during periods when our available power resources are expected to exceed the requirements of
our retail native load and sales for resale. We also enter into forward contracts for the purchase of wholesale capacity and energy
during periods when the market price of electricity is below our expected incremental power production costs or to supplement
our generating capacity when demand is anticipated to exceed such capacity. As of January 31, 2019, we had entered into forward
sales and purchase contracts for energy as discussed in Part |, Item 1, "Business — Energy Sources — Purchased Power." These
agreements are generally fixed-priced contracts that qualify for the "normal purchases and normal sales' exception provided in
the FASB guidance for accounting for derivative instruments and hedging activities and are not recorded at their fair valuein our
financial statements. Because of the operation of the PUCT and the NMPRC rules and our fuel clauses, these contracts do not
expose us to significant commodity price risk.
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Management Report on Internal Control Over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over financia
reporting. Internal control over financial reporting is defined in Rule 13a-15(f) or 15d-15(f) promulgated under the Securities
Exchange Act of 1934 as a process designed by, or under the supervision of, the Company’s principal executive and principal
financial officers and affected by the Company’s board of directors, management and other personnel, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles and includes those policies and procedures that:

*  pertaintothemaintenanceof recordsthat in reasonabledetail accurately and fairly reflect thetransactionsand dispositions
of the assets of the Company;

*  provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statementsin
accordance with generally accepted accounting principles, and the receipts and expenditures of the Company are being
made only in accordance with authorizations of management and directors of the Company; and

*  provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of
the Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Projections of any eval uation of effectivenessto future periods are subject to the risk that controls may becomeinadequate because
of changesin conditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company’s management assessed the effectiveness of the Company’s internal control over financia reporting as of
December 31, 2018. In making this assessment, the Company’s management used the criteria set forth by the Committee of
Sponsoring Organi zations of the Treadway Commission's 2013 Internal Control - Integrated Framework. Based on its assessment,
management believes that, as of December 31, 2018, the Company’s internal control over financia reporting is effective based
on those criteria.

The Company’s independent registered public accounting firm, KPMG LLP, has issued an audit report on the Company’s
internal control over financia reporting. This report appears on page 48 of the Annual Report on Form 10-K.
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Report of Independent Registered Public Accounting Firm

To the Shareholders and Board of Directors
El Paso Electric Company:

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying balance sheets of El Paso Electric Company (the "Company") as of December 31, 2018 and
2017, and the related statements of operations, comprehensive operations, changesin common stock equity, and cash flowsfor each
of the years in the three-year period ended December 31, 2018, and the related notes (collectively, the "financial statements"). We
also have audited the Company’sinternal control over financial reporting as of December 31, 2018, based on criteria established in
Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizationsof the Treadway Commission.

In our opinion, thefinancial statementsreferred to above present fairly, in all material respects, thefinancial position of the Company
as of December 31, 2018 and 2017, and the results of its operations and its cash flows for each of the yearsin the three-year period
ended December 31, 2018, in conformity with U.S. generally accepted accounting principles. Also in our opinion, the Company
maintained, in al materia respects, effective internal control over financial reporting as of December 31, 2018, based on criteria
establishedin Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organi zationsof the Treadway
Commission.

Basis for Opinions

The Company’s management is responsible for these financial statements, for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of internal control over financia reporting included in the accompanying
Management Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company’s
financial statements and an opinion on the Company’sinternal control over financia reporting based on our audits. We are a public
accounting firm registered with the Public Company Accounting Oversight Board (United States) ("PCAOB") and are required to
beindependent with respect tothe Company inaccordancewiththeU.S. federal securitieslawsandtheapplicablerulesandregul ations
of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether dueto error
or fraud, and whether effective internal control over financial reporting was maintained in al material respects.

Our audits of the financia statements included performing procedures to assess the risks of material misstatement of the financial
statements, whether dueto error or fraud, and performing proceduresthat respond to thoserisks. Such proceduresincluded examining,
on atest basis, evidence regarding the amounts and disclosures in the financia statements. Our audits also included evaluating the
accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the
financial statements. Our audit of internal control over financial reporting included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

Definition and Limitations of Internal Control over Financial Reporting

A company’sinternal control over financial reporting is aprocess designed to provide reasonabl e assurance regarding the reliability
of financia reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’sinternal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statementsin accordance with generally accepted accounting principles, and that recel pts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Becauseof itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes
in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

/s KPMG LLP

We have served as the Company’s auditor since 1983.

Houston, Texas
February 28, 2019
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EL PASO ELECTRIC COMPANY

BALANCE SHEETS
December 31,
ASSETS
(In thousands) 2018 2017
Utility plant:
EIECLIIC PlaNt IN SEIVICE ...ttt ettt ettt s e tete e st $ 4,181,409 $ 3,982,095
Less accumulated depreciation and amortiZation..............co.eeeeveeeeeeeeeeeeecieeeeee e ere e (1,391,266)  (1,320,175)
NEL PIANE TN SEIVICE.....uiteie ettt st st et a e e seesesaeeae b e saesnesreneenes 2,790,143 2,661,920
CONSLIUCEION WOFK 1N PIOGIESS. ....eeuveeeeeuieeeieeieeieeiesueetesuesaestesaeseessassessessessesessessessessessessesaesaens 169,327 146,059
Nuclear fuel; includes fuel in process of $62,833 and $59,689, respectively ...........ccceevrvrenne 198,280 194,933
Lessaccumulated @amOrtiZation ............co.ecueeeeieiicieieecteee et te st te e se e e e ereeaeeneereerens (72,703) (74,475)
INEL NUCTEAN FUEL ...t st s 125,577 120,458
IS BT Y o] ST 3,085,047 2,928,437
Current assets:
Cash and Cash EQUIVBIENTS.........cc.eieieeeseeseeeeeee et sae st e e e se e e e e e esessesneeneesesaesnens 12,900 6,990
Accounts receivable, principally trade, net of allowance for doubtful accounts of $2,070
aNd $2,300, FESDECHIVEIY ......eoemvececeeveee et ssee st ss s s s s ssessenssnssnsensanes 77,855 88,585
1Y L0 = o0 = SR 55,432 50,910
LS o 0= 0] V= S (ST 6,972 —
Prepayments @nd OtNEY ...........coii it st st eae e e ereeaesneereetees 20,375 10,307
TOtAl CUMENE GSSELS ....vvuveeieeeeeeeee ettt e e s e resresteseenee e nes 173,534 156,792
Deferred charges and other assets:
Decommissioning trUSE fUNAS...........coouiiieeeeeeeee ettt e 276,905 286,866
S 0 [0 0] VA= S £ 74,848 96,036
(@ 11 1= SRS STSTRTN 18,168 16,232
Total deferred charges and other aSSetS..........cccveeeieiericccceeccceeee e 369,921 399,134
TOLAL ASSELS.......vcvivevcveeceiectetetetctctcte st et s s st et s b s ae bt e bbb ebebebebesesebebebebesesesetesa $ 3628502 $ 3,484,363

See accompanying notes to financial statements.
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EL PASO ELECTRIC COMPANY
BALANCE SHEETS (Continued)

December 31,

CAPITALIZATION AND LIABILITIES

(In thousands except for share data) 2018 2017
Capitalization:
Common stock, stated value $1 per share, 100,000,000 shares authorized, 65,707,156 and
65,694,829 shares issued, and 121,532 and 133,859 restricted shares, respectively .............. $ 65,829 $ 65,829
Capital in excess Of StAted VAIUE. ........ccceueieeeeeceeeeeee s st ese e e ereesesnesnesresnesnens 328,480 326,117
RELAINE BAIMINGS ...ttt ettt b b e et e e e e e ae e e ae b e sbesbesre st es 1,227,471 1,159,667
Accumulated other comprehensive income (10SS), NEt Of TaX........cccuerirrineieneiseeseeeeeee (38,784) 11,058
1,582,996 1,562,671
Treasury stock, 25,147,567 and 25,244,350 shares, respectively, at COSt .......ccvvvvvrrcereeernnne (418,893) (420,506)
COMMON SEOCK EOUILY ... eeneeeeeeeeeeceee ettt sttt s se e ene e e saesaesnesaesbeseesnens 1,164,103 1,142,165
Long-term debt, net of CUrrent POrtioN..........coveeeieieeceee e 1,285,980 1,195,988
Total CaPItAlIZALTION. .....ceviveeeieieiie et 2,450,083 2,338,153
Current liabilities:
Current maturities of [0Ng-term At ..o 99,239 —
Short-term borrowings under the revolving credit faCility ..o 49,207 173,533
Accounts payable, prinCipally trade ..o e 58,150 59,270
TAXES BCCTUB ...ttt sttt ettt ae bt s b et e b e s beseeee e b e e e e e neen e e neeaeebeeseeaeebeebesaesneneas 37,139 35,660
(a1 (= (=S oo 1 1= o FR PO 16,478 12,470
L= 0 [0 =1 0] VA 1= o 1 1 (= 14,686 6,225
L@ 11 1= TSRS 38,356 29,067
Total CUTeNt lHabilItIES. ... ..ccueeiei et e e e eeneeenne e 313,255 316,225
Deferred credits and other liabilities:
Accumulated deferred INCOME tAXES ........oirririririeirieisieese ettt 325,133 305,023
Accrued PeNSION [HaDIHTTY ..ot e 87,259 83,838
Accrued post-retirement benefit l1ability........ccovvoeiiiinieiie i 24,575 26,417
Asset retirement ObIIGaLION..........ccveieeeieice e e s 101,108 93,029
REGUIBLONY [TADIHTTIES ...ttt et ettt s b e sae b 298,570 296,685
@)1 1= RSP STRRSTRIN 28,519 24,993
Total deferred credits and other [1aDilitieS.........coveviiiiriie e 865,164 829,985

Commitments and contingencies
Total capitalization and labilities ..........cccooeeeecicceccecceee e $ 3628502 $ 3,484,363

See accompanying notes to financial statements.
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EL PASO ELECTRIC COMPANY
STATEMENTS OF OPERATIONS
(In thousands except for share data)

Years Ended December 31,

2018 2017 2016
OPEFAtING FEVEINUES .......everirierertesesiesestesestesesteseeseseeseseesessesessesessasessesessenessesessesees $ 903603 $ 916,797 $ 886,936
Operating expenses:
Fuel and purchased POWEY ............cciieririeiiieeese et 229,109 244,751 233,465
Operations and MaiNTENANCE..........coererirere e e eeens 334,883 320,281 315,710
Depreciation and amortiZation............ccceceeeeeiieieseseseeseese e 96,382 90,843 84,317
Taxes other than iINCOMETAXES........ccecvicieeiecececeee e 71,000 70,863 65,533
731,374 726,738 699,025
OPErating INCOME .....ccvciiieeiiieeisieis ettt st s st se st e e be e ereseere e 172,229 190,059 187,911
Other income (deductions):
Allowance for equity funds used during CONSErUCLION .........c.cccvvveereeirieennen 3,453 3,025 7,023
Investment and interest iNCOME, NEL..........ccccvveieeeeie s 18,377 38,853 34,797
Miscellaneous NoN-0perating iNCOME. ..o 12,823 12,051 11,073
Miscellaneous non-operating deductions..............cccceeeeeeeieeeeeee s (11,980) (11,580) (11,038)
22,673 42,349 41,855
Interest charges (credits):
Interest on long-term debt and revolving credit facility .........cccccvveirinnenens 75,424 72,970 71,544
(@191 BT 0] = (- O 17,890 18,170 17,509
Capitali ZEH INEEMESE......ceeeeeeceeieee ettt (5,483) (5,022) (4,990)
Allowance for borrowed funds used during construction..............c.coeueueeene. (3,612 (2,975) (4,983)
84,219 83,143 79,080
INncome DEefore INCOME TAXES .....c.ecvecrieiierieiecte et see st beereereenns 110,683 149,265 150,686
INCOME TAX EBXPENSE ....viviiieteteeresieteiee et et et aese e se b be e b senee s 26,368 51,004 53,918
NELINCOIME ...ttt ae e sae e e saesneens $ 84,315 $ 98,261 $ 96,768
BasiC arnings PEr SNAIE .........ccoiiiieirieesiee ettt st $ 207 $ 242 % 2.39
Diluted arnings Per SNAIE .........ccoooiiiiieieieseeee e $ 207 $ 242 % 2.39
Dividends declared per share of common StocK ...........ccccoeeveiiicieiceceecenee, $ 1415 $ 1315 $ 1.225
Weighted average number of shares outstanding ............ccccceeeeeieeeeeecnennee. 40,521,364 40,414,556 40,350,688
Weighted average number of shares and dilutive potential shares
(01U ] =T a0 T oo 40,642,640 40,535,191 40,408,033

See accompanying notes to financial statements.
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EL PASO ELECTRIC COMPANY
STATEMENTS OF COMPREHENSIVE OPERATIONS
(In thousands)

Years Ended December 31,

2018 2017 2016
N L= AT ot 0 T $ 84315 $ 98261 $ 96,768
Other comprehensive income (loss):
Unrecognized pension and post-retirement benefit costs:
Net gain (10ss) arising during Period ..........o.ceeeerieeieenerinee s (5,898) 12,634 (20,053)
Prior SerViCe DENEfIT......cceeieececece e e — — 32,697
Reclassification adjustments included in net income for amortization of:
Prior service DENEFit ........coovveicicce s (9,657) (9,657) (7,407)
NELTOSS... et sre et e eesreens 6,387 6,776 4,965
Net unrealized gains/losses on marketable securities:
Net holding gains (losses) arising during Period.........c.coceeeenerereresenenens (4,072 25,275 8,444
Reclassification adjustments for net (gains) losses included in net
S — 1,445 (10,626) (7,640)
Net losses on cash flow hedges:
Reclassification adjustment for interest expense included in net income .. 568 532 498
Total other comprehensive income (l0ss) before income taxes..........c.oeevvenene (11,227) 24,934 11,504
I(lncor)ne tax benefit (expense) related to items of other comprehensive income
0s9):
Unrecognized pension and post-retirement benefit COStS.........coovevvvrennen. 2,035 (3,615) (4,261)
Net unrealized (gains) losses on marketable securities...........c.ccoevveneneee 523 (2,922) (106)
Losses on cash flow hedges...........cccecciiicc e, (145) (223) (339)
Total income tax benefit (EXPENSE) ......c..cevereririeeeiirrieee s 2,413 (6,760) (4,706)
Other comprehensive income (10sS), Net Of taX .........ccoeveeeeeeeeeeeeeeeeee e (8,814) 18,174 6,798
COMPreneNSIVE INCOME .........cuicieieeeeeee ettt et te st sa e e e seeseeaeereeneeresteens $ 75501 $ 116435 $ 103,566

See accompanying notes to financial statements.
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EL PASO ELECTRIC COMPANY
STATEMENTS OF CHANGES IN COMMON STOCK EQUITY
(In thousands except for share data)

Common Stock

Accumulated
Other

Treasury Stock

Capital in ) Comprehensive
Excess of Retained Income (Loss), Common
Shares Amount Stated Value Earnings Net of Tax Shares Amount Stock Equity
Balances at December 31, 2015..........cccooenninnennnenencninenen. 65,828,653 $ 65,829 $ 320073 $ 1,067,396 $ (13,914) 25384,834 $ (422,846) $ 1,016,538
Restricted common stock grants and deferred
COMPENSALION ...t 3,017 (74,181) 1,235 4,252
Stock awards withheld for taxes..........cccoeeevveeirerinen. (5,723) (6) (261) (267)
Forfeited restricted common stocK.........cceeeveerveeeeeneen. (298) 197 (©)] (©)]
Deferred taxes on stock incentive plan...........ccccccoeeeee.. (364) (364)
Compensation paid in shares 178 (5,936) 99 277
Net income 96,768 96,768
Other comprehensive income (10SS).......ccoevvevvieeeveeene. 6,798 6,798
Dividends declared............c.couoviiienirininenininiseniessene (49,603) (49,603)
Balances at December 31, 2016.........cccceverrreenereeencrennns 65,822,632 65,823 322,643 1,114,561 (7,116) 25,304,914 (421,515) 1,074,396
Restricted common stock grants and deferred
COMPENSALION ...t 2,989 (70,273) 1,171 4,160
Performance share awards vested .............occceevvveevrennnnns 11,314 11 921 932
Stock awards withheld for taXxes..........ccoveeierrceiinenns (5,258) (5) (568) 8,360 (139) (712)
Forfeited restricted common StocK.........cceeveenieerennnn 4,961 (83) (83)
Compensation paid in SNAreS .........cccovvveeeerreeinesneeens 132 (3,612) 60 192
Cumulative effect adjustment for stock compensation.. 182 182
N[ T 00 (< 98,261 98,261
Other comprehensiveincome (10S9)........oceeerreeecnenes 18,174 18,174
Dividends declared (53,337) (53,337)
Balances at December 31, 2017........cccocoevereninnenininenenencrenen. 65,828,688 65,829 326,117 1,159,667 11,058 25,244,350 (420,506) 1,142,165
Restricted common stock grants and deferred
COMPENSALION ...t 3,010 (62,348) 1,039 4,049
Performance share awards vested..........ccccoeeeveeieicvneene 360 (68,379) 1,139 1,499
Stock awards withheld for taxes.........c.cccceeeieieiircnienene (1,133) 32,594 (543) (1,676)
Forfeited restricted common StocK..........ccoeeererccreenne 4,727 (78) (78)
Compensation paid iN SharesS .........cccccoeeeeereieseneeesenens 126 (3,377) 56 182
Cumulative effect adjustment for financial instruments 41,028 (41,028) —
NEL INCOME. ...ttt e e e e e eee e 84,315 84,315
Other comprehensive income (10SS).......ccoovveeereeeerenenne. (8,814) (8,814)
Dividends declared..........cooeeiiieninnineicrcsee e (57,539) (57,539)
Balances at December 31, 2018........ccccceveenrenrenrerenerenns 65,828,688 $ 65,829 $ 328480 $ 1227471 $ (38,784) 25147567 $ (418,893) $ 1,164,103

See accompanying notes to financial statements.
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EL PASO ELECTRIC COMPANY
STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended December 31,

2018 2017 2016
Cash Flows From Operating Activities:
NELINCOIMIE ...ttt bbbttt $ 84315 $ 98,261 $ 96,768
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization of electric plant in ServiCe........ccoovevveenrenrcciene, 96,382 90,843 84,317
Amortization of NUCIEAr FUEL ..........couiueiiiiiiic e 38,176 42,476 43,748
Deferred iINCOMETAXES, NEL ........ccuiiiiririeee s 29,118 49,394 50,510
Allowance for equity funds used during CONStruCtion ............ccoceeeveeveesreiinecnnne, (3,453) (3,025) (7,023)
Other amortization @and @CCIELION ...........cveveeieririreriereieiee e 20,830 18,954 17,295
Gain on sale of property, plant and eQUIPMEN .......cooveeirerereereereee e — — (545)
Net losses (gains) on decommissioning trust funds ... 12,967 (10,626) (7,640)
Other Operating aCtIVItIES .......ccvoeiirieiieeireisiee st seeneees (38) (692) 1,279
Changein:
ACCOUNES TECEIVANIE ...ttt ettt e neenes 5,712 (138) (17,511)
LE 1Y 7= 010 =SOSR (4,117) (3,073) 265
Prepayments and OLhEr ........coovoeiiecee e (4,419) (692) (1,184)
ACCOUNES PAYADIE ...t (2,233) 1,407 (2,240)
Taxes accrued .......... (5,487) 1,840 1,945
Interest accrued 4,008 (817) 638
Net over-collection (under-collection) of fuel revenuUES ...........cocecvveeercereeneneieeens 4,822 17,093 (14,891)
Other current HabilitieS .......coeieeeiees e 9,289 (100) 1,384
Deferred charges and Credits ........cocvveirreneeiiee e (475) (12,544) (16,065)
Net cash provided by operating activities .........c.coovviiiciniicisiiie 285,397 288,561 231,150
Cash Flows From Investing Activities:
Cash additions to utility property, plant and equipment (240,021) (199,896) (229,722)
Cash additions to NUCIEAN TUEL .........cvoieeieec e (38,354) (38,481) (42,383)
Insurance proceeds received fOr @QUIPIMENE .......cc..ccervrerereerieeneeeres e e seenes 5,351 9,591 4,361
Capitalized interest and AFUDC:
Utility property, plant and eQUIPMENt ......c.ccorveeireereereeres e (7,065) (6,000) (12,006)
Nuclear fuel and OhEr .........coov oo (5,483) (5,022) (4,990)
Allowance for equity funds used during CONSrUCtIoN ..........ccoveeeereereeierenerereeereene 3,453 3,025 7,023
Decommissioning trust funds:
Fepetvely g funding of 82.4 million, 38 million end S£S MM ... (86,366) (102,920) (99.497)
Sales and MaLUrties ........cceeeeveeeeeeeeecicee e 80,732 97,037 91,268
Proceeds from sale of property, plant and eqUIPMENt ...........cccceveverieerenereseesee e 287 281 4,841
Other INVESLING aCHIVITIES ......eceiveeiiieiiieeieee et sa e sa s e ne e nnanens 4,186 (1,559) 5,373
Net cash used for investing aCtiVities ...........ccoceeevverireieneieseeneese e (283,280) (243,944) (275,732)
Cash Flows From Financing Activities:
DiIVIAENAS PAIT ...e.vvviiniiriirie ettt bbbttt e bbb (57,539) (53,337) (49,603)
Borrowings under the revolving credit facility:
Proceeds 567,894 638,458 355,607
Payments (692,220) (546,499) (415,771)
Proceeds from iSSUanCe Of SENIOr NOLES ......ccveceeeieeieeiieccee ettt s eaean 125,000 — 157,052
Proceeds from issuance of RGRT SENION NOES ........c.ccceieeviecieiieeireieeereeseesreessessesseesseenes 65,000 — —
Payments on maturing RGRT SENIiOr NOLES .........covieieiriiiiiiinitecnic s — (50,000) —
Payments on maturing pollution control BONAS ...........cceeeveereerreseese e — (33,300) —
Other fiNANCING BCHIVITIES ....veviieieereeee et (4,342) (1,369) (2,432)
Net cash provided by (used for) financing activities ..........c.ccccoeevvrcrennne. 3,793 (46,047) 44,853
Net increase (decrease) in cash and cash equivalents ..., 5,910 (1,430) 271
Cash and cash equivalents at beginning of Period ...........cccoveieoeciinnnisccce e 6,990 8,420 8,149
Cash and cash equivalents at end 0f PEFIOT .......ceureeereieenieeireiece s $ 12,900 $ 6,990 $ 8,420

See accompanying notes to financial statements.
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EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

A Summary of Significant Accounting Policies

General. El Paso Electric Company (the"Company") isapublic utility engaged inthegeneration, transmission and distribution
of electricity in an area of approximately 10,000 square milesin west Texas and southern New Mexico. The Company also serves
afull requirements wholesale customer in Texas.

Basis of Presentation. The Company maintainsits accountsin accordance with the Uniform System of Accounts prescribed
by the Federal Energy Regulatory Commission ("FERC").

Use of Estimates. The preparation of financial statements in conformity with United States ("U.S.") Generally Accepted
Accounting Principles ("GAAP") requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amountsof revenuesand expensesduring thereporting period. The Company eval uatesitsestimateson an on-going basis, including
those related to depreciation, unbilled revenue, income taxes, fuel costs, pension and other post-retirement obligations and asset
retirement obligations ("ARQO"). Actual results could differ from those estimates.

Application of the Financial Accounting Standards Board ("FASB™) Guidance for Regulated Operations. Regulated electric
utilities typically prepare their financial statements in accordance with the FASB guidance for regulated operations. The FASB
guidance for regulated operations requires the Company to include an allowance for equity and borrowed funds used during
construction ("AEFUDC" and"ABFUDC") asacost of construction of electric plant in service. AEFUDC isrecognized asincome,
and ABFUDC isshown ascapitalized interest chargesin the Company’s statements of operations. The FA SB guidancefor regul ated
operations also requires the Company to show certain costs as either assets or liabilities on a utility’s balance sheet if the regulator
provides assurance that these costs will be charged to and collected from the utility’s customers (or has already permitted such
cost recovery) or will be credited or refunded to the utility’s customers. The resulting regul atory assets or liabilities are amortized
in subsequent periods based upon the respective amortization periods reflected in a utility’s regulated rates. See Part 11, Item 8,
Financial Statements and Supplementary Data, Note E of Notes to Financial Statements for further discussion. The Company
applies the FASB guidance for regulated operations for all three of the jurisdictions in which it operates.

Comprehensive Income. Certain gainsand lossesthat are not recognized currently inthe statements of operations are reported
as other comprehensive income in accordance with the FASB guidance for reporting comprehensive income.

Utility Plant. Utility plant is generally reported at cost. The cost of renewals and betterments are capitalized, and the costs
of repairsand minor replacementsare charged to the appropriate operating expense accounts. Depreciationisprovided on astraight-
linebasisover theestimated remaining livesof theassets(ranginginaveragefrom5to 48years). Theaveragecompositedepreciation
rate utilized in 2018, 2017 and 2016 was 2.28%, 2.27% and 2.28%, respectively. When property subject to composite depreciation
is retired or otherwise disposed of in the normal course of business, its cost together with the cost of removal, less salvage is
charged to accumul ated depreciation. For other property dispositions, the applicable cost and accumul ated depreciation isremoved
from the balance sheet accounts and a gain or loss is recognized, if applicable.

The cost of nuclear fudl is amortized to fuel expense on a units-of-production basis. The Company is also amortizing its
share of costs associated with on-site spent fuel storage casks at Palo Verde Generating Station ("Palo Verde'") over the burn period
of the fuel that will necessitate the use of the storage casks. See Part |1, Item 8, Financial Statements and Supplementary Data,
Note F of Notes to Financial Statements for further discussion.

Impairment of Long-Lived Assets. Long-lived assetsarereviewed for impai rment whenever eventsor changesin circumstances
indicate that the carrying amount of an asset may not be recoverable. Recoverability of assetsto be held and used is measured by
acomparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be generated by the asset.
If the carrying amount of an asset exceeds its estimated undiscounted future cash flows, an impairment charge is recognized for
the amount by which the carrying amount of the asset exceeds the fair value of the asset.

Allowance for Funds Used During Construction ("AFUDC") and Capitalized Interest. The Company capitalizes interest
(ABFUDC) and common equity (AEFUDC) costs to construction work in progress ("CWIP") and capitalizes interest to nuclear
fuel in process in accordance with the FERC Uniform System of Accounts as provided for in the FASB guidance. AFUDC isa
non-cash component of income and is calculated monthly and charged to all new dligible construction and capital improvement
projects. AFUDC is compounded on a semi-annual basis. The average AFUDC rates used in 2018, 2017 and 2016 were 5.95%,
5.38% and 6.43%, respectively.

56



EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

Asset Retirement Obligation. The FASB guidance sets forth accounting requirements for the recognition and measurement
of liabilities associated with the retirement of tangiblelong-lived assets. An ARO associated with long-lived assetsincluded within
the scope of the FASB guidance is that for which alegal obligation exists under enacted laws, statutes, written or oral contracts,
including obligations arising under the doctrine of promissory estoppel and legal obligationsto perform an asset retirement activity
even if the timing and/or settlement are conditioned on a future event that may or may not be within the control of an entity. See
Part 11, Item 8, Financial Statements and Supplementary Data, Note G of Notes to Financia Statements for further discussion.
Under the FASB guidance, these liabilities are recognized as incurred if areasonable estimate of fair value can be established and
are capitalized as part of the cost of the related tangible long-lived assets. The Company records the increase in the ARO due to
the passage of time as an operating expense (accretion expense).

Cash and Cash Equivalents. Temporary cash investments with an original maturity of three months or less are considered
cash equivalents. The Company's cash and cash equivalents do not include amounts held in trust by the Company's Palo Verde
nuclear decommissioning trust funds ("NDT") or the pension and other post-retirement benefit trust funds.

Investments. The Company’s marketable securities, included in the NDT on the balance sheet, are reported at fair value and
consist of cash, equity securities and debt securities held in the NDT. Investmentsin equity securities are measured at fair market
value. Changes in fair value for equity securities are recognized in the statement of operations. Debt securities are classified as
"available-for-sal€" securities and, as such, unrealized gains and losses are included in accumul ated other comprehensive loss as
a separate component of common stock equity. However, if declinesin the fair value of debt securities below original cost basis
are determined to be other than temporary, the declines are reported as losses in the statements of operations and anew cost basis
is established for the affected securities at fair value. Gains and losses are determined using the cost of the security based on the
specific identification basis. See Part 1, Item 8, Financial Statements and Supplementary Data, Note P of Notes to Financial
Statements for further discussion.

Derivative Accounting. Accounting for derivative instruments and hedging activities requires the recognition of derivatives
aseither assets or liabilitiesin the balance sheet with measurement of those instrumentsat fair value. Any changesin thefair value
of these instruments are recorded in earnings or other comprehensive income. See Part 11, Item 8, Financial Statements and
Supplementary Data, Note P of Notes to Financial Statements for further discussion.

Inventories. Inventories, primarily parts, materials, supplies, fuel oil and natural gas are stated at average cost, which is not
to exceed recoverable cost.

Operating Revenues. The Company accrues revenues for services rendered, including unbilled electric service revenues.
Fuel and purchase power expenses are stated at actual cost incurred. The Company recognizes revenue associated with contracts
with customerswhen performance obligations under the terms of the contract with the customer are satisfied. Revenueis measured
as the amount of consideration the Company receives in exchange for transferring goods or providing services to the customer.
Taxes collected concurrently with revenue producing activities are excluded from revenue. Unbilled revenues are recorded for
estimated amounts of energy delivered in the period following the customer'slast billing cycle to the end of the reporting period.
Unbilled revenues are estimated based on monthly generation volumesand by applying an average revenue/kilowatt-hour ("kWh")
to the number of estimated kWhs delivered but not billed. Accountsreceivableincluded accrued unbilled revenues of $21.6 million
and $22.2 million as of December 31, 2018 and 2017, respectively. The Company presents revenues net of sales taxes in its
statements of operations.

The Company’s Texas retail customers are billed under base rates and a fixed fuel factor approved by the Public Utility
Commission of Texas ("PUCT"). The Company’s New Mexico retail customers are billed under base rates and afuel adjustment
clause that is adjusted monthly, as approved by the New Mexico Public Regulation Commission ("NMPRC"). The Company's
FERC salesfor resale customers are billed under formula base rates and fuel factors and afuel adjustment clause that is adjusted
monthly. The Company’s recovery of fuel and purchased power expenses is subject to periodic reconciliations of actual fuel and
purchased power expensesincurred to actual fuel revenues collected. The difference between fuel and purchased power expenses
incurred and fuel revenues charged to customers is reflected as over/under-collection of fuel revenues, which is included in
regulatory liabilities/assets - current in the balance sheets. See Part |1, Item 8, Financial Statements and Supplementary Data, Note
D of Notesto Financia Statements for further discussion.

Allowance for Doubtful Accounts. Theallowancefor doubtful accountsrepresentsthe Company’ sestimate of existingaccounts
receivable that will ultimately be uncollectible. The allowance is calculated by applying estimated write-off factors to various
classes of outstanding receivables. The write-off factors used to estimate uncollectible accounts are based upon consideration of
both historical collections experience and management’s best estimate of future collections success given the existing collections
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environment. Additions, deductions and balances for allowance for doubtful accounts for 2018, 2017 and 2016 are as follows (in
thousands):

2018 2017 2016
Balance at beginning of YEar..........cccceeieeeeueeeeieeeeeeee e $ 2300 $ 2156 $ 2,046
Additions:
Charged to COStS and EXPENSE. .......ueivereeriereeeeeeeeeeeeee e es 2,855 3,141 2,427
Recovery of previous Write-0ffs.........c.ccovveievereccecsce e 1,215 1,122 1,395
Uncollectible receivables written off............ccooeeiieiicieicce e, 4,300 4,119 3,712
Balance at €nd Of YEAr .......cccccvcveiiiiciceieceeteeee et $ 2070 $ 2300 $ 2,156

Income Taxes. The Company accounts for federal and state income taxes under the asset and liability method of accounting
for income taxes. Deferred income taxes are recognized for the estimated future tax consequences of "temporary differences’ by
applying enacted statutory tax rates for each taxable jurisdiction applicable to future years to differences between the financial
statement carrying amounts and the tax basis of existing assets and liabilities. Certain temporary differences are accorded flow-
through treatment by the Company's regulators and impact the Company's effective tax rate. The FASB guidance requires that
rate-regul ated companiesrecord deferred income taxes for temporary differences accorded flow-through treatment at the direction
of the regulatory commission. Theresulting deferred tax assets and liabilities are recorded at the expected cash flow to be reflected
infuturerates. Becausethe Company'sregulatorshave consistently permitted therecovery of tax effectspreviously flowed-through
earnings, the Company has recorded regulatory liabilities and assets offsetting such deferred tax assets and liabilities. The effect
on deferred tax assets and liabilities of achangein tax rate isrecognized in income in the period that includes the enactment date,
unless those deferred taxes will be collected from or returned to customers in which case they are recorded as a regulatory asset
or liability. SeePart I1, Item 8, Financial Statements and Supplementary Data, Note K of Notesto Financial Statementsfor further
discussion. The Company recognizes tax assets and liabilities for uncertain tax positions in accordance with the recognition and
measurement criteria of the FASB guidance for uncertainty in income taxes. See Part |1, Item 8, Financial Statements and
Supplementary Data, Note K of Notes to Financial Statements.

On December 22, 2017, the federal legislation commonly referred to as the Tax Cuts and Jobs Act of 2017 (“TCJA") was
enacted. Substantially al of the provisions of the TCJA are effective for taxable years beginning after December 31, 2017. The
TCJA includes significant changes to the Internal Revenue Code of 1986 (as amended, the "IRC"), including amendments that
significantly changed the taxation of business entities and includes specific provisions related to regulated public utilities. The
more significant changes that impact the Company included in the TCJA are areduction in the corporate federal income tax rate
from 35%t0 21%, elimination of the corporateal ternative minimumtax provisions, additional limitationson deductionsof executive
compensation, and limiting the utilization of net operating losses ("NOL") arising after December 31, 2017 to 80% of taxable
income with no carryback but with an indefinite carryforward. The specific provisions related to regulated public utilitiesin the
TCJA generally provide for the continued deductibility of interest expense, the elimination of bonus depreciation for property
acquired and placed into service after December 31, 2017 and the continuance of rate normalization requirements for accelerated
depreciation benefits and changes to deferred tax balances as a result of the change in the corporate federal income tax rate.

The tax effects of changes in tax laws must be recognized in the period in which the law is enacted. GAAP also requires
deferred tax assets and liahilities to be measured at the enacted tax rate expected to apply when temporary differences are to be
realized or settled. Thus, at the date of enactment of the TCJA, the Company’s deferred taxes were re-measured based upon the
new corporate federal income tax rate. The decrease in deferred taxes was recorded as aregulatory liability asit will be subject to
refund to customersand isrecorded at the expected cash flow to bereflected infuturerates. SeePart 11, [tem 8, Financial Statements
and Supplementary Data, Note K of Notes to Financial Statements for further discussion.

Earnings per Share. The Company’s restricted stock awards are participating securities and earnings per share must be
calculated using the two-class method in both the basic and diluted earnings per share calculations. For the basic earnings per
share calculation, net incomeis allocated to the weighted average number of restricted stock awards and to the weighted average
number of shares outstanding. The net income allocated to the weighted average number of shares outstanding is then divided by
the weighted average number of shares outstanding to derive the basic earnings per share. For the diluted earnings per share, net
incomeis alocated to the weighted average number of restricted stock awards and to the weighted average number of shares and
dilutive potential shares outstanding. The Company’sdilutive potential shares outstanding amount is calcul ated using the treasury
stock method for the unvested performance shares. Net income allocated to the weighted average number of shares and dilutive
potential sharesis then divided by the weighted average number of shares and dilutive potential shares outstanding to derive the
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diluted earnings per share. See Part |1, Item 8, Financial Statements and Supplementary Data, Note H of Notes to Financial
Statements for further discussion.

Stock-Based Compensation. The Company has a stock-based long-term incentive plan. The Company is required under the
FASB guidance to measure the cost of employee services received in exchange for an award of equity instruments based on the
grant-date fair value of the award. Such costs are recognized over the period during which an employee is required to provide
service in exchange for the award (requisite service period), which typicaly is the vesting period. Compensation cost is not
recognized for anticipated forfeitures prior to vesting of equity instruments. See Part 11, Item 8, Financial Statements and
Supplementary Data, Note H of Notes to Financial Statements for further discussion.

Pension and Post-retirement Benefit Accounting. See Part |1, Item 8, Financial Statements and Supplementary Data, Note N
of Notesto Financial Statements for a discussion of the Company's accounting policies for its employee benefits.

Reclassification. Certain amounts in the financial statements for 2017 and 2016 have been reclassified to conform to the
2018 presentation. The Company implemented Accounting Standards Update ("ASU") 2017-07, Compensation - Retirement
Benefits, and ASU 2016-15, Statement of Cash Flows, in the first quarter of 2018, retrospectively to all periods presented in the
Company's financial statements. See Part |1, Item 8, Financial Statements and Supplementary Data, Note B of Notesto Financial
Statements for further discussion on the new accounting standards.
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B. New Accounting Standards

New Accounting Standards Adopted

InMarch 2016, the FASB issued A SU 2016-09, Compensation - Stock Compensation (Topic 718) Improvementsto Employee
Share-Based Payment Accounting, to simplify the accounting for share-based payment transactions, including the income tax
consequences, classification of awardseither asequity or liabilities, and classification on the statementsof cash flows. The Company
adopted the new standard effective January 1, 2017. The adoption of the new standard did not have a material impact on the
Company'sfinancial condition, results of operations or cash flows. The cumulative effect of the adoption of the new standard was
to increase net operating loss carryforward ("NOL carryforward") deferred tax assets and retained earnings by $0.2 million on
January 1, 2017.

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), to provide aframework
that replaced the prior revenue recognition guidance, and FASB has since modified the standard with several ASUs. The standard
providesthat an entity should recognize the amount of revenue to which it expectsto be entitled for the transfer of promised goods
or servicesto customers. On January 1, 2018, the Company adopted the new accounting standard using the modified retrospective
method. There was no cumulative effect adjustment at the initial application of the new standard. In addition, comparative
information has not been restated and continues to be reported under the accounting standards in effect for those periods. The
Company expects the ongoing impact of the new standard to beimmaterial to net income. Following the adoption of the standard,
revenues of $8.9 million related to reimbursed costs of energy efficiency programs approved by the Company's regulators are
reported in operating revenues from customers prospectively, as opposed to being offset with associated costs within operations
and maintenance ("O&M") expenses. Related expenses of an equal amount are reported in O& M expenses. See Part 11, Item 8,
Financial Statements and Supplementary Data, Note C of Notesto Financial Statements for further discussion on revenues.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assetsand Financia Liabilities, to enhance the reporting model for financial instruments by addressing
certain aspectsof recognition, measurement, presentation and disclosure. The Company adopted the new standard effective January
1, 2018. The adoption of ASU 2016-01 eliminates the requirements to classify investments in equity securities with readily
determinable fair values into trading or available for sale and requires entities to measure equity investments at fair value and
recoghize any changesin fair valuein the Statements of Operations. ASU 2016-01 requires amodified retrospective approach and
therefore comparative information has not been restated and continues to be reported under the accounting standardsin effect for
those periods. Upon adoption of the new standard, the Company recorded a cumulative effect adjustment, net of income taxesto
increase retained earnings by $41.0 million with acorresponding decrease to accumul ated other comprehensiveincome ("AOCI™).
In addition, the Company recorded net losses of $18.6 million related to equity securitiesstill held at December 31, 2018. InMarch
2018, the FASB issued ASU 2018-04, Investments - Debt Securities (Topic 320) and Regulated Operations (Topic 980), which
provides clarification to ASU 2016-01.

InAugust 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230) Classification of Certain Cash Receipts
and Cash Payments, to reduce diversity in practice in how certain cash receipts and cash payments are classified in the statement
of cash flows. The Company adopted the new standard effective January 1, 2018. ASU 2016-15 was applied using a retrospective
transition method to each period presented. Accordingly, the Company presentedin the Statement of Cash Flowsinsurance proceeds
received for equipment of $5.4 million, $9.6 million and $4.4 million, respectively, for the twelve months ended December 31,
2018, 2017 and 2016 as cash inflows from investing activities.

InMarch 2017, the FASB issued ASU 2017-07, Compensation - Retirement Benefits (Topic 715) |mproving the Presentation
of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost. ASU 2017-07 amends Accounting Standards
Caodification ("ASC") 715, Compensation - Retirement Benefits, to require companies to present the service cost component of
net benefit costintheincome statement lineitemswhere compensation cost i sreported. Companieswill present all other components
of net benefit cost separately from the line item(s) that includes the service cost and outside of any subtotal of operating income.
In addition, only the service cost component will be eligible for capitalization in assets. The Company adopted the new standard
effective January 1, 2018. The amendmentsin ASU 2017-07 were applied retrospectively for the income statement presentation
of the service cost component and the other components of net benefit costs. The Company elected to apply the practical expedient
and used the amounts discl osed in the pension and other postretirement benefit plan notefor the 2017 and 2016 comparative periods
as the estimation basis for applying the retrospective presentation requirements. See Part |1, Item 8, Financial Statements and
Supplementary Data, Note N of Notes to Financial Statements for further discussion on employee benefits.
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In March 2018, the FASB issued ASU 2018-05, Income Taxes (Topic 740) Amendments to U.S. Securities and Exchange
Commission ("SEC") Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 118 ("SAB 118"), to add various SEC paragraphs
for clarification due to the TCJA. The Company adopted ASU 2018-05 upon issuance and implemented SAB 118 in December
of 2017 in conjunction with the enactment of the TCJA.

In August 2018, the FASB issued ASU 2018-15, Customer’s Accounting for Implementation Costs Incurred in a Cloud
Computing Arrangement That Is a Service Contract (Topic 350). ASU 2018-15 aligns the requirements for capitalizing
implementation costsfor acloud computing arrangement with the requirementsfor capitalizing implementation costsfor aninternal
use software license. Implementation costsfor acloud computing arrangement will be capitalized or expensed based on the nature
of the costs and the project’s stage in which they are incurred by applying the existing guidance for interna use software
implementation costs. Capitalized costs for a cloud computing arrangement will be presented on the same line of the bal ance sheet
as any related prepaid amounts for the arrangement, while amortization of those costs will be presented on the same line of the
income statement as the related hosting fees. Early adoption is permitted, and entities may apply the guidance either prospectively
to eligible costs incurred on or after the effective date or retrospectively. The Company early-adopted this guidance in the third
quarter of 2018, on a prospective basis, and the adoption did not have a material impact on the Company’s financial condition,
results of operations or cash flows.

New Accounting Standards to be Adopted in the Future

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), to increase transparency and comparability among
organizations by recognizing lease assets and lease liabilities on the balance sheet and requiring qualitative and quantitative
disclosures on leasing agreements. ASU 2016-02 maintains a distinction between finance leases and operating leases similar to
thedistinction under previouslease guidancefor capital leasesand operating leases. Theimpact of |easesreported inthe Company's
operating results and statement of cash flows is expected to be similar to previous GAAP. ASU 2016-02 requires the recognition
in the statement of financial position, by the lessee, of a liability to make lease payments (the lease liability) and aright-of-use
asset representing its right to use the underlying asset for the lease term. How operating leases are recorded in regard to the
Company's balance sheet represents a significant change from previous GAAP guidance. The lessee is permitted to make an
accounting policy election to not recognize lease assets and lease liabilities for short-term leases. Adoption of the new lease
accounting standard will require the Company to apply the new standard to the earliest period using a modified retrospective
approach. As part of an effort to minimize adoption impact from the new standard, the FASB issued ASU 2018-01 and 2018-11.
ASU 2018-01 provides an optional practical expedient to not eval uate existing or expired land easements under Topic 842, if those
land easements were not previously accounted for as leases under ASC Topic 840, while ASU 2018-11 allows entities to adopt
the standard with acumulative eff ect adjustment as of the beginning of the adoption year, while maintaining prior year comparative
financial information and disclosures as reported. As part of its application of ASU 2016-02, the Company has completed its
analysis of its|ease population and is finalizing the implementation of a new lease accounting system, as well as the evaluation
of the impact on business processes, systems and controls to support recognition and disclosure under the new guidance. The
Company anticipatesit will elect thefollowing practical expedients: the package of practical expedients outlined in ASU 2016-02,
the land easement practical expedient outlined in ASU 2018-01, and the optional transition expedient outlined in ASU 2018-11.
The Company also anticipates making the accounting policy election to not apply balance sheet recognition to short term leases.
The Company will adopt this guidance effective January 1, 2019 and the adoption will only affect the balance sheet by recording
lease obligations and corresponding right of use assets in an amount that ranges between $5.0 million and $8.0 million.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments- Credit Losses (Topic 326). ASU 2016-13 changes how
companies measure and recoghize credit impairment for many financial assets. The new expected credit loss model will require
companies to immediately recognize an estimate of credit l0sses expected to occur over the remaining life of the financial assets
that are in the scope of the standard. The ASU also makes targeted amendments to the current impairment model for available-
for-sale debt securities. ASU 2016-13 will be required for reporting periods beginning after December 15, 2019. ASU 2016-13
will be appliedin amodified retrospective approach through acumul ative-effect adjustment to retained earnings as of the beginning
of thefirst reporting period in which the guidance isimplemented. The Company is currently assessing the future impact of ASU
2016-13.

In February 2018, the FASB issued ASU 2018-02, Income Statement - Reporting Comprehensive Income (Topic 220), asa
result of concerns raised due to the TCJA. More specifically, because the remeasurement of deferred taxes due to the change in
the federal corporate income tax rate is required to be included in income from continuing operations, the tax effects of items
within AOCI (referred to as stranded tax effects) do not reflect the appropriate tax rate. ASU 2018-02 generally allows companies
to reclassify stranded taxes from AOCI to retained earnings. The amount of the adjustment would be the difference between the
historical federal corporate income tax rate of 35% and the newly enacted 21% federal corporate income tax rate. The provisions
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of ASU 2018-02 are effective for fiscal years and interim periods within that reporting period beginning after December 15, 2018.
Early adoption is permitted, including adoption in any interim periods for reporting periods for which financial statements have
not beenissued. The Company iscurrently evaluating theimpact of ASU 2018-02 and itsimpact on regulated utilities. At December
31, 2018, stranded taxes in AOCI are approximately $7.2 million. The Company currently does not believe the adoption of this
ASU will have amaterial impact on its financial condition, results of operations, or cash flows.

C. Revenues

On January 1, 2018, the Company adopted ASU 2014-09, Revenue from Contracts with Customers (Topic 606), for al of
its contracts using the modified retrospective method. There was no cumulative effect adjustment at the initial application of the
new standard. In addition, comparative information has not been restated and continues to be reported under the accounting
standardsin effect for those periods. The Company expects the ongoing impact of the new standard to beimmaterial to net income
and no significant changes in the Company's business processes and interna controls were necessary upon adoption of the new
standard.

The following table disaggregates revenue from contracts with customers, for the twelve months ended December 31, 2018
(in thousands):

December 31, 2018

Twelve Months

Ended
1 T $ 789,676
WHhOIESAIE ... 90,673
Wheeling (transmiSSioN)........ccceeeeeeeeeeeneneseseeeeesie e seeneas 19,026
Total revenues from contracts with customers.................. 899,375
(@107 O 4,228
Total operating reVENUES .........c.cueeveveveveveeeeeevereeeeeenee $ 903,603

The Company recognizes revenue when performance obligations under the terms of the contract with the customer are
satisfied. Revenueismeasured asthe amount of considerationthe Company receivesin exchangefor transferring goodsor providing
servicesto the customer. Taxes collected concurrently with revenue producing activities are excluded from revenue. The Company
has el ected the optional invoice practical expedient for Wholesale and Wheeling revenues, as the invoice amount will correspond
directly to the value provided by the Company's performance to date.

Retail. Retail contracts represent the Company's primary revenue source. The Company has determined that retail electric
service to residential, commercial and industrial, and public authority customers represents an implied daily contract with the
customer. Thecontract iscomprised of an obligation to supply and distribute el ectricity and rel ated capacity. Revenueisrecognized,
over time, equal to the product of the applicable tariff rates, as approved by the PUCT and the NMPRC, and the volume of the
electricity delivered to the customer, or through the passage of time based upon providing the service of standing ready. Unbilled
revenues are recognized at month end based on estimated monthly generation volumes and by applying an average revenue per
kWh to the number of estimated kWhs delivered but not billed to customers, and recorded as areceivable for the period following
the last billing cycle to the end of the reporting period. Retail customers receive a bill monthly, with payment due sixteen days
after issuance.

Wholesale. Wholesal e contracts primarily include forward power salesinto markets outside the Company’s service territory
when the Company has competitive generation capacity available, after meeting its regul ated service obligations. Pricing is either
fixed or based on an index rate with consideration potentially including variable components. Uncertainties regarding the variable
consideration will be resolved when the transaction price is known at the point of delivering the energy. The obligation to deliver
the electricity is satisfied over time as the customer receives and consumes the €electricity. Wholesale customers are invoiced
monthly on the 10" day of each month, with payment due by the 20" day of the month. In the case of the sale of renewable energy
certificates, the transaction price is allocated to the performance obligation to deliver the confirmed quantity of the certificates
based on the stand alone selling price of each certificate. Revenue is recognized as control of the certificates is transferred to the
customer. The customer is invoiced upon the completed transfer of the certificates, with payment due within ten business days.
Wholesale also includes an annual agreement between the Company and one of its wholesale customers, Rio Grande Electric
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Cooperative ("RGEC"), which involvesthe provision of full requirements el ectric service from the Company to RGEC. Therates
for this service are recalculated annually and require FERC approval.

Wheeling (transmission). Wheeling involves the Company providing point-to-point transmission service, which includesthe
receipt of capacity and energy at designated point(s) and the transfer of such capacity and energy to designated point(s) of delivery
on either afirm or non-firm basis for periods of one year or less. The performance obligation to provide capacity and transmit
energy is satisfied over time as the Company performs. Transmission customers are invoiced on a monthly basis, with payment
due within twenty days of receipt of the invoice.

Other. Other includes alternative revenue program revenue rel ating to the Company’ s potential bonus awardsfromthe PUCT
and the NMPRC mandated energy efficiency programs. Both the PUCT and the NMPRC alow for the potential to earn anincentive
bonus if the Company achieves its approved energy efficiency goals under the applicable programs. The Company recognizes
revenuerel ated to the energy efficiency programincentivesat the point intimethat theamount isobj ectively determinablegenerally
based upon an approved order from the regulator, is probable of recovery, and if it is expected to be collected within 24 months.
Other revenue also includes (i) late payment fees, (ii) leasing income, and (iii) the Company’s allocated share, based on ownership,
of sales of surplus effluent water from Palo Verde.

Accounts receivable. Accountsreceivableis principally comprised of revenue from contracts with customers. The Company
recoghizes expense for accounts that are deemed uncollectible in operating expense. The Company recognized $2.9 million of
uncollectible expense for the twelve months ended December 31, 2018.

D. Regulation

General

The rates and services of the Company are regulated by incorporated municipalities in Texas, the PUCT, the NMPRC and
the FERC. Municipal orders, ordinances and other agreements regarding rates and services adopted by Texas municipalities are
subject to review and approval by the PUCT. The FERC has jurisdiction over the Company's wholesale (sales for resale - full
requirement customer) transactions, transmission service and compliance with federally-mandated reliability standards. The
decisions of the PUCT, the NMPRC and the FERC are subject to judicial review.

Texas Regulatory Matters

2015 Texas Retail Rate Case Filing. On August 10, 2015, the Company filed with the City of El Paso, other municipalities
incorporated in its Texas service territory and the PUCT in the 2015 Texas Retail Rate Case, arequest for an annual increase in
non-fuel base revenues (2015 Texas Retail Rate Case"). On July 21, 2016, the partiesto PUCT Docket No. 44941 filed the Joint
Motion to Implement Uncontested Amended and Restated Stipulation and Agreement which was unopposed by the parties. On
August 25, 2016, the PUCT issued the PUCT Final Orderin Docket No. 44941 (2016 PUCT Final Order"). Interim rates associ ated
with the annual non-fuel base rate increase became effective on April 1, 2016. The additional surcharges associated with the
incremental Four Corners Generating Station ("Four Corners') costs, rate case expensesand therel ate back of ratesto consumption
on and after January 12, 2016, through March 31, 2016, were implemented on October 1, 2016.

For financial reporting purposes, the Company deferred any recognition of the Company's request in its 2015 Texas Retail
Rate Case until it received the 2016 PUCT Final Order on August 25, 2016. Accordingly, it reported in the third quarter of 2016
the cumulative effect of the 2016 PUCT Final Order, which related back to January 12, 2016.

2017 Texas Retail Rate Case Filing. On February 13, 2017, the Company filed with the City of El Paso, other municipalities
incorporated in the Company's Texas service territory and the PUCT in the 2017 Texas Retail Rate Case, arequest for anincrease
in non-fuel base revenues. On November 2, 2017, the Company filed the Joint Motion to Implement Uncontested Stipulation and
Agreement with the Administrative Law Judges for the 2017 Texas Retail Rate Case.

On December 18, 2017, the PUCT issued the PUCT Final Order in Docket No. 46831 (2017 PUCT Fina Order"), which
provides, among other things, for the following: (i) an annual non-fuel base rate increase of $14.5 million; (ii) areturn on equity
of 9.65%; (iii) all new plant in service asfiled in the Company's rate filing package was prudent and used and useful and therefore
isincluded in rate base; (iv) recovery of the costs of decommissioning Four Corners in the amount of $5.5 million over a seven
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year period beginning August 1, 2017; (v) the Company to recover reasonable rate case expenses of approximately $3.4 million
through a separate surcharge over athree year period; and (vi) arequirement that the Company file a refund tariff if the federal
statutory income tax rate, as it relates to the Company, is decreased before the Company filesits next rate case. The 2017 PUCT
Final Order also established baseline revenue requirements for recovery of future transmission and distribution investment costs
(for which the Company could seek recovery after January 1, 2019) and includes a minimum monthly bill of $30.00 for new
residential customerswith distributed generation, such as private rooftop solar. Additionally, the 2017 PUCT Final Order allowed
for the annual recovery of $2.1 million of nuclear decommissioning funding and establishes annual depreciation expense that is
approximately $1.9 million lower than the annual amount requested by the Company initsinitial filing. Finally, the 2017 PUCT
Final Order alowed for the Company to recover revenues associated with the relate back of rates to consumption on and after
July 18, 2017, through a separate surcharge, which expired on January 9, 2019, with areconciliation of any over- or under-charge
to be addressed in a separate proceeding.

New baserates, including additional surcharges associated with rate case expensesand therel ate back of ratesto consumption
on and after July 18, 2017, through December 31, 2017, were implemented in January 2018.

For financial reporting purposes, the Company deferred any recognition of the Company's request in its 2017 Texas Retail
Rate Case until it received the 2017 PUCT Fina Order on December 18, 2017. Accordingly, it reported in the fourth quarter of
2017 the cumulative effect of the 2017 PUCT Final Order, which related back to July 18, 2017.

The 2017 PUCT Final Order required the Company to file arefund tariff if the federal statutory income tax rate, as it
relates to the Company, was decreased before the Company files its next general rate case. Following the enactment of the
TCJA on December 22, 2017, and in compliance with the 2017 PUCT Final Order, on March 1, 2018, the Company filed with
the PUCT and each of its municipalities a proposed refund tariff designed to reduce base charges for Texas customers
equivalent to the expected annual decrease of $22.7 million in federal income tax expense resulting from the TCJA changes,
and an additional refund of $4.3 million for the amortization of aregulatory liability related to the reduced tax expense for the
months of January through March of 2018. This filing was assigned PUCT Docket No. 48124. On March 27, 2018, the PUCT
approved the Company's proposed refund tariff on an interim basis, subject to refund or surcharge, for customer billing
effective April 1, 2018. Each of the Company's municipalities al so implemented the Company's proposed tax credits on an
interim basis effective April 1, 2018. The refund isreflected in rates over a period of one year beginning April 1, 2018, and will
be updated annually until new base rates are implemented pursuant to the Company's next Texas rate case filing. The PUCT
issued an order on December 10, 2018, approving the proposed refund tariff.

Texas Energy Efficiency Cost Recovery Factor. On May 1, 2017, the Company filed its annual application with the PUCT,
which was assigned PUCT Docket No. 47125, to establish its energy efficiency cost recovery factor for 2018. In addition to
projected energy efficiency costs for 2018 and a reconciliation of collections to prior year actua costs, the Company requested
approval of anincentive bonus for the 2016 energy efficiency program resultsin accordance with PUCT rules. Interim rates were
approved effective January 1, 2018. The Company, the PUCT Staff and the City of El Paso reached an agreement that includes an
incentive bonus of $0.8 million. The agreement was filed on January 25, 2018, and was approved by the PUCT on February 15,
2018.

On May 1, 2018, the Company filed its annual application with the PUCT, which was assigned PUCT Docket No. 48332,
to establish its energy efficiency cost recovery factor for 2019. In addition to projected energy efficiency costs for 2019 and a
reconciliation of collections to actual costs for the prior year, the Company requested approval of a $1.0 million incentive bonus
for the 2017 energy efficiency program results in accordance with PUCT rules. Instead of convening an actual hearing on the
merits of this case, the parties agreed to enter into the record the pre-filed testimony of the parties and certain other exhibits and
then file briefs on the contested issues. The Administrative Law Judge issued a proposed final decision on November 15, 2018,
including the Company's fully requested incentive bonus. On January 17, 2019, the PUCT issued an order approving a modified
bonus amount of $0.9 million.

Fuel and Purchased Power Costs. The Company's actual fuel costs, including purchased power energy costs, are recovered
from customers through a fixed fuel factor. The PUCT has adopted a fuel cost recovery rule ("Texas Fuel Rule") that alows the
Company to seek periodic adjustmentsto its fixed fuel factor. The Company can seek to revise itsfixed fuel factor based upon the
approved formula at least four months after its last revision except in the month of December. The Texas Fuel Rule requires the
Company to request to refund fuel costs in any month when the over-recovery balance exceeds a threshold material amount and
it expectsfuel coststo continueto bematerially over-recovered. The Texas Fuel Ruleal so permitsthe Company to seek to surcharge
fuel under-recoveriesin any month the balance exceeds a threshold material amount and it expects fuel cost recovery to continue
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to be materially under-recovered. Fuel over- and under-recoveries are considered material when they exceed 4% of the previous
twelve months fuel costs. All such fuel revenue and expense activities are subject to periodic final review by the PUCT in periodic
fuel reconciliation proceedings.

On November 30, 2016, the Company filed a request with the PUCT, which was assigned PUCT Docket No. 46610, to
increaseitsfixed fuel factor by approximately 28.8% to reflect increased fuel expenses primarily related to anincreasein the price
of natural gas used to generate power. The increase in the fixed fuel factor was effective on an interim basis January 1, 2017, and
approved by the PUCT on January 10, 2017.

On October 13, 2017, the Company filed arequest with the PUCT, which was assigned PUCT Docket No. 47692, to decrease
the Texas fixed fuel factor by approximately 19% to reflect decreased fuel expenses primarily related to adecrease in the price of
natural gas used to generate power. The decrease in the Texas fixed fuel factor became effective beginning with the November
2017 hilling month.

On April 13, 2018, the Company filed a request with the PUCT, which was assigned PUCT Docket No. 48264, to decrease
the Texas fixed fuel factor by approximately 29% to reflect decreased fuel expenses primarily related to a decrease in the price of
natural gas used to generate power. On April 25, 2018, the Company's proposed fuel factors were approved on an interim basis
effective for thefirst billing cycle of the May 2018 billing month. The revised factor was approved by the PUCT and the docket
closed on May 22, 2018.

On October 15, 2018, the Company filed arequest with the PUCT, which was assigned PUCT Docket No. 48781, to decrease
the Texas fixed fuel factor by approximately 6.99% to reflect decreased fuel expenses primarily related to a decrease in the price
of natural gas used to generate power. On October 25, 2018, the Company's fixed fuel factor was approved on an interim basis
effective for the first billing cycle of the November 2018 billing month. The revised factor was approved by the PUCT and the
docket closed on November 19, 2018. The Texas fixed fuel factor will continue thereafter until changed by the PUCT. As of
December 31, 2018, the Company had a net fuel over-recovery balance of approximately $8.9 million in Texas.

Fuel Reconciliation Proceeding. On September 27, 2016, the Company filed an application with the PUCT, designated as
PUCT Docket No. 46308, to reconcile $436.6 million of Texas fuel and purchased power expenses incurred during the period of
April 1, 2013, through March 31, 2016. On June 29, 2017, the PUCT approved a settlement in this proceeding. The settlement
provides for the reconciliation of fuel and purchased power costs incurred from April 1, 2013, through March 31, 2016. The
financial results for the twelve months ended December 31, 2017, includes a $5.0 million, pre-tax increase to income reflecting
the settlement of the Texas fuel reconciliation proceeding. This amount represents Palo Verde performance rewards associated
with the 2013 to 2015 performance periods net of disallowed fuel and purchased power costs as approved in the settlement.
Additionally, the settlement modifies and tightens the Palo Verde performance rewards measurement bands beginning with the
2018 performance period. The April 1, 2016, through December 31, 2018, Texas jurisdictional fuel and purchased power costs
subject to prudence review total approximately $353.4 million.

Community Solar. On June 8, 2015, the Company filed a petition with the PUCT to initiate a community solar program that
includesthe construction and ownership of athree-megawatt ("MW") solar photovoltaic system located at M ontana Power Station
("MPS"). Participation is on a voluntary basis, and customers contract for a set capacity (kW) amount and receive all energy
produced. This case was assigned PUCT Docket No. 44800. The Company filed a settlement agreement among all parties on July
1, 2016, approving the program, and the PUCT approved the settlement agreement and program on September 1, 2016. OnApril 19,
2017, the Company announced that the entire three-MW program was fully subscribed by approximately 1,500 Texas customers.
The Community Solar facility began commercial operation on May 31, 2017.

OnMarch 20, 2018, the Company filed apetition withthe PUCT and each of its Texas muni cipalitiesto expand its community
solar program in Texas to include two-MW of solar powered generation from the ten-MW solar photovoltaic facility located at
Newman Power Station ("Newman") and to reduce rates under the community solar tariff. The case before the PUCT was assigned
PUCT Docket No. 48181 and a hearing was held on December 4, 2018. The Company cannot predict the outcome of the case at
thistime.

Transmission Cost Recovery Factor. On January 25, 2019, the Company filed an application with the PUCT to establish its
Transmission Cost Recovery Factor ("TCRF"), which was assigned PUCT Docket No. 49148 (2019 TCRF ratefiling"). The 2019
TCRF ratefiling is designed to recover arequested $8.2 million of Texas jurisdictional transmission revenue requirement that is
not currently being recovered in the Company's Texas base rates for transmission-related investments placed in service from
October 1, 2016, through September 30, 2018, net of retirements. The Company cannot predict the outcome of thisfiling at this
time.
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Four Corners Generating Station. On February 17, 2015, the Company and Arizona Public Service Company ("APS")
entered into an asset purchase agreement ("Purchase and Sale Agreement”) providing for the sale of the Company's interest in
Four Corners to APS. The sale of the Company's interest in Four Corners closed on July 6, 2016. See Part 11, Item 8, Financial
Statements and Supplementary Data, Note F of Notes to Financial Statements for further discussion on the sale of Four Corners.

On June 10, 2015, the Company filed an application in Texas requesting reasonableness and public interest findings and
certain rate and accounting findings rel ated to the Purchase and Sale Agreement. This case was assigned PUCT Docket No. 44805.
Subsequent to the filing of the application, the case was subject to numerous procedural matters, including a March 23, 2016,
order in which the PUCT determined not to dismiss the reasonableness and public interest issuesin this docket but to consider the
reguested rate and accounting findings, including coal mine reclamation costs, in arate case proceeding. On September 1, 2016,
amotion by partiesin the proceeding to suspend the procedural schedulein order to pursue settlement was approved. On March 3,
2017, the Company filed a Joint Motion to Implement Stipulation and Agreement (* Stipulation and Agreement”), and PUCT Staff
filed its recommendation that the Company’s disposition of its interest in Four Corners was reasonable and consistent with the
public interest. Additionally, the signatories of the Stipulation and Agreement agreed to support the recovery of the Company's
Four Corners decommissioning costsin the 2017 Texas Retail Rate Case. A final order approving the Stipulation and Agreement
was adopted by the PUCT on March 30, 2017. The approval to recover Four Corners decommissioning costs was included in the
2017 PUCT Final Order.

Other Required Approvals. The Company has obtained other required approvals for tariffs and other approvals required by
the Texas Public Utility Regulatory Act ("PURA") and the PUCT.

New Mexico Regulatory Matters

2015 New Mexico Rate Case Filing. On May 11, 2015, the Company filed arequest withthe NMPRC, in Case No. 15-00127-
UT, for an annual increase in non-fuel base rates. On June 8, 2016, the NMPRC issued its final order in Case No. 15-00127-UT
("NMPRC Fina Order"), which approved an annual increase in non-fuel base rates of approximately $0.6 million, an increase of
approximately $0.5 millionin other service fees and adecrease in the Company's alowed return on equity to 9.48%. The NMPRC
Final Order concluded that all of the Company's then-new plant in service was reasonable and necessary and therefore would be
recoverable in rates. The Company's rates were approved by the NMPRC effective July 1, 2016, and implemented at such time.

Future New Mexico Rate Case Filing. On April 12, 2017, the NMPRC issued an order in Case No. 15-00109-UT requiring
the Company to make arate filing in New Mexico no later than July 31, 2019, using an appropriate historical test year period.

New Mexico Order Commencing Review of the Effects of the TCJA on Regulated New Mexico Utilities. On January 24, 2018,
the NMPRC initiated a proceeding in Case No. 18-00016-UT on the impact of the TCJA on New Mexico regulated utilities. On
February 23, 2018, the Company responded to a NMPRC Staff inquiry regarding the proceeding. On April 4, 2018, the NMPRC
issued an order requiring the Company to file a proposed interim rate rider to adjust the Company's New Mexico base revenues
in amounts equivalent to the Company's reduced income tax expense for New Mexico customers resulting from the TCJA, to be
implemented on or beforeMay 1, 2018. The NMPRC order further requiresthat the Company record and track aregulatory liability
for the excess accumulated deferred income taxes created by the change in the federal corporate income tax rate, consistent with
the effective date of the TCJA, and subject to amortization determined by the NMPRC in the Company's next general rate case.
TheCompany recorded sucharegulatory liability during thequarter ended December 31,2017. OnApril 16,2018, after consultation
with the New Mexico Attorney General pursuant to the NMPRC order, the Company filed an interim rate rider with the NMPRC
with a proposed effective date of May 1, 2018. The annualized credits expected to be refunded to New Mexico customers
approximate $4.9 million. The Company implemented the interim rate rider in customer bills beginning May 1, 2018 pursuant to
the NMPRC order.

On September 5, 2018, the NMPRC issued an order in Case No. 17-00255-UT involving Southwestern Public Service
Company's ("SPS's") request to change ratesin which the NM PRC directed SPSto refund the difference in corporate tax rate from
January 1, 2018, through the effective date of new rates. SPS appealed the NMPRC order to the New Mexico Supreme Court in
Southwestern Public Service Co. v. NMPRC, No. S-1-SC-37248 ("SPS Appeal No. 1"), challenging the refund as prohibited
retroactive ratemaking among other reasons. The New Mexico Supreme Court issued a partial and interim stay of the rates on
September 26, 2018. On September 12, 2018, the NMPRC in Case No. 18-00016-UT issued an Order Regarding the Disposition
of Tax Savings Under the Federal Tax Cuts and Jobs Act of 2017, which put public utilities on notice that all revenue collected
through general ratesfor the purpose of payment of federal incometaxesisand will continue to be subject to possible refund upon
a subsequent determination to be made in the appropriate pending or future NMPRC adjudicatory hearing. On October 11, 2018,
SPS filed a Notice of Appeal of that NMPRC order to the New Mexico Supreme Court in Southwestern Public Service Co. v.
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NMPRC, No. S-1-SC-37308 ("SPS Appeal No. 2"). Opening briefsin SPS Appeal No. 1 werefiled January 14, 2019. In the event
the NMPRC order in Case No. 17-00255-UT is upheld by the New Mexico Supreme Court, the Company would likely berequired
to record and refund approximately $1.2 million to its New Mexico customers, which represents tax benefits received by the
Company for the period January 1, 2018, through April 30, 2018. On February 15, 2019, the NMPRC and SPSfiled ajoint motion
for remand and stipulated dismissal of SPS appeals of NMPRC orders with the New Mexico Supreme Court, which among other
things, reflects agreements between the NMPRC and SPS, which in part provide, that the NMPRC will replace the order in Case
No. 17-00255-UT with anew order that eliminates the retroactive TCJA refund and that SPS will dismiss Appeals No. 1 and No.
2. The Company is monitoring the SPS cases and cannot determine the outcome of the cases at thistime.

Fuel and Purchased Power Costs. Historically, fuel and purchased power costs were recovered through base rates and a Fuel
and Purchased Power Cost Adjustment Clause ("FPPCAC") that accounts for changes in the costs of fuel relative to the amount
included in base rates. Effective July 1, 2016, with the implementation of the NMPRC Final Order, fuel and purchased power
costs are no longer recovered through base rates but are recovered through the FPPCAC. The Company's request to reconcile its
fuel and purchased power costs for the period January 1, 2013, through December 31, 2014, also was approved in the NMPRC
Final Order. New Mexico jurisdictional costs subject to prudence review are costs from January 1, 2015, through December 31,
2018, that total approximately $206.8 million. At December 31, 2018, the Company had a net fuel over-recovery balance of
approximately $0.4 million related to the FPPCAC in New Mexico. As required, the Company filed a request to continue use of
its FPPCAC with the NMPRC on January 5, 2018, which was assigned Case No. 18-00006-UT. The NMPRC issued afinal order
in the case on February 13, 2019, which authorized the Company to continue use of its FPPCAC without change and approved
the Company's reconciliation of its fuel and purchased power costs for the period January 1, 2015, through December 31, 2016.
Thefinal order is subject to rehearing and appeal for thirty days after the February 13, 2019 date of issuance. The Company cannot
predict the outcome of this case at thistime.

Effective January 1, 2018, pursuant to the final order in NMPRC Case No. 17-00090-UT, the Renewable Portfolio Standard
("RPS") costs for New Mexico are recovered through a separate RPS Cost Rider and not through the FPPCAC. At December 31,
2018, the Company had a net fuel over-recovery balance related to the RPS Cost Rider of approximately $1.6 million. The RPS
Cost Rider isupdated in an annual NMPRC filing, including areconciliation of the prior calendar year’s RPS costs and RPS Cost
Rider revenue.

5-MW Holloman Air Force Base ("HAFB") Facility Certificate of Convenience and Necessity ("CCN"). On October 7, 2015,
in CaseNo. 15-00185-UT, the NMPRC issued afinal order approving aCCN for afive-MW solar power generation facility located
on HAFB inthe Company's serviceterritory in New Mexico. The Company and HAFB negotiated aretail contract, which includes
apower sales agreement for the facility, to replace the existing | oad retention agreement that was approved by NMPRC final order
issued Octaber 5, 2016, in Case No. 16-00224-UT. The solar generation facility began commercial operation on October 18, 2018.

New Mexico Efficient Use of Energy Recovery Factor. On July 1, 2016, the Company filed its annual application with the
NMPRC requesting approval of its 2017 Energy Efficiency and Load Management Plan and to establish the Efficient Use of
Energy recovery factor ("EUERF") for 2017. In addition to projected energy efficiency costs for 2017, the Company requested
approval of a$0.4 million incentive for 2017 energy efficiency programsin accordance with NMPRC rules. This application was
assigned Case No. 16-00185-UT. On February 22, 2017, the NMPRC issued afinal order approving the Company’s 2017 Energy
Efficiency and Load Management Plan. The Company’s EUERF was approved and effective in customer bills beginning on
March 1, 2017. NMPRC rules authorize continuation of the energy efficiency programs and incentive approved in Case
No. 16-00185-UT through 2018. The Company recorded approved incentives in operating revenues of $0.3 million and $0.7
million in 2018 and 2017, respectively, related to its 2015 through 2017 Energy Efficiency and Load Management Plans.

OnJuly 2, 2018, the Company fileditsrequired application withthe NMPRC for approval of its2019-2021 Energy Efficiency
and Load Management Plan and EUERF. The application includes arequest for abase incentive of 7.1% of program expenditures,
or approximately $0.4 million annually for 2019-2021. The application was assigned Case No. 18-00116-UT and hearings were
held on November 7, 2018, and November 8, 2018. The Hearing Examiner issued a Recommended Decision on January 30, 2019,
and afinal order from the NMPRC is pending. The Company cannot predict the outcome of this case at thistime.

Community Solar. On April 24, 2018, the Company filed an application with the NMPRC to initiate a community solar
program in New Mexico to include construction and ownership of a two-MW solar photovoltaic system located in Dofia Ana
County near the City of Las Cruces. Customer participation would have been on a voluntary basis, and customers would have
contractedfor aset capacity (kW) amount andwould havereceived al energy produced by their subscribed capacity. Theapplication
wasassigned Case No. 18-00099-UT and was dismissed without prejudice on October 31, 2018. The NMPRC set asideits October
31, 2018, order dismissing the application without prejudice, and on December 19, 2018, the NMPRC issued an Order Requiring
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El Paso Electric Company to Conduct Request for Proposals and to Amend Application; Order Extending Statutory Period and
Appointing Hearing Examiner that would have required the Company to amend itsinitially-filed application on or before February
15, 2019. However, on January 10, 2019, the NMPRC (with three new Commissioners) reconsidered its prior order and dismissed
the Community Solar application without prejudice. The caseis now closed.

Integrated Resource Plan. On September 17, 2018, the Company filed its Integrated Resource Plan with the NMPRC for
the period 2018-2037 ("2018 IRP") in Case No. 18-00293-UT asrequired by regulation and the Joint Stipulation in NMPRC Case
No. 15-00241-UT, which was the Company's prior integrated resource plan filing. The triennial filing requires a public advisory
process as part of the development of the plan to identify a cost-effective portfolio of resources. Thefiled plan is subject to written
public comments filed with the NMPRC to which the Company responded on October 29, 2018. NMPRC Staff filed a written
report on November 16, 2018, recommending that the NM PRC return the 2018 IRPto the Company with instructionsfor re-filing
to correct 12 deficiencies identified by the NMPRC Staff report. On December 5, 2018, the NMPRC issued an Order Partialy
Accepting Integrated Resource Plan; Order Requiring Refiling for Deficiencies. Pursuant to that order, on January 3, 2019, the
Company filed an amended 2018 IRP. On January 10, 2019, in light of a pending motion for reconsideration, the NMPRC ordered
its Staff to provide additional information and respond to issues raised regarding the filed 2018 IRP. The Company cannot predict
the outcome of the NMPRC's review of the plan or the outcome of this case at thistime.

Issuance of Long-Term Debt, Securities Financing, and Guarantee of Debt. On October 7, 2015, the Company received
approval in NMPRC Case No. 15-00280-UT to guarantee theissuance of up to $65.0 million of long-term debt by the Rio Grande
Resources Trust |1 ("RGRT") to finance future purchases of nuclear fuel and to refinance existing nuclear fuel debt obligations,
which remains effective. Under thisauthorization, on June 28, 2018, the RGRT issued $65.0 million in aggregate principal amount
of 4.07% Senior Guaranteed Notes due August 15, 2025. On October 4, 2017, the Company received additional approval in
NMPRC Case No. 17-00217-UT to amend and extend the Company's Revolving Credit Facility ("RCF"), issue up to $350.0
million in long-term debt and to redeem and refinance the $63.5 million 2009 Series A 7.25% Pollution Control Bonds ("PCBs")
and the $37.1 million 2009 Series B 7.25% PCBs, which have optional redemptions beginning in 2019. The NMPRC approval to
issue $350.0 million in long-term debt supersedes its prior approval. Under this authorization, on June 28, 2018, the Company
issued $125.0 million in aggregate principal amount of the Company's 4.22% Senior Notes due August 15, 2028. Additionally, on
September 13, 2018, the Company and the Bank of New York Mellon Trust Company, N.A., astrustee of the RGRT, entered into
a$350.0 million third amended and restated credit agreement. See Part 11, Item 8, Financia Statements and Supplementary Data,
Note J of Notesto Financia Statements for further discussion on long-term debt and financing obligations.

On January 30, 2019, the Company submitted an application with the NMPRC seeking approval to issue shares of common
stock, including the reissuance of treasury shares, in an amount up to $200.0 million in one or more transactions. The application
was assigned Case No. 19-00033-UT, and a hearing is scheduled for March 15, 2019. Additionally, the Company is preparing for
potential transactions related to the 2009 Series A and Series B PCBs. On February 1, 2019, the Company purchased in lieu of
redemption all the $63.5 million 2009 Series A 7.25% PCBs. The bonds were purchased utilizing funds borrowed under the RCF.
The Company is currently holding the bonds and may remarket them or replace them with debt instruments of equivalent value
at a future date depending on the Company's financing needs and market conditions.

Other Required Approvals. The Company has obtained other required approvals for tariffs and other approvals as required
by the New Mexico Public Utility Act and the NMPRC.

Federal Regulatory Matters

Inquiry Regarding the Effect of the TCJA on Commission-Jurisdictional Rates and Order to Show Cause. On March 15,
2018, the FERC issued two show cause orders under Section 206 of the Federal Power Act and Rule 209(a) of the FERC's Rules
of Practice and Procedure, directing 48 individual public utilities with stated transmission rates or transmission formularateswith
afixed line item of 35% for the federal income tax component to, within 60 days of the date of the orders, either (1) propose
revisionsto their transmission ratesunder their open accesstransmission tariffs or transmission owner tariffson filewith the FERC,
or (2) show cause why they should not be required to do so (" Show Cause Proceeding"). The Company was included in the list
of public utilitiesimpacted by the FERC orders. On May 14, 2018, the Company submitted its response, as required by the FERC
order, which demonstrated that the reduced annual incometax does not cause the Company'stotal transmission revenuesto become
excessive and therefore no rate reduction was justified. Instead, the Company stated in its response that it will prepare for afuture
filing in which it will seek approval for revised Open Access Transmission Tariff ("OATT") rates that would include the recovery
of an increased total transmission revenue regquirement from OATT customers based on current circumstances and appropriate
forward-looking adjustments. On November 15, 2018, FERC issued an order finding that the Company had demonstrated that no
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rate reduction was justified and terminating the Show Cause Proceeding. The Company expectsto file its request for approval to
revise OATT ratesin the third quarter of 2019.

Notice of Proposed Rulemaking on Public Utility Transmission Changes to Address Accumulated Deferred Income Taxes.
On November 15, 2018, the FERC issued aNotice of Proposed Rulemaking ("NOPR") that proposesto direct public utilitieswith
transmission OATT rates, atransmission owner tariff or arate scheduleto determine the amount of excessor deficient accumul ated
deferred income taxes caused by the TCJA's reduction to the federal corporate income tax rate and return or recover this amount
to or from customers. The NOPR has been assigned FERC Docket No. RM19-5-000. The Company is currently evaluating the
impact of this proposed rulemaking.

Issuance of Long-Term Debt, Securities Financing, and Guarantee of Debt. On October 31, 2017, the FERC issued an order
in Docket No. ES17-54-000 approving the Company’s filing to (i) amend and extend the RCF; (ii) issue up to $350.0 millionin
long-term debt; (iii) guarantee the issuance of up to $65.0 million of long-term debt by the RGRT; and (iv) redeem, refinance and/
or replace the $63.5 million 2009 Series A 7.25% PCBs and the $37.1 million 2009 Series B 7.25% PCBs, which have optional
redemptions beginning in 2019. The order also approved the Company's request to continue to utilize the existing RCF with the
ability to amend and extend at afuture date. The authorization is effective from November 15, 2017, through November 14, 2019,
and supersedes prior FERC approvals. Under thisauthorization, on June 28, 2018, the Company issued $125.0 millionin aggregate
principal amount of the Company's 4.22% Senior Notes due August 15, 2028, and the RGRT issued $65.0 million in aggregate
principal amount of its 4.07% Senior Guaranteed Notes due August 15, 2025. Also, on September 13, 2018, the Company and the
Bank of New York Mellon Trust Company, N.A., astrustee of the RGRT, entered into a $350.0 million third amended and restated
credit agreement. Additionally, the Company is preparing for potential transactionsrelated to the 2009 SeriesA and Series B PCBs.
On February 1, 2019, the Company purchased in lieu of redemption all the $63.5 million 2009 SeriesA 7.25% PCBs. The bonds
were purchased utilizing funds borrowed under the RCF. The Company is currently holding the bonds and may remarket them or
replace them with debt instruments of equivalent value at a future date depending on the Company's financing needs and market
conditionsandinaccordancewith FERC action expectedin March 2019inresponseto the Company’ smost recent FERC application
(seebelow). SeePart |1, Item 8, Financial Statements and Supplementary Data, Note Jof Notesto Financial Statementsfor further
discussion on long-term debt and financing obligations.

On January 30, 2019, the Company submitted an application with the FERC seeking approval to issue shares of common
stock, including the reissuance of treasury shares, in an amount up to $200.0 million in one or more transactions. Included in the
FERC application, the Company al so requested various debt-related authorizations: approval to utilize the existing RCF for short-
term borrowing not to exceed $400.0 million at any onetime; to issue up to $225.0 million in new long-term debt; and to remarket
the $63.5 million 2009 Series A 7.25% PCBs and the $37.1 million 2009 Series B 7.25% PCBsin the form of replacement bonds
or senior notes of equivalent value, not to exceed $100.6 million. If approved, the FERC authorization would supersede its prior
approvals.

Other Required Approvals. The Company has obtained required approvals for rates, tariffs and other approvals as required
by the Federal Power Act and the FERC.

U.S. Department of Energy ("DOE"). The DOE regulates the Company's exports of power to Mexico pursuant to a DOE
grant of export authorization. In addition, the Company isthe holder of two presidential permitsissued by the DOE under which
the Company constructed and operates border facilities crossing the U.S./Mexico border.

The DOE is authorized to assess operators of nuclear generating facilities ashare of the costs of decommissioning the DOE's
uranium enrichment facilities and for the ultimate costs of disposal of spent nuclear fuel. See Part |1, Item 8, Financial Statements
and Supplementary Data, Note F of Notes to Financial Statements for further discussion of spent fuel storage and disposal costs.

Sales for Resale and Network Transmission Service to Rio Grande Electric Cooperative

The Company provides firm capacity and associated energy to the RGEC pursuant to an ongoing contract with atwo-year
notice to terminate provision. The Company also provides network integrated transmission service to the RGEC pursuant to the
Company's OATT. The contract includes aformula-based rate that is updated annually to recover non-fuel generation costs and a
fuel adjustment clause designed to recover al digible fuel and purchased power costs allocable to the RGEC. The Company's
service to RGEC isregulated by FERC.
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Regulatory Assets and Liabilities
The Company's operations are regulated by the PUCT, the NMPRC and the FERC. Regulatory assets represent probable

future recovery of previously incurred costs, which will be collected from customers through the ratemaking process. Regulatory
liahilities represent probable future reductions in revenues associated with amounts that are to be credited to customers through
the ratemaking process. Regulatory assets and liabilities reflected in the Company's balance sheet are presented below (in

thousands):
Amortization December 31, December 31,
Period Ends 2018 2017
Regulatory assets
REQUIGLONY taX SSALS......vreeeeeeeeerirerieeeeeeeieeeieeeeeeeee e eeeseeeeenes €) $ 39519 $ 40,512
Loss on reacquired debt (D)........coevverevievesesereeeceeeee May 2035 14,074 14,926
Final coal reclamation............ccooeveiinenie e (© 4,065 4,726
Four Corners deCommiSSiONiNg .......c.ceereeuereeierieenieesieesneeenne (d) 5,813 6,604
Nuclear fuel postload daily financing charge..........cccccccvevennee. (e 3,717 3,536
Unrecovered issuance costs due to reissuance of PCBs (b)...... August 2042 728 761
Texas 2015 rate Case COSES (F)...ovevreirrieriinenrereesees e January 2021 747 1,144
TeXaS 2017 rale CASE COSES.....uviiueeerieereeieeneesseensesseensesseensenseenes January 2021 2,634 3,642
Texas relate back surcharge (g) .......ocoeeveeerereenerieneeeeerereens January 2019 — 8,591
New Mexico renewable energy credits and related costs (h).... June 2022 4,709 5,823
New Mexico Palo Verde deferred depreciation ..........cccueeee.. 0] 4,111 4,263
Other regulatory @SSatS........coceererereneie e various 1,703 1,508
Total regulatory assets 81,820 96,036
Current portion (amount due within one year) 6,972 —
Regulatory assets, non-current $ 74,848 $ 96,036
Regulatory liabilities

Regulatory tax liabilities........ccccoeveeevieevee e () $ 291,557 $ 289,013
Accumulated deferred investment tax credit...........cccceceeeeeenene (k) 7,872 4,816
Texas energy effiCcienCy ......ccoeeverereree e () — 895
New Mexico energy efficiency .......ccooovveveresesereeeeececeeeenes () 1,694 1,394
FUEl revenue OVEr-TECOVENY........coivirere e (m) 11,047 6,225
Other regulatory [1abilities.........ccvirrereiineere s various 1,086 567
Total regulatory liabilities 313,256 302,910
Current portion (amount due within one year) 14,686 6,225
Regulatory liabilities, non-current $ 298570 $ 296,685

@

(b)
(©

(d)

(e
()
(9)

Thisitem relatesto (i) the regulatory treatment of the equity portion of AFUDC which is recovered in rate base by an offset
with the related accumulated deferred income tax liability, and (ii) excess deferred state income taxes which are recovered
through amortization to tax expense in cost of service. The amortization period for the excess deferred state income taxesis
15 years as established in the 2016 PUCT Final Order and the NMPRC Final Order.

Thisitem isrecovered as a component of the weighted cost of debt and amortized over the life of the related debt issuance.
This item relates to coal reclamation costs associated with Four Corners. The Texas portion was approved for recovery in
PUCT Docket No. 46308 and will be recovered over seven years through June 2023. The New Mexico amortization period
will be established in the next general rate case.

This item relates to the decommissioning of Four Corners. The Texas portion was approved for recovery in PUCT Docket
No. 46308 and will berecovered over seven yearsthrough July 2024. The New M exico amortization period will be established
in the next general rate case.

Thisitem is recovered through fuel recovery mechanisms established by tariffs.

The 2017 PUCT Fina Order approved a new recovery period for these costs, beginning January 10, 2018.

Thisitem relatesto the recovery of revenues through two separate surcharges; one for the 2015 Texas Retail Rate Caserelate
back revenues beginning October 1, 2016, and ending September 30, 2017, and asecond surcharge for the 2017 Texas Retail
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Rate Case relate back revenues beginning January 10, 2018, and ending January 9, 2019. Amounts over-recovered through
these surcharges will be addressed in the next Texas fuel reconciliation. See Part 1, Item 8, Financia Statements and
Supplementary Data, Note D of Notes to Financial Statements for further discussion.

This item relates to renewable energy credits and procurement plan costs, of which a component has been approved for
recovery in the NMPRC Final Order. The remaining balance will be requested for recovery in the next general rate case.
The amortization period for thisitem is based upon the U.S. Nuclear Regulatory Commission ("NRC") licenselife for each
unit at Palo Verde.

Thisitem primarily relatesto thereductioninthefederal corporateincometax rate from 35% to 21% as enacted by the TCJA.
The amortization period for the recovery on thisitem will be addressed in the next base rate filingsin al jurisdictions. See
Part 11, Item 8, Financial Statementsand Supplementary Data, Note K of Notesto Financial Statementsfor further discussion.
The amortization period is based upon the life of the associated assets.

Thisitemisrecovered or credited through arecovery factor that is set annually.

Thisitem representsthe net over-recovery of fuel and purchased power expense which isrefunded to customersthrough fuel
rates.
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F. Utility Plant, Palo Verde and Other Jointly-Owned Utility Plant

The table below presents the balance of each major class of depreciable assets at December 31, 2018 (in thousands):

Gross Accumulated Net

Plant Depreciation Plant
NUClar ProdUCLION .........ccoveveueeieiieerereceeeete et $ 1024771 $ (358,606) $ 666,165
Steam and OthEr ........oce e 1,007,526 (237,018) 770,508
Total ProduCTiON. ..........coeiiiiiriie e 2,032,297 (595,624) 1,436,673
R0 1 01ES S o] o T 557,255 (270,888) 286,367
DIStBULION......ccuiiiiiiceciece et enea 1,257,509 (389,502) 868,007
LT 0T - ST 232,278 (73,997) 158,281
1= To 1 o= 102,070 (61,255) 40,815
0= $ 4,181,409 $ (1,391,266) $ 2,790,143

The Company ownsa15.8%interestin each of thethreenuclear generating unitsand commonfacilities (" Common Facilities")
at Palo Verde, in Wintersburg, Arizona. The Palo Verde Participants include the Company and six other utilities: APS, Southern
Cdlifornia Edison Company, Public Service Company of New Mexico, Southern California Public Power Authority, Salt River
Project Agricultural Improvement and Power District and the Los Angeles Department of Water and Power.

A summary of the Company’s investment in jointly-owned utility plant, excluding fuel inventories, at December 31, 2018
and 2017 is as follows (in thousands):

December 31, 2018 December 31, 2017
Palo Verde Other (a) Palo Verde Other (a)
Electric plant in SBIVICE .......coccveveveeeeeeeeeeeee e $ 1,024,771 % 94,155 $ 994,075 $ 97,603
Accumulated depreCiation..........ooceeeeerereneese e (358,606) (75,096) (338,699) (72,822)
Construction WOrk in ProgreSS........ueeeeeeseseesseseseesueseeseeseeseesens 44719 1,511 40,946 1,014
TOA et eneas $ 710884 $ 20570 $ 696,322 $ 25,795

(a) Includes three jointly-owned transmission lines.

Amortization of intangible plant (software) is provided on a straight-line basis over the estimated useful life of the asset
(ranging from 3 to 15 years). The table below presents the actual and estimated amortization expense for intangible plant for the
previous three years and for the next five years (in thousands):

2016 ..o eeeeeeseeeeeeeeeeee e $ 5,302
70X 6,409
7L XL T 7,297
2019 (ESHMELEM) ...ovveeeeeeeeeeeeeeeeeeeeeeeeseesesesssessees e 7,263
2020 (ESHMBLED) ...vvoveeeeeeeeeeeeeeeeeeeecesessesessse e 6,867
2021 (ESHMBLED) ..eovvveeeeeeeeeeeeeeeeeeeeeesessesesssessees e 5,934
L7 X (S 110z ) DO 5,047
2023 (ESHMBLEM) ..vvveeeeeeeeeeeeeeeeeeeeeeseseesessses e 4,070
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Palo Verde

The operation of Palo Verde and the relationship among the Palo Verde Participants is governed by the Arizona Nuclear
Power Project Participation Agreement dated August 23, 1973, as amended ("ANPP Participation Agreement"). APS serves as
operating agent for Palo Verde, and under the ANPP Participation Agreement, the Company has limited ability to influence
operations and costs at Palo Verde. Pursuant to the ANPP Participation Agreement, the Palo Verde Participants share costs and
generating entitlementsin the same proportion astheir percentage interestsin the generating units, and each participant isrequired
tofunditsshare of fuel, O& M expense, and capital costs. The Company’s share of direct expensesin Palo Verde and other jointly-
owned utility plantsisreflectedin fuel expense, O& M expense, miscellaneous other deductions, and taxes other than incometaxes
in the Company’s statements of operations. The ANPP Participation Agreement provides that if a participant fails to meet its
payment obligations, each non-defaulting participant shall pay its proportionate share of the payments owed by the defaulting
participant. Because it is impracticable to predict defaulting participants, the Company cannot estimate the maximum potential
amount of future payment, if any, which could be required under this provision.

Nuclear Regulatory Commission. The NRC regulates the operation of all commercia nuclear power reactorsin the U.S,,
including Palo Verde. The NRC periodically conducts inspections of nuclear facilities and monitors performance indicators to
enable the agency to arrive at objective conclusions about alicensee's safety performance.

Palo Verde Operating Licenses. Operation of each of the three Palo Verde Units requires an operating license from the
NRC. The NRC issued full power operating licenses for Unit 1 in June 1985, Unit 2 in April 1986 and Unit 3 in November 1987
and issued renewed operating licenses for each of the three unitsin April 2011, which extended the licenses for Units 1, 2 and 3
to June 2045, April 2046 and November 2047, respectively.

Decommissioning. Pursuant to the ANPP Participation Agreement and federal law, the Company funds its share of the
estimated coststo decommission Palo Verde Units 1, 2 and 3, including the Common Facilities, through theterm of their respective
operating licenses and is required to maintain a minimum accumulation and funding level in its decommissioning account at the
end of each annual reporting period during thelife of the plant. The Company has established the ND T with an independent trustee,
which enables the Company to record a current deduction for federal income tax purposes for most of the amounts funded. At
December 31, 2018, the NDT had abalance of $276.9 million, which is above its minimum funding level. The Company monitors
the status of the NDT and adjusts contributions accordingly.

Decommissioning costs are estimated every three years based upon engineering cost studies performed by outside engineers
retained by APS. In April 2017, the Palo Verde Participants approved the 2016 Pal o Verde decommissioning study (“2016 Study”).
The 2016 Study estimated that the Company must fund approximately $432.8 million (stated in 2016 dollars) to cover its share
of decommissioning costs which was an increase in decommissioning costs of $52.1 million (stated in 2016 dollars) from the 2013
Palo Verde decommissioning study ("2013 Study"). The effect of this change increased the ARO by $3.5 million, which was
recorded during the second quarter of 2017, and increased annual expenses starting in April 2017. Although the 2016 Study was
based on the latest available information, there can be no assurance that decommissioning cost estimates will not increase in the
future or that regulatory requirements will not change. In addition, until a new low-level radioactive waste repository opens and
operatesfor anumber of years, estimates of the cost to dispose of |ow-level radi oactivewaste are subject to uncertainty. Asprovided
in the ANPP Participation Agreement, the participants are required to conduct a new decommissioning study every three years.
While the Company attempts to seek amounts in rates to meet its decommissioning obligations, it is not able to conclude given
the evidence availableto it now that it is probable these costs will continue to be collected over the period until decommissioning
beginsin 2044. The Company is ultimately responsible for these costs and its future actions combined with future decisions from
regulators will determine how successful the Company isin this effort.

Spent Fuel and Waste Disposal. Pursuant to the Nuclear Waste Policy Act of 1982, as amended in 1987, the DOE islegally
obligated to accept and dispose of all spent nuclear fuel and other high-level radioactive waste generated by all domestic power
reactors by 1998. The DOE's obligations are reflected in a contract for Disposal of Spent Nuclear Fuel and/or High-Level
Radioactive Waste with each nuclear power plant. The DOE fail ed to begin accepting spent nuclear fuel by 1998. On December 19,
2012, APS, acting on behalf of itself and the Palo Verde Participants, filed a second breach of contract lawsuit against the DOE.
This lawsuit sought to recover damagesincurred due to the DOE’ s failure to accept Palo Verde's spent nuclear fuel for the period
beginning January 1, 2007 through June 30, 2011. Pursuant to the terms of the August 18, 2014 settlement agreement, and as
amended with the DOE, APSfilesannual claimsfor the period July 1 of the then-previous year to June 30 of the then-current year
on behalf of itself and those utilities that share in power and energy entitlements, and bear certain allocated costs, with respect to
Pal o Verde based upon the ANPP Participation Agreement dated August 23, 1973. The settlement agreement, asamended, provides
APS with amethod for submitting claims and receiving recovery for costsincurred through December 31, 2016, which has been
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extended to December 31, 2019. The Company's share of costs recovered in 2018, 2017, and 2016, respectively are presented
below (in thousands):

Amount Credited to

Customers through Fuel Period Credited to
Costs Recovery Period Amount Refunded Adjustment Clauses Customers
July 2016 - June 2017  $ 1413 $ 1,121 March 2018
July 2015 - June 2016 1,779 1,432 March 2017
July 2014 - June 2015 1,884 1,581 March 2016

On October 31, 2018, APS filed a $10.2 million claim for the period July 1, 2017 through June 30, 2018. The Company's
share of thisclaim isapproximately $1.6 million. Thisclaim is pending DOE review. The majority of the reimbursement received
by the Company is expected to be credited to customers through the applicable fuel adjustment clauses.

DOE’s Construction Authorization Application for Yucca Mountain. The DOE had planned to meet its disposal obligations
by designing, licensing, constructing and operating a permanent geologic repository in Yucca Mountain, Nevada. In March 2010,
the DOE filed a motion to dismiss with prejudice its Yucca Mountain construction authorization application that was pending
beforethe NRC. Several interested parties have intervened in the NRC proceeding. The Company cannot predict when spent fuel
shipments to the DOE will commence.

Pal o Verde has sufficient capacity at itson-siteindependent spent fuel storageinstallation (“1SFSI”) to storeall of the nuclear
fuel that will beirradiated during theinitial operating license period, which endsin December 2027. Additionally, Palo Verde has
sufficient capacity at its on-site ISFSI to store a portion of the fuel that will beirradiated during the period of extended operation,
which endsin November 2047. If uncertainties regarding the U.S. government’s obligation to accept and store spent fuel are not
favorably resolved, APS will evaluate alternative storage sol utions that may obviate the need to expand the | SFSI to accommodate
all of the fuel that will be irradiated during the period of extended operation.

Liability and Insurance Matters. The Pal o Verde Participants haveinsurancefor public liability resulting from nuclear energy
hazards to the full limit of liability under federal law, which is currently at $14.1 billion. This potential liability is covered by
primary liability insurance provided by commercial insurance carriersin the amount of $450.0 million, and the balance is covered
by an industry-wide retrospective assessment program. If aloss at a nuclear power plant covered by the programs exceeds the
accumulated fundsin the primary level of protection, the Company could be assessed retrospective premium adjustments on a per
incident basis. Under federal |aw, themaximum assessment per reactor under the program for each nucl ear incident isapproximately
$137.6 million, subject to an annua limit of $20.5 million. Based upon the Company's 15.8% interest in the three Palo Verde units,
the Company's maximum potential assessment per incident for all three units is approximately $62.1 million, with an annual
payment limitation of approximately $9.7 million.

The Palo Verde Participants maintain $2.8 billion of "all risk" nuclear property insurance. The insurance provides coverage
for property damage and decontamination at Palo Verde. For covered incidents involving property damage not accompanied by
a release of radioactive material, the policy's coverage limit is $2.3 billion. The Company has aso secured insurance against
portions of any increased cost of generation or purchased power and businessinterruption resulting from a sudden and unforeseen
outage of any of the three units. The insurance coverage discussed in this and the previous paragraph is subject to certain policy
conditions and exclusions. A mutual insurance company whose members are utilities with nuclear facilities issues these policies.
If lossesat any nuclear facility covered by thismutual insurance company wereto exceed the accumul ated fundsfor theseinsurance
programs, the Company could be assessed retrospective premium adjustments of up to $13.5 million for the current policy period.

Palo Verde O&M Expense. Included in other O& M expenses are expenses associated with Palo Verde asfollows (in
thousands):

Years Ended December 31,
2018 2017 2016
$ 96,454 $ 99,364 $ 96,914
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Four Corners

On July 6, 2016, the Company sold its interests in Four Corners for $32.0 million to 4C Acquisition, LLC, an affiliate of
APS ("APSsdffiliate"), and Pinnacle West Capital Corporation (*Pinnacle West"), the parent company of APS and APS's affiliate.
Nosignificant gainor losswasrecordedfor thissale. APS saffiliate assumed responsibility for all Four Cornerscapital expenditures
madeafter July 6, 2016, which assumptionisguaranteed by PinnacleWest. | n addition, APSsaffiliatewill indemnify the Company
against certainliabilitiesand costsrelated to the future operation of Four Corners, which indemnification isguaranteed by Pinnacle
West. See Part 1, Item 8, Financial Statements and Supplementary Data, Note D for further discussion of regulatory filings
associated with Four Corners.

G. Accounting for Asset Retirement Obligation

The Company records its ARO in accordance with the FASB guidance. This guidance affects the accounting for the
decommissioning of Palo Verde and the method used to report the decommissioning obligation. The Company also complieswith
the FASB guidance for conditional ARO, which primarily affects the accounting for the disposal obligations of the Company’s
fuel oil storage tanks, water wells, evaporative ponds and asbestos found at the Company’s gas-fired generating plants. The
Company’s ARO are subject to various assumptions and determinations such as: (i) whether alegal obligation exists to remove
assets; (ii) estimation of the fair value of the costs of removal; (iii) when final remova will occur; (iv) future changes in
decommissioning cost escalation rates; and (v) the credit-adjusted interest rates to be utilized in discounting future liabilities.
Changesthat may arise over timewith regard to these assumptions and determinations will change amounts recorded in the future
asan expensefor ARO. The Company recordstheincreasein the ARO dueto the passage of time as an operating expense (accretion
expense). If the Company incurs or assumes any liability in retiring any asset at the end of its useful life without alegal obligation
to do so, it will record such retirement costs as incurred.

The ARO liability for Palo Verde is based upon the estimated cost of decommissioning the plant from the 2016 Study. See
Part 11, Item 8, Financial Statements and Supplementary Data, Note F of Notes to Financial Statements. The ARO liability is
calculated by adjusting the estimated decommissioning costs for spent fuel storage and a profit margin and market-risk premium
factor. The resulting costs are escalated over the remaining life of the plant and finally discounted using a credit-risk adjusted
discount rate. As Palo Verde approaches the end of its estimated useful life, the difference between the ARO liability and future
current cost estimates will narrow over time due to the accretion of the ARO liability. Because the DOE is obligated to assume
responsibility for the permanent disposal of spent fuel, such costs have not been included in the ARO calculation. The Company
maintains six external trust funds with an independent trustee that are legally restricted to settling itsARO at Palo Verde. The fair
vaue of the funds at December 31, 2018 is $276.9 million.

The FASB guidance requires the Company to revise its previously recorded ARO for any changes in estimated cash flows
including changes in estimated probabilities related to timing of settlements. Any changes that result in an upward revision to
estimated cash flows shall be treated as a new liability. Any downward revisions to the estimated cash flows result in areduction
to the previously recorded ARO. The 2013 Study resulted in adownward revision of $1.9 million. In the second quarter of 2017,
the Company implemented the results of the 2016 Study and revised its ARO related to Palo Verde to increase its estimated cash
flows from the 2013 Study to the 2016 Study. See Part 11, Item 8, Financial Statements and Supplementary Data, Note F of Notes
to Financial Statements. The assumptions used to calculate the increases to the Palo Verde ARO liahility are asfollows:

Credit-Risk
Escalation Adjusted
Rate Discount Rate
Original ARO liability........ccccevveuenee. 3.60% 9.50%
Incremental ARO liability (2010) ....... 3.60% 6.20%
Incremental ARO liability (2016) ....... 3.25% 4.34%
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Ananalysisof theactivity of the Company’stotal ARO liability from January 1, 2016 through December 31, 2018, including
the effects of each year’'s estimate revisions, is presented below (in thousands). In 2017, the estimate revision reflects increases
in the estimated cash flows related to Palo Verde's decommissioning due to implementing the 2016 Study. In 2016, the settled
liabilities reflect the sale of the Company's interest in Four Corners including the related ARO.

2018 2017 2016

ARO liability at beginning of year.............cc......... $ 93029 $ 81800 $ 81,621
Liabilitiesincurred.........cccoovveveeieneccieceenee, — 138 —
Liabilities settled........cccoveveeereceiececce e (272) (29 (6,993)
Revisionsto estimate ........ccooeveereerceneeienens — 3,461 —
ACCretion EXPENSE. .....couvrveriereereeriesiereeeseeene 8,351 7,649 7,172

ARO liability at end of year........c.cccoeeevrevcrennnnen, $ 101,108 $ 93029 $ 81,800

The Company has transmission and distribution lines which are operated under various land rights agreements. Upon the
expiration of any non-perpetual land rights agreement, the Company may have alegal obligation to remove the lines; however,
the Company has assessed the likelihood of this occurring as remote. The majority of these agreements are perpetual or include
renewal options that the Company routinely exercises. The amount of cost of removal collected in rates for non-legal liabilities
has not been material.

H. Common Stock

Overview

The Company’s common stock has a stated value of $1 per share, with no cumulative voting rights or preemptive rights.
Holders of the common stock have the right to elect the Company’s directors and to vote on other matters.

Long-Term Incentive Plan

On May 29, 2014, the Company’s shareholders approved an amended and restated stock-based long-term incentive plan
("Amended and Restated 2007 LTIP") and authorized the issuance of up to 1.7 million shares of the Company's common stock
for the benefit of directors and employees. Under the Amended and Restated 2007 LTIP, shares of the Company's common stock
may beissued through theaward or grant of non-statutory stock options, incentive stock options, stock appreciationrights, restricted
stock, bonus stock, performance stock, cash-based awards and other stock-based awards. The Company may issue new shares,
purchase shares on the open market, or issue shares from shares of the Company's common stock the Company has repurchased
to meet the share requirements of the Amended and Restated 2007 LTIP. Beginning in 2015, shares of the Company's common
stock issued for employee benefit and stock incentive plans have been issued from the shares repurchased and held in treasury
stock. As discussed in Part 11, Item 8, Financial Statements and Supplementary Data, Note A of Notes to Financial Statements,
the Company accounts for its stock-based long-term incentive plan under the FASB guidance for stock-based compensation.

Restricted Stock with Service Condition and Other Stock-Based Awards. The Company has awarded restricted stock and
other stock-based awards under its long-term incentive plan. Restrictions from resale on restricted stock awards generally lapse
and awards vest over periods of one to three years, subject to continuous service requirements. The market value of the unvested
restricted stock at the date of grant is amortized to expense over the restriction period net of anticipated forfeitures. Other stock-
based awards, granted to directorsin lieu of cash for retainers and meeting fees, are fully vested and are expensed at fair value on
the date of grant and are not included in the tables below.
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The expense, deferred tax benefit, and current tax benefit recognized rel ated to restricted stock and other stock-based awards
in 2018, 2017 and 2016 is presented below (in thousands):

2018 2017 2016

|01 1= Y C:) $ 3198 $ 2997 $ 2,594
Deferred tax benefit .........c.ccoeeveenene 671 1,049 908
Current tax benefit recognized......... 117 318 183

(a) Any capitalized costs related to these expensesis less than $0.3 million for all years.

The aggregate intrinsic value and fair value at grant date of restricted stock and other stock-based awards which vested in
2018, 2017 and 2016 is presented below (in thousands):

2018 2017 2016

Aggregated intrinsic value........... $ 3771 $ 3711 % 2,515
Fair value at grant date................. 3,212 2,803 1,993

The unvested restricted stock transactions for 2018 are presented bel ow:

Weighted
Average Unrecognized
Total Grant Date Compensation Aggregate Intrinsic
Shares Fair Value Expense (a) Value
(In thousands) (In thousands)
Restricted shares outstanding at December 31, 2017 (b)... 106,235 $ 45.76
SEOCK AWArAS......c.eevereveie e s 62,348 54.49
V=S (<o IR (69,948) 45.93
FOIfEITUIES........coiccccc e (4,727) 42.29
Restricted shares outstanding at December 31, 2018 (b)... 93,908 5160 $ 2009 $ 4,708

(a) The unrecognized compensation expense is expected to be recognized over the weighted average remaining contractual term
of the outstanding restricted stock of approximately one year.

(b) Excludesthe stock-based retention grant to the President and Chief Executive Officer ("CEQ") of 27,624 shares. See " Restricted
Stock with aMarket Condition (Performance Shares)" section below for further details.

The weighted average fair value per share at grant date for restricted stock and other stock-based awards granted during
2018, 2017 and 2016 were:

2018 2017 2016
Weighted average fair value per share............. $ 5449 $ 49.78 $ 40.95

The holder of arestricted stock award has rights as a shareholder of the Company, including the right to vote and receive
cash dividends on restricted stock.
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Restricted Stock with a Market Condition (Performance Shares). The Company has granted performance share awards to
certain officers under the Company’s Amended and Restated 2007 LTIP, which provides for issuance of Company stock based on
the achievement of certain performance criteria over athree-year period. The payout varies between 0% to 200% of performance
share awards.

Detail of performance shares vested follows:

Period
Payout Performance Compensation Compensation Aggregated

Date Vested Ratio Shares Awarded Costs Expensed Costs Expensed Intrinsic Value

(In thousands) (In thousands)
January 30, 2019 71% 39,923 $ 2,143 2016-2018 2,046
January 31, 2018 175% 68,379 1,499 2015-2017 3,569
January 25, 2017 32% 11,314 932 2014-2016 512
January 27, 2016 0% 0 851 2013-2015 —

In 2019, 2020 and 2021, subject to meeting certain performance criteria and continuous service requirements, additional
performance shares could vest. In accordance with the FASB guidance related to stock-based compensation, the Company
recognizes the related compensation expense by ratably amortizing the grant date fair value of awards over the requisite service
period and the compensation expense is only adjusted for forfeitures. As of December 31, 2018, the maximum number of shares
that can be issued under the plan are 223,885 shares.

Thefair value at the date of each separate grant of performance shareswas based upon aMonte Carlo simulation. The Monte
Carlo simulation reflected the structure of the performance plan which cal culates the share payout on performance of the Company
relative to a defined peer group over athree-year performance period based upon total return to shareholders. The fair value was
determined as the average payout of one million simulation paths discounted to the grant date using arisk-free interest rate based
upon the constant maturity treasury rate yield curve at the grant date. The expected volatility of total return to shareholders is
calculated in accordance with the performance shares' term structure and includes the volatilities of all members of the defined
peer group.

The outstanding performance share awards at the 100% performance level is summarized below:

Weighted
Average Unrecognized
Number Grant Date Compensation Aggregate
Outstanding Fair Value Expense (b) Intrinsic Value
(In thousands) (In thousands)
Performance shares outstanding at December 31, 2017 (a).. 172591 $ 38.21
Performance share awards ...........ccoeveveeeeieecee s ecee e 45,977 48.99
Performance shares Vested.............ccococviiiiiiniicccceee (39,077) 38.36
Performance shares forfeited...........ccocoviciiinnciicincce, (3,646) 42.47
Performance shares outstanding at December 31, 2018 (a) .. 175,845 409 $ 1961 $ 8,815

(a) On December 15, 2015, the Company issued a stock based retention grant to the President and CEO of 27,624 shares in
accordance with the Amended and Restated 2007 LTIP that is €ligible for vesting based on the achievement of certain
performance conditions and a five year service period, as stated in the President and CEQO's employment agreement. The
performance condition was met as of November 2016 as determined by the Compensation Committee and has been included
in the beginning and ending balance in the table above.

(b) The unrecognized compensation expense is expected to be recognized over the weighted average remaining contractual term
of the awards of approximately one year, except for the President and CEO retention grant, which is approximately two years.
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A summary of information related to performance shares for 2018, 2017 and 2016 is presented below:

2018 2017 2016
Weighted average per share grant date fair value per share of
performance shares awarded .............cccceveueeieiiiciceeeeeeeeeee e $ 4899 $ 4262 $ 3811
Fair value of performance shares vested (in thousands) ...........cccccceveueee.e. 1,499 298 —
Intrinsic value of performance shares vested (in thousands) (a) ................. 2,040 512 —
Compensation expense (in thousands) (b) (C) .....cccceeveeevevecececeeeeeeeee, 2,271 2,012 1,655
Deferred tax benefit related to compensation expense (in thousands) (b) .. 477 704 579

(a) Based on a 100%, 32% and 0% performance level, respectively.
(b) Includes adjustments for estimated forfeitures.
(¢) Includes President and CEO retention grant.

Repurchase Program

No shares of the Company's common stock were repurchased during the twelve months ended December 31, 2018. Detail
regarding the Company's stock repurchase program are presented below:

Since 1999 Authorized
(a) Shares
Shares repurchased (D) (C)....oveoveeeeeeeeeerece e 25,406,184
Cogt, including commission (in thousands) ...........ccoccveveveeeceseececeeeee, $ 423,647
Total remaining shares available for repurchase at December 31, 2018..... 393,816

(@) Represents repurchased shares and cost since inception of the stock repurchase program in 1999.

(b) Shares repurchased does not include 86,735 treasury shares related to employee compensation arrangements that were not
part of the Company's repurchase program.

(c) Beginning in 2015, shares of the Company's common stock issued for employee benefit and stock incentive plans have been
issued from the shares repurchased and held in treasury stock. The Company has issued 345,352 treasury shares since 2015
including 96,783 shares during 2018.

The Company may in the future make purchases of shares of its common stock pursuant to its authorized program in open
market transactions at prevailing prices and may engage in private transactions where appropriate. The repurchased shares will
be available for issuance under employee benefit and stock incentive plans or the repurchased shares may be retired.

Dividend Policy

On December 28, 2018, the Company paid $14.6 million in quarterly cash dividends to shareholders. The Company paid a
total of $57.5 million, $53.3 million and $49.6 million in cash dividends during the twelve months ended December 31, 2018,
2017 and 2016, respectively. On January 31, 2019, the Board of Directors declared a quarterly cash dividend of $0.36 per share
payable on March 29, 2019 to shareholders of record as of the close of business on March 15, 2019.
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Basic and Diluted Earnings Per Share

TheFA SB guidancerequiresthe Company toinclude share-based compensation awardsthat qualify asparticipating securities
in both basic and diluted earnings per share to the extent they are dilutive. A share-based compensation award is considered a
participating security if it receives non-forfeitable dividends or may participate in undistributed earnings with common stock. The
Company awards unvested restricted stock, which qualifies as a participating security. The basic and diluted earnings per share
are presented below:

Years Ended December 31,

2018 2017 2016
Weighted average number of common shares outstanding:
Basic number of common shares outstanding ..........ccocooeeerireininincnenne 40,521,364 40,414,556 40,350,688
Dilutive effect of unvested performance awards ...........cccceeeeeeercerennens 121,276 120,635 57,345
Diluted number of common shares outstanding ..........ccoevereereeeeieriesesenenns 40,642,640 40,535,191 40,408,033
Basic net income per common share:
NELINCOME......vvieiieicieteee ettt sttt bbbt s be s $ 84,315 $ 98,261 $ 96,768
Income allocated to participating restricted Stock ..........cccceveveereeierieeecennne (297) (368) (321)
Net income available to common shareholders........cccccceererererererennen. $ 84,018 $ 97,893 $ 96,447
Diluted net income per common share:
NN 0 1 $ 84,315 $ 98,261 $ 96,768
Income reallocated to participating restricted StOCK .........ccocervrerererererenenens (296) (368) (321)
Net income available to common shareholders...........ccceeevveiececennene, $ 84,019 $ 97,893 $ 96,447
Basic net income per common share:
DisStriDUtEd BAIMINGS......cucueveuivereietereeie et be bbb bbb nens $ 1415 $ 1315 $ 1.225
Undistributed €arnings..........ccoeeeinieneesee e 0.655 1.105 1.165
Basic net income per COMMON Shar€........ccovvveveeevenieesee s $ 2070 $ 2420 $ 2.390
Diluted net income per common share:
DiStriDUtEd BANMNINGS.......c.eueueueerererieieiriririeeeieaeeeeeee et ae et eeeeeeeeeeeeees $ 1415 $ 1315 $ 1.225
Undistributed €arniNgS.........coveiueeeieeerese e se s ste e see e ee e eresneens 0.655 1.105 1.165
Diluted net income per COMMON SNAE........ccucvevererererereeerere e senes $ 2070 $ 2420 $ 2.390

The amount of restricted stock awards and performance shares at 100% performance level excluded from the calculation of
the diluted number of common shares outstanding because their effect was antidilutive is presented below:

Year Ended December 31,

2018 2017 2016
Restricted Stock awards...........ccoeevveereeiveereecveeneennene. 62,836 67,739 53,703
Performance shares () .......occoerereeerenesese e 22815 — 47,246

(@) Certain performance shares were excluded from the computation of diluted earnings per share as no payouts would have
been required based upon performance at the end of each corresponding period.

Authorization to Issue and Retire Shares

On January 30, 2019, the Company submitted an application with both the NMPRC and the FERC seeking approval toissue
shares of common stock, including the reissuance of treasury shares, in an amount up to $200.0 millionin one or more transactions.
In order to align the number of sharesof common stock held astreasury stock by the Company with variousregulatory applications,
filings and orders, on January 31, 2019, the Board of Directors of the Company approved the cancellation of 1.4 million shares
of Common Stock held as treasury shares by the Company effective upon the later of approval by the FERC of the accounting
treatment of the cancellation and March 31, 2019.
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Accumulated Other Comprehensive Income (Loss)

Upon adoption of ASU 2016-01, Financial Instruments-Overall, the Company recorded, on January 1, 2018, acumulative
effect adjustment, net of income taxes, to increase retained earnings by $41.0 million with an offset to AOCI. Changes in
Accumulated Other Comprehensive Income (Loss) (net of tax) by component are presented below (in thousands):

Balance at December 31, 2015.......cccceeeeeveevernennn.

Other comprehensive income before
reclassifications..........coveeveenenneneneenes

Amounts reclassified from accumulated other
comprehensive income (10s3)...................

Balance at December 31, 2016.......cccceevevveerernenne

Other comprehensive income before
reclassifiCations..........couveereereeierieisiieees

Amounts reclassified from accumulated other
comprehensive income (10s9)...................

Balance at December 31, 2017........ccceevveeeennen.

Cumulative effect adjustment .............ccc.........

Other comprehensive loss before
reclassifiCations.........ccocoevereeeneserinieesereenns

Amounts reclassified from accumulated other
comprehensive income (10ss)...................

Balance at December 31, 2018........ccccovveeeenen.

Unrecognized

Net Unrealized

Pension and Post- Gains (Losses) on Net Losses on Accumulated Other
retirement Benefit Marketable Cash Flow Comprehensive
Costs Securities Hedges Income (Loss)

(29,869) $ 27,765 $ (11,810) $ (13,914)

7,363 6,904 — 14,267

(1,422) (6,206) 159 (7,469)

(23,928) 28,463 (11,651) (7,116)

7,951 20,251 — 28,202

(1,813) (8,524) 309 (10,028)

(17,790) 40,190 (11,342) 11,058

— (41,028) — (41,028

(4,589) (3,240) — (7,829)

(2,544) 1,136 423 (985)

(24,923) $ (2,942) $ (10,919) $ (38,784)
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Amounts reclassified from Accumulated Other Comprehensive Income (Loss) for the twelve months ended December 31,
2018, 2017 and 2016 are as follows (in thousands):

Affected Line Item in
Details about Accumulated Other the Statements of
Comprehensive Income (Loss) Components 2018 2017 2016 Operations

Amortization of pension and post-
retirement benefit costs:

Miscellaneous

non-operating
Prior service benefit .........coovvvenee. $ 9657 $ 9657 $ 7,407 income
Miscellaneous
non-operating
NELIOSS....oveviieeieieicee e (6,387) (6,776) (4,965) deductions
Income (loss)
before income
3,270 2,881 2,442 taxes
Income tax
Income tax effect.........cccevvvieunnene. (726) (1,068) (1,020) (benefit) expense
2,544 1,813 1,422  Net income (l0ss)
Marketable securities:
Investment and
Net realized gain (loss) on sale of interest income,
(S S o U ] (]S (1,445) 10,626 7,640 net
Income (loss)
before income
(1,445) 10,626 7,640 taxes
Income tax
Income tax effect.......c.cccccvvcvvrnenee. 309 (2,102 (1,434) (benefit) expense
(1,136) 8,524 6,206 Netincome (loss)

Loss on cash flow hedge:

Interest on long-

term debt and

revolving credit
Amortization of 10SS..........cccceenee (568) (532 (498) facility

Income (loss)
before income
(568) (532) (498) taxes

Income tax
Income tax effect.........ccccovvcvrrnenee, 145 223 339 (benefit) expense

(423) (309) (159) Net income (loss)

Total reclassifications..........cocv..... $ 985 $ 10028 $ 7,469
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Long-Term Debt and Financing Obligations

Outstanding long-term debt and financing obligations, net of issuance costs, are as follows:

December 31,
2018 2017
(In thousands)

Long-Term Debt:

Pollution Control Bonds (1):

7.25% 2009 Series A refunding bonds, due 2040 (7.46% effective interest rate)............ $ 62,695 $ 62,657
7.25% 2009 Series B refunding bonds, due 2040 (7.49% effective interest rate)............ 36,544 36,518
4.50% 2012 Series A refunding bonds, due 2042 (4.63% effective interest rate)............ 58,530 58,501
Total Pollution Control BONGS..........c.coeieeerirerenienese e 157,769 157,676
Senior Notes (2):

Senior Notes-Public:
3.30% Senior Notes, net of discount, due 2022 (3.43% effective interest rate)............... 149,269 149,101
6.00% Senior Notes, net of discount, due 2035 (6.58% effective interest rate)............... 394,231 394,040
7.50% Senior Notes, net of discount, due 2038 (7.67% effective interest rate)............... 147,441 147,384
5.00% Senior Notes, net of discount, due 2044 (4.93% effective interest rate)............... 302,845 302,901
993,786 993,426

Senior Notes-Private Placement:

4.22% Senior Notes, net of discount, due 2028 (4.30% effective interest rate)............... 124,157 —
o= S = 0 1[0 1=- 1,117,943 993,426

RGRT Senior Notes (3):
5.04% Senior Notes, Series C, due 2020 (5.16% effective interest rate) ..........cccceeeeenene 44,928 44,886
4.07% Senior Guaranteed Notes, due 2025 (4.18% effective interest rate)..........c.......... 64,579 —
Total RGRT SeNior NOLES.........cveuiiirieieieseresietesee et 109,507 44,386
Total [0NG-termM AEDE ..o e 1,385,219 1,195,988

Financing Obligations:
RevoIVINg Credit FaClity (4)......vieiieeeeieseseseeseeeeeese e e s saesae e seesaestesaesnessensesaeneenennneneens 49,207 173,533
Total long-term debt and financing obligations............ccccoevirene e 1,434,426 1,369,521
Current Portion (amount due within one year):

Current maturities of long term debt (1) ....oovveverereeeeeeee e (99,239) —
Short-term borrowings under the revolving credit facility.........ccoceoveevviiiiiiinsisinene (49,207) (173,533)

$ 1285980 $ 1,195,988

@

@

Pollution Control Bonds

The Company has three series of tax exempt unsecured PCBs in aggregate principal amount of $159.8 million. The 7.25%
2009 Series A and the 7.25% 2009 Series B PCBs with an aggregate principal amount, together, of $100.6 million have
optional redemptions beginning in February 2019 and April 2019, respectively, at which time the Company expectsto repay,
remarket or replace these bonds. The principal and related unamortized issuance cost on these PCBs were reclassified to
current maturities of long-term debt as of December 31, 2018. On February 1, 2019, the Company purchased in lieu of
redemption all of the 7.25% 2009 Series A with aprincipal amount of $63.5 million utilizing funds borrowed under the RCF.
The Company is currently holding the bonds and may remarket them or replace them with debt instruments of equivalent
value at a future date depending on financing needs and market conditions.

Senior Notes

The Senior Notes are unsecured obligations of the Company. They were issued pursuant to bond covenants that provide
limitations on the Company’s ability to enter into certain transactions. The 6.00% Senior Notes have an aggregate principal
amount of $400.0 million and wereissued in May 2005. The proceeds, net of a $2.3 million discount, were used to fund the
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retirement of the Company'sfirst mortgage bonds. The Company amortizestheloss associated with acash flow hedgerecorded
in accumulated other comprehensiveincome to earnings as interest expense over the life of the 6.00% Senior Notes. See Part
Il, Item 8, Financial Statements and Supplementary Data, Note P of Notes to Financial Statements. This amortization is
included in the effective interest rate of the 6.00% Senior Notes.

The 7.50% Senior Notes have an aggregate principal amount of $150.0 million and were issued in June 2008. The proceeds,
net of a$1.3 million discount, were used to repay outstanding short-term borrowingsof $44.0 million, fund capital expenditures
and for other general corporate purposes.

The 3.30% Senior Notes have an aggregate principa amount of $150.0 million wereissued in December 2012. The proceeds,
net of a$0.3 million discount, were used to repay outstanding short-term borrowings, fund construction expenditures and for
working capital and general corporate purposes.

In December 2014, the Company issued 5.00% Senior Notes with an aggregate principal amount of $150.0 million. The
proceeds, net of a $0.5 million discount, were used to fund construction expenditures and for working capital and general
corporate purposes. In March 2016, the Company issued additional 5.00% Senior Notes with an aggregate principal amount
of $150.0 million. The proceedsfrom thisissuance, after deducting the underwriters' commission, were $158.1 million. These
proceeds included accrued interest of $2.4 million and a $7.1 million premium before expenses. The net proceeds from the
sal e of these senior noteswere used to repay outstanding short-term borrowingsunder the RCF. After theMarch 2016 issuance,
the Company's 5.00% Senior Notes due 2044 had atotal principal amount outstanding of $300.0 million.

On June 28, 2018, the Company entered into a note purchase agreement with several institutional purchasers under which the
Company issued and sold $125 million aggregate principal amount of 4.22% Senior Notes due August 15, 2028. The net
proceeds from the issuance of these senior notes were used to repay outstanding short-term borrowings under the RCF for
working capital and general corporate purposes. The Company will pay interest on the notes semi-annually on February 15
and August 15 of each year until maturity, beginning on February 15, 2019. The Company may redeem the notes, in whole
or in part, at any time at a redemption price equal to 100% of the principal amount to be redeemed together with the interest
on such principal amount accrued to the date of redemption, plus amake-whole amount based on the prevailing market interest
rates. The note purchase agreement requires compliance with certain covenants, including atotal debt to capitalization ratio.
The Company was in compliance with these requirements throughout 2018. The issuance and sale of these senior notes was
made in reliance on a private placement exemption from the registration provisions of the SecuritiesAct of 1933, asamended
("SecuritiesAct").

RGRT Senior Notes

In 2010, the Company and RGRT, aTexas grantor trust through which the Company financesits portion of fuel for Palo Verde,
entered into anote purchase agreement with various institutional purchasers. Under the terms of the agreement, RGRT issued
and sold to the purchasers $110 million aggregate principal amount of Senior Notes ("RGRT Notes"). In August 2015 and
2017, $15.0 million and $50.0 million of the RGRT Notes, respectively, matured and were paid with borrowings from the
RCF. The Company guarantees the payment of principal and interest on the RGRT Notes. In the Company’s financial
statements, the assets and liabilities of RGRT are reported as assets and liabilities of the Company. In August 2020, the
remaining $45.0 million of these RGRT Notes mature.

The sale of the RGRT Notes was made by RGRT in reliance on a private placement exemption from registration under the
Securities Act. The proceeds of $109.4 million, net of issuance costs, from the sale of the RGRT Notes was used by RGRT
to repay amounts borrowed under the RCF and enabled future nuclear fuel financing requirements of RGRT to be met with
a combination of the RGRT Notes and amounts borrowed from the RCF.

On June 28, 2018, the RGRT and the Company entered into a note purchase agreement with several institutional purchasers
under which the RGRT issued and sold $65 million aggregate principal amount of 4.07% Senior Guaranteed Notes due
August 15, 2025 ("RGRT Senior Notes"). The net proceeds from the RGRT Senior Notes were used to repay outstanding
short-term borrowings under the RCF to finance nuclear fuel purchases. The Company guaranteed the payment of principal
and interest on the RGRT Senior Notes. RGRT’ s assets, liabilities and operations are consolidated in the Company’s financial
statements and the RGRT Senior Notes are included as long-term debt on the balance sheet. The issuance and sale of the
RGRT Senior Noteswas madein reliance on a private placement exemption from the registration provisions of the Securities
Act.

84



4

EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

RGRT paysinterest onthe senior notesabove on February 15 and August 15 of each year until maturity, beginning on February
15, 2019. RGRT may redeem the senior notes, in whole or in part, at any time at a redemption price equal to 100% of the
principal amount to be redeemed together with the interest on such principal amount accrued to the date of redemption, plus
amake-whole amount based on the prevailing market interest rates. The note purchase agreement requires compliance with
certain covenants, including a total debt to capitalization ratio. The Company and RGRT were in compliance with these
reguirements throughout 2018.

Revolving Credit Facility

On January 14, 2014, the Company and RGRT entered into a second amended and restated credit agreement related to the
RCF with JP Morgan Chase Bank, N.A., as administrative agent and issuing bank, and Union Bank, N.A., as syndication
agent, and various lending banks party thereto. As of December 31, 2016, the Company had available $300 million and the
ability toincreasethe RCF by up to $100 millionwith aterm ending January 2019. On January 9, 2017, the Company exercised
its option to extend the maturity of the RCF by one year to January 14, 2020 and to increase the size of the facility by $50
million to $350 million.

On September 13, 2018, the Company and The Bank of New York Mellon Trust Company, N.A., as trustee of the RGRT,
entered into a third amended and restated credit agreement ("RCF Agreement”) with MUFG Union Bank, N.A., as
administrative agent and as syndi cation agent, various issuing banks and lending banks party thereto. Under the terms of the
RCF Agreement, the Company has available a $350 million RCF with a $50 million subfacility for the issuance of letters of
credit, andthe Company extended theterm of the Company'sexisting $350 millionrevolving credit agreement from January 14,
2020 to September 13, 2023 ("Maturity Date"). The Company may increase the RCF by up to $50 million (to atotal of $400
million) during the term of the RCF Agreement, upon the satisfaction of certain conditions more fully set forth in the RCF
Agreement, including obtaining commitments from lenders or third party financial institutions. In addition, the Company
may extend the Maturity Date up to two times, in each case for an additional one-year period, upon the satisfaction of certain
conditions more fully set forth in the RCF Agreement, including requisite lender approval.

The RCF Agreement provides that amounts borrowed by the Company may be used for, among other things, working capital
and general corporate purposes. Any amounts borrowed by the RGRT may be used, among other things, to finance the
acquisition and cost to process nuclear fuel. Amounts borrowed by the RGRT are guaranteed by the Company and the balance
borrowed under the RCF Agreement is recorded as short-term borrowings on the balance sheet. The RCF Agreement is
unsecured. The RCF Agreement requires compliance with certain covenants, including atotal debt to capitalization ratio. The
Company is in compliance with these requirements throughout 2018. In August 2017, $50.0 million aggregate principal
amount of Series B 4.47% Senior Notes of the RGRT matured and was paid with borrowings from the RCF. On February 1,
2019, the Company purchased in lieu of redemption all of the 7.25% 2009 Series A PCBs with a principal amount of $63.5
million utilizing funds borrowed under the RCF. The Company is currently holding the bonds and may remarket them or
replace them with debt instruments of equivalent value at a future date depending on the Company's financing needs and
market conditions. As of December 31, 2018, the total amount borrowed by the RGRT was $26.2 million for nuclear fuel
under the RCF. Asof December 31, 2018, $23.0 million of borrowingswere outstanding under thisfacility for working capital
and general corporate purposes. The weighted average interest rate on the RCF was 3.8% as of December 31, 2018.

Asof December 31, 2018, the principal amount of scheduled maturitiesfor the next five yearsof long-term debt are asfollows

(in thousands):

2019 (1) covvvvvveveeeeeeeeeeeeeeeseeeeneenenesseseenns $ 100,600
20720 S 45,000
72073 DO —
72072 150,000
720 7. T —

(1) The 7.25% 2009 Series A and the 7.25% 2009 Series B PCBs with an aggregate principal amount, together, of $100.6

million have optional redemptions beginning in February 2019 and April 2019, respectively, at which time the Company
expectsto repay, remarket or replace these bonds.
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K. Income Taxes

On December 22, 2017, the TCJA was enacted. The TCJA includes significant changes to the IRC, including amendments
that significantly changed the taxation of business entities and includes specific provisions related to regulated public utilities.
The more significant changes that impact the Company included in the TCJA are reductions in the corporate federal income tax
rate from 35% to 21%, elimination of the corporate aternative minimum tax provision, additional limitations on deductions of
executive compensation, and limitations on the utilization of NOL s arising after December 31, 2017, to 80% of taxable income
with no carryback but with an indefinite carryforward. The specific provisions related to regulated public utilities in the TCJA
generally provide for the continued deductibility of interest expense, the elimination of bonus depreciation for property acquired
and placedinto serviceafter December 31, 2017, and the continuance of ratenormalizati on requirementsfor accel erated depreciation
benefits and changes to deferred tax balances as a result of the change in the corporate federal income tax rate. Although the
Company recorded provisional estimates of the impact of the TCJA, as of the date of enactment, no significant subsequent
adjustmentsto the provisional estimates were recorded during the one-year measurement period as permitted by the SEC in SAB
118. Theresults for the twelve months ended December 31, 2018 and 2017 contain the impact of the TCJA.

Reductions in accumulated deferred federal income taxes ("ADFIT") due to the reduction in the corporate income tax rate
to 21% under the provisions of the TCJA will result in amounts previously collected from utility customersfor these deferred taxes
to be refundabl e to such customers, generally through reductionsin future rates. The TCJA includes provisions that stipulate how
these excess deferred taxes are to be returned to customers for certain accelerated tax depreciation benefits. Potential refunds of
other excess deferred taxes will be determined by the Company’s regulators. The December 31, 2017 balance sheet reflects the
impact of the TCJA which reduced ADFIT by $298.9 million, reduced regulatory assets by $23.6 million and increased regulatory
liabilities by $275.3 million. The changesin deferred taxes were recorded at the amount of the reduced future cash flow expected
to beincluded in rates, as required in ASC 740. These adjustments had no impact on the Company’s cash flows for the year ended
December 31, 2017.

In February 2018, the FASB issued ASU 2018-02, which addresses concerns that the tax reduction due to the change in the
corporate tax rate from 35% to 21% would be "stranded" in AOCI. ASU 2018-02 allows companies to reclassify stranded taxes
from AOCI to retained earnings. The Company is currently evaluating the impact of ASU 2018-02 and its impact on regul ated
utilities. See Part I1, Item 8, Financia Statements and Supplementary Data, Note B of Notes to Financial Statements for further
discussion on new accounting standards.

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities at
December 31, 2018 and 2017 are presented below (in thousands):

December 31,

2018 2017
Deferred tax assets:

Benefit of tax 10SS CarryfOrWardS ............coceviivcueuiiseiececsee ettt $ 12521 $ 24,035
Alternative minimum tax credit carryforward............cooieieiireieneieeeceeese e 8,855 16,620
PENSIONS AN DENEFILS ....veceecicece e s re e e 31,874 32,606
ASSet retiremMent OBIIGALION. .........oiuiiiieieiee ettt b e b e b e 21,305 19,530
Regulatory liabilities related t0 INCOME LAXES .......ccvvvrereri et 63,378 63,794
D= 1= (= o N 0= 2,483 1,405
(@1 0= OSSR O OO OPOPRPR 2,673 —
Total gross Aeferret tax GSSELS.......ouiuerierieeeeeerire s e et e e eresresaesneees 143,089 157,990

Deferred tax liabilities:
Plant, principally due to depreciation and basis differences ..........cccocevvveiseicienesieneseneeeenns (437,465) (426,077)
DECOMMISSIONING -ttt ettt sttt bbb e bt e bbbt bbb et bt st e e b (30,757) (34,520)
10 P — (2,416)
Total gross deferred tax [HabiliTiES......ccvvrieireircse e (468,222) (463,013)
Net accumulated deferred iNCOME tAXES. .......cvvirureeieeeeeeee e $ (325133) $ (305,023)

Based on the average annual earnings beforetaxesfor the prior threeyears, and excluding the effects of unusual or infrequent
items, the Company believes that the deferred tax assets will be fully realized.
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The Company recognized income tax expense for 2018, 2017 and 2016 as follows (in thousands):

Years Ended December 31,

2018 2017 2016
Income tax expense (benefit):
Federal:
O T (= | R $ (4,638) $ 2507 $ 2,642
D= 1 (= o RS STS 24,121 46,089 47,909
Total federal iINCOMETAX.......coviiiicieicie e 19,483 48,596 50,551
State:
L@ 1 (= | S 1,888 (897) 766
D= 1 (= o RS STS 1,941 1,816 3,285
Total StAtE INCOMEB EAX......ccveeeeieerieeeecetee e eeee e seee e e reeeeeeree e 3,829 919 4,051
Generation (amortization) of accumulated investment tax credits................ 3,056 1,489 (684)
Total iNCOME taX EXPENSE.......coveeeeeereeeeeeeeeeese st st es e e s s s s e e $ 26,368 $ 51,004 $ 53,918

As of December 31, 2018, the Company had $8.9 million of aternative minimum tax ("AMT") credit carryforwards. Based
on the TCJA provisions, the Company may claim a refund of 50% of the remaining AMT credits in 2019 and 2020. Any AMT
credits remaining after 2020 will be refunded in 2021. As of December 31, 2018, the Company had $11.9 million of federal and
$0.8 million of state tax loss carryforwards. Under the TCJA, NOL s arising in tax years ending after 2017 cannot be carried back
but can be carried forward indefinitely. The use of NOL s generated after 2017 to offset taxableincomeislimited to 80% of taxable
income. Federal NOL s generated prior to 2018 are able to offset 100% of future taxable income to the extent available but have
lives of only 20 years.

Income tax provisions differ from amounts computed by applying the statutory federal income tax rate of 21% in 2018 and
35% in 2017 and 2016 to book income before federal income tax as follows (in thousands):

Years Ended December 31,

2018 2017 2016
Federal income tax expense computed on income at statutory rate...................... $ 23243 $ 52243 $ 52,740
Difference dueto:

State taxes, net of federal benefit..........coocvviiiecii i 3,059 597 2,633
ABFUDC ... (182) 450 (475)
Permanent tax differenCes.........oovviivenienieree e (682) (2,562) (2,369)
(@151 SRS 930 276 1,389
Total iNCOME taX EXPENSE.......ccoveeeeereeeeeeeeeeese st eeereseesese s s enesensnenas $ 26368 $ 51,004 $ 53918

EFfECtiVE INCOMETAX FBLE ..........cveeeeeeeeceeeeeeeeseseeseee s snessessssenesnsssee s eensenes 23.8% 342% 358%

The Company filesincome tax returns in the U.S. federal jurisdiction and in the states of Texas, New Mexico and Arizona.
The Company isno longer subject to tax examination by thetaxing authoritiesin thefederal, Arizonaand New Mexico jurisdictions
for years prior to 2014. In August 2017, the Company reached an agreement with the Texas Comptroller of Public Accounts and
settled auditsin Texas for tax years 2007 through 2011.

In the third quarter of 2016, the Company changed its accounting for state income taxes from the flow-through method to
the normalization method in accordance with the 2016 PUCT Final Order and the NMPRC Fina Order. Under the flow-through
method, the Company previously recorded deferred stateincome taxes and regulatory liabilities and assets off setting such deferred
state income taxes at the expected cash flow to be reflected in future rates. Upon implementation of normalization, the Company
began amortizing the net regulatory asset for deferred state income taxes to deferred income tax expense over a 15-year period as
allowed by theregulators. Inthethird quarter of 2016, the Company began recording deferred stateincometax expense asrequired
by normalization, retroactive to January 2016 as provided in thefinal orders. Theimpact of the change was additional income tax
expense of $2.3 million, $1.9 million and $5.1 million for the years ended December 31, 2018, 2017 and 2016, respectively.
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The FASB guidance prescribes a recognition threshold and measurement attribute for the financial statement recognition
and measurement of atax position taken or expected to be taken in atax return. The Company recorded adecrease of $1.2 million
(net of anincrease of $0.5 million), and adecrease of $0.4 million (net of anincrease of $0.3 million), in2017 and 2016, respectively,
related to transmission and distribution costs and other amounts deducted in current and prior year Texas franchise tax returns.
The Company recorded an unrecognized tax position of $0.5 million in 2018, $0.1 million in 2017 and a decrease of $0.3 million
in 2016 related to tax credits taken and apportionment factors used in prior year Arizona income tax returns, which have been
settled through audit. A reconciliation of the December 31, 2018, 2017 and 2016 amounts of unrecognized tax benefits are as
follows (in thousands):

2018 2017 2016

BaAlanCe at JANUAIY 1 .......cccueveuieiiiicrieeiieieteseieeietesseessaesesesesaesesessssesesensssssesssensssesas $ 4200 $ 5300 $ 6,000
Additions for tax positions related to the current year..........ccceeeeeeevveereeennn, — 200 400
Reductions for tax positions related to the current year ............ccccceceeeeenene (200) — —
Additions for tax positions Of Prior YEAIS. .......cccuevrerrerneneneseeeseeseeeee 700 400 100
Reductions for tax positions Of Prior YEArS........cveeveereeveienieieseresiesesieneas — (1,700) (1,200)

Balance at DeCEMDEr 3L .......coociiiireeireeree e $ 4,700 $ 4,200 $ 5,300

If recognized, $1.6 million of the unrecognized tax position at December 31, 2018, would reduce the effective tax rate. The
Company recognized income tax expense for the increase in unrecognized tax positions of $0.5 million for the year ended
December 31, 2018.

The Company recognizesin tax expense interest and penalties related to tax benefits that have not been recognized. For the
years ended December 31, 2018 and 2016, the Company recognized tax expense interest of $0.6 million and $0.1 million,
respectively. For the year ended December 31, 2017 the Company recognized a tax benefit of $0.2 million. The Company had

approximately $1.2 million and $0.7 million accrued for the payment of interest and penalties at December 31, 2018 and 2017,
respectively.

88



EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

L. Commitments, Contingencies and Uncertainties

Power Purchase and Sale Contracts

To supplement itsown generation and operating reserverequirementsand to meet its RPSrequirements, the Company engages
in power purchase arrangements that may vary in duration and amount based on an evaluation of the Company’s resource needs,
the economics of the transactions and specific RPS requirements. The Company has entered into the following significant
agreements with various counterparties for the purchase and sale of electricity:

Commercial
Operation
Type of Contract Counterparty Quantity Term Date
December 2008 through December
Power Purchase and Sale Agreement. Freeport 25 MW 2021 2 N/A
Power Purchase and Sale Agreement . Freeport 100 MW June 2006 through December 2021 N/A
Hatch Solar Energy Center
Power Purchase Agreement................ I,LLC 5 MW July 2011 through July 2036 July 2011
Power Purchase Agreement................ Solar Roadrunner, LLC 20 MW August 2011 through August 2031 August 2011
Power Purchase Agreement................ SunE EPEL, LLC 10 Mw June 2012 through June 2037 June 2012
Power Purchase Agreement................ SunE EPE2, LLC 12 MW May 2012 through May 2037 May 2012
Power Purchase Agreement................ Macho Springs Solar, LLC 50 MW May 2014 through May 2034 May 2014
December 2014 through December
Power Purchase Agreement............... Newman Solar LLC 10 MW 2044 December 2014

The Company has a firm 100 MW Power Purchase and Sale Agreement ("Power Purchase and Sale Agreement”) with
Freeport-McMoran Copper & Gold Energy ServicesLLC ("Freeport") that providesfor Freeport to deliver energy to the Company
from the Luna Energy Facility (anatural gas-fired combined cycle generation facility located in Luna County, New Mexico) and
for the Company to deliver alike amount of energy at Greenlee, Arizona. The Company may purchase the quantities noted in the
tableaboveat aspecified priceat timeswhen energy isnot exchanged under the Power Purchase and Sale A greement. Theagreement
was approved by the FERC and will continue through an initial term ending December 31, 2021, with subsequent rollovers until
terminated. Upon mutual agreement, the Power Purchase and Sale Agreement allows the parties to increase the amount of energy
that is purchased and sold under the agreement. The parties have agreed to increase the amount up to 125 MW through December
2021.

The Company has entered into several power purchase agreementsto help meet its RPS requirements. Namely, the Company
has a 25-year purchase power agreement with Hatch Solar Energy Center I, LLC to purchase al of the output from a solar
photovoltaic plant located in southern New Mexico, which began commercia operation in July 2011. In June 2015, the Company
entered into a consent agreement with Hatch Solar Energy Center 1, LLC to provide for additional or replacement photovoltaic
modules. The Company also entered into a 20-year contract with Solar Roadrunner, LLC, a subsidiary of Global Infrastructure
Partners, (formerly known as NRG Solar Roadrunner LLC) to purchase all of the output of a solar photovoltaic plant built in
southern New Mexico, which began commercial operationin August 2011. In addition, the Company has 25-year purchase power
agreementsto purchase al of the output of two additional solar photovoltaic plantslocated in southern New Mexico, SunE EPEL,
LLC and SunE EPE2, LLC, which began commercial operation in June 2012 and May 2012, respectively. In September 2017,
Longroad Solar Portfolio Holdings, LL C purchased SunkE EPEL, LLC, and in October 2017, Silicon Ranch Corporation purchased
SunkE EPE2, LLC with the Company's consent per the terms of both power purchase agreements.

Furthermore, the Company has a 20-year power purchase agreement with Macho Springs Solar, LL C to purchase the entire
generation output delivered from the 50 MW Macho Springs solar photovoltaic plant located in Luna County, New Mexico, which
began commercial operation in May 2014. Finaly, the Company has a 30-year power purchase agreement with Newman Solar
LLC to purchase the total output of approximately 10 MW from a solar photovoltaic plant on land subleased from the Company
in proximity to Newman. This solar photovoltaic plant began commercial operation in December 2014.
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Environmental Matters

General. The Company is subject to extensive laws, regulations and permit requirements with respect to air and greenhouse
gas ("GHG") emissions, water discharges, soil and water quality, waste management and disposal, natural resources and other
environmental matters by federal, state, regional, tribal and local authorities. Failure to comply with such laws, regulations and
requirements can result in actions by authorities or other third parties that might seek to impose on the Company administrative,
civil and/or criminal penaltiesor other sanctions. In addition, releases of pollutantsor contaminantsinto the environment can result
incostly cleanupliabilities. Theselaws, regulationsand requirementsare subject to changethrough modification or reinterpretation,
or the introduction of new laws and regulations and, as a result, the Company may face additional capital and operating costs to
comply.

National Ambient Air Quality Standards ("NAAQS"). Under the U.S. Clean Air Act ("CAA"), the U.S Environmental
Protection Agency ("EPA") sets NAAQS for six criteria pollutants considered harmful to public health and the environment,
including particul ate matter, nitrogen oxide, carbon monoxide, ozone and sulfur dioxide. On October 1, 2015, the EPA released a
final ruletightening the primary and secondary NAAQSfor ground-level ozonefromits 2008 standard levelsof 75 partsper billion
("ppb™) to 70 ppb. The EPA published the Final Rule on June 4, 2018, designating El Paso County, Texas, as "attainment/
unclassifiable” under the 2015 ozone NAAQS and designating a section of southern Dofia Ana County, New Mexico, as
"nonattainment.” In August 2018, several petitions for review of the Final Rule were filed in the U.S. Court of Appeals for the
D.C. Circuit. One of these petitions, filed by the City of Sunland Park, New Mexico, specifically challenges the "attainment/
unclassifiable" designation of El Paso County, Texas. The Company and other intervenors filed and were granted motions to
intervene in the challengesto EPA's 2015 ozone NAA QS designations. A briefing schedul e extending through July 2019 has been
established for the case.

States, including New Mexico, that contain any areas designated as nonattainment are required to compl ete development of
implementation plansin the 2020-2021 timeframe. Most nonattainment areas are expected to have until 2020 or 2023 to meet the
primary (health) standard, with the exact attainment date varying based on the ozone level in the area. The Company continues to
evaluate what impact thesefinal and proposed NAAQS could have onitsoperations. If the Company isrequired toinstall additional
equipment to control emissions at its facilities, the NAAQS, individually or in the aggregate, could have a material impact on its
operations and financia results.

Climate Change. The federal government has considered, proposed and/or finalized legidlation or regulations limiting GHG
emissions, including carbon dioxide. In particular, the U.S. Congress has considered legislation to restrict or regulate GHG
emissions. In October 2015, the EPA published arule establishing guidelines for statesto regulate carbon dioxide emissions from
existing power plants, known as the Clean Power Plan ("CPP"). Legal challenges to the CPP are ongoing. On August 31, 2018,
the EPA published a proposal to replace the CPP called the Affordable Clean Energy ("ACE") rule. The ACE rule has not yet been
finalized. At this time the Company cannot determine the impact that the CPP, the ACE rule, and related proposals and legal
challenges may have on our financial position, results of operations or cash flows.

Environmental Litigation and Investigations. Since July 2011, the U.S. Department of Justice, on behalf of the EPA, and
APS have been engaged in substantive settlement negotiationsin an effort to resolve certain pending matters. The allegationsbeing
addressed through settlement negotiations are that APS failed to obtain the necessary permits and install the controls necessary
under the CAA to reduce sulfur dioxide, nitrogen oxides, and particulate matter, and that APS failed to obtain an operating permit
under Title V of the CAA that reflects applicable requirements imposed by law. On June 24, 2015, the parties filed with the U.S.
District Court for the District of New Mexico a settlement agreement ("CAA Settlement Agreement") resolving this matter. On
August 17, 2015, the U.S. District Court entered the CAA Settlement Agreement. The agreement imposes a total civil penalty
payable by the co-owners of Four Corners collectively in the amount of $1.5 million, and it requires the co-owners to pay $6.7
million for environmenta mitigation projects. At December 31, 2018, the Company has accrued its remaining unpaid share of
approximately $0.2 million related to this matter.

Lease Agreements

The Company leases land in El Paso, Texas, adjacent to Newman under a lease that expires in June 2033 with a renewal
option of 25 years. The Company also has several other leases for office, parking facilities and equipment that expire within the
next 5 years. The Company hastransmission and distribution linesthat are operated under various|and rights agreements, including
easements, leases, permits and franchises. The majority of these agreements include renewal options that the Company routinely
exercises. These agreements generally do not impose any restrictionsrelating to issuance of additional debt, payment of dividends
or entering into other lease arrangements.
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The Company's total annual rental expense related to operating leases was $1.7 million, $2.4 million, and $1.7 million for
2018, 2017 and 2016, respectively. As of December 31, 2018, the Company’s minimum future rental payments for the next five
years are as follows (in thousands):

2019.....coiiiiie e $ 923
2020.....ccoiieiee 820
2021 700
2022.....ooiieeeieee e 544
2023, 526

Union Matters

TheCompany hasapproximately 1,100 employees, about 37% of whom are covered by acollective bargai ning agreement.
The International Brotherhood of Electrical Workers Local 960 ("Loca 960") represents the Company’s employees working
primarily in power generation, transmission and distribution, communications, material services, fleet services, facilities services,
customer services and meter reading, and field services. The Company entered into a collective bargaining agreement effective
September 3, 2016, with Local 960 for athree-year term ending September 3, 2019. The agreement provides for pay increases of
3% on September 3, 2016, September 3, 2017 and September 3, 2018, respectively. The Company presently anticipates negotiating
anew three-year collective bargaining agreement to supersede the current collective bargaining agreement after the initial three-
year term of the current collective bargaining agreement ends on September 3, 2019. The Company cannot predict the outcome
of such negotiations and its impact on the Company's operating results and cash flows.

M. Litigation

The Company isinvolved in various legal, environmental, tax and regulatory proceedings before various courts, regulatory
commissions and governmental agencies regarding matters arising in the ordinary course of business. In many of these matters,
the Company hasexcess casualty liability insurancethat coversthevariousclaims, actionsand complaints. The Company regularly
analyzes current information and, as necessary, makes provisionsinitsfinancial statementsfor probableliabilitiesfor the eventual
disposition of these matters. While the outcome of these matters cannot be predicted with certainty, based upon a review of the
matters and applicable insurance coverage, the Company believes that none of these matters will have a material adverse effect
onthefinancial position, resultsof operationsor cash flowsof the Company. The Company expenseslegal costs, including expenses
related to loss contingencies, as they are incurred.

See Part |1, Item 8, Financial Statements and Supplementary Data, Note D and Note L of Notesto Financial Statements for
further discussion of the effects of government legislation and regulation on the Company as well as certain pending legal
proceedings.
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N. Employee Benefits

The Company adopted ASU 2017-07, Compensation-Retirement Benefits, effective January 1, 2018. Upon adoption
of the new standard, the service cost isincluded in " Operations and maintenance" in the Company's Statements of Operations.
The expected return on plan assets isincluded in "Investment and interest income, net". The amortization of prior service
benefit and amortization of gains are included in "Miscellaneous non-operating income". The amortization of prior service
cost and amortization of losses are included in "Miscellaneous non-operating deductions'. The interest cost component of
net periodic benefit cost isincluded in "Other interest”.

The provisionsin ASU 2017-07 were applied retrospectively for the income statement presentation of the service cost
component and the other components of net benefit costs. The Company elected to apply the practical expedient and used
the amounts previously disclosed in 2017 and 2016 as the estimation basis for applying the retrospective presentation
reguirements.

The Company reclassified $8.2 million to "Operations and maintenance" in the Company’s Statement of Operations
for the twelve months ended December 31, 2017 by increasing (i) "Investment and interest income, net" by $21.1 million,
(if) "Miscellaneous non-operating income" by $11.3 million, (iii) "Miscellaneous non-operating deductions” by $8.4 million,
and (iv) "Other interest" by $15.8 million. As aresult of the reclassifications, "Operations and maintenance" increased to
$10.8 million in service cost from the $2.6 million in net periodic benefit cost previously reported.

The Company reclassified $7.0 million to "Operations and maintenance” in the Company’s Statement of Operations
for the twelve months ended December 31, 2016 by increasing (i) "Investment and interest income, net" by $20.7 million,
(i) "Miscellaneous non-operating income" by $9.8 million, (iii) "Miscellaneous non-operating deductions' by $7.3 million,
and (iv) "Other interest" by $16.2 million. As a result of the reclassifications, "Operations and maintenance" increased to
$10.8 million in service cost from the $3.8 million in net periodic benefit cost previously reported.

Retirement Plans

The Company’s Retirement Income Plan (" Retirement Plan") isaqualified noncontributory defined benefit plan. Upon
retirement or death of avested plan participant, assets of the Retirement Plan are used to pay benefit obligations under the
Retirement Plan. Contributions from the Company are based on various factors, such as the minimum funding amounts
required by the U.S. Internal Revenue Service, state and federal regulatory requirements, amounts requested from customers
in the Company's Texas and New Mexico jurisdictions, and the annual net periodic benefit cost of the Retirement Plan, as
actuarially calculated. The assets of the Retirement Plan are primarily invested in common collective trustswhich hold equity
securities, debt securities and cash equivalents and are managed by a professional investment manager appointed by the
Company.

The Company has two non-qualified retirement plans that are non-funded defined benefit plans. The Company's
Supplemental Retirement Plan covers certain former employees and directors of the Company. The Excess Benefit Plan was
adopted in 2004 and covers certain active and former employees of the Company. The net periodic benefit cost for the non-
qualified retirement plans are based on substantially the same actuarial methods and economic assumptions as those used
for the Retirement Plan.

The Retirement Plan was amended effective April 1, 2014 to offer a cash balance pension benefit as an aternative to
itsexisting final average pay pension benefit for employees hired prior to January 1, 2014. Employees hired after January 1,
2014 are automatically enrolled in the cash balance pension benefit.

Prior to December 31, 2013, employees who completed one year of service with the Company and worked at least a
minimum number of hours each year were covered by thefinal average pay formulaof the plan. For participantsthat continue
to be covered by the final average pay formula, retirement benefits are based on the employee’'sfinal average pay and years
of service. The cash balance pension benefit covers employees beginning on their employment commencement date or re-
employment commencement date. Retirement benefits under the cash balance pension benefit are based on the employee's
cash balance account, consisting of pay credits and interest credits.
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The obligations and funded status of the plans are presented below (in thousands):

December 31,
2018 2017
Retirement Non-Quialified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans
Change in projected benefit obligation:

Benefit obligation at end of prior year................ $ 361989 $ 28392 $ 337,768 $ 27,462
SENVICE COSE (B) wvevereeererinrerieiesiereseeresieeseeseseeneas 9,086 480 8,156 362
INEErESt COSL....oeiniiieeiee e 12,013 865 12,196 863
Actuaria (gain) [0SS........cccooeevevievieneeece e (29,911) (1,087) 20,829 2,217
Benefitspaid.......cccceevvnnineineeee e (17,681) (1,931) (16,960) (2,512)

Benefit obligation at end of year ................. 335,496 26,719 361,989 28,392

Change in plan assets:

Fair value of plan assets at end of prior year ...... 304,389 — 269,766 —
Actual return (loss) on plan assets.........ccccevee. (19,683) — 44,283 —
Employer contribution...........c.ccccoeeviininnenne 7,300 1,931 7,300 2,512
Benefitspaid.......ccoceevinnineinenee e (17,681) (1,931) (16,960) (2,512
ASSUMEd EXPENSES.....cevveeeieererriressineesesseseseesessenes (1,522) — — —

Fair value of plan assets at end of year........ 272,803 — 304,389 —

Funded status at end of year ............cccccuunee. $ (62693 $ (26,719) $ (57,6000 $ (28,392

(a) Service cost for the Retirement Plan for 2018 excludes assumed expenses of $1,522 thousand for administrative
and investment expenses paid from plan assets during the year.

Amounts recognized in the Company's balance sheets consist of the following (in thousands):

December 31,

2018 2017
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans
Current liabilitieS.......cocveveveeiecceeeee et $ — $ (2,153) $ — $ (2,154)
NONCUITENE [1@DITIIES.........ooveeeeeeee e (62,693) (24,566) (57,600) (26,238)
Lo 1 OO $ (62693) $ (26,719) $ (57,600) $ (28,392

The accumulated benefit obligation in excess of plan assetsis as follows (in thousands):

December 31,

2018 2017
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans
Projected benefit Obligation..............oov.eveeereerereeeeeeeseeeeseseseneone $ (3354%) $ (26,719) $ (361989 $ (28,39
Accumulated benefit obligation ... (308,582) (24,251) (329,279) (25,370)
Fair value of plan assetS ......ccccovevveveeeeieeieeeee e 272,803 — 304,389 —
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Pre-tax amounts recognized in accumulated other comprehensive income consist of the following (in thousands):

Years Ended December 31,

2018 2017
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans
NEL LOSS ... eiictiiictee ettt e see e ebe e sbeeeneesareesreeenneenes $ 112532 $ 9300 $ 109,215 $ 11,408
Prior service Denefit.........cooiviininsc e (16,942) (107) (20,410) (146)
L0 = TR $ 95590 $ 9193 $ 88,805 $ 11,262

The following are the weighted-average actuarial assumptions used to determine the benefit obligations:

December 31,

2018 2017
Non-Qualified Non-Qualified
Retirement Supplemental Excess Retirement Supplemental Excess
Income Retirement Benefit Income Retirement Benefit
Plan Plan Plan Plan Plan Plan
DiSCOUNt Fate......ccvevereerrearereninens 4.42% 4.11% 4.45% 3.77% 3.40% 3.81%
Rate of compensation increase.... 4.5% N/A 4.5% 4.5% N/A 4.5%

The Company reassesses various actuarial assumptions at least on an annual basis. The discount rateis reviewed and
updated at each measurement date. The discount rate used to measure the fiscal year end obligation is based on a segmented
spot rateyield curve that matches projected future payments with the appropriate interest rate applicable to the timing of the
projected future benefit payments. A 1% increase in the discount rate would decrease the December 31, 2018 retirement
plans' projected benefit obligation by 11.7%. A 1% decrease in the discount rate would increase the December 31, 2018
retirement plans' projected benefit obligation by 14.4%.

The components of net periodic benefit cost are presented below (in thousands):

Years Ended December 31,

2018 2017 2016
Retirement Non-Qualified Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement Income Retirement
Plan Plans Plan Plans Plan Plans
Service Cost (@) ...covvevveereerueeieernnn $ 10,608 $ 480 $ 8156 $ 362 $ 7,705 $ 296
Interest Cost .....covveecvveeecieecieene, 12,013 865 12,196 863 12,161 878
Expected return on plan assets... (21,076) — (219,189 — (18,879) —
Amortization of:
NEL 10SS......ocviveeeereeiieeieene 7,531 1,022 7,572 882 6,554 785
Prior service benefit ............ (3,467) (39) (3,467) (39 (3,467) (39
Net periodic benefit
(001 (S $ 5609 $ 2328 $ 5268 $ 2,068 $ 4074 $ 1,920

(a) Service cost for the Retirement Plan for 2018 includes assumed expenses of $1,522 thousand for administrative and
investment expenses paid from plan assets during the year.
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The changes in benefit obligations recognized in other comprehensive income are presented below (in thousands):

Years Ended December 31,

2018 2017 2016
Retirement Non-Qualified Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement Income Retirement
Plan Plans Plan Plans Plan Plans
NERCETD I $ 10848 $ (1,087) $ (4265 $ 2217 $ 8644 $ 1,266
Amortization of:
NEt 10SS.....oovvereeeerreerrereeeens (7,531) (1,022) (7,572) (882) (6,554) (785)
Prior service benefit.............. 3,467 39 3,467 39 3,467 39
Total recognized in other
comprehensive income......... $ 6784 $ (20700 $ (8370 $ 1374 $ 5557 $ 520

The total amount recognized in net periodic benefit costs and other comprehensive income are presented below (in
thousands):

Years Ended December 31,

2018 2017 2016
Retirement Non-Qualified Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement Income Retirement
Plan Plans Plan Plans Plan Plans
Total recognized in net
periodic benefit cost and other
comprehensiveincome............. $ 12,393 $ 258 $ (3102) $ 3442 % 9631 $ 2,440

The following are amounts in accumulated other comprehensive income that are expected to be recognized as
components of net periodic benefit cost during 2019 (in thousands):

Retirement Income Non-Qualified
Plan Retirement Plans
L 01T $ 4905 $ 763
Prior SErVICE DENEFIt........oieceecece e e (3,467) (39

The following are the weighted-average actuarial assumptions used to determine the net periodic benefit cost for the
twelve months ended December 31:

2018 2017 2016
Non-Qualified Non-Qualified Non-Qualified
Retirement  Supplemental Excess  Retirement Supplemental Excess  Retirement  Supplemental Excess
Income Retirement Benefit Income Retirement Benefit Income Retirement Benefit
Plan Plan Plan Plan Plan Plan Plan Plan Plan

Discount rate

Benefit

obligation....... 3.77% 340% 381%  4.30% 3.76% 4.35%  457% 3.99% 4.63%

Service cost.... 3.86% N/A  3.89% 4.51% N/A  4.52% 4.83% N/A  4.87%

Interest cost.... 3.40% 2.84% 3.48% 3.70% 2.949% 3.78% 3.86% 3.04% 3.90%
Expected long-
term return on
plan assets.......... 7.5% N/A N/A 7.0% N/A N/A 7.0% N/A N/A
Rate of
compensation
increase.............. 4.5% N/A 4.5% 4.5% N/A 4.5% 4.5% N/A 4.5%
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The Company’s overall expected long-term rate of return on assetsis 7.5% as of January 1, 2019, which is both apre-
tax and after-tax rate as pension funds are generally not subject to income tax. The expected long-term rate of returnisbased
on the weighted average of the expected returns on investments based upon the target asset allocation of the pension fund.
The Company’starget allocations for the plan’s assets are presented below:

December 31, 2018

Equity securities........c.ccccevvreeerennnne. 49.0%
Fixed income........ccccoevevvenecvennnn, 41.2%
Alternative investments................... 9.8%

Total ..o 100.0%

The Retirement Plan invests the majority of its plan assets in common collective trusts which includes a diversified
portfolio of domestic andinternational equity securitiesand fixedincomesecurities. Alternativeinvestmentsof the Retirement
Plan are comprised of areal estate limited partnership, equity securities of real estate companies, primarily in real estate
investment trusts and equity securities of listed companiesinvolved in infrastructure activities. The expected rate of returns
for the funds are assessed annually and are based on long-term relationships among major asset classes and the level of
incremental returnsthat can be earned by the successful implementation of different activeinvestment management strategies.
Equity, real estate equity and infrastructure equity returns are based on estimates of long-term inflation rate, real rate of
return, 10-year Treasury bond premium over cash, an expected equity risk premium, aswell as other economic factors. Fixed
income returns are based on maturity, long-term inflation, real rate of return and credit spreads. These assumptions also
capture the expected correlation of returns between these asset classes over the long term.

The FASB guidance on disclosure for pension plans requires disclosure of fair value measurements of plan assets. To
increase consistency and comparability in fair value measurements, the FASB guidance on fair value measurements
established afair value hierarchy that prioritizesthe inputsto val uation techniques used to measurefair valueinto threelevels
asfollows:

e Level 1 - Observable inputs that reflect quoted market prices for identical assets and liabilities in active markets.
Prices of securitiesheld in the mutual funds and underlying portfolios of the Retirement Plan are primarily obtained
from independent pricing services. These prices are based on observable market data. The Common Collective
Trusts are valued using the Net Asset Value ("NAV") provided by the administrator of the fund. The NAV priceis
guoted on arestrictive market although the underlying investments are traded on active markets. The NAV used for
determining thefair value of theinvestmentsin the Common Collective Trustshavereadily determinablefair values.
Accordingly, such fund values are categorized as Level 1.

e Level 2 —Inputs other than quoted market prices included in Level 1 that are observable for the asset or liahility
either directly or indirectly. The fair value of these investments is based on evaluated prices that reflect observable
market information, such as actual trade information of similar securities, adjusted for observable differences.

e Level 3—Unobservable inputs using datathat is not corroborated by market data.
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Thefair value of the Company’s Retirement Plan assets at December 31, 2018 and 2017, and the level within the three
levels of thefair value hierarchy defined by the FASB guidance on fair value measurements are presented in the table below
(in thousands):

Quoted Prices Significant
in Active Other Significant
Fair Value as of Markets for Observable Unobservable
December 31, Identical Assets Inputs Inputs
Description of Securities 2018 (Level 1) (Level 2) (Level 3)
Cash and Cash EqQUIVAIENES .........coiieiiieiieeieceeee e $ 1911 $ 1911 $ — $ =
Common Collective Trusts (a)
EQUItY FUNAS.......ooeeeeecceeeee e 140,214 140,214 = =
Fixed income fuNdS..........coocovvieii i 110,333 110,333 — —
ReEal aSSEL TUNDS.......eocveiivieceecee e 16,990 16,990 — —
Total Common Collective TIUSES.......ovovverreneereee e 267,537 267,537 — —
Limited Partnership Interest in Real Estate (b) ........ccoccveveienenne 3,355
Total Plan INVESIMENES.......c.ccueveveeeececeereveeeeeeeereee e $ 272803 $ 269448 $ — % —
Quoted Prices Significant
in Active Other Significant
Fair Value as of Markets for Observable Unobservable
December 31, Identical Assets Inputs Inputs
Description of Securities 2017 (Level 1) (Level 2) (Level 3)
Cash and Cash EQUIVAIENES .........c.cveueeeeeeeeerereeeeeeeeerereseseeesesesesenns $ 1582 $ 1582 $ — 3 =
Common Collective Trusts (a)
EQUILY FUNAS......eeoeiieeeee e 158,684 158,684 — —
Fixed inCOmMe fUNdS........cccooveeerrinreree e 124,491 124,491 — —
Real asset fUNAS........coeeieiceceeee e 15,779 15,779 - —
Total Common Collective TrUSES.......ccoveveveeeeeeeeeree e 298,954 298,954 — —
Limited Partnership Interest in Real Estate (b) ........cccceeveeiieneene 3,853
Total Plan INVEStMENtS .......cccovveericieceeec e $ 304389 $ 300,536 $ — $ —

(8 The Common Collective Trusts are invested in equity and fixed income securities, or a combination thereof. The
investment objective of each fund is to produce returnsin excess of, or commensurate with, its predefined index.

(b) Thisinvestment is acommercial real estate partnership that purchases land, develops limited infrastructure and sells
it for commercia development. The Company was restricted from selling its partnership interest during the life of the
partnership, which spanned 7 years. Return on investment is realized as land is sold. The fair value of the limited
partnership interest in real estate is based on the NAV of the partnership which reflects the appraised value of the land.
The partnership term expired on June 30, 2016. Upon expiration, dissolution of the partnership commenced and, as a
result, the general partner of the partnership is attempting to sell the remaining inventory as soon as possible at the
highest pricing possible.
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The table below reflects the changes in the fair value of investmentsin the real estate limited partnership during the
period (in thousands):

Fair Value of

Investments in
Real Estate

Balances at DeCEMbEY 31, 2016 ........cccouieeeuieieriieieeieeeeiee ettt eae e erens $ 6,991
SAE O [ANA....ceieceeeee e (2,687)
Unrealized 10SS N fair VAIUE..........cceieeeeeeeceeeceee st (451)
Balances at December 31, 2017 ......ccvceieeie e 3,853
SAE O [ANA....ee et (48)
Unrealized 10SS N fair VAIUE.......cc.cceieeceeeecccere e e (450)
Balances at December 31, 2018 ..........coeoeiuiieiiieieeeeeeee ettt $ 3,355

Therewerenotransfersinor out of Level 1 and Level 2fair value measurementscategoriesdueto changesin observable
inputs during the twelve-month periods ending December 31, 2018 and 2017. There were no purchases, issuances, and
settlements related to the assets in the Level 3 fair value measurement category during the twelve-month periods ending
December 31, 2018 and 2017.

The Company and the fiduciaries responsible for the Retirement Plan adhere to the traditional capital market pricing
theory which maintains that over the long term, the risk of owning equities should be rewarded with a greater return than
available from fixed income investments. The Company and the fiduciaries responsible for the Retirement Plan seek to
minimizetherisk of owning equity securitiesby investinginfundsthat pursuerisk minimization strategiesand by diversifying
itsinvestmentsto limit itsrisks during falling markets. The investment manager has full discretionary authority to direct the
investment of plan assets held in trust within the guidelines prescribed by the Company and the fiduciaries responsible for
the Retirement Plan through the plan’s investment policy statement including the ability to hold cash equivalents. The
investment guidelines of the investment policy statement are in accordance with the Employee Retirement Income Security
Act of 1974 ("ERISA") and U.S. Department of Labor ("DOL") regulations.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid (in
thousands):

Retirement Income Non-Quialified
Plan Retirement Plans
2009 .. e e $ 17,745 $ 2,154
2020 ... e 18,278 2,094
2021 ... 18,775 2,042
2022 ... e e 19,276 1,988
2023 .. e e e 20,545 1,956
2024-2028.......oceeeeiinieeeee e 108,371 8,811

401(k) Defined Contribution Plans

The Company sponsors401(k) defined contribution plans covering substantially all employees. The Company provides
a 50 percent matching contribution up to 6 percent of the employee's compensation for employees who are enrolled in the
final average pay pension benefit of the Retirement Plan and a 100 percent matching contribution up to 6 percent of the
empl oyee's compensation for employeeswho are enrolled in the cash balance pension benefit of the Retirement Plan, subject
to certain other limits and exclusions. Annual matching contributions made to the savings plansfor the years 2018, 2017 and
2016 were $4.6 million, $4.4 million, and $4.1 million, respectively.

Other Post-retirement Benefits

The Company provides certain other post-retirement benefits, including health care benefitsfor retired employees and
their eligible dependents and life insurance benefits for retired employees only ("OPEB Plan"). Substantially all of the
Company’s employees may become eligible for those benefits if they retire while working for the Company. Contributions
from the Company are based on various factors such as the OPEB Plan's funded status, tax deductibility of contributions to
the OPEB Plan, state and federal regulatory requirements, amounts requested from customersin the Company's Texas and
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New Mexico jurisdictions and the annual net periodic benefit cost of the OPEB Plan, as actuarially calculated. The assets of
the OPEB Plan are primarily invested in institutional fundswhich hold equity securities, debt securities and cash equivalents

and are managed by a professional investment manager appointed by the Company.

The following table contains a reconciliation of the change in the benefit obligation, the fair value of plan assets and

the funded status of the OPEB Plan (in thousands):

December 31,

2018 2017
Change in benefit obligation:
Benefit obligation at end of Prior YEAI ...ttt $ 67,290 $ 73,515
S YT X0 = B ) I PPN 2,591 2,236
IIIEEIESE COSE... ettt iteeteste sttt sttt bbb e b e e e e et en e e b b sn e renre e 2,252 2,723
E e LU= = 0 = S (9,295) (8,319)
Benefits paid from Plan GSSELS. ..o e (3,003) (4,087)
Benefits paid from COrPOrate aSSELS.........uoueiueruereeerieeeeeeeseestestesteseestesaeseeseeeseeeesessessessenseses (141) —
RELIree CONtIIDULIONS ..ot e e 1,168 1,222
Benefit obligation at end Of YEAr ......ccooviiiiiiieee e e 60,862 67,290
Change in plan assets:
Fair value of plan assets at end Of Prior YA .......cc.cceveiieii i 40,873 39,115
Actual return (10SS) ON Plan @SSELS........coueirieirieirieireesiee s se st se st e sseneens (2,997) 4,173
EMployer CONtIIDULION...........c.oiiiiiiieiesee st bbb 450 450
Benefits paid from Plan GSSELS........covieiiinrenre e e (3,003) (4,087)
RELiree CONtIIDULIONS ... et s 1,168 1,222
ASSUMET EXPENSES. ....c.evieeieeeiesteestee sttt sttt sttt et b et b s b et e bbb et st et sb ettt ebe e (204) —
Fair value of plan assets at end Of YEar ........ccccceeeeeieiice s 36,287 40,873
Funded Status at €N Of YEAI .......cccviieiiiceeeeie et $ (24575 $ (26/417)

(8) Servicecost for 2018 excludes assumed expenses of $204 thousand for administrative and investment expensespaid from

plan assets during the year.

Amounts recognized in the Company's balance sheets consist of the following (in thousands):

December 31,

2018 2017

Current liabilitieS........coeeveevieiieecee e $ — % —
Noncurrent liabilities............coovnniininnnnn. (24,575) (26,417)
TOtE ..o $ (24575 $ (26417)

Pre-tax amounts recognized in accumulated other comprehensive income consist of the following (in thousands):

December 31,

2018 2017

= 0 = 1 o S $ (36890 $ (35194
Prior service benefit........ccovvvevneineinenneen, (28,706) (34,857)
o€ $ (6559%) $ (70,051)
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The following are the weighted-average actuarial assumptions used to determine the accrued benefit obligations:

December 31,

2018 2017
Discount rate at €Nd Of YOI ........cceuirieuirieirieiirieirie ettt 4.43% 3.79%
Health care cost trend rates:

INEIAL L.ttt bbbttt enn e

Pre-65 MEdICAl .......cooueiiiiriieces e 6.00% 6.25%

POSE-65 MEAICA .......eveverieiiriiirieeieee e 4.50% 4.50%

PrE-65 ArUQ ....o.veveieeeiieiirieese ettt 7.00% 7.25%

POSE-65 ArUQ. .. .cveeeviieeeiiieiesteesteiste ettt sae e sa e s e ssasesseeesessesessesesaenessenes 8.50% 10.00%

UIHIMBEE. ..t st sttt et 4.50% 4.50%

Year ultimate reaChed (@).......cceeiveereerieeieii ettt e 2026 2026

(a) Pre-65 medical reaches the ultimate trend rate in 2025. Additionally, the Post-65 medical trend is assumed to be
4.50% for al yearsinto the future.

The Company reassesses various actuarial assumptions at least on an annual basis. The discount rate is reviewed and
updated at each measurement date. The discount rate used to measure the fiscal year end obligation is based on a segmented
spot rateyield curve that matches projected future payments with the appropriate interest rate applicable to the timing of the
projected future benefit payments. A 1% increase in the discount rate would decrease the December 31, 2018 accumul ated
post-retirement benefit obligation by 13.4%. A 1% decrease in the discount rate would increase the December 31, 2018
accumulated post-retirement benefit obligation by 17.1%.

Net periodic benefit cost is made up of the components listed below (in thousands):

Years Ended December 31,

2018 2017 2016
SEIVICE COSE (B) ..uvvereeeeerereeieeteseieeeeteseeesssesesesssessesesasssesessasssesessssssssetesessssesensasans $ 2795 $ 2236 $ 2,769
F g S =S Ao 0L USSR 2,252 2,723 3,167
Expected return 0N plan SSELS.......cvveireiieiseee e e (2,435) (2,907) (1,835)
Amortization of:
Prior SErvice DENEFIt.........ooiieiiieieeree e (6,151) (6,151) (3,901)
NN o (2,166) (1,678) (2,374)
Net periodic bENefit COSt.......occiuiiiecccceee e $ (5,705) $ 4,777 $ (2,174)

(a) Servicecost for 2018 includes assumed expenses of $204 thousand for administrative and investment expenses paid from
plan assets during the year.

The changesin benefit obligations recognized in other comprehensive income are presented below (in thousands):

Years Ended December 31,

2018 2017 2016
NEL (GAIN) 1OSS ....eeuiiireriieieieteiee ettt sttt et a bt e ssebesesseneseseasanssesan $ (3863) $ (10,586) $ 10,143
Prior Service DENEFIt (8) .......oovreerieirieesie e e — — (32,697)
Amortization of:
Prior SErVICE DENEFIT......oocveeceeeee et 6,151 6,151 3,901
NN 2,166 1,678 2,374
Total recognized in other comprehensive iNCOME..........cccceeeeeeeeeeeeneneenas $ 4454 3% (2,757) $  (16,279)

(a) During October 2016, the Company approved and communicated a plan amendment that resulted in a remeasurement
of the Company's OPEB Plan. Effective January 1, 2017, retirees and dependents that are less than 65 years of age are
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offered a choice between a $1,000 and $2,250 deductible plan. Additionally, retirees and dependents that are 65 years
of age or greater were covered by afully insured Medicare advantage plan.

The total amount recognized in net periodic benefit cost and other comprehensive income are presented below (in
thousands):

Years Ended December 31,
2018 2017 2016

Total recognized in net periodic benefit cost and other comprehensiveincome.. $ (1,251) $ (7,534) $ (18,453)

The amount in accumulated other comprehensive income that is expected to be recognized as a component of net
periodic benefit cost during 2019 is a prior service benefit of $5.2 million and anet gain of $2.3 million.

The following are the weighted-average actuarial assumptions used to determine the net periodic benefit cost for the
twelve months ended December 31:

2018 2017 2016 (a)
January 1 - October 1 -
Discount rate: September 30  December 31
Benefit obligation..........ccccveevireienecenece e 3.79% 4.37% 4.59% 3.75%
SEIVICE COSE .. 3.87% 4.59% 4.91% 4.03%
[NEEIESE COSE ....vevveineeeieeie e 3.38% 3.76% 3.86% 3.15%
Expected long-term return on plan assets................ 6.12% 4.875% 4.875% 4.875%
Health care cost trend rates:
[Nl .
Pre-65 medical ........ccccovveevieinieeceecee 6.25% 6.5% 7.0% 7.0%
POst-65 medical..........couveiireiiieieneieceee 4.5% 4.5% 7.0% 7.0%
Pre-65 drug.......ccooeeveeneienee e 7.25% 7.5% 7.0% 7.0%
POSE-65 drug.......ccceereeeiieiireecieseseseeeneenns 10.0% 10.5% 7.0% 7.0%
UIIMALE ... 4.5% 4.5% 4.5% 4.5%
Year ultimate reached (D).......c.cooveereeeneeenennnn. 2026 2026 2026 2026

(a) The actuarial assumptions are evaluated by the Company at each measurement date. The OPEB Plan was remeasured at

October 1, 2016 due to a plan amendment.
(b) Pre-65 medical reaches the ultimate trend rate in 2025. Additionally, the Post-65 medical trend is assumed to be 4.50%

for all yearsinto the future.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plan. The
effect of a1% changein these assumed health care cost trend rateswould increase or decrease the December 31, 2018 benefit
obligation by $9.9 million or $7.8 million, respectively. In addition, a 1% change in said rate would increase or decrease the
aggregate 2018 service and interest cost components of the net periodic benefit cost by $1.2 million or $0.9 million,
respectively.
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The Company's overall expected long-term rate of return on assetsis 7.85%, as of January 1, 2019, on apre-tax basis.
The expected long-term rate of return on assets on an after-tax basisis 6.00% as of January 1, 2019. The trust's tax rate was
assumed to be 35.0% at January 1, 2017 and 23.6% at January 1, 2019. The expected long-term rate of return is based on
the after-tax weighted average of the expected returns on investments based upon the target asset allocation. The Company’s
target allocations for the plan’s assets are presented below:

December 31, 2018

Equity securities..........cccccevveeerenene. 49.3%
Fixed iNCOME........cceeevieeiecieieenen, 34.3%
Alternative investments................... 16.4%

Total ... 100.0%

The OPEB Plan invests the majority of its plan assets in institutional funds which includes a diversified portfolio of
domestic and international equity securities and fixed income securities. Alternative investments of the OPEB Plan are
comprised of areal estatelimited partnership and equity securitiesof real estate companies, primarily inreal estateinvestment
trusts. Thealternativeinvestmentsal soinclude equity securitiesof adynamic, diversified portfolio designed to capture market
opportunities. The underlying allocationsto various asset classesin thisportfolio will shift over time, but the overall strategic
alocationisasfollows: 75% global equity, 15% marketable real assets and 10% global fixed income. The expected rates of
return for the funds are assessed annually and are based on long-term relationships among major asset classes and the level
of incremental returns that can be earned by the successful implementation of different active investment management
strategies. Equity returnsare based on estimatesof |long-terminflationrate, real rate of return, 10-year Treasury bond premium
over cash, an expected equity risk premium, as well as other economic factors. Fixed income returns are based on maturity,
long-term inflation, real rate of return and credit spreads. These assumptions al so capture the expected correlation of returns
between these asset classes over the long term.

TheFASB guidance on disclosurefor other post-retirement benefit plansrequiresdisclosure of fair value measurements
of plan assets. To increase consistency and comparability in fair value measurements, the FASB guidance on fair value
measurements established afair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value
into three levels as follows:

» Level 1 - Observable inputs that reflect quoted market prices for identical assets and liabilities in active markets.
Prices of securities held in the mutual funds and underlying portfolios of the Other Post-retirement Benefits Plan
are primarily obtained from independent pricing services. These prices are based on observable market data. The
institutional funds are valued using the NAV provided by the administrator of the fund. The NAV price is quoted
on a restrictive market although the underlying investments are traded on active markets. The NAV used for
determining the fair value of the investments in the ingtitutional funds have readily determinable fair values.
Accordingly, such fund values are categorized as Level 1.

* Level 2 —Inputs other than quoted market prices included in Level 1 that are observable for the asset or liability
either directly or indirectly. Thefair value of these investmentsis based on evaluated prices that reflect observable
market information, such as actual trade information of similar securities, adjusted for observable differences.

* Level 3—Unobservable inputs using datathat is not corroborated by market data.
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Thefair value of the Company’s OPEB Plan assets at December 31, 2018 and 2017 and the level withinthethreelevels
of the fair value hierarchy defined by the FASB guidance on fair value measurements are presented in the table below (in

thousands):

Description of Securities

Cash and Cash

EqQUIVAIENTS......coueiiriineee e

Ingtitutional Funds (a)

EQUILY FUNAS......ooeeeceeeceeeee et

Fixed income funds.........ccccveeveeeni e

Multi @SSEL fUNAS......ccoeeveeieciieeceece e

Real asSet fUNAS........coveecicce e
Total Institutional FuNds............ccccoeeeeieciciececcecc e,

Limited Partnership Interest in Real Estate (b) .........ccccvevreueneee

Total Plan

INVESIMENTS....cccii ittt

Description of Securities

Cash and Cash
Institutional Fu

Equity funds

EQUIVAIENES......c.oieiiiieieree e
nds (a)

Fixed income funds.........c.cveeeeeci e
MUItT 8SSEL FUNGS......cuececeeciceceeec e
Real asset fuNdS........cocveeicecece e

Total Institutional FUNAS..........cccceeieeieciceceececeecre e,
Limited Partnership Interest in Real Estate (b)........cccceeveveuennee.

Tota Plan

INVESEMENLS.......vviieiiiciieeiee e

Quoted Prices Significant
in Active Other Significant
Fair Value as of Markets for Observable Unobservable
December 31, Identical Assets Inputs Inputs
2018 (Level 1) (Level 2) (Level 3)
$ 1,353 $ 1,353 $ — 3 —
17,887 17,887 — —
11,437 11,437 — —
3,576 3,576 — —
1,405 1,405 — —
34,305 34,305 — —
629
$ 36,287 $ 35658 $ — $ =
Quoted Prices Significant
in Active Other Significant
Fair Value as of Markets for Observable Unobservable
December 31, Identical Assets Inputs Inputs
2017 (Level 1) (Level 2) (Level 3)
$ 809 $ 809 $ — 3 =
19,862 19,862 — —
13,686 13,686 — —
4,137 4,137 — —
1,657 1,657 — —
39,342 39,342 — —
722

$ 40,873 $ 40,151 $ — $ —

(@ Theinstitutional funds are invested in equity or fixed income securities, or a combination thereof. The investment
objective of each fund is to produce returnsin excess of, or commensurate with, its predefined index.

(b)

Thisinvestment is a commercial real estate partnership that purchases land, develops limited infrastructure and sells

it for commercial development. The OPEB Plan trust was restricted from selling its partnership interest during thelife
of the partnership, which spanned 7 years. Return of investment isrealized asland issold. Thefair value of the limited
partnership interest in real estate is based on the NAV of the partnership which reflects the appraised value of the land.
The partnership term expired on June 30, 2016. Upon expiration, dissolution of the partnership commenced and, asa
result, the general partner of the partnership is attempting to sell the remaining inventory as soon as possible at the

highest

pricing possible.

103



EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

Thetable below reflects the changesin the fair value of the investmentsin real estate during the period (in thousands):

Fair Value of
Investments in
Real Estate

Balance at December 31, 2016......... $ 1,311
Saleof land .......ccccoevevvvvieiennne (504)
Unrealized lossin fair value........ (85)

Balance at December 31, 2017......... 722
Saleof land .......ccccovevvvveieies 9
Unrealized lossin fair value........ (84

Balance at December 31, 2018......... $ 629

Therewerenotransfersinor out of Level 1and Level 2fair value measurements categoriesdueto changesin observable
inputs during the twelve month periods ending December 31, 2018 and 2017. There were no purchases, issuances and
settlements related to the assets in the Level 3 fair value measurement category during the twelve month periods ending
December 31, 2018 and 2017.

The Company and thefiduciaries responsible for the OPEB Plan adhereto the traditional capital market pricing theory,
which maintains that over the long term, the risk of owning equities should be rewarded with a greater return than available
from fixed income investments. The Company and the fiduciaries responsible for the OPEB Plan seek to minimize the risk
of owning equity securitiesby investing in fundsthat pursue risk minimization strategies and by diversifying itsinvestments
to limit its risks during falling markets. The investment manager has full discretionary authority to direct the investment of
plan assets held in trust within the guidelines prescribed by the Company the fiduciaries responsible for the OPEB Plan
through the plan’s investment policy statement including the ability to hold cash equivalents. The investment guidelines of
the investment policy statement are in accordance with the ERISA and DOL regulations.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid (in
thousands):

20019 .. s $ 2,145
2020 ... s 2,542
2021 ..o s 2,719
2022 ... 2,869
2023 ... s 2,999
2024-2028........c.oeeeieiriee 16,803

Annual Short-Term Incentive Plan

TheAnnual Short-Term Incentive Plan ("I ncentive Plan") providesfor the payment of cash awardsto eligible Company
employees, including each of its named executive officers. Payment of awardsis based on the achievement of performance
measures reviewed and approved by the Company’s Board of Directors Compensation Committee. Generally, these
performance measures are based on meeting certain financial, operational and individual performance criteria. The financial
performance goals are based on specified levels of earnings and certain O& M expenses. The operational performance goals
are based on reliability and customer satisfaction. If aminimum level of earningsis not attained, no amounts will be paid
under the Incentive Plan, unless the Compensation Committee determines otherwise. In 2018, the Company reached the
required levels of earnings, certain O& M expenses, reliability and customer satisfaction goals for an incentive payment of
$11.0 million. In 2017 and 2016, the Company achieved required levels of similar goals for incentive payments of $9.7
million and $12.5 million, respectively.
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0. Franchises and Significant Customers

Franchises

The Company operates under franchise agreements with several cities in its service territory, including one with El Paso,
Texas, the largest city it serves. The franchise agreement allows the Company to utilize public rights-of-way necessary to serve
its customerswithin El Paso. Pursuant to the El Paso franchise agreement, the Company paysto the City of El Paso, on aquarterly
basis, afee equal to 5.00% of gross revenues the Company receives for the generation, transmission and distribution of electrical
energy and other services within the city. The 2005 El Paso franchise agreement set the franchise fee at 3.25% of gross revenues,
but that amount has since been adjusted by two amendments. The 2010 amendment added an incremental fee equal to 0.75% of
gross revenues to be placed in a restricted fund to be used by the city solely for economic development and renewable energy
purposes. The 2018 amendment, approved on March 20, 2018, and applicableto billsissued on or after October 1, 2018, increased
the dedicated incremental fee by 1.00% of gross revenues and extended the term of the franchise agreement by 30 years. Any
assignment of the franchise agreement, including adeemed assignment as aresult of achange in control of the Company, requires
the consent of the City of El Paso. The El Paso franchise agreement is set to expire on July 31, 2060.

The Company does not have a written franchise agreement with Las Cruces, New Mexico, the second largest city in its
serviceterritory. The Company utilizes public rights-of-way necessary to serviceits customerswithin Las Crucesunder animplied
franchise pursuant to state law by satisfying all obligations under the franchise agreement that expired on April 30, 2009. The
Company pays the City of Las Cruces afranchise fee of 2.00% of gross revenues the Company receives from services within the
City of Las Cruces.

The Company also maintains franchise agreements with other municipalities, and applicable counties, within its service
territories.

Military Installations

The Company serves HAFB, White Sands Missile Range ("White Sands') and Fort Bliss. These military installations
represent approximately 2.6% of the Company's annual retail revenues. In July 2014, the Company signed an agreement with
Fort Bliss under which Fort Blisstakes retail electric service from the Company under the applicable Texas tariffs. The Company
serves White Sands under the applicable New Mexico tariffs. In August 2016, the Company signed a contract with HAFB under
which the Company provides retail electric service and limited wheeling services to HAFB under the applicable New Mexico
tariffs. As stated in the contract, HAFB will purchase the full output of a Company-owned 5 MW solar facility upon its completed
construction, which occurred on October 18, 2018. HAFB's other power requirements are provided under the applicable New
Mexico tariffs with limited wheeling services under the contract.
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P. Financial Instruments and Investments

The FASB guidance requires the Company to disclose estimated fair values for its financial instruments. The Company has
determined that cash and temporary investments, investment in debt securities, accounts receivable, decommissioning trust funds,
long-term debt, short-term borrowings under the RCF, accounts payable and customer deposits meet the definition of financial
instruments. Thecarrying amountsof cash andtemporary investments, accountsreceivabl e, accountspayabl eand customer deposits
approximatefair value because of the short maturity of theseitems. Investmentsin debt securities and decommissioning trust funds
are carried at estimated fair value.

Long-Term Debt and Short-Term Borrowings Under the RCF. The fair values of the Company's long-term debt and short-
term borrowings under the RCF are based on estimated market prices for similar issues and are presented below (in thousands):

December 31,

2018 2017

Carrying Estimated Carrying Estimated

Amount Fair Value Amount Fair Value
Pollution Control BONGS...........cccceveeieeeeeeeeeieseereseereseereseeseseeseenas $ 157,769 $ 161,917 $ 157676 $ 169,186
SENIOr NOES (1) et te e e et e e s 1,117,943 1,244,310 993,426 1,211,922
RGRT Senior NOtES (1) (2)-.-ecveeeruerrererieieisiesiesiesiesieseeseeeseeenne 109,507 111,440 44,886 47,070
O 7 49,207 49,207 173,533 173,533
L0 = TSRS $ 1434426 $ 1566874 $ 1,369,521 $ 1,601,711

(1) OnJune 28, 2018, the Company issued $125 million in aggregate principal amount of 4.22% Senior Notes due August 15,
2028 and guaranteed the issuance by the RGRT of $65 million in aggregate principal amount of 4.07% Senior Guaranteed
Notes due August 15, 2025. See Part |1, Item 8, Financial Statements and Supplementary Data, Note J of Notesto Financial
Statements.

(2) Nuclear fuel financing, as of December 31, 2018 and December 31, 2017, is funded through $110 million and $45 million
RGRT Senior Notesand $26.2 million and $88.5 million, respectively under the RCF. As of December 31, 2018, $23 million
was outstanding under the RCF for working capital or general corporate purposes. As of December 31, 2017, $85.0 million
was outstanding under the RCF for working capital or general corporate purposes. The interest rate on the Company’s
borrowings under the RCF is reset throughout the period reflecting current market rates. Consequently, the carrying value
approximates fair value.

Treasury Rate Locks. The Company entered into treasury ratelock agreementsin 2005 to hedge against potential movements
in the treasury reference interest rate pending the issuance of the 6% Senior Notes. The treasury rate lock agreements met the
criteria for hedge accounting and were designated as a cash flow hedge. In accordance with cash flow hedge accounting, the
Company recorded the | oss associated with the fair value of the cash flow hedge, net of tax, asacomponent of accumulated other
comprehensive loss and amortizes the accumulated comprehensive 1oss to earnings as interest expense over the life of the 6%
Senior Notes. In 2019, approximately $0.6 million of thisaccumul ated other comprehensivelossitem will bereclassified to interest
expense.

Contracts and Derivative Accounting. The Company uses commodity contracts to manage its exposure to price and
availability risks for fuel purchases and power sales and purchases and these contracts generally have the characteristics of
derivatives. The Company does not trade or use these instruments with the objective of earning financia gains on the commodity
price fluctuations. The Company has determined that all such contracts outstanding at December 31, 2018, except for certain
natural gas commaodity contracts with optionality features, that had the characteristics of derivatives met the "normal purchases
and normal sales' exception provided in the FASB guidance for accounting for derivative instruments and hedging activities, and,
as such, were not required to be accounted for as derivatives.
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Marketable Securities. The Company’s marketable securities, included in the NDT in the balance sheets, are reported at fair
vaue, which was $276.9 million and $286.9 million at December 31, 2018 and 2017, respectively. The investmentsin the NDT
are classified as available for sale debt securities, equity securities and cash and cash equivalents. These investments are recorded
at their estimated fair value in accordance with FASB guidance for certain investments in debt and equity securities. On January
1, 2018, the Company adopted ASU 2016-01, Financial Instruments-Overall, which eliminates the requirements to classify
investmentsin equity securitieswith readily determinablefair valuesastrading or availablefor saleand requiresentitiestorecognize
changes in fair value for these securities in net income as reported in the Statements of Operations. ASU 2016-01 requires a
modified-retrospective approach and therefore, comparative information has not been restated and continues to be reported under
the accounting standards in effect for those periods.

The reported fair values include gross unrealized losses on securities classified as available for sale whose impairment the
Company has deemed to be temporary. The tables below present the gross unrealized losses and the fair value of these securities,
aggregated by investment category and length of time that individual securities have been in acontinuous unrealized loss position
(in thousands):

December 31, 2018

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Description of Securities (1):
Federal Agency Mortgage Backed Securities....... $ 6187 $ (36) $ 14567 $ (5100 $ 20,754 $  (546)

U.S. Government Bonds...........cceveeereeenieesieennnns 4,005 (9) 36,615 (1,663) 40,620 (1,672)
Municipal Debt Obligations...........cccoeeereerieennnn 3,100 (74) 9,037 (723) 12,137 (797)
Corporate Debt Obligations........ccooeeeerrererenens 22,259 (763) 11,231 (731) 33,490 (1,494)

TOLAl...oceiee e $ 35551 $ (882) $ 71450 $ (3,627) $ 107,001 $ (4,509)

(1) Includes approximately 156 securities.

December 31, 2017

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Description of Securities (2):
Federal Agency Mortgage Backed Securities....... $ 4700 $ (46) $ 10,099 $ (165 $ 14799 $ (211)

U.S. Government Bonds...........cccovveereeierieesieennnns 28,866 (416) 18,186 (969) 47,052 (1,385)
Municipal Debt Obligations...........ccocvereenririenen. 4,290 (73) 9,736 (742) 14,026 (815)
Corporate Debt Obligations.........cccceeveeveriereeeene. 10,685 (207) 4,475 (331) 15,160 (438)
Total Debt SECUrities.......covvvverrenreieeees 48,541 (642) 42,496 (2,207) 91,037 (2,849)
Domestic Equity SECUNties........cc.overveereeerieenee 962 (210) — — 962 (210)
TOtAL..ceeieee e $ 49503 $ (852) $ 42496 $ (2,207) $ 91,999 $ (3,059

(2) Includes approximately 146 securities.

The Company monitorsthelength of time specific securitiestrade bel ow their cost basisal ong with theamount and percentage
of theunrealized lossin determining if adeclinein fair value below recorded cost of debt securities classified as available for sale
is considered to be other than temporary. The Company recognizes impairment losses on certain of its available for sale debt
securities deemed to be other than temporary. In accordance with the FASB guidance, these impairment losses are recognized in
net income, and alower cost basis is established for these securities. In addition, the Company will research the future prospects
of individual securities as necessary. The Company does not anticipate expending moniesheld in trust before 2044 or alater period
when decommissioning of Palo Verde begins.
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For thetwelve months ended December 31, 2018, 2017 and 2016, the Company recognized other than temporary impairment
losses on its available-for-sal e securities as follows (in thousands):

2018 2017 2016
Unrealized holding lossesincluded in pre-tax inCome...........coceveevevveeeveeevieeeinnes $ — % — $ (352)

Investments categorized as avail able for sale securities also include gross unrealized gains which have not been recognized
inthe Company'snet income. Thetablebel ow presentsthe unrecognized gross unrealized gainsand thefair value of these securities,
aggregated by investment category (in thousands):

December 31, 2018 December 31, 2017
Fair Unrealized Fair Unrealized
Value Gains Value Gains
Description of Securities:
Federal Agency Mortgage Backed Securities...........ocevevevevneee. $ 9959 $ 176 $ 5933 $ 203
U.S. Government BONGS..........cccoveienrieieeieciee s e 6,987 149 11,129 256
Municipal Debt Obligations.........cceoveerereriene e 1,952 120 2,558 109
Corporate Debt Obligations..........cccccoeveeerieiesesieseseeseeseeseeseenens 8,283 222 19,514 1,067
Total Debt SECUNTIES.......occveiiiciecieeceere e 27,181 667 39,134 1,635
Domestic EqQUity SECUMTIES .......ccvvvrieeiereesie e sese e — — 120,065 45,587
International Equity SECUNTIES......ccccvvievvverere e — — 28,804 5,908
Cash and Cash EQUIVAIENES ..........coeieiiniene e — — 6,864 —
TOtAl .o $ 27,181 $ 667 $ 194867 $ 53,130

The Company’s marketabl e securities include investments in mortgage backed securities, municipal, corporate and federal
debt obligations. The contractual year for maturity for these available-for-sale securities as of December 31, 2018 is as follows
(in thousands):

2020 through 2024 through 2029 and

Total 2019 2023 2028 Beyond
Federa Agency Mortgage Backed Securities........ $ 30713 $ — $ 19 $ 547 $ 30,147
U.S. Government Bonds...........ccccoeeeeeiueecenriecieenenns 47,607 8,302 20,377 15,008 3,920
Municipal Debt Obligations..........ccccoeeeeeeierennenne. 14,089 657 5,916 5,245 2,271
Corporate Debt Obligations .........ccccuevevveiereenenne, 41,773 3,101 20,032 6,618 12,022
Total Available for Sale Debt Securities........... $ 13418 $ 12060 $ 46344 $ 27418 $ 48,360

The Company's available for sale securities in the NDT are sold from time to time and the Company uses the specific
identification basisto determine the amount to reclassify from AOCI into net income. The proceedsfrom the sal e of these securities
during the twelve months ended December 31, 2018, 2017, and 2016 and the related effects on pre-tax income are as follows (in
thousands):

2018 2017 2016

Proceeds from sales or maturities of available-for-sale securities............ccueeu.... $ 25955 $ 97,037 $ 91,268
Gross realized gainsincluded in pre-tax iNCOME .........cocovirenerereeieieeeeeneneeeas $ 17 $ 11,773 $ 9,212
Gross redlized losses included in pre-tax inCome............oovvviviinnnsccicieee (1,462) (1,247) (1,220)
Gross unrealized losses included in pre-tax iNCOME...........ccvveereenreenenesenennenens — — (352)
Net gains (losses) included in pre-tax iNCOME...........ccvovveeeerreeee e $ (1,445) $ 10,626 $ 7,640
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Upon the adoption of ASU 2016-01, Financial Instruments-Overall, on January 1, 2018, the Company records, on amodified-
retrospectivebasis, changesinfair market valuefor equity securitiesheldintheNDT inthe Statementsof Operations. Theunrealized
gains and losses recognized during the twelve months ended December 31, 2018 and related effects on pre-tax income are as
follows (in thousands):

December 31,
2018

Net gains and (losses) recognized 0N equity SECUNTIES..........ccceeveueeeeuieeereereeeeeeree e $ (11,522)
Less: Net gains and (losses) recognized on equity securities sold..........ccccceveeeveeeeeceecnenne. 7,079

Unrealized gains and (losses) recognized on equity securities still held at reporting date.... $ (18,601)

Fair Value Measurements. The FASB guidance requires the Company to provide expanded quantitative disclosures for
financial assetsand liabilitiesrecorded on the balance sheet at fair value. Financial assetscarried at fair valueinclude the Company's
decommissioning trust investments and investments in debt securities which areincluded in deferred charges and other assets on
the Balance Sheets. The Company has no liabilities that are measured at fair value on a recurring basis. The FASB guidance
establishes afair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three levels as

follows:

Level 1-Observableinputsthat reflect quoted market pricesfor identical assetsand liabilitiesin active markets. Financial
assets utilizing Level 1 inputs include the NDT investments in active exchange-traded equity securities, mutual funds
and U.S. Treasury securities that are in a highly liquid and active market. The Institutional Funds are valued using the
NAV provided by the administrator of the fund. The NAV priceis quoted on arestrictive market although the underlying
investments are traded on active markets. The NAV used for determining the fair value of the Institutional Funds-
International Equity investments have readily determinable fair values. Accordingly, such fund values are categorized as
Level 1.

Level 2 — Inputs other than quoted market prices included in Level 1 that are observable for the asset or liability either
directly or indirectly. Financial assets utilizing Level 2 inputs include the NDT investments in fixed income securities.
Thefair value of thesefinancia instrumentsis based on evaluated pricesthat reflect observable market information, such
as actual trade information of similar securities, adjusted for observable differences.

Level 3—Unaobservableinputsusing datathat isnot corroborated by market dataand primarily based oninternal Company
analysis using models and various other analysis. Financial assets utilizing Level 3 inputs are the Company's investment
in debt securities.

The securitiesinthe NDT are valued using prices and other rel evant information generated by market transactionsinvolving
identical or comparable securities. The FASB guidanceidentifiesthisvaluation technique asthe " market approach” with observable
inputs. The Company analyzes available-for-sale securities to determine if losses are other than temporary.
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Thefair value of the NDT and investmentsin debt securities at December 31, 2018 and 2017, and the level within the three
levels of the fair value hierarchy defined by the FASB guidance are presented in the table below (in thousands):

Quoted Prices Significant

Fair Value as in Active Other Significant
of Markets for Observable Unobservable
L. L. December 31, Identical Assets Inputs Inputs
Description of Securities 2018 (Level 1) (Level 2) (Level 3)
Trading Securities:
Investmentsin Debt SECUNtIES. .......vveveveereeecerereen. $ 1,656 $ — $ — 3 1,656
Equity Securities:
DOMESLIC. ...ttt st $ 111,325 $ 111,325 $ — 3 —
INtErNational..........cceveeeeeeieeee e e 24,540 24,540 — —
Total Equity SECUNTIES......covvviereeeeeneesee 135,865 135,865 — —
Available for Sale Debt Securities:
Federal Agency Mortgage Backed Securities.............. 30,713 — 30,713 —
U.S. Government Bonds...........cccceeeeveeeenesieeseesieesnens 47,607 47,607 — —
Municipal Debt Obligations..........ccoceeeverereniereseenens 14,089 — 14,089 —
Corporate Debt Obligations..........c.cceoeveveriereierseneenes 41,773 — 41,773 —
Total Available for Sale Debt Securities............... 134,182 47,607 86,575 —
Cash and Cash Equivalents ............cccccevveeieeeceieeerennene. 6,858 6,858 — —
TOtAl ... $ 276905 $ 190,330 $ 86575 $ —
Quoted Prices Significant
Fair Value as in Active Other Significant
of Markets for Observable Unobservable
L. . December 31, Identical Assets Inputs Inputs
Description of Securities 2017 (Level 1) (Level 2) (Level 3)
Trading Securities:
Investments in Debt SECUNties..........oeeveeeeeeeeeevevenes $ 1,735 $ — $ — 3 1,735
Available for sale:
Federal Agency Mortgage Backed Securities............... $ 20,732 $ — 8 20,732 $ —
U.S. Government Bonds..........cccceveeveveesieseesieeeeeneenns 58,181 58,181 — —
Municipal Debt Obligations.........cccoeeeerrerenierienesenee. 16,584 — 16,584 —
Corporate Debt Obligations..........ccccoeeeveeveereeesieiennens 34,674 — 34,674 —
Subtotal, Debt Securities.........cccevveveeeeeeeeecreenen, 130,171 58,181 71,990 —
[ 0] 101 [ 121,027 121,027 — —
INtErNALIONEl .....cceeevereecicere e 28,804 28,804 — —
Subtotal, Equity SeCUrties.........ccovvvrveverieerieerienes 149,831 149,831 — —
Cash and Cash Equivalents..........c.cccccceeveeeieieeiececeieenas 6,864 6,864 — —
TOtal ..o $ 286866 $ 214876 $ 71,990 $ —

Below isareconciliation of the beginning and ending balance of the fair value of the investment in debt securities classified
astrading securities (in thousands):

2018 2017
Bal@NCE Gl JANUAIY L......cucuiuiuiuiuiuiuiieieeeieeeeaeeeseese e esese e e e s ssse e e e essss s s s s sean s s e asas s s s e nnnns $ 1735 $ 1,421
Net unrealized gains (losses) in fair value recognized in iNCOME (8) ........ccoceverererenerenenienenne (79) 314
Balance @t DECEMDES B1L.......oiueueuieieieirisireieeeteiseseeet ettt s esesessese st s essesesesessesenesesessenssetesassenns $ 1656 $ 1,735

(a) These amounts are reflected in the Company's statements of operations as investment and interest income.
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There were no transfersin or out of Level 1 and Level 2 fair value measurements categories due to changes in observable
inputs during the twelve-month periods ending December 31, 2018 and 2017. There were no purchases, sales, issuances and
settlements related to the assets in the Level 3 fair value measurement category during the twelve-month periods ending
December 31, 2018 and 2017.

Q. Supplemental Statements of Cash Flows Disclosures
Years Ended December 31,
2018 2017 2016
(In thousands)

Cash paid for:
Interest on long-term debt and borrowing under the revolving credit
L= 011 11 YU $ 70,016 $ 70523 $ 69,990
INCOME taX PaI, NEL........eieieieieie et se e e ne e e 3,546 2,055 2,328

Non-cash investing and financing activities:

Sale of interest in Four Corners Generating Station (@) .......cocooevereeiieieecenens — — 27,720
Changesin accrued plant additionS .........c.ccoverrinnineneeeens 1,075 (5,090) 4,789
Grants of restricted shares of common StOCK...........ccveieerieieiiecce e, 1,039 1,171 1,235
Issuance of performance Shares..........coveercrene e 1,499 932 —

(@ The Company sold itsinterest in Four Cornersin July 2016. The sales proceeds were reduced by the settlement of other
obligations between the Company and APS anditsaffiliate, 4C Acquisition, LLC. SeePart 11, Item 8, Financial Statements
and Supplementary Data, Note F of Notes to Financial Statements.
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Selected Quarterly Financial Data (Unaudited)

The following table summarizes the Company’s unaudited results of operations on aquarterly basis. The quarterly earnings

per share amounts for ayear will not add to the earnings per share for that year due to the weighting of shares used in calculating

per share data.
2018 Quarters (1) 2017 Quarters
4th 3rd 2nd 1st 4th (4) 3rd 2nd 1st
(In thousands except for share data)
Operating revenues (2) ............. $190,823 $300,271 $236,796 $175,713 $196,149 $297,470 $251,843 $171,335
Operating income (3).......c.cc..... 15,113 99,933 53,139 4,044 18,250 103,688 63,916 4,205
Net income (10SS)......cccevevereennne (15,285) 73,271 33,295 (6,966) 6,500 59,684 36,066 (3,989)
Basic earnings per share:
Net income (10SS) ............... (0.38) 1.80 0.82 (0.127) 0.16 1.47 0.89 (0.10)
Diluted earnings per share:
Net income (10SS) ............... (0.38) 1.79 0.82 (0.127) 0.16 1.47 0.89 (0.10)
Dividends declared per share of
€commonN StOCK.......ccccevreerereereennnn 0.360 0.360 0.360 0.335 0.335 0.335 0.335 0.310

@

2
©)

(4)

Effective January 1, 2018, the Company implemented ASU 2016-01, Financia Instruments - Overall: Recognition and
M easurement of Financial Assetsand Liabilities. Asrequired by the new standard, changesinthefair valuesof the Company's
equity investments are recognized in earnings, whereas prior to 2018, such changes were recognized in accumulated other
comprehensive income.

Operating revenues are seasonal in nature, with the peak sales periods generally occurring during the summer months.
Comparisons among quarters of ayear may not represent overall trends and changes in operations.

The Company implemented ASU 2017-07, Compensation - Retirement Benefits, in thefirst quarter of 2018, and asrequired
by the standard, reclassified certain amounts in the financial statements for 2017. See Part 1, Item 8, Financial Statements
and Supplementary Data, Notes B and N of Notes to Financial Statements.

For financial reporting purposes, the Company deferred any recognition of the Company's request in its 2017 Texas Retail
Rate Case until it received the 2017 PUCT Final Order on December 18, 2017. Accordingly, it reported in the fourth quarter
of 2017 the cumul ative effect of the 2017 PUCT Final Order, whichrelated back to July 18, 2017. SeePart 11, Item 8, Financial
Statements and Supplementary Data, Note D of Notes to Financial Statements.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.
Item 9A.  Controls and Procedures

Evaluation of disclosure controls and procedures. Under the supervision and with the participation of our management,
including our chief executive officer and our chief financial officer, we conducted an evaluation pursuant to Rule 13a-15(b)
under the Exchange Act of our disclosure controls and procedures as defined in Rule 13a-15(e) under the Exchange Act. Based
on that evaluation, our chief executive officer and our chief financial officer concluded that, as of December 31, 2018, our
disclosure controls and procedures are effective.

Management s Annual Report on Internal Control Over Financial Reporting. Management’s Annual Report on Internal
Control over Financial Reporting is included herein under the caption "Management Report on Internal Control Over Financial
Reporting" on page 46 of this Annual Report on Form 10-K.

Changes in internal control over financial reporting. There were no changes in our internal control over financial
reporting in connection with the evaluation required by paragraph (d) of the Exchange Act Rules 13a-15 or 15d-15, that
occurred during the quarter ended December 31, 2018, that materially affected, or that were reasonably likely to materially
affect, our internal control over financial reporting.

Item 9B. Other Information

None.

PART Il and PART IV

The information set forth in Part III and Part IV of this Annual Report on Form 10-K has been omitted from this
Annual Report to Shareholders.
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EXHIBIT H
POLE ATTACHMENT CONTRACTS

EPE has pole attachment contracts with the following entities in Texas.

AT&T
Windstream
Time Warner
AT&T Mobility
Contrerra
Crown Castle
Extenet
Fiberlight
Level 3

MCI Metro
McAllen Data Centers
Mobilitie LLC
Verizon

Zayo

EPE has provided City staff temporary access to an electronic data room that contains the
documents for staff’s review because the documents contain highly sensitive, competitive,
commercial information.



EXHIBIT J
ADDITIONAL INFORMATION REQUESTED BY CITY

Attachment 1 — Question II.I, EPE Monthly Construction Report for August 2019 (Provided with
original Franchise Assignment Application filed on September 20, 2019.)

Attachment 2 — Question II.L, Certificates of Insurance (Provided with original Franchise
Assignment Application filed on September 20, 2019.)

Attachment 3 — Question III.D.1, Gross Receipts and Operating Expense Projections (Provided
with original Franchise Assignment Application filed on September 20, 2019.)

Attachment 4 — Question V.C.3, Officer and Director Information (Provided with original
Franchise Assignment Application filed on September 20, 2019.)

Attachment 5 — Question II.J, Texas Certificate of Convenience and Necessity

Attachment 6 — Question V.F, 10% or Greater Owner Information



ATTACHMENT 5§
TEXAS CERTIFICATE OF CONVENIENCE AND NECESSITY
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Bl Fasn Tlectric Qompany

having duly applied for cerfification to provide electric
utility service for the convenience mud necessity of the public, and
it having heen defermived by this Qommission that the public
convenience anb necessify tould in fact be advanced by the provision
of ﬁuch service by this Applicant, is enfitled to and is lparebg grauted
this

(ﬂerttftwte of Convenience and ?&ﬂ’eczﬁmtg

numbsreh 30050, ta proide electric utility service fo thet
serbice arex or fhose serbice areas designated by final @rder or
@rders buly entered by this ommission, fwhich Grder or Grivrs
are on file at the Qonunission offices in Austin, Texas, and are
matters of official vrecord available for public inspection;
and be it knofon further that these
presents bo evibence the authority and the duty of this Grautee to
pronide sucl utility service in accordance fith the lutus of this Stute
anb the gﬁuleﬁ of this Qonmission, subject unly to auy pofuer aud
respongihility of this Commission to revoke or amend this Tertificate
in fuljale cr o part upon a subsequent shofing that the public
conbgiience and necegsity would be better seried thershy.

(?Uﬁﬁueh at Austin, Texas, this 3rd  day of April, 1978,

J'W

Roy J. Hendersen
COMMISSION SECRETARY




ATTACHMENT 6

10% OR GREATER OWNER INFORMATION

BLACKROCK OFFICERS AND BOARD OF DIRECTORS

Name Title Address Phone
Larry Fink Chairman and Chief | 55 East 52" Street, 212-810-5300
Executive Officer New York, NY
10055
Rob Kapito President 55 East 52 Street, 212-810-5300
New York, NY
10055
Geraldine Head of Asia Pacific | 55 East 52" Street, 212-810-5300
Buckingham New York, NY
10055
Edwin N. Conway Global Head of 55 East 52 Street, 212-810-5300
BlackRock New York, NY
Alternative Investors | 10055
Frank Cooper, 111 Chief Marketing 55 East 52" Street, 212-810-5300
Officer New York, NY
10055
Robert W. Fairbairn | Vice Chairman 55 East 52" Street, 212-810-5300
New York, NY
10055
Rob L. Goldstein Chief Operating 55 East 52" Street, 212-810-5300
Officer & Global New York, NY
Head of BlackRock 10055
Solutions
Ben Golub Chief Risk Officer 55 East 52" Street, 212-810-5300
New York, NY
10055
Philipp Hildebrand Vice Chairman 55 East 52™ Street, 212-810-5300
New York, NY
10055
J. Richard Kushel Head of Multi-Asset | 55 East 52" Street, 212-810-5300
Strategies and Global | New York, NY
Fixed Income 10055
Rachel Lord Head of Europe, 55 East 52™ Street, 212-810-5300
Middle East and New York, NY
Africa 10055
Mark McCombe Chief Client Officer | 55 East 52" Street, 212-810-5300
New York, NY
10055
Christopher Meade Chief Legal Officer 55 East 52 Street, 212-810-5300
New York, NY

10055




Manish Mehta Global Head of 55 East 52" Street, 212-810-5300
Human Resources New York, NY
10055
Barbara G. Novick Vice Chairman 55 East 52" Street, 212-810-5300
New York, NY
10055
Salim Ramyji Global Head of 55 East 52" Street, 212-810-5300
iShares and Index New York, NY
Investments 10055
Gary Shedlin Chief Financial 55 East 52™ Street, 212-810-5300
Officer New York, NY
10055
Derek Stein Global Head of 55 East 52" Street, 212-810-5300
Technology & New York, NY
Operations 10055
Mark K. Wiedman Head of International | 55 East 52" Street, 212-810-5300
and of Corporate New York, NY
Strategy 10055
Bader M. Alsaad Board Member 55 East 52" Street, 212-810-5300
New York, NY
10055
Mathis Cabiallavetta | Board member 55 East 52" Street, 212-810-5300
New York, NY
10055
Pamela Daley Board Member 55 East 52™ Street, 212-810-5300
New York, NY
10055
William S. Demchak | Board Member 55 East 52" Street, 212-810-5300
New York, NY
10055
Jessica Einhorn Board Member 55 East 52" Street, 212-810-5300
New York, NY
10055
William E. Ford Board Member 55 East 52" Street, 212-810-5300
New York, NY
10055
Fabrizio Freda Board Member 55 East 52" Street, 212-810-5300
New York, NY
10055
Murry S. Gerber Board Member 55 East 52 Street, 212-810-5300
New York, NY
10055
Margaret L. Johnson | Board Member 55 East 52 Street, 212-810-5300
New York, NY
10055
Robert S. Kapito Board Member 55 East 52" Street, 212-810-5300




New York, NY
10055

Cheryl Mills

Board Member

55 East 52" Street,
New York, NY
10055

212-810-5300

Gordon M. Nixon

Board Member

55 East 52" Street,
New York, NY
10055

212-810-5300

Charles H. Robbins

Board Member

55 East 52" Street,
New York, NY
10055

212-810-5300

Ivan G. Seidenberg

Board Member

55 East 52" Street,
New York, NY
10055

212-810-5300

Marco Antonio Slim
Domit

Board Member

55 East 52" Street,
New York, NY
10055

212-810-5300

Susan L. Wagner

Board Member

55 East 52" Street,
New York, NY
10055

212-810-5300

Mark Wilson

Board Member

55 East 52" Street,
New York, NY
10055

212-810-5300




VANGUARD OFFICERS AND BOARD OF DIRECTORS

Name Title Address Phone
Mortimer Joseph Chairman / President | 100 Vanguard Blvd. | 610-669-1000
Buckley / CEO Malvern, PA 19355
Michael Thomas Chief Financial 100 Vanguard Blvd. | 610-669-1000
Rollings Officer Malvern, PA 19355
Natalie Bej Chief Compliance 100 Vanguard Blvd. | 610-669-1000

Officer Malvern, PA 19355
Brent Beardsley Chief Strategy 100 Vanguard Blvd. | 610-669-1000
Officer Malvern, PA 19355
Joseph P. Brennan Chief Risk Officer 100 Vanguard Blvd. | 610-669-1000
Malvern, PA 19355
Gregory Davis Chief Investment 100 Vanguard Blvd. | 610-669-1000
Officer Malvern, PA 19355
John T. Marcante Chief Information 100 Vanguard Blvd. | 610-669-1000
Officer / Managing Malvern, PA 19355
Director

Daniel Shrimski

CFO: US Retail
Investor Group

100 Vanguard Blvd.

Malvern, PA 19355

610-669-1000

James Maurice Norris

Managing Director

100 Vanguard Blvd.

Malvern, PA 19355

610-669-1000

Heidi Stam Managing Director: 100 Vanguard Blvd. | 610-669-1000
Legal Department / Malvern, PA 19355
General Counsel

John James Managing Director: 100 Vanguard Blvd. | 610-669-1000

Human Resources

Malvern, PA 19355

Martha G. King Managing Director / | 100 Vanguard Blvd. | 610-669-1000
Head: Vanguard Malvern, PA 19355
Institutional
Christopher Davis Managing Director: 100 Vanguard Blvd. | 610-669-1000
Mclsaac Planning & Malvern, PA 19355
Development

Karin A. Risi

Managing Director:

Retail Investor Group

100 Vanguard Blvd.

Malvern, PA 19355

610-669-1000

Michael Lovett

Head: U.S.
Investment Adviser
Distribution

100 Vanguard Blvd.

Malvern, PA 19355

610-669-1000

Simone Rosti

Head: Italy / Senior
Sales Executive

100 Vanguard Blvd.

Malvern, PA 19355

610-669-1000

Markus Weis Deputy Head: 100 Vanguard Blvd. | 610-669-1000
Germany & Austria | Malvern, PA 19355

Joseph F. Loughrey | Board Member 100 Vanguard Blvd. | 610-669-1000
Malvern, PA 19355

Emerson U. Board Member 100 Vanguard Blvd. | 610-669-1000

Fullwood

Malvern, PA 19355




Scott Charles Board Member 100 Vanguard Blvd. | 610-669-1000

Malpass Malvern, PA 19355

Peter F. Volanakis Board Member 100 Vanguard Blvd. | 610-669-1000
Malvern, PA 19355

Mark Loughridge Board Member 100 Vanguard Blvd. | 610-669-1000
Malvern, PA 19355

Joann Heffernan Board Member 100 Vanguard Blvd. | 610-669-1000

Heisen Malvern, PA 19355

Professor Andre Board Member 100 Vanguard Blvd. | 610-669-1000

Perold Malvern, PA 19355

Axel Lombholt Board Member 100 Vanguard Blvd. | 610-669-1000
Malvern, PA 19355

Dr. Amy Gutmann Board Member 100 Vanguard Blvd. | 610-669-1000
Malvern, PA 19355

Don Andrus Board Member 100 Vanguard Blvd. | 610-669-1000

Malvern, PA 19355
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