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Vision, Mission and Values

Austin Energy’s Vision, Mission and Values were also adopted in the Approved 2003 Strategic Plan.
Strategic Planning and Enterprise Development analyzed the changing utility and energy
environment, recommended strategies to reposition Austin Energy for future success, and
recommended parameters to gauge the success of the utility’s efforts, which were adopted in the
Approved 2003 Strategic Plan.

Vision
“We want Austin to be the most livable community in the country.”
Mission
“To deliver clean, affordable, reliable energy and excellent customer service.”
Values
Care and concern: We demonstrate dedication, care and concern for our customers,
the community, the environment, and each other.
Safety: We are dedicated to providing both a safe work environment and safe
delivery of energy services.
Innovation: We seek innovative ways to improve service delivery, exceed customer
expectations and expand the value our energy services provide.
Integrity: We conduct ourselves truthfully and honestly in a manner that
strengthens the relationship we have with internal and external customers.
Diversity: We embrace and value the differences and commonalities of our
workforce that enable us to accomplish common goals.
Teamwork: We will work cooperatively to accomplish the city’s goals and to
provide internal and external customers with quality service.
Open, honest communication: We share information, thoughts and ideas with one
another to achieve organizational learning and growth.
Strategies:

Recognizing that there were significant changes occurring in the electric utility industry, and in
light of the City Council’s policy directives, Austin Energy adopted three strategies to position
itself for continued success in a changing and uncertain industry environment. First, a Risk
Management Strategy which positions Austin Energy to respond to deregulation while not being
left behind by the innovations in generation and delivery of electric services. Second, an
Excellent Customer Service Strategy which builds employee and customer satisfaction so that
Austin Energy remains well positioned to compete in the rapidly changing energy industry.



Third, an Energy Resource Strategy, which first seeks cost-effective renewable energy and
demand-side solutions to meet its customers’ new energy needs before resorting to traditional
utility energy sources. Under this strategy, Austin Energy assumes a leading edge position that
allows it to readily identify, evaluate, and deploy emerging renewable and energy efficiency
technologies.

Strategic Objectives

Austin Energy's Leadership Team adopted five Strategic Objectives with targets to support the
utility’s strategies. The Austin Energy Leadership Team established the priority of the objectives
as follows: Customer Satisfaction, Create and Sustain Economic Development, Exceptional
System Reliability, Maintain Financial Integrity, and the Renewable Portfolio Standard. A
summary of progress towards achieving the Strategic Objectives and respective targets is
provided in the following table.



STRATEGY | OBJECTIVE | TARGET 2004-2005 2005-2006 2006-2007 2007-2008
Risk Maintain "AA" (S&P) credit rating by 2010
Management | Financial — Separate-lien electric utility
Integrity system revenue bonds? A A+ A+ A+
Excellent Exceed MBE [ WBE [ MBE | WBE MBE | WBE | MBE | WBE | MBE | WBE
Customer M/WBE %) |0 (@) | %) (%) | (%) | (%) | () | (%) | (%)
Service goals by
2008*
Create and
Sustain Construction 12.9 12.6 6.86 | 962 1.07 | 548 | 658 | 000 | (¥ (*)
Economic
Development | Commodity 3.5 6.2 255 |5 .87 6.2 92 249 | () *)
Non-
Professional 14.1 15 783 | 307 424 | 337 | 582 | .40 *) (*)
Professional 16.5 14.2 0.00 | .04 .08 .00 .00 .00 *) (*)
Employee Satisfaction target
of 10% improvement on
Customer LTW Survey by 2010, i.e. 55.25% 58% 61% 59%
Satisfaction 70% positive rating overall
Customer Satisfaction target 79/100 807100 80/100 82/100
of 83/100 by 2010
SAIDI @ 60 minutes 79.06 86.1 82.13 48.29
SAIFI of 0.8 interruptions/yr 1.05 0.99 1.02 0.66
SATLPI of 4.1 average/ yr 4.1 4.2 4.1 3.6
Exceptional
System
Reliability Intermediate/Peaking
Peak Season EAF greater than or | 94.9% 93.2% 95.9% 96.3%
equal to 95% STP
STP EAF of 94.8% 89.5% 95.3% 90.6% 96.1%
FPP EAF of 94.2% 97.3% 87.0% 93.1% 91.1%
Energy 30% renewable energy by 3.8% 6.0% 5.8% 6.6%
Resource 2020**
Renewable 15% energy efficiency by 6.7% 7.3% 8.2% 8.8%
Portfolio 2020
Standard & 100 MW solar generation by 0.85 MW 1.0 MW 1.6 MW 2.603 MW
Energy 2020
Efficiency 700 MW peak demand 65.4 MW 129 MW

savings by 2020**

*These numbers (MBE/WBE) will not be available until April of 2009.

**Amended in City Council Resolution No. 20070215-023 establishing the Austin Climate Protection Plan.




Executive Summary

As the preceding table shows, after several years under the approved Strategic Plan, Austin
Energy has made laudable progress towards its objectives; becoming closer to the financial
and customer satisfaction goals, with improvement towards the reliability and generation
portfolio goals. Improving the financial rating of Austin Energy has already saved the utility
in bond rates (interest charges). The transmission and distribution group has become one of
the first utilities in the nation to be 1ISO 9001 certified, a challenging and time-consuming
process that is already showing improvements. The metrics for reliability are the best in over
five years and beat target goals, putting Austin energy in the top tier for utilities nationwide.
Most of the generation facilities met or exceeded their target metrics for availability. Steady
progress has been made towards the renewable energy and energy efficiency goals. Large
jumps in capacity from renewable sources are expected over the next two years as a solar
power plant, a biomass plant, and more wind generation are built. Providing clean,
affordable, reliable energy at low cost keeps customers satisfied with the value they are
receiving and engenders long-term economic growth. Improving employee satisfaction is
required to retain experienced, skilled employees and is directly correlated to customer
satisfaction. Renewable energy and reliability goals enhance energy security by diversifying
generation risk, distributing from local resources, and reducing potential carbon risk.

Two new Austin Energy initiatives were added to the two already underway: The Pecan
Street Project and the Public Involvement Process were started in 2008 and are described in
detail in following sections. The Clean Energy Incubator has hired a new director and
continues to be a nexus, bringing new energy technology to Austin. The Austin Climate
Protection Initiative continues to work to bring the entire city into a lower carbon regime,
preparing Austin for the day when carbon cap and trade systems go into operations. These
four initiatives require manpower and attention, but are preparing the city for the future.

This update includes new trends that bear watching: carbon policy, the move away from
globalization and towards nationalism, and the economic downturn. New technologies that
may soon impact Austin Energy are highlighted: PHEVSs, non-conventional gas, energy
storage and security, and high altitude wind generation. An overview of the current
wholesale electricity market and regulatory atmosphere is provided, as well as a legislative
update which anticipates proposed bills which may impact Austin Energy in the upcoming
legislative session. Finally, progress towards specific objectives is reported. This Strategic
Plan update shows the utility has made commendable progress in helping Austin become
“the most livable community in the country”.



Strategic Plan Introduction: Initiatives Underway

Austin Climate Protection Plan Update

The Austin Climate Protection Program was developed in response to City Council’s Austin
Climate Protection Plan (Resolution No. 20070215-023). Overall, the plan sets ambitions
goals for the City to reduce greenhouse gas emissions and respond to global climate change
in five key sectors:

e Municipal Operations

e Utility Operations

e Home and Building energy use

e Community involvement

e Individual action
The Austin Climate Protection Program is housed in Austin Energy and works with other
City departments to achieve the targets set in each of the sectors.

Municipal Operations: The City’s goal is to make all City of Austin facilities, fleets, and
operations carbon-neutral by 2020. The Climate Protection Program has completed the
2007 greenhouse gas inventory for all municipal operations. This inventory will provide a
base line for identifying areas for greenhouse gas emission reductions and allow for tracking
changes to the City’s carbon footprint. The Climate Protection Program has also worked
with City departments to investigate emission reduction strategies including: a green fleet
policy, green purchasing policy, green events policy, employee bike share program, and an
employee education program.

As a step toward having all City facilities powered by renewable energy by 2012, all general
fund departments will be subscribed to GreenChoice® Batch 6 at the beginning of 2009.

Utility Operations: The plan calls for Austin Energy to:
e Cap and reduce utility Carbon Dioxide (CO,) emissions
e Meet 30% of its energy needs with renewable resource by 2020, including 100 MW
of solar power
e Achieve 700 MW in savings through new conservation and energy efficiency
programs by 2020, and
e Achieve carbon neutrality on all new generation.

In an effort to reduce the amount of CO, from its power production, Austin Energy
continues to develop renewable energy generation capacity, such as the biomass Purchase
Power Agreement adopted by council in August 2008 and solar installations, and expand
demand-side management and residential and commercial conservation programs each year.



Knowing that it will take several years and additional technology to achieve the goal of
carbon neutrality during 2008, Austin Energy developed a proposed cap and reduction plan
for CO,. The magnitude and cost of greenhouse gas reductions that Austin Energy would
have to achieve under a federal greenhouse gas reduction scheme, which most agree will be
developed in the next year or two, remains uncertain. Austin Energy proposed a cap and
reduction plan that would allow action in the interim years between 2008 and the likely year
of the beginning of federal greenhouse gas reduction requirements, estimated by staff to be
2014; achieving these interim reductions should make future federal compliance less costly.
Once federal legislation has been passed, Austin Energy will have the opportunity to
reevaluate its longer-term reduction targets relative to federal requirements. The main
attributes of the proposed interim cap and reduction plan are as follows:

e The proposed cap is based on CO, emissions, which comprise over 99% of Austin
Energy’s total greenhouse gas emissions

e The proposed cap is set at roughly 6.3 million metric tons of CO, per year, which
represents Austin Energy’s CO, emissions in 2007

e The proposed cap applies to CO, emissions associated with all electricity generated to
serve customers, including any power purchased in addition to generation at Austin
Energy’s own facilities

e The reduction goal is set at Austin Energy’s annual CO, emissions in 2005, in other
words, Austin Energy proposes to reduce annual CO, emissions to 2005 levels by 2014,
2005-year emissions were chosen as a target to be consistent with other cap-and-trade
bills that have been introduced in the U.S. Congress

e The proposed plan would reduce emissions by a roughly equal amount each year
between 2008 and 2014, leading to a total reduction of roughly 745,000 metric tons

e CO, reductions will be achieved through a combination of energy conservation, use of
carbon-neutral renewable resources to generate electricity, and purchasing carbon offsets

The proposed cap and reduction plan was presented to the City Council and to the general
public via the public participation process, and the plan’s implementation will be based on
input received during this process.

Homes and Buildings - The overall goal of this sector is to increase energy efficiency in both
new and existing construction. These efforts are being done through a variety of
mechanisms. Building code changes will be used to make all new single-family homes 75%
more efficient by 2015 (first set of code changes adopted in 2007 increased energy efficiency
by 11%). The Energy Efficiency Upgrades Taskforce developed recommendations that
were passed by the City Council in November (Ordinance No: 20081106-047) requiring
energy audits for existing buildings.

Community Involvement - Responding to climate change can not be done by the municipal
government alone and will require the involvement of the Austin community. The Climate
Protection Program has begun identifying key stakeholders for participation in a committee
that will determine the best ways to collaborate with the community to reduce emissions.




Individual Action (*Go-Neutral”) - Developing the tools for individuals to measure and
reduce their carbon footprint is well underway. The Climate Protection Program has a
website:

www.coolaustin.org <http://www.coolaustin.org/>
and is in the process of creating an Austin-specific carbon footprint calculator. The
calculator will use emission factors specific to Austin Energy, include links to rebate
programs, and provide tips individuals can use to reduce their carbon footprint.
Development of recognition programs, local carbon offsets, and a Renewable Energy Credit
(REC) purchase program is underway.

With these actions, the City of Austin is reducing greenhouse gas emissions, increasing
energy security, and making Austin a leader in climate protection.

Public Involvement Process

As part of the planning for future electric generation, Austin Energy has unveiled a proposed
energy plan that would require building or securing the output of an additional 240
megawatts (MW) of new generation by 2020, most of it from renewable energy resources.
The proposed plan provides the energy required to meet projected demand in Austin over
the next dozen years, while keeping the air clean and reducing emissions of greenhouse
gases.

A Public Participation Process was launched in September 2008, to seek feedback on the
proposed plan. This eight-month process includes a series of town hall meetings, meetings
with interested customer groups and customer surveys. Five town halls meetings were well
attended this fall with another four to be scheduled in the spring.

The proposed generation plan is designed to meet projected electricity demand in line with
goals set by the Austin City Council through activities increasingly being embraced by
electric utilities nationwide. These include offset of a 700 MW power plant by 2020 through
energy-efficiency and load-shifting programs, acquiring renewable resources (including 100
MW of solar) to cover at least 30% of generation capacity by 2020, and taking steps that
allow the utility to become carbon neutral over time.

The web site www.austinsmartenergy.com is the information resource that provides reports
on the public meetings and answers to questions posed by customers. It also includes a blog
to facilitate comments at any time, and a survey that all customers are encouraged to take
and submit. The goal of this process is to provide extensive information so customers have
the facts they need to assess the proposed plan. The plan, with modifications if needed
following this public process, will be presented to the City Council in late summer 2009.

Pecan Street Project

A new initiative called the Pecan Street Project which began as a group of community
stakeholders comprised of technology experts, environmental advocates, and business
leaders from the City of Austin, Austin Energy, the University of Texas, Austin Chamber
and Environmental Defense Fund. They recommended that Austin explore ways to leverage



its existing strengths in clean energy and the technology sector to advance the clean energy
industry.! As several project partners pointed out, the grid of today is one-way, distributing
energy only. The grid of tomorrow will be “smart,” a seamless integration of the electric
grid, a communications network, and the necessary software and hardware to monitor,
control and manage the generation, transmission, distribution, storage and consumption of
energy by any customer. The Smart Grid of the future is distributed, interactive, self-healing
and will reach every device.

National Corporate Partnerships

Corporate partners include Dell, GE Energy, IBM, Intel, Oracle, Cisco Systems, Microsoft,
Freescale Semiconductor, and GridPoint. They will assist the project team by providing staff
resources and strategic guidance within their areas of expertise. The Pecan Street Project

will also tap the expertise of SEMATECH, the world's leading advanced technology
consortium, to help structure the clean energy R&D consortium.

“Austin is not the only city embarking on a “utility redesign” or “smart grid” project. Due
to Texas having its own grid, modifications to the power system do not require federal
approval. Because the City Council is Austin Energy’s board of directors, Austin is in a
unique position to implement technology changes more quickly and offer its distribution
system as a real-world proving ground for tomorrow’s clean energy technology. Several
other cities are testing clean-generation or efficiency products,” Brewster McCracken, City of
Austin Council Member said. “We’ll do that. But we’ll also test the software, storage and
business models we need to make it all fit together.” 2

City Council Resolution

On September 25, 2008, the Austin City Council adopted Resolution No. 20080925-084
directing the City Manager to work with the Environmental Defense Fund (EDF) and other
community stakeholders to conduct an analysis of system improvements, technology
advances, business models, and public investments that would enable Austin Energy to
develop its capacity for the distributed generation of clean energy.

Austin Energy Opportunities

Resolution No. 20080925-084 outlines the expected benefits for Austin Energy participation
in the Pecan Street Project. Austin Energy will explore ways to meet the Strategic Plan
targets of 30% renewable-based capacity in the generation portfolio by 2020 and support
local economic development through distributed generation and smart grid technologies in
industries related to solar energy, wind energy, energy storage, energy distribution, and
energy efficiency. It will position Austin Energy for a potential carbon cap-and-trade
system, taking advantage of system benefits, potentially protecting consumers from the
impact of transmission congestion costs and fuel-price volatility on their electric bills.

Austin Energy ITT Smart Grid Projects and Status.

Austin Energy was the ideal choice to participate in the Pecan Street Project because the
utility is more advanced than many in renewable energy. The Austin Energy ITT group has
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been actively building the technology foundation required to successfully manage the Smart
Grid as it develops, as may be seen from the table below. *

Project

Status

1. Build Enterprise Architecture

Started in 2004 and is on going.

2. Upgrade AMR (1 way) Network to AMI
(2 way)

October 2007 - Completed

3. Install smart meters. 130k AMR already
done. 270k AMI Meters.

First 130k done in 2003. Started 270k in
April 2008. Expected to finish in June 2009.

4. Deploy Meter Data Management
(MDM) System

Ecologic Analytics acquired in Sep 2008.
Deployment starts in Oct 2009.

5. Deploy Distribution Management
System (DMS).

Acquired in Sep 2009.
Deployment starts in Jan 2009.

6. Upgrade SCADA/EMS

Nov 2009.

7. Upgrade Billing System

Purchasing in progress.
Project begins Jan 2009.

8. Integrate DSM/DR devices

70k thermostats now.
Evaluating technologies.

9. Integrate PHEVs

Small Pilot on going. Modeling impact of
10k, 100k, and 500K units

Sources:
Isaac Barchas, “The Pecan Street Project,” Presentation to Council Committee for Emerging Technology and Telecommunications,

1

Clean Energy Investment Update

Austin, Texas, September 3, 2008.

Press Release from Pecan Street Project, “Landmark ‘Pecan Street Project’ Brings Together City of Austin”, Austin Energy, University of
Texas, Austin Chamber and Environmental Defense Fund To Design Energy System of the Future, Austin, Texas, December 3,

2008.

Roger Duncan, General Manager, Austin Energy, “Update on Pecan Street Project,” Update to Mayor, City Council and Marc Ott, City

Manager, Austin, Texas, November 20, 2008.

Andres Carvallo, CIO, Austin Energy, “Building the Smart Grid 2009,” presentation.

Investment in clean energy globally tended to mirror the larger economy in 2008, with the
first two quarters appearing to be fairly robust, and the bottom dropping out in the third
quarter. This trend appeared to hold true both for share prices in publicly traded clean
energy companies as shares in the New Energy Global Innovation Index (NEX) dropped
from the $90’s in June to the $40’s in November, as well as a significant reduction in
announcements of venture funding.!
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The Austin Business Journal reported that venture capital deals (nationally) in the third quarter
were down 9% over the prior year, with expectations that the trend deepen over subsequent
quarters. Locally, venture capital deals were down 62% over prior year.” Clean energy related
deals of local interest in the last year chronicled by Jose Beciero of the Austin Chamber of
Commerce include:
e Heliovolt- $109 million- Austin based thin-film solar manufacturer/equipment
manufacturer
e Solar Array Ventures- (SAVe) $66 million- thin-film solar manufacturer incubator
within the Clean Energy Incubator- although it appears that New York State is
aggressively courting them for the first production facility®

e Microstag- $22.5 million- Austin based manufacturer of fluid control Microsystems

e Nuventix- $14 million- Austin based manufacturer of electronic (semiconductor)
thermal management solutions

e ActaCell- $5.8 million- lithium-ion battery technology company commercialized out
of University of Texas labs, with incubation within Clean Energy Incubator
sponsored by Austin Energy

e lllumatex- $5.25 million- Austin based holder of patent pending high brightness
LED technology

Two other funding events of local note are the award of $250,000 to Sun Ridge Algae of
Houston from the Texas Emerging Technologies Fund and $ 3.5 million in venture funding
for Austin based SensorTran. Sun Ridge Algae has been working with researchers Dr. Jerry
Brand and Dr. Kerry Kinney of the University of Texas at Austin on the development of
algae based biofuel technologies, according to Sunrise President and CEO Norman Whitton
in an interview with Biodiesel Magazine. SensorTran, an Austin based company, develops
distributed temperature sensing technologies it applies to its Smart Grid business and claims
Austin Energy as a customer.*

One final corporate financial transaction with local ties was the formation of American
Renewables LLC to develop, build and operate biomass to power generation facilities.
American Renewables was jointly formed by three energy investment and development
companies- BayCorp Holdings, Energy Management Inc. and Tyr Energy, and their first
project is going to be the Nacogdoches Power LLC plant from which Austin Energy has
agreed to a 20-year purchased power agreement, the first large-scale biomass plant in Texas.

Sources:

1)  “Gathering Clouds”, The Economist, Nov. 8, 2008, p. 79.

2)  “Venture Capital Investment in Austin Drops 62%”, Austin Business Journal, Oct. 20, 2008,
http://austin.bizjournals.com/austin/stories/2008/10/20/daily3.html.

) “Solar Array Ventures May Create 500 New Jobs in Fulton, New York”, by David Anderson, Associate Content: Business and Finance,
Dec. 9, 2008, www.associatedcontent.com/article/1284585/solar_array_ventures_may_create_500.html.

4)  “Sensor Tran Locks Down $3.5M in Funding”, Austin Business Journal, Dec. 15, 2008

(www.bizjournals.com/austin/stories/2008/12/15/dailyl.html?t-printable).

w
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Major Trends

Climate Change & Carbon Policy

Last year’s Strategic Planning Update summarized key events in 2007 in both climate change
science and the politics surrounding mitigation. It also discussed three options of
government policy for limiting or reducing greenhouse gas emissions and important features
of federal legislation proposed to address climate change. While no federal legislation was
passed during 2008, existing state and regional programs continued to take root, and
proposed bills and developments at the federal level helped shape future legislation and set
the stage for federal action in 2009/2010.

Austin Energy'’s efforts related to climate change and reducing greenhouse gases are
discussed in several main sections in this year’s update, including the Austin Climate
Protection Plan, the Public Participation Process, and a separate section discussing legislative
developments at the state and federal level. This section highlights some of the major non-
legislative developments in climate change regulation in 2008.

Local Developments

e The City of Austin is a founding member of and a reporter to the Climate Registry
(TCR). The City of Austin along with approximately 240 other cities, states, public and
private utilities, and other companies is a founding member of The Climate Registry. The
Climate Registry is a non-profit organization that sets standards for greenhouse gas
measurement, verification, and public reporting which are accurate and consistent across
North America. The Registry supports voluntary greenhouse emissions reporting,
encourages early action to reduce greenhouse gas emissions and supports future
greenhouse gas reduction efforts across North America. The Registry also is exploring
supporting mandatory reporting for states or other entities that enact such a mandate.
Their membership approached 300 in December 2008. Austin Energy continues to report
emissions to the California Climate Action Registry (CCAR) which will transition
emissions inventory reporting to the TCR in the next two years. Austin Energy staff is
participating in the development of TCR’s reporting protocols specific to the electric
utility sector.!

National Developments

e EPA Releases Greenhouse Gas Document for Public Comment under an
Advanced Notice for Proposed Rulemaking (ANPR). The ANPR is one of the
steps EPA has taken in response to the U.S. Supreme Court's decision in Massachusetts v.
EPA. The Court found that the Clean Air Act authorizes EPA to regulate tailpipe
greenhouse gas emissions if EPA determines they cause or contribute to air pollution
that may reasonably be anticipated to endanger public health or welfare. The ANPR
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reflects the complexity and magnitude of the question of whether and how greenhouse
gases could be effectively controlled under the federal Clean Air Act (CAA). Key issues
for discussion and comment in the ANPR:

» Descriptions of key provisions and programs in the CAA, and advantages
and disadvantages of regulating GHGs under those provisions;

e How a decision to regulate GHG emissions under one section of the CAA
could or would lead to regulation of GHG emissions under other sections of
the Act, including sections establishing permitting requirements for major
stationary sources of air pollutants;

e Issues relevant for Congress to consider for possible future climate
legislation and the potential for overlap between future legislation and
regulation under the existing CAA; and,

« Scientific information relevant to, and the issues raised by, an endangerment
analysis.

Comments were due to the EPA on November 28, 2008.2

President Obama Plans for Action on Climate Change and Announces Key
Members of his Energy and Environment Team. As part of their energy plan,
President Obama and Vice-President Biden support implementation of a market-based
cap-and-trade system to reduce carbon emissions by the amount scientists say is
necessary: 80 percent below 1990 levels by 2050. They will start reducing emissions
immediately in his administration by establishing strong annual reduction targets, and
they will also implement a mandate of reducing emissions to 1990 levels by 2020.%

Obama nominated Nobel Prize-winning physicist Steven Chu as his energy secretary,
placing the renewable energy expert on the frontlines of climate change policy to help
end the nation's "addiction™ to foreign oil. Joining Chu will be Lisa Jackson, the New
Jersey governor's chief of staff, as head of the Environmental Protection Agency (EPA).
Obama also appointed Carol Browner, who served as EPA administrator under
President Bill Clinton, to the new job of White House "climate czar" overseeing the
battle against global warming. Nancy Sutley, a senior adviser to Obama’s transition
team, was named chairwoman of the White House Council on Environmental Quality.*

EPA issues a Proposed Rule on the Underground Injection Control (UIC) for
Carbon Dioxide (carbon sequestration). EPA's proposed regulation creates a
consistent national framework for the injection of carbon dioxide underground and
protection of underground drinking water resources. The rule would create a new class
of injection wells under the authority of the Safe Drinking Water Act's Underground
Injection Control (UIC) program. The proposed rule builds on the existing UIC
program including extensive requirements to ensure wells are appropriately located,
constructed, tested, monitored, and ultimately, closed with proper funding. It would
apply to owners and operators of wells that will be used to inject carbon dioxide into the
subsurface for the purpose of long-term storage. Carbon capture and storage is part of a
portfolio of technologies available to reduce greenhouse gas emissions. EPA is
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coordinating with the Department of Energy on carbon sequestration research and
development.®

EPA Releases Final Inventory of U.S. Greenhouse Gases. EPA develops the
national greenhouse gas inventory each year to track the national trend in emissions and
removals since 1990. The national greenhouse gas inventory is submitted to the United
Nations in accordance with the Framework Convention on Climate Change. In
preparing the annual emissions inventory report, EPA collaborates with hundreds of
experts representing more than a dozen U.S. government agencies, academic institutions,
industry associations, consultants and environmental organizations. In 2008 EPA
released its final report “Inventory of U.S. Greenhouse Gas Emissions and Sinks: 1990-
2006™.°

Congress Directs EPA to Develop Mandatory Greenhouse Gas Reporting Rules.
In its Fiscal Year 2008 Consolidated Appropriations Act (H.R. 2764; Public Law 110-
161), Congress directed EPA to publish a mandatory greenhouse gas reporting rule using
the Agency's existing authority under the Clean Air Act. The rule will require mandatory
reporting of greenhouse gases "above appropriate thresholds in all sectors of the
economy." EPA is responsible for determining those thresholds, as well as the frequency
of reporting. Congress requested EPA to include reporting of emissions "resulting from
upstream production and downstream sources,” to the extent that the agency deems
appropriate. A final rule must be published by June 2009.’

International Developments

UN Holds Talks in Poland in Preparation for a Successor to the Kyoto Protocol.
The United Nations Climate Change Conference in Poznan ended with a clear
commitment from governments to shift into full negotiating mode next year in order to
shape an ambitious and effective international response to climate change, to be agreed
in Copenhagen at the end of 2009. Parties agreed that the first draft of a concrete
negotiating text would be available at a UN Framework Convention on Climate Change
(UNFCCC) gathering in Bonn in June of 2009.

At Poznan, the finishing touches were put to the Kyoto Protocol’s Adaptation Fund,
with parties agreeing that the Fund would be a legal entity granting direct access to
developing countries. Progress was also made on a number of important ongoing issues
that are particularly important for developing countries including adaptation, finance,
technology, reducing emissions from deforestation and forest degradation (REDD), and
disaster management.?

European Union Finalizes Deal to Fight Climate Change. The European Union
finalized plans for its battle against global warming seeking to lead the way towards a
broad alliance including others like China and the United States. The European
Parliament approved a cut in carbon dioxide emissions to 20 percent below 1990 levels
by 2020, heeding warnings of severe weather, famine and drought as the climate changes.
Some high-emissions power plants and factories will get carbon emissions permits for
free under the EU's emissions trading scheme (ETS). Regarding emissions outside that
scheme, some countries will be able to offset more of their emissions by funding cuts in
developing countries.’
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Sources:

1)  Reference: http://www.climateregistry.org/about/message.html and http://www.theclimateregistry.org/
) U.S. EPA website, http://www.epa.gov/climatechange/anpr.html

3)  Official Website of Barack Obama 2008 Presidential Campaign,
http://www.barackobama.com/pdf/issues/EnvironmentFactSheet.pdf
) AFP, as reported in Yahoo News , http://news.yahoo.com/s/afp/20081216/ts_afp/uspoliticsobamaclimate

5)  U.S. EPA website,
http://yosemite.epa.gov/opa/admpress.nsf/d0cf6618525a9efb85257359003fb69d/d35b72dfe481043b85257487005e47¢cd!OpenDo
cument

U.S. EPA website, http://www.epa.gov/climatechange/emissions/usgginventory.html

U.S. EPA website, http://www.epa.gov/climatechange/emissions/ghgrulemaking.html

UNFCCC website, http://unfccc.int/meetings/cop_14/items/4481.php

Reuters News, http://communities.thomsonreuters.com/Carbon/164942 and
http://communities.thomsonreuters.com/Carbon/160785
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The Search for Balance: Globalization vs. Nationalism

With the selection of Barack Obama as president on November 4™, it appears the U.S.
electorate has signaled it is ready to move beyond the unrestrained capitalism heralded by the
election of Ronald Reagan in 1980. The critical questions for Austin Energy in the face of
this move toward a substantially altered domestic economic policy revolve around what will
be the prevailing economic policy globally, and how will the new domestic policies mesh
with the global policies? Will global policies be more strongly typified as ascendant
nationalism, continued globalization or some hybridized combination? What are the
emerging economic trends? How will these policies affect the utility?

Reagan’s second term marked the last full presidential term to witness the uneasy balance of
the Cold War as subsequent presidents experienced a wholesale movement toward
globalization. The EU was created in 1993 through the Treaty of Maastricht, and further
supported through the adoption of the Euro as a common currency in 1999. India’s
economy fully embraced globalization, particularly the “off-shoring” opportunities for jobs
to serve more mature U.S. and European markets. Economies embracing globalization
during this period generally experienced easy access to foreign markets, commodities
available at prices set by the market, and the easy movement of goods and capital across
borders.

Since 1990, three countries have typified the model for ascendant nationalism: Russia,
Venezuela, and Iran. Not coincidently, all three have experienced recent economic
prominence brought about largely by leveraging the dramatic rise in energy prices, although
the groundwork for this took place prior to the rise in prices. Vladimir Putin was elected
president in May of 2000, and set Russia on the path back to world prominence through the
nationalization of Yukos in December of 2004 under the state-run oil and gas conglomerate
Gazprom. Russia has not hesitated to use heavy-handed tactics such as those evidenced in
the Ukraine in 2006 or in Georgia in 2008. Venezuela’s policies have been directed by Hugo
Chavez since his election in February of 1999. In April of 2006, he ordered the
nationalization of oil production, and rapidly enforced the order. Subsequently, Chavez has
used that influence to curry favor from allies, as a platform to speak out against a few
nations with differing political ideologies, notably the U.S., and is working to strike alliances
with other energy rich nations such as Russia and Iran. Iran has had a nationalized oil
industry since the ouster of the Shah in 1979, and enjoyed a new-found influence in the
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Middle-eastern landscape in the absence of Saddam Hussein. The rise in the price of oil to
well over $100 per barrel in 2008 has greatly expanded the influence of these nations, and
they have used this immense wealth to fund their hegemonies. Political self-interest is a
strong motive in ascendant nationalism.

The hybrid model is best typified by China and Brazil. Deng Xiaopeng reopened China
beginning in 1978, with the relaxation of restrictions to foreign commerce, and the further
accommodation of Hong Kong’s free economy following its reversion back to Chinese rule.
China has been very willing to make theological accommodations to capitalism/globalization
to support the need for growth, but has not limited their options to the free market. China
has aggressively pursued treaties allowing for preferential access to natural resources and
commodities should the market not provide supply sufficient to meet demand.
Theoretically, this serves as a hedge against purely capitalistic thinking that the market will
provide goods to the highest bidder. Brazil was brought to the geo-political forefront
subsequent to the election of socialist Luis Ignacio Lula da Silva in October of 2002. Brazil’s
policies have evolved under Lula similarly to China’s, which is to serve their economic self-
interest independent of the effect on allies or enemies.

Nature abhors a vacuum, and several players have stepped in to try and fill the
political/economic void left by the crumbled communist block. Pure capitalism appears to
be stalling, with comments like that by Sarkozy of France that “Laissez-faire is finished.”
Can capitalism continue to expand and thrive in the face of less democratic regimes,
economic uncertainty and energy supply concerns? Gordon Brown called for the creation of
a truly global society in a keynote delivered on November 10", 2008. Does globalization
follow suit? Should the uncertainty around the global finance picture stabilize along with
energy supply/prices, a hybrid model like China and Brazil is more likely to flourish, with
conditions similar to continued globalization likely to result.

What are the possible repercussions of continued globalization (or a hybrid)?
e Carbon policy remains strong, particularly in developed nations
e Capital flows freely across borders- utilities have to compete against plethora of
projects with riskier but far higher returns
e Energy is available to highest bidder, although a hybrid model might modify that
e Demand for commodities remains high, along with prices
e Labor is in short supply for capital projects as well as to support operations
e Infrastructure demands remain high to support growth
e Smart grid development embraces the customer in developed nations

If we are headed into a period of ascendant nationalism, how might that affect Austin
Energy?
= Nations will act in their own self-interest
o International climate policy will be weaker; influences of state and local
policy as well
o Commodities (prices and availability) will be more volatile
o0 Energy security will be a primary driver of decisions
A Clean-tech is local, using domestically available fuel(s)
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e Overall investment may be diminished, but lower risk projects like domestic utilities
with safe returns may be more attractive to potential investors

e A depressed world economy means limited growth in demand for electricity

e Smart grid development activities will be more utility-focused.

Economic Challenges
Global

The last Strategic Plan Update warned that some investment banks might fail, the U.S. dollar
was falling, a recession could be underway, and the mortgage fiasco was not over. However,
it was also said that the U.S. economy is resilient and has weathered many battles before, so
long as too many blows did not overwhelm it, the economy might remain standing. As this
is written, the economy is like Rocky Balboa in his last round, battered and swaying, ready
for one last punch to knock him down.

Extraordinary efforts have been made to prevent a depression. The federal government
passed a $700+ billion package, nationalizing (“investing™) in some banks, forcing some
credit to flow. It bailed out Bear Stearns, and took over Fannie and Freddie. Coordinated
global efforts between countries have been made to keep banks and currencies from failing.
Still, banks have failed and currencies have fallen. Iceland is so deeply in trouble that few
will take its currency in trade anymore, causing a food shortage. Stock market indexes are
falling, commodities markets are crashing, and fear is driving away many investors.
Although the extraordinary global efforts to stave off a depression seem to have stabilized
the markets somewhat, they remain tremulous, teetering on the edge as the world awaits the
next phase. A stable stock market may not indicate a healthy economy.

The next phase, if this is a recession or depression, will consist of store closures, bank
failures, falling manufacturing output, decreased commodity sales (less copper, aluminum,
steel, oil, plastics), falling shipping & transportation, mounting job losses, more home
foreclosures, and vehicle repossessions as the losses filter out to Main Street. In the Great
Depression, the stock market crashed in 1929, but the nadir was not until three years later as
unemployment reached 25%. People who lose their jobs live on savings and credit cards for
awhile. Later, they will have their utilities shut off, their homes foreclosed upon and the
credit cards cut off. It may be years before the jobless stand in soup lines. Thus, global
governments have several years and many opportunities to deploy the countermeasures at
their disposal to stave off a full depression. Hopefully, such efforts will work.

About thirteen banks have failed in the U.S. in the past year, including Wachovia Bank.
Retail stores closing some or all outlets include Circuit City, Sears, Linens-N-Things,
Mervyn’s, and other familiar retail names. U.S. industrial production fell in September by
the largest decline in almost 34 years. Since about 90% of world trade moves by sea,
observation of port and marine indexes are telling. The Baltic Dry Index has seen large
decreases since 2005. Shipping at the Port of Long Beach has seen a decline of 15.8% since
last year of loaded inbound containers. In Portland, Oregon, container cargo is down 6.6%
this year. China Shipping Container Lines Company has forecast a decrease in traffic for the
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first time in four years. These precursors indicate that the economy has definitely slowed
dOWﬂ.3’4'5'6'7'8

A U.S. economic slow down seems inevitable, but the big question remains: “how far, how
fast?” The outcome will depend upon the speed and effectiveness of the countermeasures
employed by world regulators and consumer confidence that they will work. Worst case, the
U.S. may anticipate:

e Rapid currency changes (inflation or deflation)

e Bank “holidays” and failures

e Larger numbers of home foreclosures

e Business failures

e Farm failures and foreclosures

e Fallin the DJIA; possible suspension of trade at some point

e Unemployment numbers skyrocketing over the next few years
e Severe federal, state, and municipal financial stresses

Best case would be:

» Fall of the stock market followed by a fairly rapid rebound

e Moderate currency inflation

e Moderate economic downturn, followed by rebound in next year
e Stabilization in home foreclosures (with government intervention)
e Moderate rise in unemployment

» Moderate rise in business and farm failures.

As this was written in late 2008, the events of the first quarter of 2009 will be crucial to the
eventual outcome. However, preparing a budget scenario for a deep recession over the next
18 to 24 months would seem prudent.

Sources:

1)  “Iceland Poised to Get $6 Billion Rescue Package”, by Mark Landler and Brian Knowlton, The New York Times, Oct. 21, 2008.
2)  “The Great Crash and The Great Slump”, Prof. J. Bradford DeLong of the Dept. of Economics, The University of California at
Berkeley, California, 1997.

“US Bank Failures Sit at 13 and Counting”, by Massimo Calabresi, Time, Oct. 13, 2008.

“Circuit City Faces Bankruptcy or Closing Up to 150 Stores”, by Frederick Lane, NewsFactor Business Report, October 20, 2008.
“Shoe Pavillion Shutting Down Al Its Stores”, by Courtenay Edelhart, The Mercury News, Oct. 20, 2008.

“Tough Christmas For Copper as Demand Wanes: Chart of the Day”, by Millie Munshi, Bloomberg.com, Oct. 20, 2008.

“Baltic Dry Index” and “Shipping Lines Say Credit Cutting World Trade”, by Chan Sue Ling, Bloomberg.com, Oct. 15, 2008.
“China Shipping’s Traffic May Plunge as Exports Slow”, by Irene Shen, Bloomberg.com, Oct. 17, 2008.
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Regional

The Texas economy continues to exhibit strength relative to the rest of the nation. Since
2000, the population of Texas has grown at approximately twice the rate of the U.S. as a
whole.! Texas non-farm employment increased by 2.2% between October 2007 and
October 2008, while the U.S. as a whole experienced a decrease of 0.9% over the same
period.” However, the state’s growth has been slowing along with the nation, with third-
quarter 2008 payrolls increasing by only about 1.4%. While Texas as a whole continues to
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add jobs, Austin employment has been contracting slightly since August 2008.® Texas and
Austin-area unemployment have risen significantly over the past year. However, Austin and
Texas unemployment remain relatively low. U.S. unemployment increased from 4.8% in
October 2007 to 6.5% in October 2008. Over the same period, Texas unemployment
increased from 4.3% to 5.6%, while the five-county Austin-Round Rock MSA rose from
3.7% to 4.7%. Although the City of Austin’s unemployment rate increased significantly over
the past year, it remains well below state and national levels. Austin continues to have one
of the strongest local economies in the nation, even after recent weakening.*

Travis County residential building permits have been dropping for the past two years. The
great majority of the decline has been in single-family permits, which for the 12 months
ending November 2008 were at their lowest level since July 2003. Multifamily permits, after
demonstrating great strength until last summer, have dropped precipitously in the past few
months due to the credit crunch and overbuilding.® The credit crunch has caused an even
more dramatic drop in commercial real estate transactions in all four major Texas markets.
Residential property prices have held fairly steady, as Texas did not experience the real estate
bubble that occurred in some other regions, but commercial property values have dropped
by about a third over the past year due to overbuilding and financing difficulties.®

Texas exports have remained strong, but the slowing world economy and the appreciation of
the dollar will reduce future export growth. The dramatic drop in energy prices has already
reduced investment in the oil and natural gas industries. The Texas leading index has been
dropping in recent months, indicating further weakening over the next several months.’
Despite recent weakness resulting from the worldwide economic downturn, Texas continues
to lead the nation in population and job growth, and should be expected to resume strong
growth once the world improves.

Sources:

1)  U.S. Census Bureau.

2 Real Estate Center at Texas A&M University, Monthly Review of the Texas Economy, November 2008.
Federal Reserve Bank of Dallas, Hot Stats: Texas Payroll Employment Data.

U.S. Department of Labor, Bureau of Labor Statistics.

Real Estate Center at Texas A&M University, Building Permits Data.

Austin Real Estate Blog, December, 2008.

Federal Reserve Bank of Dallas, Regional Economic update, December, 2008.
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Energy Security

America’s excessive reliance on imported oil poses a serious threat to national security in at
least two respects. For one, an assortment of enemies (terrorist organizations and their
rogue states cohorts) and adversaries (e.g., Russia, Iran, and Venezuela) undoubtedly intend
to use oil as a strategic weapon against the United States. At the same time, the U.S. military
is one of the country’s largest consumers of oil. The excessive reliance on imported oil has
the potential to constrain the U.S. foreign policy options.'

The imperative to reduce our dependence on imported oil is clear. The transportation sector

comprises 70% of U.S. oil consumption, and there is a growing consensus that it should be
the starting point.
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The Set America Free Coalition promotes the concept of “fuel choice”. Reducing oil
consumption through the typical combination of expanding supplies and conservation is not
a sustainable strategy; it should be augmented by a technological transformation of the
transportation sector that would entail developing next-generation fuels (domestically
produced) and the vehicles, namely plug-in hybrids, which can utilize them. A key
distinction is the focus on utilizing alternative domestic fuel sources, with minimal changes
to existing infrastructure. In a sense, this would be using electricity as a transportation fuel.
The coalition estimates that “If by 2025 all cars on the road are hybrids and half are plug-in
hybrid vehicles, U.S. oil imports would drop by 8 million barrels per day”.?

The Energy Security Leadership Council similarly promotes policies aimed at substantially
reducing oil as the primary transportation fuel. A key distinction is in its long-range view,
suggesting that transitioning to such a post-oil transportation sector would be a decades-long
endeavor, with a key feature being wide use of electric vehicles that draw their power from a
wide variety of domestic energy sources.?

The American Energy Security Study stresses that in light of impending Peak Oil, America
should immediately begin a crash course program to utilize renewable technologies to
develop its substantial resources of coal, biomass, and oil shale.*

The Energy Independence and Security Act of 2007, which entails a much more
comprehensive view, appear to be a strong catalyst. However, moving from policy to
implementation could be a challenge, as legislative mandates sometimes are accompanied by
a lack of funding.

As more generation sources become available (in particular wind generation) and the electric
grid itself becomes like a transportation fuel source for electric plug-in vehicles, it is
imperative that there are continued upgrades to transmission system. The electric grid
seems an obvious target for terrorism, whether damage to the physical infrastructure or
mayhem in the communication system via cyber space.

The recent fifth anniversary of the Blackouts of 2003 (where 50 million people across the
northeastern United States and a portion of Canada lost power) brought renewed focus to
the type of devastation that can result from a disruption to the system. Some experts believe
it is not so much a question of whether there will be another blackout of the same or larger
scale, but when.” While there have been some improvements in recent years, there clearly is
a need for considerable investments for infrastructure expansion and upgrades. A key
component of this should be the development and implementation of smart grid
technologies.

To what extent any of these or similar policy initiatives will be adopted and/or implemented
remains to be seen. It is fairly clear that substantially reducing oil dependence is going to
require a collaborative of government-private partnerships, significant investments of capital
for infrastructure upgrades and for research and development of technology, and a long-
range commitment.

It is encouraging that President Obama has expressed his sense that it is imperative the
United States’ energy policy supports the development and implementation of renewable
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energy and smart grid technologies; the important societal benefits (jobs creation, cleaner
environmental, and greater security from energy independence) will be well worth the
investments. Recent press reports indicate that Mr. Obama has discussed creating an Energy
Security Council within the White House, presumably to take a direct hand in fostering such

a policy.°

Sources:

1)  Energy Security Leadership Council, “A National Strategy for Energy Security: Recommendations to the Nation on Reducing U.S.
Oil Dependence”, September 2008.

2)  The Set America Free Coalition, “Set America Free: A Blueprint for U.S. Energy Security”, www.setamericafree.org

3)  Energy Security Leadership Council, “A National Strategy for Energy Security: Recommendations to the Nation on Reducing U.S.
Oil Dependence”, September 2008.

4)  The American Energy Security Study, “Building a Bridge to Energy Independence and a Sustainable Future”,
www.AmericanEnergySecurity.org.

5)  Roland Schoettle, “A Power Grid Report Card: Top 10 Ways to Improve Power Operations and Prevent Future Blackouts”,
EnergyPulse, October 3, 2008.

6)  “Obama Considers New Energy Security Council”, Associated Press, November 6, 2008.
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New Energy Technologies

Photovoltaics
Significant events of the past year include:

e The photovoltaic industry achieved approximately $30 billion in global sales in 2007,
a 50% increase over 2006.

e Extension of the 30% federal Investment Tax Credit for solar installations and
removal of the $2000 cap on the tax credit for residential solar.

e Solar World (formerly Shell Solar) based in Germany opened the largest US solar
PV factory, in Hillsboro, Oregon. Estimated cost of the plant is $440 million; it will
employ 1000 workers.

* Nanosolar opened its thin film Copper Indium Selenium PV manufacturing plant in
San Jose, CA.

e Solyndra (Freemont, California) began manufacturing PV products for integration
into commercial building flat roofs. The product, which uses an array of tubes
coated with CIGS suspended over a highly reflective surface, enhances the output
per unit area by about 25%, compared to a flat panel.

e SpectraWatt, a spin-off of Intel Corporation, with investment from Goldman Sachs
and Solon AG, plans to open its first plant, in Oregon, next year

e Both Southern California Edison and Duke Energy announced plans for leasing
rooftops from their customers on which to install utility-owned PC systems that will
furnish energy to their utility grids.

Austin is about to have its first photovoltaic manufacturing plant built by Heliovolt. The PV
technology is thin-film deposition of Copper, Indium, Gallium and Selenium (known as
CIGS) in a unique high-volume process. The 120,000 square foot factory, which will employ
approximately 160 workers, will produce 20 MW per year of PV modules when it is in full
operation, expected by mid-2009. The factory building has room for an additional 40 MW
per year of production.

Energy Storage

Energy storage can be divided into two general classes: large scale which is applicable to the
wholesale power market, and small scale which is applicable to customer-sited and sub-
station-level deployment within the distribution system. Since last year’s Strategic Update
addressed large scale storage technologies — compressed air and flow cell batteries, this
section describes significant advances in small scale storage over the past year.
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The principal small-scale energy storage technologies are rechargeable batteries (lithium-ion,
sodium sulfur, nickel metal hydride, and lead acid), ultracapacitors, flywheels, and
superconducting magnetic energy storage.

The following companies in Central Texas are working on small-scale energy storage
products:

» Valence Technologies manufactures lithium-iron-phosphate rechargeable batteries
for plug-in automotive applications as well as laptop computers and other portable
electronics applications

e Xtreme Power Solutions designs and supplies advanced lead-acid battery systems for
load-leveling and portable generator replacement

e ActaCell is a start-up company (supported by the Clean Energy Incubator) whose
goal is to commercialize a lithium ion battery technology developed at the University
of Texas Material Science and Engineering Laboratory.

» Active Power manufactures a steel flywheel energy storage system which can
substitute for batteries in UPS systems. It can supply 400 kW of DC power for 5
seconds.

e EEStor is building a manufacturing line to produce ultra-capacitors using a radically
novel thin-film ceramic process which it claims will lead to electrical energy storage
units with extremely high energy and power density (more than twice the energy
density as lithium ion batteries). Prototypes of the product, which would validate the
performance claimed by the inventor, are expected in the future.

Other companies with products that are on the cutting edge of small-scale energy storage
are:
e A123Systems, one of the leading manufacturers of lithium ion batteries for plug-in
vehicles and portable power tools, that grew out of research and development at
MIT
« Altain Nanotechnologies, another advanced lithium ion battery company
e Maxwell Technologies specializes in ultra-capacitors for industrial electronics,
telecommunications, and automotive applications
e SB LiMotive is a joint venture between Samsung and Bosch that plans to produce
advanced lithium ion batteries for electric vehicles and plug-in hybrids.

Transportation/PHEVs

Electrification of transportation has gained considerable momentum on several fronts over
the past year, including both on-road and non-road sectors. The on-road sector includes the
development of Plug-in Hybrid Electric Vehicles (PHEV) and all-electric vehicles (EV). The
non-road sector includes forklifts, port vehicles and airport ground service equipment.

PHEV:s are hybrid vehicles offering extended range all-electric driving with the use of larger

battery packs than conventional hybrids. Two different configurations are in the offing,
parallel and series hybrid configurations. The parallel configuration, such as the Prius or
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Honda Civic Hybrid, offers complimentary electric drive(s) which provides all-electric drive
at low speeds or electric assist to the internal combustion engine for extra power, such as
when under heavy acceleration. Series hybrids utilize electric drive only, but have an internal
combustion engine drive a generator to charge the battery pack after it is discharged. The
Chevy Volt currently under development is a series design.

In 2008, several leading auto manufacturers announced plans to introduce PHEVS to the
U.S. automobile market. This groundswell of announcements included Toyota, General
Motors, Volkswagen, BMW, Mercedes and others representing over 50% of the automotive
market. In less than 24 months, plug-in vehicles are expected to be commercially available
and on U.S. roads. The Chinese automaker BYD Co. recently announced that by late 2009,
BYD plans to mark another milestone by launching in China the BYD €6, an all-electric car
capable of going 180 miles on a single full charge of its battery.

A significant development occurred in July, 2008 when the Electric Power Research Institute
(EPRI) announced a research and development collaboration with General Motors and 34
utilities to facilitate integration of PHEV into the grid. Austin Energy has been an active
participant in this effort. Specific PHEV technology areas drawing considerable R&D
efforts at this time are battery development, smart charging and charging stations.

Because of its higher energy density capability, lithium-ion technology, particularly iron
phosphate based, appears to be gaining the edge in the competition for technology of choice
for PHEV batteries under development, including the Chevy Volt, Ford Escape and the
Toyota Prius. However, the infrastructure does not currently exist for domestic mass
production of any PHEV battery technology.

Smart charging includes both the technology and the system required to manage the
charging of PHEV and EV in real time. In its simplest form, smart charging can be
accomplished through a timer installed at the charging plug. More advanced smart charging
allows for the control of both the time and rate of charge for a vehicle through two-way
communication in real time, with various potential degrees of complexity and intelligence for
monitoring and managing the state of charge. Smart charging is critical due to the fact that a
significant penetration of PHEVSs charging during periods of electricity peak demand would
require more power generation to be built. Research by the DOE’s Pacific Northwest
National Lab demonstrates that existing generation used in a *“valley filling” method has the
capacity to charge approximately 75% of all light duty vehicles in the U. S. if they were
converted to PHEV and if utilities can manage the charging. However, the value of smart
charging is not only for off-peak charging; it is a better way to manage the load. Since wind
generation in Texas typically peaks in the middle of the night, smart charging could enable
the increased use of this renewable resource. Several U.S. utilities, including Austin Energy,
are testing a smart charging system developed by V2Green, a start-up company recently
acquired by Gridpoint.

A significant issue concerning PHEV charging is the fact that as many as 50 percent or more
of light duty vehicles are estimated to be owned by individuals who live in multi-family
dwellings where outlets are not readily available for charging of PHEVs. Although
companies such as Coulomb Technologies and Shorepower Technologies have developed
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charging stations and are making them commercially available, in most cases the electric
infrastructure does not exist to serve those stations and can be very expensive to install.

Electrification of the non-road sector is gaining momentum, particularly in the areas of
electric forklifts and airport ground support equipment such as baggage haulers, airplane
push-back tugs, and jet-way movers. Changing out this equipment, typically owned by the
airlines, to electric drive is gaining momentum. The main issues for the utility are the lack of
infrastructure to facilitate charging and the high cost of installation of that infrastructure.

Unconventional Gas

Natural gas is composed primarily of methane, with some ethane, propane, and carbon
dioxide. The gas is usually found in porous sedimentary layers deep in the earth that are
capped by an impermeable layer which traps the gas creating the reservoir. The formations
containing the gas are usually limestone or sandstone. The overburden (layers above the
reservoir) create pressure so that when a hole is drilled past the impermeable layer into the
reservoir, the pressurized gas will escape through it to the surface.!

Unconventional gas is the same gas found in areas not normally considered producible until
recently because they were not economic. One example is deep natural gas, found at depths of
15,000 feet or more. This type reservoir requires more money to drill and produce. Until
recently, the market price of gas did not support development of this resource.?

Another unconventional reservoir is tight gas, found in impermeable, nonporous formations.
In order to extract it, the formation may have to be fractured by using very high pressure gas
which is compatible with natural gas, such as carbon dioxide. The formation may also have
to be flushed with acids under pressure to break bonds and create flow paths for the gas to
migrate. Again, this is expensive and is possible only when the reservoir is large enough and
the price of gas supports it.

Shale gas is found in a very fine-grain sedimentary rock. Recently, some shale reservoirs have
gone into production with results better than ever anticipated. Even so, only about 10% of
the shale gas may be produced. The Texas Barnett Shale is an example. Again, CO2
flooding or other methods must be employed to produce the gas.

Coal bed methane must be removed before the coal can be safely mined. This gas used to be
flared off or allowed to escape to the atmosphere, but if enough exists to make it
worthwhile, it may be commercially produced. Coal beds can be very thick and the
preferred method is to produce in situ which means drilling down, then multiple horizontal
holes spaced through the beds. The gas drain field is collected at a central surface point for
piping. Until the advent of controlled horizontal drilling, this production technique was not
possible.

Methane hydrates consist of gas trapped in ice crystals in deep, very cold ocean basins. The
crystals form a lattice around the gas molecules. The USGS estimates that there is enough
methane trapped in hydrates on the continental shelf of the U.S. to power our entire nation
for hundreds of years, if a safe method to mine it could be found. Conventional drilling
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extraction methods are not applicable. The ice will have to be mined remotely from ocean
vessels. Universities are studying this problem, but production of hydrates is decades
away.>*

Production of unconventional gas boomed when the price of gas tripled after 1990. The
increased demand and price has driven the production of unconventional gas, as the graphs
below show. It is expected that even more unconventional reservoirs will be brought into
production as long as they can compete with imported LNG and domestic conventional
reservoirs.

Natural Gas Production by Source, 1990-2030 (trillion eubie feet)

History Projections

| ciiver 48 NA
unconventional

| Ower 48 NA
conventional onshore

awwi Lower48 MNA offshons

mmn | ower 48 AD

=us Alaska

e
L b ettty sl T TTIT T ™

0
1990 2000 2005 2010 2020 2030
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From the Energy Information Administration, U.S. Dept. of Energy, 9/30/2008, www.eia.doe.gov

Austin Energy uses natural gas in its most efficient and responsive generation plants (Sand
Hill, Decker, Seton Children’s Hospital, and Domain). It is one of the cleanest burning fuels
(emits the least particulates, CO2, and other gases). Natural gas generation is needed to
shore up wind and solar generation that are intermittent. Thus, the development of
unconventional domestic resources such as the Barnett Shale gas in Texas will continue to
be of great interest to the utility, especially since the decline in conventional domestic gas
production continues. Unconventional gas resources are the fastest-growing part of the gas
industry. Currently, eight of the top ten gas fields are unconventional ®
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Sources:
1)  “Overview of Natural Gas/Background”, www.NaturalGas.org, 2004.
2)  “The Push Toward Unconventional Gas” by Dr. Marc Bustin of Casey Research, Financial Sense Editorials from

www.kitcocasey.com, Feb. 15, 2008.

3)  “Unconventional Natural Gas Resources”, www.NaturalGas.org, 2004

4)  “What is Unconventional Gas?”, www.ugresources.com, 2007.

5)  “The Push Toward Unconventional Gas” by Dr. Marc Bustin of Casey Research, Financial Sense Editorials from
www.kitcocasey.com, Feb. 15, 2008.

High Altitude Wind Generation

High Altitude Wind Power taps into the most concentrated renewable energy found above
the surface of the earth. High altitude, persistent winds such as the jet stream (5" miles
above the surface) blow at velocities up to 300 mph. Just one percent of this energy is
enough to power the entire planet. Design efforts are emerging to develop FEGs (flying
electric generators) to tap this free source of power.

FEGs are generators lofted very high, up to 10 km, where the wind is strong and
continuous, and the power generated travels down a tether to the ground. Unlike
intermittent ground-based wind generators, these are Class 5 sources, running 24 hours a
day. Design concepts include the ladder mill, the rotating inflatable balloon, kite wind
generator (or kite ship), and sky sail. Expectations are that these will generate power
cheaply, because of high availability.

Delft University of Technology built a laddermill design and tested it in August of 2007 with
good success. A 10 square meter Kite and generator produced 10 kW. Estimates of cost run
at $400 per kW (USD) for a 3.5 MW unit.?

The Japanese have proposed a two kite FEG system linked together.® A concept under
development by Dr. Bryan Roberts of the University of Technology in Sydney, Australia, is
being built by SkyWindPower, a San Diego-based firm. The “gyromill” is a flying wind
turbine with blades like a helicopter attached to an H-frame, lofting it to 15,000 feet. Each
FEG would cost over $2 million and it is estimated that the electricity would cost about 2
cents per kWh. A demonstration is expected within three years.*

As for airplane collisions with FEGs, or crashing, developers point out that the U.S. has kept
a group of drug-trafficking monitoring balloons tethered along the southern border for
years. The Tethered Aerostat Radar System stays at 15,000 feet and no plane has ever
collided with it, nor has it crashed.’
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KiteGen, Makani, Briza Technologies, SkySails, Magenn, SkyWindPower, Sequoia
Automation, and KiteShip are firms planning to design and test FEGs in the next few years.
After the technology is proven, this technology has a definite place in the renewable energy
sector, since it is near continuous (not intermittent), the fuel is free, it emits no particulates
or CO2, and it uses no water. Even more appealing, it may be tethered within a utilities
service area, not requiring long transmission lines to the resource. Austin Energy is
following this technology development carefully and is ready to apply it once mature.®

Sources:

1)  “Scientists Look High in the Sky for Power; Jet Stream Could Fill Global Energy Needs, Researchers Say”, by Keay Davidson,
Chronicle Science Writer, SFGate.com, May 7, 2007.

) “Wind: Laddermills”, Dr. Wubbo Ockels, Aug. 26, 2008, www.ockels.nl & www.PESWiki.com

) “High Altitude Wind Power Generation System by Means of a Flying Kite”, Dr. Seiji Horiguchi of Kyoto University, Science Links
Japan, http://sciencelinks.jp

) “Reach for the Sky: Could Flying Wind Farms Help Beat Global Warming?”, by Paul Sussman, CNN.com, August 31, 2007.

) “Scientists Look High in the Sky for Power; Jet Stream Could Fill Global Energy Needs, Researchers Say”, by Keay Davidson,
Chronicle Science Writer, SFGate.com, May 7, 2007.

) “Directory: High Altitude Wind Power”, Pure Energy Systems Wiki; www.PESWiki.com, August 24, 2008.
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Regulatory and Market Update

Throughout 2008, the electric industry in Texas was focused on renewable energy, in
particular, wind energy. Texas has already achieved the goal set by the Legislature for 5,000
MW of new renewable resources by 2015. During 2008, Texas surpassed California and all
other states in installed wind capacity. By the end of 2008 there was more than 8,000 MW
of installed wind capacity in ERCOT. In addition, developers of over 50,000 MW of new
projects have approached ERCOT to perform interconnection screening studies.

Competitive Renewable Energy Zones (CREZ)

In August of 2008, the Public Utility Commission (PUC) issued its Order in Docket No.
33672 ending nearly two years of litigation in the competitive renewable energy zones
(CREZ) case. The CREZ case was part of the implementation of Senate Bill 20, passed in
2005. Senate Bill 20 requires the PUC to designate zones having characteristics favorable to
wind generation so a transmission plan may be designed to move energy from wind rich
areas of Texas to the areas of Texas where the majority of the load is located. The legislature
passed Senate Bill 20 in response to the severe congestion problems wind generation
resources have experienced in West Texas. While ERCOT’s traditional transmission
planning process adequately accommaodates the integration of fossil fueled generation, it was
found to be less capable of meeting the needs of generation resources that are required to be
sited far from load and can be brought online in less time than the requisite transmission can
be built.

The PUC order designates CREZs and approves a $5 billion CREZ transmission integration
plan accommodating 18,000 MW of installed capacity. After the docket was completed, the
PUC embarked on a process to choose transmission service providers (TSP) to build the
CREZ transmission plan. In addition to TSPs already holding a Texas certificate of
convenience and necessity (CCN), the PUC also received applications from several new
entrants hoping to be assigned some of the transmission projects. The PUC expects to
make a decision on the designated TSPs early in 2009.

The integration of additional wind resources in Texas will benefit Austin Energy (AE) by
providing more sources of renewable generation to add to its portfolio. Elements of the
CREZ transmission projects should relieve some of the congestion costs AE incurs.
Contraction in the capital markets late in 2008 caused anxiety that TSPs new to the Texas
market might experience difficulty acquiring funding needed to complete and operate any
CREZ transmission projects the PUC assigns them. Should any TSP default on its
obligation to build, there is risk that the necessary transmission upgrades will be delayed. In
the TSP selection docket, the PUC staff witnesses have recommended that after the
assignments in the docket have been made, a new project be started to develop a
contingency plan to address any TSP’s inability to perform. In addition, the PUC staff
testimony has recommended that CREZ transmission projects the PUC identified as
“priority” be assigned to incumbent TSPs, thereby mitigating the risk of default and getting
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those upgrades built quickly. This is of particular interest to AE because those priority
upgrades will be the ones most likely to alleviate the congestion currently experienced by AE
wind resources.

The CREZ proceeding has, however, raised a policy issue related to the open access policy
in ERCOT. The PUC’s rulemaking on the CREZ process states that certain wind producers
may get preference in the nodal market via “dispatch priority” over other wind producers
that develop projects after the transmission capacity is subscribed. In PUC filings, AE
working with CPS Energy and LCRA, has opposed this dispatch priority concept as
antithetical to the fundamental design of the regulatory structure in Texas. The PUC has yet
to rule on this issue. This decision could have negative consequences for AE and may
negate some of the congestion relief AE hoped to realize through the CREZ transmission
upgrades if the PUC finds that existing wind facilities do not automatically qualify for
dispatch priority. Wind resources built or acquired by AE in the future also face uncertainty
due to the pending dispatch priority rule.

Non-Traditional Resource Impact on the System

As non-traditional resources expand, new reliability challenges are emerging for ERCOT
network operations. Large scale wind power has created the most visible reliability
challenge, but as non-wind resources expand, related issues may emerge. The key concern
arises from the intermittent nature of the wind resource, which has a near-term impact on
operational reliability.

With wind resources rapidly increasing, reliability has become a palpable concern. In
response to this operational challenge, ERCOT has made improvements to its wind
forecasting procedures and the ERCOT Board of Directors implemented changes to
ancillary services procurement methodology. As of November 1, 2008, ERCOT will
procure additional ancillary services such as regulation and non-spinning reserves from the
market to help manage the difference between the forecasted wind energy and actual
production in real time. ERCOT roughly estimates the increased cost of non-spinning
reserves to be ~$30 million next year; however, this figure likely underestimates the cost of
the additional non-spin service. Currently, all load serving entities must pay a pro rata share
of the cost of ancillary services. Upon approval of the new ancillary services methodology,
the ERCOT Board of Directors assigned the Technical Advisory Committee (TAC) with the
responsibility of revisiting the cost allocation of the additional ancillary services. If the
incremental cost of these ancillary services are allocated to wind resources or wind power
consumers, the costs of procurement of wind energy will likely increase; if not, AE will pay
its share of any increase as is required by the current allocation policy.

ERCOT stakeholders are working to establish performance measures for wind generating
resources. This has been a contentious effort and there is still much work to be done.
Distributed Generation Expanding

The Public Utility Regulatory Act guarantees access to the distribution grid to small
distributed generation (DG) systems in competitive territories, but leaves open the
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development of market rules. The PUC adopted a rule earlier this year in which it ordered
that metering for renewable DG systems in competitive territories be capable of measuring
both out-flow and in-flow separately so retail electric providers (REPS) can contract with
DG owners for their excess energy output, and wires companies can be fully compensated
for the infrastructure necessary to support the DG owner.

This net metering policy outcome is relevant as AE’s solar rebate program continues to
expand. Under the terms of AE’s solar tariff, AE offsets the entire price of a customer’s
electricity service for energy exported to the distribution system. In the original
development of the solar tariff, AE recognized the potential loss of distribution services
revenue by specifying that this policy would be reassessed upon expansion of the program to
greater than one percent of total energy on AE’s system.

Nodal Implementation Delays

A challenge during the past year has been the delay and cost overruns of the new wholesale
market built on a “nodal” model design. Vendor delays in software deliveries have increased
the cost of implementation and jeopardized the December 2008 cutover schedule.
Responding to the implementation delay and budget overruns, the PUC issued a stand-down
edict to ERCOT in order to perform a cost-benefit analysis “refresh” to determine that it
still makes sense to go forward. ERCOT was told to continue development activities but
“not to work nights and weekends.”

This introduces considerable uncertainty. It is unclear what the objective is for the cost-
benefit analysis. The PUC could measure the benefits of a nodal dispatch to a
portfolio/zonal dispatch, or, could be comparing the current dispatch to a particular nodal
design as opposed to a different nodal market design. Should the results of the study show
that the ERCOT-adopted nodal design is not cost effective over another nodal design, a
great deal of effort would be required to redesign the market. If the study shows that staying
with a zonal market is more efficient, then there would have to be an update to the zonal
systems, adding certain required capabilities, such as five-minute dispatch. While it is
unlikely the cost-benefit study will show there are no incremental benefits to a nodal market
design, there is still no indication of a timeline for the nodal cutover. That uncertainty will
last until the PUC considers the results of the analysis.

In late November of 2008, ERCOT announced a tentative revised nodal schedule and
budget. The new ‘go live’ date for the Texas Nodal market is projected to be December
2010. ERCOT estimates the budget will increase to $660 million. ERCOT has filed a
petition with the PUC for an interim nodal surcharge increase from $.16 to $.38. This
increase is to address the initial delay in the nodal market. It is expected that ERCOT will
file another petition addressing the surcharge after the PUC has addressed the results of the
cost-benefit analysis to account for the nodal development costs through December of 2010.
In addition to the increased surcharge, there is concern whether or not the zonal systems in
ERCOT can continue to operate in the interim, and what improvements to that system are
feasible and cost effective.
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The delay has given AE’s implementation team time to articulate and evaluate AE’s side of
the nodal system development. This has given the team a well-deserved respite while
waiting for the nodal effort to start again.

Austin Energy’s systems must be compatible with ERCOT, so, if the market design is
changed due to the cost-benefit study, there may be impacts on work AE has already done
on the nodal market. Such changes could cause Austin Energy additional costs and delays to
its system upgrades.

FERC/NERC Compliance

The Federal Energy Regulatory Commission (FERC) has promulgated rules to implement
Subtitle A (Reliability Standards) of the Electricity Modernization Act of 2005, which is Title
X11 of the Energy Policy Act of 2005. The FERC has approved standards that provide for
reliable operation of the bulk power system and continues to review the standards for
improvement. The FERC established the North American Electric Reliability Corporation
(NERC) as the Electric Reliability Organization (ERO) which is the FERC'’s enforcement
delegate. Compliance with these rules is mandatory and violations can cause entities to incur
fines of up to one million dollars per day.

The ERCOT market is developing an understanding of the new FERC/NERC standards.
Clarifying and regionalizing the new reliability standards is bureaucratic and less than
rigorous. There is movement to organize the process better, but marginal progress has been
made to date. Some of the contemplated standards have relevance to the ERCOT market
(as they do to traditional integrated utility regions), so there is concern that FERC and
NERC might not recognize some of the unique differences of the ERCOT market. One
example of a standard specific to ERCOT is that since ERCOT does not calculate available
transfer capacity (ATC) as other regions in North America do (in ERCOT all schedules of
flow and congestion charges are either uplifted or directly assigned), the standard relating to
the calculation of ATC is irrelevant. 1f FERC and NERC do not acknowledge the
difference, ERCOT could be held responsible for compliance with a standard that is moot.

The risk for AE is that variances to the North American-wide standards must be both
comprehensive and well-articulated because non-compliant entities are subject to fines of up
to one million dollars a day. AE has been involved in the standard’s process and found to
be compliant in a recent audit. It will be necessary for AE to institutionalize a process by
which it can monitor developments, thoughtfully consider regional standards, weigh in when
appropriate, and integrate the results into its operations.

The Market Transition Continues

The ERCOT market remains far from the point of long-term operational stability. Two key
issues in the last year demonstrate the instability of the market transition: the emerging
operational and market challenges of integrating non-traditional resources into the network,
and the uncertainty over the cutover to the nodal market, a market change intended to
establish stability. 2009 will continue to be a year of transition as the market and the
regulators struggle with these issues.
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Legislative Update

State of Texas:

The Texas Legislature will begin its 81* biennial session on January 13, 2009. The session
will run for 140 days and end on June 1*. During this time over 5,000 bills are expected to
be filed with about 1,000 becoming law. Electric utility issues will receive much attention due
to concerns about costs, supply, air pollution, and federal climate change legislation.
Legislative discussion will run the gamut from prohibiting homeowners associations from
banning solar panels on rooftops to siting wind turbines and transmission lines. Energy
efficiency, renewable energy, and more advanced electric meters are also a focus.

The Governor Competitiveness Council’s Texas State Energy Plan provides a good snapshot
of the issues with which the Legislature will be grappling. The report’s suggestions include:

= Acall for increasing all types of generation, including renewable sources such as wind,
solar, and biomass and the increased use of energy efficiency

e Recommendations against any new permitting procedures that would slow the
deployment of any type of generation, including wind

e Opposition to ‘draconian’ federal climate legislation which may hinder the development
or continued use of coal-powered plants

. Supportlof the continuation of robust competitive wholesale and retail electricity
markets

e Opposition to any legislative or regulatory mandates to increase renewable energy

e The need to complete the transmission build-out for Competitive Renewable Energy
Zones (CREZ)

e Support of a sales tax exemption for solar panels

e Support of advanced electric meters that will help facilitate use of solar energy and plug-
in hybrid electric vehicles.

Energy efficiency will again receive intense legislative attention. Last session, the Legislature
increased energy efficiency requirements for transmission and distribution utilities in
competitive areas and directed the Public Utility Commission to study the feasibility of
further mandated increases.>® The report found that increasing energy efficiency
requirements to 50% of the growth in demand is both achievable and reasonable for most
utility service areas in Texas.* A bill to require this higher energy efficiency level has already
been filed to reflect this higher goal. Legislation has been filed to require energy efficient
state buildings, grant tax breaks to energy efficient construction, and to extend tax holidays
for energy efficient appliances.

Bills to encourage deployment of renewable energy will be numerous. For example, some of
the bills pre-filed in 2008 include:
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e Requiring at least 2,000 megawatts of distributed renewable energy such as solar panels
on homes and businesses

e Granting a sales tax exemption for solar panels

e Studying how Texas could receive 25% of its energy from renewable sources

e Preventing homeowners associations from prohibiting solar panels on residences

Rapid growth of wind generation in Texas and the associated need for additional
transmission has led to increased focus on wind permit requirements for developers. Last
session, the construction of transmission lines over private property through eminent
domain proceedings received particular attention and this is expected to continue in 2009.

Legislators will be investigating the feasibility of a larger governmental role in future energy
planning as it relates to both energy needs and environmental concerns such as water supply
and air pollution. A House of Representatives interim committee studied the issue between
sessions and the Senate Natural Resources Committee has also expressed an interest in the
state exercising more oversight in future energy planning.

Concern over global climate change and the need to reduce CO2 emissions from power
plants and other sources will be discussed seriously at the federal level, but Texas legislators
have also filed bills. While most observers do not expect Texas to enact its own climate
legislation, legislation will most likely receive more serious consideration during 2009 than at
any time in the past.

Concern over electric utility service, power bills, air pollution, and climate change greatly
increase the likelihood that these issues will receive great consideration in 2009.

Members of the 110™ Congress (2007-2008) introduced legislation related to global climate
change at a faster pace than any previous Congress. As of July 2008, lawmakers have
introduced more than 235 bills, resolutions, and amendments specifically addressing global
climate change and greenhouse gas emissions—compared with the 106 pieces of relevant
legislation the previous Congress submitted during its entire two-year (2005-2006) term.

Sources & Notes:

1)  Austin Energy is a municipal utility and, therefore, does not participate in the competitive retail electric market. The Utility does,
however, participate in the wholesale electric market by both buying and selling power to other utilities.

2)  HB 3693, 80t Regular Legislative Session, Texas

3)  Austin Energy is a municipally-owned utility and is not subject to this requirement. Municipal utilities are expected to increase energy
efficiency efforts and must report their efforts to the State Energy Conservation Office (SECO).

4)  “Assessment of the Feasible and Achievable Levels of Electricity Savings from Investor-Owned Utilities in Texas: 2008-2018”, by
Itron Inc, December 10, 2008, page ES-19.

Federal—Senate Actions

Although a number of climate-related bills were introduced in the Senate, climate change
legislation eventually culminated with the debate of the Boxer-Lieberman-Warner Bill.
During June of 2008, Senator Barbara Boxer (D-CA), Chair of the Senate Environment and
Public Works Committee, released a substitute to Lieberman-Warner (S. 2191) reported by
the Committee. This new substitute amendment, referred to as Boxer-Lieberman-Warner,
was 491 pages in length and made many significant changes to the committee-passed bill.
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The Senate voted 74-14 to proceed to consideration of the bill. A full day of debate over the
merits of the bill followed, but consideration of Boxer-Lieberman-Warner was halted on
June 4, 2008 when Republicans, in protest of the Democrats’ refusal to move forward on
several judicial nominations, forced a full reading of the bill, which lasted nearly nine hours.

Senate Democrats received 48 of the 60 votes necessary to invoke cloture and end debate on
the bill. Shortly after the vote, a letter was sent to Chairman Boxer from 10 moderate
Democratic Senators (“ The Gang of 10”) explaining that they could not support final
passage of Boxer-Lieberman-Warner in its current form because it failed to properly address,
among many other issues, industry and low-income citizens. Ultimately, Boxer-Lieberman-
Warner did not have enough support to continue, but it had exceeded all previous Senate
votes on climate change legislation.

After the Boxer-Lieberman-Warner debate, Senator Jeff Bingaman (D-NM), Chairman of
the Energy and Natural Resources Committee, introduced his set of climate change
principles, further asserting his leadership role on future climate change legislation. The
Gang of 10 continued working on the principles set out in their letter to Chairman Boxer
and expanded membership to about 20 Senators.

Federal--House Action

The House of Representatives spent the first half of the year educating itself on climate
change issues. The Energy and Commerce Committee, which has jurisdiction over national
energy policy, published its climate change findings in a number of White Papers. Speaker of
the House, Nancy Pelosi, created a special Select Committee for Energy Independence and
Global Warming. In early June of 2008, Representative Edward Markey (D-MA), Chairman
of the committee, released a climate change bill entitled the “Investing in Climate Action and
Protection Act” (H.R. 6186). Shortly thereafter, Representatives Doggett (D-TX),
Blumenauer (D-OR), and Van Hollen (D-MD) released a climate change bill out of the Ways
and Means Committee with strict emissions limits and an emphasis on auctions. Although
the Energy and Commerce Committee was considered to have central jurisdiction on climate
change issues, many other committees are addressing climate change in creative ways so that
they can weigh in on the profusion of issues and impacts.

In October of 2008, Chairman of the Energy and Commerce Committee, John Dingell (D-
MI) and Chairman of the Subcommittee on Energy and Air Quality, Rick Boucher (D-VA),
released their long-awaited climate change discussion draft. In both content and process, the
draft is a departure from the Boxer-Lieberman-Warner scheme. In content, the draft
proposes a moderate start, but an ambitious long-term emissions reduction path. In terms
of process, the Chairmen are seeking a more open and deliberate stakeholder consultation
process.

Recent Developments
In November of 2008, Barack Obama stated that his administration would be committed to
climate change legislation, despite the difficult economy. His agenda for this legislation

includes an economy-wide cap-and-trade system with an auction of 100% of pollution
credits. His stated greenhouse emissions target is 80% reduction from 1990 levels by 2050.
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Senator Barbara Boxer (D-CA) said that she would work to achieve the President’s goals for
greenhouse gas (“GHG”) reductions. Later that month, Senator Joseph Lieberman (I-CT)
announced that he and Senator John McCain (R-AZ) would begin work on a new
Lieberman-McCain hill. Also notable, was the decisive majority vote by Democratic caucus
members to hand the gavel of the House Energy and Commerce Committee over to
Representative Henry Waxman (D-CA), replacing the long-time Chairman Dingell.

Cap and Trade Provisions

The proposed climate change legislation of 2008 shared some method of a cap-and-trade
system to reduce GHG emissions. The major bills differ, however, in several key areas that
will affect both the amount of GHG reduction and the cost and timeline of such reductions.
The key areas of difference among the bills include:

e The “target” amount of GHGs to be reduced and the deadline for such
reduction

e Industries and pollution sources covered by proposed cap and trade rules

e Auction and allocation of GHG credits among industries. These credits will be
the currency of proposed cap-and-trade provisions.

e The use of “offsets” to allow industries to receive GHG reduction credits for
reductions made (or purchased) in other industries or locations.

e Other mechanisms to offset costs to consumers and industries.

Below is a comparison between Boxer-Lieberman-Warner and Waxman, Dingell and
Boucher’s discussion draft and Markey’s iCAP.

Sponsors Boxer-Lieberman-Warner Waxman
Title Lieberman-Warner Climate Security Act The Safe Climate Act of 2007
of 2008
Bill # and Date S. Amdt 4825 to S. 3036 — 6/4/08 H.R. 1590 — 3/20/2007
Status Senate floor: Failed to stop filibuster Referred to the Energy and Commerce and Foreign Affairs
preventing consideration of the bill. Committees.
Auction/ EPA would be responsible for allocating Criteria to include transition assistance and consumer
Allocation emission allowances through several impacts.
different means. For 2012, the first year Requires unspecified amount to be auctioned.
of the program, 76% of the 5.2 billion
allowances for the year would be allocated
at no cost and 24% would be auctioned.
By 2036, 27% of the nearly 2.9 billion
allowances for that year would be
allocated at no cost and the remaining
73% would be auctioned.
Scope/ Coverage Producers and importers of petroleum Directs EPA to include in the program the largest sources

coke, petroleum or coal-based liquid or
gaseous fuel, any natural gas processing
plant or importer of natural gas, any
facility that uses more than 5,000 short
tons of coal in a year; facilities that
produce or import at least 10,000 metric
tons of carbon dioxide or equivalent
(CO2e) of GHGs. Establishes a separate

of emissions and/or those that are most cost-effective to
control along with other appropriate entities as determined
by EPA.

Directs EPA to issue standards for GHG emissions from
motor vehicles that are at least as stringent as the current
California standards. EPA is to revise these standards every
five years starting no later than 2014, to further reduce
motor vehicle GHG emissions, taking into account the
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cap for hydrofluorocarbons (HFCs)

reductions needed to reach the targets and the technological
feasibility of various standards.

% of Total GHGs

~87% of US emissions.

Directs the EPA to ensure sufficient coverage to achieve
the emission targets.

Emission Targets to
2020

Cuts emissions covered under the cap by
4% below 2005 levels by 2012 and 15%
below 2005 levels in 2020.

HFC emissions are cut by at least 15%
below 2012 levels in 2020.

Reduces total US emissions to ~15% below 2005 levels by
2020

Emission Targets to
2020+

Reduces covered emissions by 71% below
2005 levels by 2050.

HFC emissions are cut by at least 45%
below 2012 levels in 2030, and 70% below
2012 levels by 2040.

By 2050, total US emissions will be ~83% lower than 2005
levels.

Price Stability/
Controls

Entities can borrow allowances to meet up
to 15% of their compliance obligations to
be repaid within five years with 10%
annual interest; banking and trading
allowed without any limits on the amount.
A cost containment auction is to be held
each year between

2012-2027 at $22-$30 per ton for 2012.
This limit is to be readjusted each year.

A price floor of $10 per ton is set for all
other auctions. This reserve price increases
by 5% per year plus inflation.

Establishes a Carbon Market Efficiency
Board that can implement cost relief
measures if the market poses significant
harm to the US economy.

Trading and banking allowed.

Offsets

The bill sets an aggregate limit on total
offsets instead of limits for each entity.
(15% cap on domestic offsets and 5% cap
on international offsets, 10% cap on int’l
forest carbon offsets.

International allowances can be used if the
int'l offset cap is not reached)

Cost containment mechanism includes
expanded offset use.

Not specified.

Sponsors

Dingell-Boucher

Markey

Title

Energy and Commerce discussion draft

iCAP

Bill # and Date

10/7/08

H. R. 6186 — 6/4/08

Status

Released as draft legislation

Introduced and referred to several committees

Auction/
Allocation

The Dingell-Boucher discussion draft
presents four alternative options for
allowance distribution. The alternatives
provide for varying numbers of allowances
to be distributed for free to covered entities
in certain sectors and to be auctioned by
EPA for special purpose funds financing
adaptation, clean energy technologies, energy
efficiency programs, consumer rebates,
“green jobs” training, and other projects.
Under each of the four options, some
allowances are reserved to incentivize carbon

The iCAP Act begins by auctioning 94 percent of
allowances in 2012 and transitions to a 100 percent
auction in 2020. The 6 percent of allowances not initially
auctioned are distributed as transitional assistance to U.S.
industries that are energy-intensive and exposed to
international trade competition (e.g., iron and steel,
aluminum, cement, glass, and paper).
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capture and storage and renewable energy
technologies through “bonuses” to
qualifying facilities.

Under all four options, 100% of allowances
would be auctioned, after 2025, with all
proceeds going to rebates to households on a
per capita basis. The stated goal of this
approach is to encourage Congress to
reauthorize the legislation before 2026.

Scope/ Coverage

Coverage same as H. R. 6186 with threshold
for coverage increased from 10,000 CO2e of
GHG to 25,000 CO2e. Directs EPA to
establish industry-specific emission standards
for other industrial plants and set or consider
non-road engine, transportation fuel; aircraft
standards, and several options are presented
for motor vehicle standards.

New coal-fired power plants are required to
capture and sequester at least 60% of carbon
emissions by 2025.

Producers and importers of petroleum-based or coal-
based liquid fuels, natural gas local distribution
companies, power plants and large industrial facilities,
geologic sequestration sites and entities that produce or
import fluorinated gases (eg HFCs).

Entities that do not meet a 10,000 tons CO2e threshold
will not be required to submit allowances.

Directs EPA to establish mandatory performance
standards for coal mines, landfills, wastewater treatment
operations, and large animal feeding operations and
offers financial incentives to farmers and forest managers
to reduce greenhouse gas emissions and increase carbon
storage.

New coal-fired power plants are required to capture and
sequester 85% of their CO2 emissions within a set
timeframe.

% of Total
GHGs

~88% of U.S. GHG emissions. 95% of
industrial emissions are covered when
industry specific standards are established by
the EPA.

~87% of total U.S. greenhouse gas emissions.

Will achieve 7% additional coverage (a total of 94%
coverage) through incentives and mandatory
performance standards.

Emission Targets
to 2020

Reduces covered emissions by 6% below
2005 levels in 2020.

Reduces covered emissions by 20% below 2005 levels by
2020

Emission Targets
to 2020+

Reduces covered emissions by 80% below
2005 levels by 2050.

Reduces covered emissions by 85% below 2005 levels by
2050

Price Stability
and Controls

Borrowing, banking and trading rules same
as S. Amdt 4825 except the interest for
borrowing is 8%.

A cost containment auction to be held every
at $20-30 per ton in 2012, rising to 30-100%
above rolling spot price average.

Borrowing, banking and trading rules same as S Amdt
4825.
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Strategic Plan Results

Employee Satisfaction

Austin Energy included an Employee Satisfaction target of a 10% improvement in positive
responses on the Listening to the Workforce (LTW) Survey by 2010 as an integral component of the
Customer Satisfaction Strategic Objective. Austin Energy’s Employee Satisfaction Rating is a subset
of the 2004 Listening to the Workforce Survey results. The purpose of the LTW Survey Employee
Satisfaction Rating (ESR) is to provide an internal measure that gauges employees’ satisfaction
regarding a wide range of topics related to working at Austin Energy.

An Austin Energy Human Resources Team established the methodology for determining the
employee satisfaction rating for Austin Energy. The LTW Survey sections were divided into four
categories: 1) Listen to the Workforce, 2) Align the Workforce, 3) Develop the Workforce, and 4)
Secure the Workforce. Next, a score is established for each of the four categories by averaging the
sections. The final rating is established by averaging the four categories.

Results for each category and the Employee Satisfaction Rating are indicated in the following table.
(Rating for each category indicates average percentage of employees who provide favorable
responses.)

Survey Category Target | FY FY FY FY FY FY2007-
FY2010 | 2002- | 2003- | 2004- | 2005- | 2006- | 2008
2003 | 2004 | 2005 |2006 | 2007

Listen to the N/A 63% 55% 49% 56% 60% 57%
Workforce
Align the Workforce | N/A 50% 41% 39% 41% 45% 45%
Develop the N/A 57% 50% 49% 50% 57% 54%
Workforce

Secure the Workforce | N/A 84% 82% 84% 83% 81% 78%
Overall Employee 70% 64% 57% 55% 58% 61% 59%
Satisfaction Rating

The cross-functional Employee Satisfaction Team developed recommendations for consideration by
the Leadership Team in mid-2007.
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Strategic Activities to Detail
Initiatives | Improve

Ratings
1. Develop | Career Planning | Design and distribute a periodic newsletter to keep
the Information for | employees up-to-date on Austin Energy and City of
Workforce | Employees Austin activities related to career ladders, retention

programs and other information employees can use to
develop their careers at Austin Energy.

2. Develop | Career Planning | Add a section to the SSPR (AE’s performance appraisal
the Tools system) which requires managers and supervisors to
Workforce initiate a conversation with employees about their
careers, also train managers and supervisor on strategies
for holding meaningful career discussions.

3. Develop | Career Counselor | Have trained career counselors available to help AE

the Position for AE | employees with career planning, including training on
Workforce how to use the Workforce Planning tool (Talent
Management System).
4. Listento | Upper Develop a process for upper management to get out
the Management visit | more among employees. (This includes General
Workforce | Regularly with Manager, Deputy General Managers and Vice
Employees Presidents.)

Status of Recommendations

Most of the above activities proposed by the Employee Satisfaction Team are in various stages of
implementation, or have been addressed but not in the specific way originally recommended by the
team:

Career Planning

Since 2005, Austin Energy has led a major initiative to define and develop a strategy for workforce
planning. The initiative includes the use of an integrated software solution called the Talent
Management System. This system has 5 major components: 1) Goal Management 2) Performance
Management 3) Career Development 3) 360 Assessment and 5) Succession Planning. These
components will be used to document and support workforce planning activities. Formal roll-out of
the system begins in December 2008. Among its many uses will be to provide managers and
employees a holistic approach to optimizing workforce performance including documenting a
development plan for each employee. A position for a career counselor has been identified for FY
‘08-'09.

41



Career Ladder & Retention Programs

The City of Austin Human Resources Department is developing career ladders with input from AE
Human Resources and the related individual business units. Retention and recruitment programs
currently in place include a job rotation program, internship program, and regular salary market
studies. Information about these initiatives are regularly communicated to employees through
Monday Morning Reports and PowerLine, AE’s internal employee communication documents.

Upper Management Visibility

Roger Duncan, General Manager, held Town Hall meetings at each AE location in the spring and
summer of 2008. He also visited each site to informally meet with employees.

Efforts Continue

In December 2007, a new Employee Satisfaction Team was formed. The team’s mission is to
recommend activities, programs, and processes to continue improving employee satisfaction at
Austin Energy.

The Employee Satisfaction Team made a concerted effort to increase participation in the Listening
to the Workforce Survey this year through ice cream sundae events at every Austin Energy location.
Survey participation was increased by 6%.

After studying the Values Survey data, the Listening to the Workforce data, and current research on
best practices in employee satisfaction the team members have generated a long list of possible
recommendations.

Drivers of Employee Satisfaction

This year the team conducted a more in-depth look at how the employee satisfaction numbers are
calculated. Based on research provided by AE’s Market Research, Planning, and Development
(MRPD), employee satisfaction is most influenced by the following four categories:

e Technical skills development and utilization
e Delivery of quality and valuable services to external customers
= Positive interactions between employees and supervisors regarding goals and recognition

e Employee commitment to AE demonstrated through training, personnel policies,
communication, and recognition.

Recommendations from the Employee Satisfaction Team will be based upon these findings and the

above primary drivers of employee satisfaction. The results will be presented to Austin Energy’s
Leadership Team.
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Customer Satisfaction

In 2003, Austin Energy set strategic objectives and targets to improve customer satisfaction. Market
Research, Planning & Development (MRPD), working in conjunction with external customer
satisfaction experts, developed a compound metric to measure progress in this area. The nationally
recognized American Customer Satisfaction Index (ACSI) was selected as the basis for Austin
Energy’s Customer Satisfaction Index (AE-CSI). The AE-CSI measures, then averages the
satisfaction levels of Austin Energy’s three major customer segments - residential, small/mid-sized-
commercial, and key account (large commercial) customers.

Composite results for the past five fiscal years are indicated in the following table:

Target FY FY FY FY FY

FY 2010 2003-2004 | 2004-2005 | 2005-2006 | 2006-2007 | 2007-2008
AE Customer 83/100 79/100 79/100 80/100 80/100 82/100
Satisfaction Index

In this past fiscal year (2007-2008), MRPD has completed a number of ongoing and one-time
studies that have a direct impact on customer satisfaction. The Key Accounts customer satisfaction
survey was conducted among our largest customers and results indicated high marks for Austin
Energy in the areas of quality of electric service and prompt response to outages. Small/mid-sized
commercial and residential customers, among other measures, registered higher satisfaction with the
reliability of electric service.

Austin Energy has made progress on a number of the initiatives identified by the Customer
Satisfaction Team as making a contribution towards overall customer satisfaction. One initiative
involves the creation of a web-based portal that will provide outage information and restoration
estimates. This is one area where customer research has indicated a need to keep customers
informed and most importantly, providing some guide as to when power will be restored. A beta
version has been created and has undergone a round of internal testing and assessment. MRPD is
working towards customer research which will provide a good deal of information on customer’s
assessment of the portal and possible areas for improvement.

Another such initiative that has witnessed progress is the investigation of potential rate options,
primarily among them the possibility of establishing time-of-use rates for our residential customers.
A cross-functional team representing finance, market research, and conservation has been
established to begin planning for a potential time-of-use pilot program. It is anticipated that this
pilot will provide a wealth of information on customer acceptance and the impact of time-of-use
rates on operations. Progress this past fiscal year has centered on the potential sample design, pilot
research protocols, primary market research, and assessments of pilots conducted at other electric
utilities in the U.S. and Canada.

Finally, major efforts were achieved in the accomplishment of the data replicator and the data
warehouse, a joint effort between MRPD, Customer Care and ITT. These two projects are vital to
the eventual creation of a customer portal that will provide reporting features for commercial
customers with multiple accounts. This service is one that has been requested by Key Account
customers and one that is believed to positively impact customer satisfaction.
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Economic Development

Austin Energy has a long history of commitment to providing business development opportunities
and resources to local, small, minority and women-owned business enterprises in its construction
and construction-related contracting and procurement activities. Through the administration of the
City of Austin’'s MBE/W/DBE Procurement Ordinance, Austin Energy has collaborated with the
City of Austin’s Small and Minority Business Resources (SMBR) Department to ensure that the
department is making every effort to optimize the identification and utilization of M/WBEs.

The City of Austin recently commissioned a Disparity Study and an Availability Study to examine
the past and current status of M/WBEs in the City’s geographic and product markets for
construction and construction-related professional services. As a result, recommendations were
made that will require the implementation of new processes and procedures that will affect how
projects will be managed. In an effort to ensure continuing compliance and a comprehensive
understanding of these processes, AE has teamed with SMBR to provide training to Project
Managers, Procurement and Contract Administration staff. To date, three training sessions have
been conducted with future sessions planned that will include additional Business Units and staff.

With the support of Austin Energy, SMBR has moved forward with its plan to research, purchase,
and implement a software package that will allow the department to streamline business processes
and increase its operational efficiencies. A major benefit of the software is the capability to provide
SMBR and city departments a tracking and monitoring feature to assess prime contractors’
compliance with M/W/DBE regulations. Additionally, external clients (vendors) will have on-line
access to monitor and verify subcontractor payments and maintain their certification status.

The following initiatives are designed to support the department’s commitment to increase M/WBE
participation:

e Researching avenues to assist M/WBE firms with building their business capacities and
providing commodities and services in the renewable energy sources industry

e Partnering with major firms to provide training and certifications to M/WBE firms that will
enhance their ability to participate on contracts where specific areas of expertise are required

e (AE staff and IBM representatives are in the process of developing a pilot program for
M/WBE firms that will allow them to receive training and certification to acquire the skill
sets and technical expertise to participate in Phase 11 on the Austin Energy MAXIMO
contract.)

e Assisting the Project Management and Procurement staff with identifying potential M/WBE
prime and subcontracting opportunities in the department’s solicitations

e Assisting the Procurement staff with recommendations on packaging solicitations to
optimize M/WBE participation

e Creating opportunities for General Contractors and M/WBEs to meet and build
relationships through networking events

e Teaming with and conducting quarterly workshops with local Service Providers and
contracting associations to learn about the products and services that the department
procures and “How to Do Business With Austin Energy”

Through collaboration and team work with project managers, contract administration and the AE
Purchasing Business Unit, every effort will be made to optimize the identification and utilization of
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M/WBE firms. Austin Energy is dedicated to maintaining its status as a leader in creating and
implementing economic development initiatives within the Austin community.

Exceptional System Reliability

Managing Exceptional System Reliability involves tracking and improving some specific metrics to
reduce the frequency and duration of unplanned outages of Austin Energy infrastructure. It focuses
on maximizing the reliability of Austin Energy’s generation, transmission and distribution assets.

Electric Service Delivery (ESD)

A reliable electric delivery system is important to customer economics and customer satisfaction.
Electric Service Delivery is committed to continually improving its reliability metrics by reducing the
frequency and duration of power outages on the distribution system and voltage sags on the
transmission system.

ESD is committed to achieving and maintaining the following reliability targets which would put
Austin Energy among the top 10% of electric utilities nationwide. They are:

e SAIDI (System Average Interruption Duration Index) <= 60 minutes.
» SAIFI (System Average Interruption Frequency Index) <= 0.8 interruptions per year.
e SATLPI (System Average Transmission Line Performance Index) = 4.1 average per year.

Results are indicated in the following table:
Measures | Target | FY FY FY FY FY FY2007-
FY 2002- 2003- 2004- | 2005- 2006- 2008

2008- | 2003 2004 2005 2006 2007

2009
SAIDI 60 64.93 62.72 79.06 86.10 82.13 48.29
SAIFI 0.8 0.85 0.88 1.05 0.99 1.02 0.66
SATLPI |41 n/a 4.5 41 4.2 4.1 3.6

Reliability in 2008 was excellent. It was heavily influenced by fair weather and drought and
resulted in the best performance since tracking began for SAIDI and SAIFI. As planned in 2007,
ESD continues to focus on cost effective investments in the distribution system and has increased
staff available to perform equipment inspections, begun completing coordination studies, completed
and planned several feeder ties, and continued tree trimming. Several projects aimed to improve long
term reliability by replacing aging substation assets were completed as planned in 2008, including
Cardinal Lane rebuild, completion of Vega to diversify dependence on the aging Patton Lane
Substation, retirement of Zilker, and replacement of switchgear at Seaholm. The prior transmission
system improvements also continued to yield excellent results, with very few AE voltage sags
impacting large customers in 2008.
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The focus on the quality management system in 2008 drove the ESD business unit to undertake an
effort to align the line of sight of performance measures in 2008. As such, in 2009 ESD will focus
on using the measures in the five key areas of quality management, reliability, safety, employee
satisfaction, customer satisfaction and costs, throughout the organization to improve the results as
demanded under the I1SO 9001 standard to which they are registered.

Power Production

A reliable generation fleet enables Austin Energy to meet its customers’ needs during peak demand
times, improves the economic dispatch of the units and provides opportunities to increase revenues
through off-system sales. A common measure of reliability for generating units is the Equivalent
Auvailability Factor (EAF). The EAF is a measure of the number of hours a generating unit’s full
capacity is available for use per the total period hours.

For Austin Energy’s base load facilities, the South Texas Project (STP) and the Fayette Power Plant
(FPP), year-round availability is important. For intermediate load and peaking units, it is important
that those units be available when they are needed most. Therefore, Power Production has added
power availability targets to the Approved 2003 Strategic Plan. The specific availability targets for STP
and FPP would be adjusted annually depending on the duration of any planned outages for that
year. The peak season availability targets for Austin Energy’s intermediate and peaking facilities
would be greater or equal to 95%.

Results are indicated in the following table:

Measures Target | FY FY FY FY FY
2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08
STP EAF 95% 95.5% | 89.5% | 95.3% | 90.6% 96.1%
FPP EAF 921% |826% |97.3% |87.0% | 931% 91.1%
Intermediate/Peaking Peak Season EAF | 95% 95.3% | 94.9% 93.2% | 95.9% 96.3%

Maintain Financial Integrity

Austin Energy’s “Maintain Financial Integrity” objective supports the utility’s Risk Management
strategy. Performance is measured against a target of an “AA” (S&P) Credit Rating by 2010 on
Austin Energy’s separate lien revenue bonds. This is an aggressive target established in 2003 and
not easily attainable.

Credit Ratings in December 2003 when target established

Fitch Ratings Moody’s

Standard &
Poor’s

Credit Support

Combined utility system: Electric, water and
Prior lien “A+” “A2” A wastewater utility
Subordinate lien “A+” “A2” “A-" systems revenue

Electric: Electric utility
Separate lien “A” “A3” A system revenue only

Water and Wastewater: Water and
Separate lien “A+” “A2” A wastewater utility

system revenue only

Austin Energy bonds are rated for credit quality by Fitch Ratings (Fitch), Moody’s Investors Service
(Moody’s) and Standard & Poor’s (S&P). Since establishing the Maintain Financial Integrity
objective in December 2003, Austin Energy bond ratings have been upgraded twice - - in the
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summer of 2004 (two rating agencies) and in May 2006 (all three rating agencies). In addition, the
ratings on the Combined Utility System bonds and Austin Water separate lien bonds have also been
upgraded.

Improved ratings signal better credit quality and will allow the utility to issue debt at a lower interest
rate in the future, thus reducing debt service costs.

Credit Ratings as of December 31, 2008

Fitch Ratings Moody’s Standard & Credit Support
N __ Poors

Combined utility system: Electric, water and
Prior lien “AA-" “Al” “AA” wastewater utility
Subordinate lien “AA-" “Al” “AA” systems revenue

Electric: Electric utility
Separate lien “AA-" “Al” “A+” system revenue only

Water and Wastewater: Water and
Separate lien “AA-" “Aa3” “AA” wastewater utility

system revenue only

Rating Outlook as of December 31, 2008 (Negative, Stable, Positive or Evolving)

Fitch Ratings Moody’s Standard & Credit Support
Poor’s
Combined utility system: Electric, water and
Prior lien Stable Positive Stable wastewater utility
Subordinate lien Stable Positive Stable systems revenue
Electric: Electric utility
Separate lien Stable Positive Positive system revenue only
Water and Wastewater: Water and
Separate lien Stable Stable Stable wastewater utility
system revenue only

Additional progress toward the Maintain Financial Integrity objective was made during 2008. No
rating or rating outlook changes were made by Fitch Ratings. Moody’s upgraded Austin Water
separate lien bonds and made no rating change on the Combined Utility System or Austin Energy
separate lien bonds, but revised their rating outlook from Stable to Positive. Standard & Poor’s
upgraded the Combined Utility System and Austin Water separate lien bonds and made no rating
change on Austin Energy separate lien bonds, but revised the rating outlook from Stable to Positive.
These rating actions are summarized in the following table:

Credit Rating and Rating Outlook - Changes during 2008

Fitch Ratings Moody’s Standard & Credit Support
Poor’s
Combined utility system: Electric, water and
Prior lien No change No change & Upgrade. wastewater utility
Outlook revised systems revenue
to Positive.
Subordinate lien No change No change & Upgrade
Outlook revised
to Positive.
Electric: Electric utility
Separate lien No change No change & No change & | system revenue only
Outlook revised Outlook
to Positive. revised to
Positive.
Water and Wastewater: Water and
Separate lien No change Upgrade Upgrade wastewater utility
system revenue only

47



To reach the “Maintain Financial Integrity” objective target (Achieving an “AA” (S&P) Credit
Rating by 2010 on Austin Energy’s separate lien revenue bonds) would require additional rating
upgrades as shown in the following table. These potential rating upgrades could occur in one or
multiple notch upgrades and/or for one or multiple rating agencies.

IAustin Energy Separate Lien (Electric)

Current Rating Next Rating Next Rating
Fitch Ratings “AA-" “AA”
|[Moody’s Investors Service “Al” “Aa3” “Aa2”
Standard & Poor’s “A+” “AA-" “AA”

Austin Energy continues to actively work toward achievement of the Maintain Financial Integrity
strategic objective.

The following section tracks progress toward achieving the Maintain Financial Integrity objective
and summarizes rating agency actions and comments on Austin Energy’s credit strengths and
concerns as reported in recent credit reports.

Fitch Ratings — No Change in 2008

In September 2004, Fitch upgraded Austin Energy’s Separate Lien bonds by one notch from
“A” to “A+ with a Rating Outlook of Stable. Fitch updated its rating guidelines for entities
with different liens which affected fourteen public power credits including Austin Energy. The
review resulted in eight upgrades, one downgrade and no rating action on five credits. The Rating
Outlook on all fourteen credits moved from Evolving to Stable. The Fitch ratings on the Combined
Utility System and Austin Water separate lien bonds were unchanged and remained at “A+".

In May 2006, Fitch upgraded Austin Energy’s separate lien bonds from “A+" to “AA-" with
a Rating Outlook of Stable. The Combined Utility System and Austin Water separate lien bonds
were also upgraded from “A+” to “AA-". Reasons cited for the upgrade included demonstrated
continued solid financial performance (weathering the effects of a recent economic downturn),
diversified generation fleet (including coal and nuclear-based power) sufficient to meet forecasted
energy requirements for the intermediate term and its value within Electric Reliability Council of
Texas (ERCOT), diversified customer base, strong economic and demographic characteristics of its
service territory and improved coordination between utility management and the City. Since May
2006, Fitch’s ratings on the bonds have remained unchanged with a Rating Outlook of
Stable.

Fitch Ratings — Summary of Rating Changes

FITCH 2003 09/2004 05/2006 CURRENT CREDIT
DESCRIPTION RATING RATING RATING RATING SUPPORT
Prior first-lien “A+” “A+” “AA-" “AA-" Electric, water and
combined utility No Change Upgrade No Change wastewater utility
system revenue bonds Stable Stable systems revenue
Prior subordinate-lien “A+” “A+” “AA-" “AA-" Electric, water and
combined utility No Change Upgrade No Change wastewater utility
system revenue bonds Stable Stable systems revenue
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Separate-lien electric “A” “A+” “AA-" “AA-" Electric utility
utility system revenue Upgrade Upgrade No Change system revenue only
bonds Stable Stable

Separate-lien water “A+” “A+” “AA-" “AA-" Water and

and wastewater utility No Change Upgrade No Change wastewater utility
system revenue bonds Stable Stable system revenue only

Fitch Ratings March 31, 2008 credit report on Austin Energy noted these credit strengths and
concerns:

Credit Strengths

e Continued strong operating performance and financial position.

e Coal and nuclear (30% and 27% of 2006 energy, respectively) based power supply that
provides relative value to AE within ERCOT.

e Strong economic and demographic characteristics of its service territory with a well-
diversified customer base.

» Rates are competitive for the region.

Credit Concerns

e Continued ability of management and City Council to work together to implement
necessary policies, including required rate increases. Fitch believes continued
coordination between management and city council is an essential component of the
“AA-” rating.

e Large capital improvements plan.

Moody’s Investors Service - Rating Outlook revised in 2008

In May 2006, Moody’s upgraded the Combined Utility System bonds from “A2” to “Al” and
Austin Energy from “A3” to “Al”. Moody’s report cited the utility’s continued sound competitive
position, diverse power supply, its close relationship to the City, its satisfactory financial record
including strong debt service coverage and a moderate debt position.

On February 21, 2008, Moody's revised the outlook on Austin Energy separate lien bonds
from stable to positive to “reflect the continued strengthening of the utility’s financial record including its focus
on risk management”.

“What Could Change the Rating UP: The rating could be upgraded once Austin Energy determines its
future power supply plan and adequately defines its future borrowing needs and projected debt service coverage.”

“What Could Change the Rating DOWN. The rating could change downward if debt service coverage
margins decline or if the General Fund transfers increase. Rating pressure may also increase should the utility opt
into retail competition.”

Moody’s Investors Service — Summary of Rating Changes

MOODY’S 2003 2004 05/2006 CURRENT | CREDIT SUPPORT
DESCRIPTION RATING RATING RATING RATING

Prior first-lien “A2” “A2” “A1” “A1” Electric, water and
combined utility No Change Upgrade No change wastewater utility
system revenue bonds Positive systems revenue
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MOODY’S 2003 2004 05/2006 CURRENT | CREDIT SUPPORT
DESCRIPTION RATING RATING RATING RATING
Prior subordinate-lien “A2” “A2” “Al” “Al” Electric, water and
combined utility No Change Upgrade No change wastewater utility
system revenue bonds Positive systems revenue
Separate-lien electric “A3” “A3” “Al” “Al” Electric utility system
utility system revenue No Change Upgrade No change revenue only
bonds Positive
Separate-lien water and “A2” “Al” “Al” “Aa3” Water and wastewater
wastewater utility Upgrade No change Upgrade utility system revenue
system revenue bonds November Stable only

2005

Moody’s July 22, 2008 report on Austin Energy notes the following credit strengths and concerns:

Credit Strengths

e Strong service area.

e Unregulated rate setting.

e Competitive retail rates relative to other utilities in Texas.

= Diverse power supply mix.

« Sound financial record including strong liquidity.

e Favorable debt position with average debt ratio and declining annual debt service.

Credit Concerns

» Deregulated Texas retail electricity market could create competitive pressures.

e Natural gas is an important component of Austin's fuel mix which exposes the utility to
significant commodity risk.

e 9.1% of electric system net revenues transferred to City's General Fund, which is above
the median for public power electric utilities.

« Utility's power resource decisions subject to environmental and political constraints.

Standard & Poor’s — Rating Outlook revised and Rating Upgrade in 2008

In August 2004, Standard & Poor’s (S&P) raised its ratings on all bonds (Combined Utility
System and separate lien bonds) with a Rating Outlook of Stable. S&P stated the rating was
“based on the utility’s demonstrated trend of strong financial performance and risk management while reducing the
system’s relative indebtedness and managing a large capital plan”.

In May 2006, S&P raised its ratings on Combined Utility System and Austin Energy
separate lien bonds by one notch with a Rating Outlook of Stable. The S&P report noted
Austin Energy’s diversified generation resource mix (including coal and nuclear-based power for
base load and an additional combined cycle unit funded with cash allowing retirement of older
units), competitive rates with a fuel cost recovery mechanism, solid debt service coverage, sound
liquidity backed by cash reserves established by city policy as well as strong service territory
characteristics (no concentration of revenue in principal customers and recovering local economy).
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Standard & Poor’s rating changes during 2008 include:

July 2008 Revised Rating Outlook from Stable to Positive on Combined Utility System
(prior first-lien and prior subordinate-lien revenue bonds) and Austin Energy separate-lien
revenue bonds.

December 2008 Raised rating on Combined Utility System (prior first-lien and prior
subordinate-lien revenue bonds) from “AA-"to “AA” and Austin Water separate-lien
revenue bonds from “A+” to “AA”. S&P reported, “The upgrades are based on management's
demonstrated willingness to adjust rates as necessary to maintain what we view as a strong overall financial
position, including good debt service coverage of all liens. The first and subordinate liens are closed;
management uses the separate lien as its working lien.” S&P’s rating on Austin Energy separate
lien bonds remained unchanged with a Rating Outlook of Positive.

Standard & Poor’s — Summary of Rating Changes

S&P 2003 2004 2006 CURRENT | CREDIT
DESCRIPTION RATING RATING RATING RATING SUPPORT

Prior first-lien “A” “A+” “AA-" “AA” Electric, water and
combined utility Upgrade Upgrade Upgrade wastewater utility
system revenue bonds Stable systems revenue
Prior subordinate-lien “A-" “A” “A+” “AA” Electric, water and
combined utility Upgrade Upgrade Upgrade wastewater utility
system revenue bonds Stable systems revenue
Separate-lien electric “A-" “A” “A+” “A+” Electric utility system
utility system revenue Upgrade Upgrade No Change revenue only

bonds Positive

Separate-lien water “A-" “A” “A” “AA” Water and

and wastewater utility Upgrade No Change Upgrade wastewater utility
system revenue bonds Stable system revenue only

Standard & Poor’s in recent credit reports on Austin Energy notes these credit strengths and
concerns:

Credit Strengths
« Diversified generation resource mix
0 Including coal and efficient nuclear for base load
0 An additional combined cycle unit in 2004 that allowed the city to subsequently
retire older, less-efficient units.
e Competitive rates with a separate fuel cost recovery mechanism that allows timely true-
up for fuel costs or purchased power costs.
e Solid combined debt service coverage (DSC).
e Very strong liquidity, including designated cash reserves.
e Service area that is not concentrated in revenues from its principal customers and
continues to show steady customer growth. Austin MSA economy continues to
rebound.

Credit Concerns

e Potential nuclear risk associated with Austin's 16% interest (400 MW) in the South Texas
Project nuclear facility.

e Electric utility system bonds' subordinate position -- Junior to roughly $417 million of
combined utility debt secured by the city's electric, water, and sewer systems (this prior
combined lien is closed) and the city uses this separate lien as its working lien.
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Public power credit rating criteria cover all aspects of the utility including, but not limited to:

¢ Management

* Business and Financial Strategy

» Operations

e Competitive Position and Rates

* Markets

* Regulation

» Service Area Economy and Demographics

» Financial Performance

» Legal Provisions (Bond Ordinances and Covenants to Bondholders)

Due to the comprehensive nature of credit rating criteria, Austin Energy continues to endorse the
Maintain Financial Integrity objective and its performance measure as the best to support achieving
the Risk Management strategy. Austin Energy continues to actively work toward achievement of
this strategic objective.

Renewable Portfolio Standard

This strategic objective supports the Energy Resource Strategy and is addressed by Austin Energy’s
long-range energy resource plan as well as numerous emerging energy technology and energy-
focused programs. Under this objective, renewable energy resources will supply 30% electric
generation capacity by 2020.

Long-Range Energy Resource Plan

The purpose of Austin Energy’s long-range energy resource plan is to provide a framework for the
future to ensure that utility provides reliable electric service at affordable prices to its customers,
while also achieving aggressive energy efficiency and renewable energy goals. A summary of the
long-range energy resource plan and its impact on achieving the three targets under this objective
follow:

In response to community concern, the Holly Power Plant closed on September 30, 2007.

Investment in renewable energy resources is aggressive, in order to meet the target of 30% of
generation capacity from renewable resources by 2020, with at least 100 megawatts provided by solar
energy. Investment in energy efficiency and peak load management programs is also aggressive to
achieve the target of meeting 15% of energy demand and reducing peak load by 700 megawatts with
energy efficiency and load management efforts by 2020.
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The recent retirement of power plants across the state has significantly reduced the level of ERCOT
excess generation capacity. In order to meet the capacity reserve target after the closure of the Holly
plant, firm power has been procured until new capacity can be constructed. An additional 100
megawatts of gas turbine capacity will be added at the Sand Hill Energy Center, and is expected to
be operational by the summer of 2009.

The long-range energy resource plan provides flexibility in the early years because long-term
commitments can be deferred due to availability of adequate resources. The primary objectives are
minimizing cost while also maintaining as much flexibility as possible, in order to respond to
changes in customer demand, energy markets, and technology. Technological advances, fuel and
power price volatility, and a potentially dramatic restructuring of the Texas wholesale electricity
market make flexibility essential. In addition to these general objectives, a number of specific targets
have been adopted, with conservation, renewables and early closure of Holly Power Plant being key
components. Existing capacity will continue to be supplied by the South Texas Project, Fayette
Power Project, Sand Hill Energy Center and Decker Power Plant. Holly Units 1 and 2 were retired
in December 2004, and Holly Units 3 and 4 retired September 30, 2007.

New electric demand will first be met by increasing participation in peak load reduction and energy
efficiency programs. This increased emphasis on demand-side management will reduce expected
electricity demand by 15% by 2020. The majority of the remaining new energy requirements will be
met with cost effective renewable resources. Renewables will be increased to achieve a 30% target
by 2020. A new 30 MW solar project is expected to be in operation by the end of 2010, while 100
MW are planned by 2020.

Austin Energy has an obligation to provide affordable electricity to its customers. It also respects its
customers’ beliefs that a clean and safe environment is important. Renewable resources are
compatible with Austin Energy’s diversified energy portfolio approach because it meets both of
these requirements and some sources of renewable electricity (i.e. wind) are now less expensive than
electricity generated by gas-fired power plants.

Investments with a life in excess of 20 years carry a higher risk due to uncertainties in the market,
potential development of more efficient/economical technologies, and a variety of other
uncontrollable circumstances. Due to these risks, strategic investment decisions should be made
"just in time," as further information is gained. This is the essence of Austin Energy’s long-term risk
management strategy. By staging investments, Austin Energy uses the passage of time to acquire
more information and the option to expand, while limiting its downside risk until the value becomes
clearer. Staying abreast of changing technology and market trends is essential to achieving the
approved strategies and strategic objectives.

Austin Energy must scan the range of new opportunities and choose to invest only where it has
significant familiarity and advantages. The utility goal is to balance increased renewables and
Demand-Side Management (DSM) with system reliability, customer expectations, ERCOT
requirements, affordable pricing, and other important considerations.
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Results for this strategic objective are indicated in the following table:

Measure Target | FY FY FY FY FY FY
FY 2002- | 2003- | 2004- | 2005- | 2006- | 2007-
2019- | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
2020

Renewable | 30% 2.94% | 2.16% | 3.8% | 6.0% | 5.8% | 6.6%

Energy

Resources™

Energy 15% 55% |6.0% |6.7% |7.3% |82% | 8.8%

Efficiency

Solar 100 0.24 0.33 085 | 1.0 1.6 2.603MW

Generation | MW MW MW MW | MW | MW

Capacity

Peak 700 - - - - 65.4 | 129 MW

Demand MW MW

Savings*

*Amended in City Council Resolution No. 20070215-023 establishing

the Austin Climate Protection Plan.

54



Appendix A: Glossary

Accountability — The necessity for officials and employees who manage government programs to
render an account of their activities to the public concerning whether programs are operating
economically and efficiently and are achieving their purposes.

Action Plans — Forms that summarize program objectives and key action steps needed to
accomplish the target. Action plans include the expected impact, cost and gain, required non-dollar
resources such as people and skills, and any necessary cross-functional coordination requirements.

Assumptions — Those few external trends that will significantly affect the plan’s results and that are
the foundation on which the plan rests.

Compact Fluorescent Light Bulb (CFL) — Conventional straight or curved fluorescent tubes are
often too large to replace incandescent lamps. Therefore, compact fluorescent lamps have been
developed which have a size comparable to an incandescent lamp, and can be used in the same
fixture. That compact form has been enabled by developing relatively small tubes (sometimes in a
wound form) and compact electronic ballasts, which also enhance the power efficiency and reduce
flicker.

Customers — Individuals or groups to whom the organization and its employees are reporting or
serving.

Demand-Side Management (DSM) — 1) Refers to measures taken by a utility to encourage
conservation of electric usage or to reschedule electric usage for more uniform usage throughout the
day or year. Such efforts are intended at minimizing the size and number of generating facilities or
designing strategic load growth. 2) Planning, implementation and evaluation of utility-sponsored
programs to change the timing or reduce the amount of a customer’s energy consumption.

Demographics — The characteristics of human population and population segments, esp. when used
to identify customer markets.

Distributed Generation — A distributed generation system involves small amounts of generation
located on a utility’s distribution system for the purpose of meeting local (substation level) peak
loads and/or displacing the need to build additional (or upgrade) local distribution lines.

Distribution — The process of delivering electric power at lower voltages from central substations to
point of end-use.

Fluorescent Light — A light that produces visible light by fluorescence, especially a glass tube whose

inner wall is coated with a material that fluoresces when an electrical current causes a vapor within
the tube to discharge electrons.

55



Globalization — Refers to increasing global connectivity, integration and interdependence in the
economic, social, technological, cultural, political, and ecological spheres. Globalization is an
umbrella term describing an increasing interdependence and interaction between people and
companies in disparate locations.

Greenhouse Gas Emissions — Emissions into the atmosphere of gases that affect the temperature
and climate of the earth's surface. The main greenhouse gases emitted due to human activity are
carbon dioxide (CO,), methane (CH,) and nitrous oxide (N,O).

Grid — A system of interconnected power lines and generators that is managed so that the
generators are dispatched as needed to meet the requirements of the customers connected to the
grid at various points.

Kilovolt (kV) — A Kilovolt is a unit of electrical force equal to 1,000 volts.

Kilowatt (kW) — A watt is a unit of power in the International Systems of Units that is required to
do work at the rate of 1 joule per second. Kilo is from the metric system and means 1,000.
Therefore, a KiloWatt is power required to do work at the rate of 1,000 joules per second.

Kilowatt-hour (kwWh) — A Kilowatt-hour is the total number of kilowatts used in one hour, or
3,600,000 joules.

Light-Emitting Diode (LED) — An electronic semiconductor device that emits light when an electric
current passes through it. They are considerably more efficient than incandescent bulbs.

Mission — The purpose of the organization. It describes the organization’s product and market, as
well as emphasizes its priorities and values. It essentially provides the purpose and direction of the
organization.

Reliability — The degree to which electric power is made available to those who need it in sufficient
quantity and quality to be dependable and safe. The degree of reliability may be measured by the
frequency, duration and magnitude of adverse effects on consumer services.

Restructuring — The change being considered in the set of regulatory and statutory policies
governing electric utilities in the U.S.

Retail Competition — The concept under which multiple sellers of electric power and services can
sell directly to the end-use customers.

Risk Management — The total process to identify, control and minimize the impact of uncertain
events; the process of evaluating and selecting alternative regulatory and non-regulatory responses to
risk.

SAIDI - Stands for the System Average Duration Index.
SAIFI — The System Average Frequency Index is commonly used as a reliability indicator by electric
power utilities. SAIFI is the average number of interruptions that a customer would experience, and

is calculated as dividing the number ‘Total Number of Customer Interruptions’ by the ‘Total
Number of Customers Served.’
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SALTPI — System Average Transmission Line Performance Index, it measures the system-wide
average of Transmission Line Performance Index.

Stakeholders — Individuals or groups of people who have a monetary or other interest in, or are
directly or indirectly affected by, the actions and results of an organization.

Strategic — Matters that are long-term and structural nature; the fundamental ways that a company
will conduct business in the future.

Strategic Objective — The specific results a company seeks to achieve over a specified period,
typically three-to-five years. What the organization commits to accomplish in the long-term. A good
objective meets the criteria of being impact oriented, measurable, time limited, specific, and
practical.

Strategic Plan — A multiyear plan that maps a path between an organization’s present state and its
vision of the future. It usually covers a three-to-five year period. Strategic plan components include
strategies, objectives, targets, and performance measures.

Strategic Planning — A long-term, future-oriented process of assessment, goal setting and decision-
making that maps an explicit path between an entity’s present state and its vision for the future. It
should include procedures to ensure alignment between an entity’s mission, goals, objectives, and
performance measures.

Strategy — A comprehensive, general approach that guides a company’s major actions towards the
achievement of its objectives. Designed to establish alignment between the mission and operations,
performance and budget of the company. Strategy results from the detailed strategic planning
process. Strategy in this general sense should not be confused with strategies.

Target — Objective, measurable expected outcome or benefit. They are measurable in terms of time,
quality, quantity, and/or dollars.

Tariff — A document, approved by the responsible regulatory agency, listing the terms and
conditions, including a schedule of prices, under which utility services will be provided.

TLPI — The five-year average of the number of faults on any specific transmission line expressed in
faults per hundred miles of line length per year.

Values — The principles or standards that determine or shape the nature of an organization’s work.

Vision — A compelling, widely shared picture of the organization’s long-range future. It is meant
to be inspirational and meaningful.
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Appendix B: City Council Resolutions

Resolution

#030828-38; Austin Energy to develop and incorporate a Strategic Plan. (Adopted
on August 28, 2003)

#030925-02; Memorandum of Understanding (MOU) with the World Wildlife
Fund(WWF). (Adopted on September 25, 2003)

#040527-06; Austin Energy’s Solar Photovoltaic Rebate Program. (Adopted on
May 27, 2004)

#040729-77; Clean Energy Research and Development Center in Austin.
(Adopted on July 29, 2004)

#040729-78; Plug-In Partners Resolution. (Adopted on July 29, 2004)

#050301-48; Directs City Manager to Create Incentives for Flexible-fuel Plug-in
Hybrid Vehicles in Austin. (Adopted on March 3, 2005)

#20070201-005A; Directs Austin Energy in Investing in Clean Coal-powered
Electric Generation Plants. (Adopted on February 1, 2009)

#20070215-023; Directs Austin Energy to Adopt the Climate Protection Plan.
(Adopted on February 15, 2007)

#20070607-055; Directs City Manager to Create an Energy Depletion Risk Task
Force. (Adopted on June 7, 2007)

#20080925-084; Austin Energy’s Pecan Street Project. (Adopted on September
25, 2008)
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RESOLUTION NO. 030828-38

WHEREAS, Austin’s environmental stewardship is a community priority and
1s a major reason for our renowned quality of life; and,

WHEREAS, Austin’s community-owned electric utility, Austin Energy, is a
national leader in promoting and using environmentally-friendly renewable energy
and energy efficiency programs; and,

WHEREAS, Austin Energy can play a strategic economic development role
by helping create new jobs in Austin; and

WHEREAS, Austin Energy’s GreenChoice program ranks number one in the
nation in green power sales according to the U.S. Department of Energy, with
2002’s sales double the amount sold by second place Sacramento and third place
Denver combined; and,

WHEREAS, Austin Energy has sold more than half a billion kWh of green
power to customers since the GreenChoice program’s inception in 2000; and,

WHEREAS, to meet the community’s demand for clean energy, Austin
Energy has purchased approximately 100 MW of renewables, about three percent
of its overall energy resources, well on the way to meeting the 1999 Council-

established goal of five percent renewables by 2005; and,




WHEREAS, Austin’s commitment to clean energy and the environment is
renowned nationally and internationally, which among other benefits, has helped
to attract major successful clean energy events, such as the International Green
Building Conference, the American Wind Energy Association Conference, and
the American Solar Energy Society Conference; and,

WHEREAS, Austin’s and its neighboring communities’ visible and
tangible support of clean energy has been instrumental in Central Texas becoming
home to 80 clean energy business enterprises that generate more than $250
million in annual revenues and employ approximately 2,600 people; and,

WHEREAS, Austin is extremely well positioned to become the future
Clean Energy Capital of the World; NOW, THEREFORE,

BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OF AUSTIN:

That the City Council directs the City Manager to have Austin Energy develop
and incorporate strategies in its Strategic Plan that will ensure Austin remains a
national and international leader in the development and use of clean energy; and,

BE IT FURTHER RESOLVED:
That Austin Energy’s clean energy strategies shall feature at a minimum:
1. A strategic planning process that includes progressive and ambitious
renewable energy and energy conservation programs and, the nation’s

leading Renewable Portfolio Standard.




2. An emphasis on economic development for successful development,
recruitment and retention of clean energy business enterprises.

3. A risk management approach, which positions Austin Energy for a
transition to a clean energy future through the successful identification and
incorporation of promising energy technologies.

4. Mitigation of carbon emissions from current and future fossil fuel facilities

to reduce the negative effects of global warming.

? N
ADOPTED: __ August 28 ,2003 ATTEST: __\La&..‘ﬁ.éam
Shirley A.|Brown

City Clerk




RESOLUTION NO. 030925-02

WHEREAS, Austin’s environmental stewardship is a community priority
and is a major reason for our renowned quality of life; and,

WHEREAS, Austin’s community-owned electric utility, Austin Energy, isa
national leader in promoting and using environmentally-friendly renewable energy
and energy efficiency programs; and,

WHEREAS, Austin Energy’s GreenChoice program ranks number one in
the nation in “green power” sales, with clean energy sales of more than half a
billion kWh to customers since the program’s inception in 2000; and,

WHEREAS, to meet the community’s demand for clean energy, Austin
Energy has purchased approximately 100 MW of renewables, about three percent
of its overall energy resources, well on the way to meeting the 1999 Council-
established goal of five percent renewables by December 31, 2004; and,

WHEREAS, deriving a large portion of Austin’s electric power needs
from sourcés such as natural gas, coal, and nuclear fission-—which produce large
amounts of either carbon dioxide or other environmental pollutants—may be
considered inconsistent with Austin’s environmental values and with the City’s

goal to become the Clean Energy Capital of the World; and,




WHEREAS, burning fossil fuels—coal, natural gas and oil—emits carbon
dioxide (CO,) into the atmosphere where it builds up, blankets the earth and traps
in heat, causing global warming; and,

WHEREAS, global warming is arguably the most pervasive
environmental problem, with the potential for widespread damage to habitats,
biodiversity, and life on earth; and,

WHEREAS, on August 28, 2003, Council directed the City Manager to
have Austin Energy develop and incorporate strategies in its Strategic Plan that
will ensure Austin remains a national and international leader in the development
and use of clean energy; and,

WHEREAS, Council directed that those clean energy strategies would
feature the nation’s leading Renewable Portfolio Standard and mitigation of
carbon emissions from current and future fossil fuel facilities to reduce the
negative effects of global warming; NOW, THEREFORE,

BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OFAUSTIN:

That Austin Energy shall negotiate and execute a Memorandum of
Understanding (MOU) with the World Wildlife Fund (WWF), to partner with them
and other utilities in taking a responsibleapproach to global warming by supporting
essential CO, emission reduction policies, including a “switch” from fossil fuels to

more renewables within the electric generation portfolio; and,




BE IT FURTHER RESOLVED:
That as part of the MOU, Austin Energy will:
1. Establish a goal to achieve a minimum of 20 percent of the energy in its
portfolio mix from renewable sources by January 1, 2020; and,
2. Set a goal of increasing energy efficiency by 15 percent by 2020; and,

3. Support binding limits on national power sector CO; emissions.

ADOPTED: September 25_, 2003 ATTEST:

Shirley A. Brown
City Clerk
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