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CLIMBING TO A NEW LEVEL OF SERVICE

Reliability through

aggressive maintenance
continues to de a hallmark
of the utility's service.
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CPS CLIMBING TO A NEW LEVEL OF SERVICE

Retiability through
aggressive maintenance
continuee to be a hallmark

of the utility's service.

CPS . MEETING THE CHALLENGE . PAGE 3







from 60 of the nation's investor-owned the

y
iexas coast, completed another

and public power utilities. CPS bills were successiul year of operation. Unit | achieved

{g';)(”[rw’ to have decre ased 9.68 percent 100.7

percent of the ted capacity while

for 1,000 KWH during the 12 vears from I produced 92.9 pe f its rated
K I

1986 through 1997 ¢ calendar vear 1997

uri

Fuel diversification and diligent l'exas Project generated

Kilowat

management have long been cornerstones illion net hours of electri

in keeping rates low. The ability to use a issuring it a place among the top producing

1 5 | 1 1 o ] } 111 D !

diverse mixture ol fuels, including nuclear nuclear plants in the countrv. CPS has a
[ IS ¥y ' ] 1 ay v ®
uel, natdaral gas 1A coal Lo generate

<8 percent share in the nuclear plant and

electricity also has helped produce stable received 35 percent of its generation

energy rates for San Antonio STP duri 1997 -¢

However, fuel managem 1 major change d

generation ol electricity during t! / the owners of the nuclear plant transterred

liscal vear was challer l

1£ing 1sul ) management from Houston

coal deliveries from the utility's rail carri Power Comipany to the STi

Union Pacific Railroad plagued CPS Operat

ing Compx

make up for slow deliveries, CPS contracte rporation | [

COTpol {ds [ive ol { na a [ve

with an additional rail carrier, Burlington 'mb ard of d tors with one

Northern, and bought alternate fuels t

)-OWNErs
reduce the use of more expensive natural

gas lor electricity production. CPS pur 'r's reimbn 1e Operating

chased 88,000 tons of South American iny | Il nuclear plant costs in

mit
OHPDdll
L

coal and used petroleum coke, a by-product pr ‘ to their ownership of the

[ oil refining, to supplement the Wyoming

coal supplied through Union Pacifi I'P maintenance, plant support
Vi - ! 't

LOwW PRODUCTION COSTS pl: ) jons received

CPS power plants also are respe for IKing in the ar Regulatory

helping maintain low r The Assessim
I 3 Py i f M r i 3 r ” | r ' r |
NS FToied HuCical | 1 1€ 1I' Wi

Comparison of Residential Gas and Electric Bills
for the 20 Largest U.S. Cities
Based on 5 MCF and 1,000 KWH

Dollars

A

.

o

20

Average for Twelve Months Ending January 1998
CPS . MEETING THE CHALLENGE . PAGE 5




131,

SKILLS TRAINING EVALUATION
PROGRAM ks 1

X v ' P
< v
_"PAGE 8 . CPS . MEETING THE CHALLENGE

. G
#

)




ophisticate

in ENHANCING CUSTOMER

Initiated in 1994, the prograsn will co

until all production maintenange t

ipprentices have achieved the

‘1:"’ ,f'l”t ;'\':
l'o allow €CPS to grow in 1 comipetitiy
ronment, the utthity has taken@teps

increase its efficiency through more

SYSTEM allows manag t to m
ly monit erall pert el
itain budgetary controls for the
€S its. The new system p1
ith wthod to compare operational
| Cl esults wit ther utl
provides detailed information t
pt | \ :;m" g s
trie { ! 1ation t
Additionall CPS made reat st

I better responding to customer

S wi reducing costs thiougt
decentralization of gas and electri

Istruction requests. One p ser
rs, which began as a pilot pr

1¢ stomet ngle o

,:I'E( €T¢ -~ 1eCUs I £ I Ly
SLOD service nter concept strean
} i }
nineg a X [ Service
121 I ( 1 i\
- ’
cati [ ) 1=
| 1 £
{ | i\t ¢ I “t
} ) |
| 5
b ‘

IMPROVED RY LIABILITY OF

SERVICE has become a top pi

nanagement controls,

A NEWLY-ADOPTED ACCOUNTING

SERVICE

CPS . MEETING THE CHALLENGE

PAGE 7




ipproximateiy

n
O

RIELL L

[1 SUbHDCOTI

Ahrough the Pecan Valley Elementary
Mentorship program, 18 CPS \lt houg! P 1as ha DI \
ey !
QPR Stsiionts improve ON THE INTERNET SINCE 1996

{ [ Dd \

wl a nresence

it www.citypublicservice.com

|

dustry, into the
In addition
San Antonio, the

\: "PAGE 8 . CPS . MEETING THE CHALLENGE
i tv“!:“

Ay Fou
DY ] et L,K_




CPS PACING OURSELVES FOR STEADY GROWTH

By providing the energy to
power business and industry
at reasonable rates, CPS
contributes to the growth

xh'm‘rluwm'n! and quality of

life in San Antonio
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CPS USING TEAMWORK TO SUCCEED

crs construction crews
and commercial planners
work as B team to assist
customers who dare
building new facilities
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CPS management staff is ready to tackle electric retail ompetition. From left to
right are Bill Gunst, Senior Manager for Production: Ken Fiedler Assistant General
Manager for Customer and Distribution Services: Jamie Rochelle, Assistant General
Manager for ( orporate Services and Finance; Arthur von Rosernbery, General
Manager: and Joe Trevino, Assistant General Manager for System Engineering and
Engineering Services
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OPERATIONAL AND FINANCIAL REVIEW FOR 1997-98
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OPERATIONAL AND FINANCIAL REVIEW FOR 1997-98
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OPERATIONAL AND FINANCIAL REVIEW FOR 1997-98
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OPERATIONAL AND FINANCIAL REVIEW FOR 1997-98

CAPITAL EXPENDITURES & MFT REMOVAL COSTS

FUTURE PLANS

FUNDING OF CAPITAL PROJECTS &
NET REMOVAL COSTS
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BALANCE SHEETS
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quity and Liabilities
LONG-TERM DEBI1
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COMMITMEN

CPS . MEETING THE CHALLENGE . PAGE 21




STATEMENTS OF REVENUES, EXPENSES AND CHANGES

IN RETAINED EARNINGS

OPERATING REVENUES (Note 1):
Electric
Gas
Total operating revenue

OPERATING EXPENSES (Note ).
Fuel, purchased power and resale gas
Other operating and general
Maintenance
Regulatory transition assessment (Note 10)
Depreciation
Tax equivalent to City of San Antonio (Note 8/
Total expenses

OPERATING INCOME

NONOPERATING INCOME (EXPENSE) (Note 1):
Interest and other income
[nterest expense
Accreted discount on capital appreciation bonds
Amortization of debt reacquisition, issuance, discount and other costs

Allowance for interest during construction

INCOME BEFORE OPERATI!.". TRANSFERS
Payments to the City's General Fund (Note &
NET INCOME

ACCUMULATED RETAINED EARNINGS AT BEGINNING OF YEAR
ACCUMULATED RETAINED EARNINGS AT END OF YEAR

The accompanying notes are an integral part of these financial statements.
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Years Fnded January 31,

1998

1997

(In thousands)

$ 844,848 S 841699
137,593 147,980
982,441 989,679
256,836 255,055
157,201 161,874
75,835 71,423

1,851 —
153,407 146,559
— 15.154
645,220 650,065
337,221 339.614
42,761 34,636
(146,032) (141,869)
(19.208) (17.913)
(23.558) (23.035)

4,743 3,654
202,927 195,087
(138,543) (122.434)
64.384 72.653

1,833,983 1.761.330

§ 1.833,983

$ 1,898,367




STATEMENTS OF CASH FLOWS

XDEeT1ISE
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NOTES TO FINANCIAL STATEMENTS JANUARY 31, 1998 AND 1997

1. Significant Accounting Policies

ORGANIZATION — City Public Service (CPS). a
municipal utility owned by the City of San Antonio (the City),
provides electricity and natural gas to San Antonio and
surrounding areas. As a municipal utility, CPS is exempt
from payment of income taxes, state franchise and sales
taxes, and real and personal property taxes. CPS provides
certain payments and benefits to the City as described more

fully in Note 8.

BASIS OF ACCOUNTING — The financial statements of CPS
are presented in accordance with generally accepted
accounting principles for proprietary funds of governmental
entities. Acceunting records generally follow the Untform
System of Accounts for Electric and Gas Utilities issued by
the National Association ol Regulatory Utility Commissioners.

CPS has elected not to follow the pronouncements of the
Financial Accounting Standards Board (FASB) issued after
November 30. 1989, which is an alternative of the Govern-
mental Accounting Standards Board (GASB) Statement No.
20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities That Use Propri-
etary  Fund _Accounting. This election  avoids
conflicts created when the FASB issues standards that
conflict with GASB pronouncements.

FISCAL YEAR — The fiscal year ended January 31, 1998, is
referred to herein as 1998: the fiscal years ended January
31, 1997, January 31, 1996, and January 31, 1995 as 1997,
1996, and 1995 respectively

REVENUE AND EXPENSES — Revenue is recognized as
billed on a cycle basis. Rate schedules include fuel and gas
cost adjustment clauses that permit recovery of fuel and gas
costs in the month incurred. CPS reports tuel and resale gas
costs on the same basis as it recognizes revenue.

CPS amortizes its share of nuclear fuel for the South Texas
Project (STP) to fuel expense on a unit-of-production method
Under the Nuclear Waste Policy Act of 1982, the federal
government assumed responsibility for the permanent
disposal of spent nuclear fuel. CPS is charged a fee for
disposal of spent nuclear fuel, which is included in fuel
expense, in the amount of $0.00093 per generated
kilowatt hour (KWH) for its share of electricity produced by
STP. For further discussion regarding the STP, see Note 9.

UTILITY PLANT — Utility plant is stated at the cost ol con
struction, including costs of contracted services, direct mate-
rial and labor, indirect costs, including general
engineering, labor and material overhead, and an allowance
for interest used during construction (AIUDC). CPS
computes AIUDC using rates which approximate the cost of
borrowed funds. AIUDC is applied to projects estimated to
cost in excess of 8250000
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Proceeds from customers to partially fund construction
expenditures are credited against the costs for the projects.
Retirements of utility plant, together with removal cost less
salvage, are charged (o accumulated depreciation. The
maintenance of property, as well as replacements and
renewals of items determined to be less than a unit of
property, are charged to maintenance expense. General
utility plant assets consist of land, buildings, and equipment
for general and administrative purposes that are used
commonly in electric and gas operations.

CPS computes depreciation using the straight-line method
over the estimated service lives of the various classes ol
depreciable property. Depreciation as a percentage of
average depreciable plant was 2.99 percent in 1998 and 2.95
percent in 1997.

RESTRICTED CASH AND INVESTMENTS — These funds
are generally restricted for uses other than current opera-
tions. They may be designated or segregated to acquire or
construct non-current assets. Funds consist
primarily of unspent bond issue proceeds, debt service and
reserves required for the New Series Bonds and commercial
paper. and funds for future construction or contingencies.

In 1995, the CPS Board authorized that a reserve be
established for converting overhead electric facilities to
underground. This fund includes one percent of the prior
fiscal vears electric revenue from cities and unincorporated
areas served by CPS.  When the fund was initially
established, the appropriated amount included revenue
associated with fiscal years 1993-94 and 1992-93. The
appropriated funds and reserved retained earnings at Janu-
ary 31, 1998 represent the unused balance from 1994
through January 31, 1998.

As of February 1. 1997, the Old Series Bonds were fully
defeased. The remaining balance in the Old Series Bond
Reserve was transferred to the New Series Bond Reserve at
the end of January 1997 and used to fund New Series debt
service requirements in February 1998, For further
discussion regarding the Old Series Bonds New Series
Bonds, and their corresponding reserves, see Note 3.

Restricted Cash and Investments also includes the Joint
Operations Agreement Savings Fund. which was established
in June. 1996. The Joint Jperations Agreement resulted
from the litigation settlement with Houston Lighting and
Power over its management of the South Texas Nuclear Pro
ject during the construction and operating periods. CPS
receives in cash monthly ninety percent of the savings
realized from the jointly operated systems. The CPS Board
authorized that the funds be segregated until a formal plan
for their use is adopted. In December 1997, the CPS Board
preliminarily committed a portion of the Joint Operations
Savings to partially fund the construction of a new
generating facility; a final decision will be made in fiscal year
1999 based upon the evaluations of the proposals.



OTHER ASSETS AND DEFERRED COSTS

|

3. Revenue Bond Ordinance Requirements

OTHER LIABILITIES AND DEFERRED CREDITS

STATEMENT OF CASH FLOWS

RECLASSIFICATIONS

s. Exp

4. Revenue Bonds

2. Cash and Temporary Investments
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Principal and interest amounts due (in thousands) for each
of the next five years and thereafter to maturity are:

Year Principal Interest Total
1994 s 61,640 5 128.462 $ 190,102
20000 95.290 124,822 220,112
2001 92,398 119,942 212,337
2002 79.442 140,582 220.024
2003 77,308 141,532 2188410
Thereafter
10 matunty 2,176,562 1,260,920 1417 482
Total $ 2582638 S 1916260 $ 4495 898

In May 1997, CPS issued $661.2 million of New Series 1997
bonds at an average interest rate of 5.65 percent. The issue
consisted of 8350 million in revenue bonds and $311.2
million in refunding bonds. The new money bonds are
expected to fund most construction requirements through
the next fiscal year and partly into the fiscal year ending Jan-
uary 31, 2000.

The refunding bonds were issued to refund $302.6 million in
certain outstanding New Series Bonds, and were S8.6
miilion more than the amount of bonds refunded. The
refunding transaction resulted in cash flow savings of §15.7
million, which equates to a present value savings of 89.1
million, or 3.0 percent of the par amount of refunded bonds.

In August 1997, CPS issued a call for 8170 million in New
Series Bonds, including $32 million in maturities due at
year-end. For further discussion, see Note 5.

In prior years, CPS refunded certain previously issued and
outstanding New Series Bonds through the issuance of New
Series Revenue Refunding Bonds. The refunded bonds and
related trust accounts are not included in CPS’ financial
statemznts. At January 31, 1998, portions of the bonds
(in thousands) which have been defeased were still
outstaning as follows:

Fiscal year 1995 refunding............ccccovrnniniriionn 8 99,555
Fiscal year 1998 refunding...............cc.cnniiiniiiines 297,695

5. Commercial Paper

In October 1988, the City Council of San Antonio, Texas (City
Council) adopted an ordinance authorizing the issuance of
up to 8300 million in Tax-Exempt Commercial Paper (TECP).
This ordinance as amended provides for funding to assist in
the financing of eligible projects. including fuel acquisition
and capital improvements to the utility systems (the Sys-
tems}, and to refinance or refund any outstanding obligations
which are secured by and payable from a lien on and/or a
pledge of net revenues of the Systems. The program'’s sched-
uled maximum maturities will not extend beyond November
1, 2028,
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In June 1997, the City Council approved an amendment to
the ordinance which allowed for the expansion of the TECP
Program to a limit of $450 million. Subsequently, CPS
issued $20 million still available from the 8300 million
former limit, and $150 million in additional TECP notes. Pro-
ceeds were used to call $170 million of New Series Bonds in
August 1997 The bond call transaction resulted in expect-
ed cash flow savings of 88.8 million during the term of the
called bonds, which equates to an expected present value
savings of $7.8 million.

CPS sold an additional $4.5 million of TECF during Octobel
1997 which was used to fund construction costs for that
month. bringing the total amount of TECP outstanding to the
program's new limit of 8450 million.

CPS had been following a self-imposed schedule to pay off the
balance of the principal used for the redemption of 8211
million of long-term debt in August 1994. Under this
payback, 2.3 million was redeemed in 1998; §17.3 million
was redeemed during 1997; 816.7 million was redeemed
during 1996; $16.9 million was redeemed during 1995; and
$5.6 million was redeemed during 1994. In March 1997, the
CPS Board of Trustees approved a resolution to temporarily
suspend the commercial paper principal redemption. This
was part of CPS' Debt Management plan to maintain a
higher outstanding amount of variable rate debt.

As of January 31, 1998, 8450 million in principal amount
was outstanding, with a weighted-average interest rate of
approximately 3.69 percent and an average life of
approximately 96 days.

The TECP has been classified as long-term in accordance
with the refinancing terms under a revolving credit
agreement with a consortium of banks which supports the
commercial paper. Under the terms of the agreement, CPS
may borrow up to an aggregate amount not to exceed $450
million for the purpose of paying amounts due under the
TECP. The credit agreement has a term of two years,
currently extended until November 1. 1999, and may be
renewed for additional periods.

To date. there have been no borrowings under the credit
agreement. The TECP is secured by the net revenues ol the
Systems. Such pledge of net revenues is subordinate and
inferior to the pledge securing pavment of the New Series
Bonds and any New Series Bonds to be issued in the future.

6. Benefit Plans

The City Public Service of San Antonio Employees’ Pension
Plan is a self-administered. single-employer, defined-benefit
contributory pension plan (Plan) covering substantially all
employees who have completed one year of service. Normal
retirement is age 65: however, early retirement is available
with 25 yvears of benefit service. Retirement benefits are
based on length of service and compensation, and benefits



wrial Valuation Date
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Under GASB Statement No. 5. the following represents
CPS' pension benefit obligation (in thousands) as of
December 31, 1996:

1996

For retirees. beneficianies and inactive

Participants $194.061
For active participants
Employer and employee-financed vested benefits 240118
Employer-financed nonvested benefits 53,030
Total pension benefit obligation 487 206
Nel assets avarlable for plan benefits
515036

Cat fair market value)

Overfunded pension benefit obligation $(27.830)
mesEmIET

Net assets available for plan benefits were 105.7 percent of
total pension benefit obligation in 1996. Net assets
exceeded the pension benefit obligation for 1996 by 22.2
percent of covered payroll.

Employees who retired prior to 1983 are receiving annuity
payments from an insurance carrier as well as receiving
some benefits directly from CPS. CPS costs for fiscal 1998
and 1997 were $425 thousand and 8447 thousand
respectively, and were recorded when paid.

Deferred Compensation Plan

CPS offers its employees a deferred compensation plan
created in accordance with Internal Revenue Code Section
457. The plan receives no contributicns from CPS. It is
available to all CPS employees and permits them to defer a
portion of their salary until future years. Funds are managed
by independent fund managers. The deferred compensation
is not available to employees until termination, retirement, or
death, or due to an unforeseeable emergency.

As a result of the Small Business Job Protection Act of 1996
{the Act), certain provisions of the [nternal Revenue Code 457
have been amended that are applicable to CPS' deferred
compensation plan. Under the amended provisions, all
assets of the plan are to be held in a trust for the exclusive
benefit of participants and their beneficiaries; however, the
assets do not have to be placed in a trust until January 1,
1999. In February 1998, CPS trustees approved the amend-
ment and restatement of the deferred compensation plan to
provide that two trusts hald all assets of the plan for the
exclusive benefit of the participants and beneliciaries.

7. Other Postemployment Benefits

CPS provides certain health care and life insurance benefits
for retired employees. All former CPS employees are
eligible for these benefits upon retirement from CPS. Plan
assets are held as part of CPS' Group Health and Life Plans
Plan funding is from both participant and emplover
contributions determined by annual actuarial and in-house
ralculations. Retired employees contribute to the health plan
in varying amounts depending upon an equity formula that
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considers age and years of service, The Plans may be
amended by CPS, acting by and through the ( ieneral Manag-
er of CPS. The annual cost of retiree health care and life
insurance benefits funded by CPS is recognized as an
expense of CPS as employer contributions are made to the
programs. These costs approximated 82.5 million and 82.4
million for 1998 and '997, respectively. CPS reimbursed
$43.80 per month for Medicare supplement for certain
retirees and their spouses enrolled in Medicare Part B in

1998.

Retired employees and covered dependents contributed 8974
thousand and 8925 thousand for their health care and life
insurance benefits in fiscal 1998 and 1997 respectively. In
fiscal 1998, there weie approximately 1,750 retirees and
covered dependents eligible for health care and life
insurance benefits, as compared to approximately 1,734 in
1997.

In view of the potential economic significance of these
benefits, CPS has reviewed the present value of the
postemployment benefit obligations for current retirees. The
January 1, 1997, valuations are $38.4 million for heaith and
814.9 million for life insurance benefits. The actuarial
analysis of the present value of postemployment benefit
obligations for other participants fully eligible for benefits are
estimated to be $31.9 million for health, $4.3 million for life
insurance and $2.1 million for disability benefits. CPS began
partial accrual and funding of projected future
benefits in 1992. Funding totaled 85.4 million in fiscal 1998,
$5.0 million in 1997, $7.0 million per year in 1996, and 85.0
million per year for 1993 through 1995.

For the health plan. the actuarial cost method used is the
Projected Unit Credit Actuarial Cost Method. For the life
insurance and disability plans, CPS uses a present value
method to determine the cost of benefits.

Significant actuarial assumptions used in the calculations
for the January 1, 1997 actuarial valuations include (a) a
rate of return on the investment of present and future assets
of 8.5% per year for the health and life plans and 7% per year
for the disability, (b) projected salary increases for the plans
ranging ‘rom 3.3% to 12.0% depending on age for base and
other salaries, and (c) medical cost increases projected at 8%
for 1998 and 7% thereafter.

8. Payments to the City

The New Series Bond Ordinances provide for benefits and
services totaling 14 percent of CPS gross revenues, as
defined, to be paid or provided to the City. The Old Series
Trust Indenture. which terminated at the end of fiscal 1997,
also included a tax equivalent pavment.
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9. South Texas Project (STP)
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which is a member of Nuclear Electric Insurance Limited
(NEIL). In the event that property losses as a result ol an
accident at the nuclear plant of any utility insured by NEIL
exceed the accumulated fund available to NEIL, a
retrospective assessment could occur. The maximum
aggregate assessment under current policies is 811.5 million
during any one policy year,

NUCLEAR DECOMMISSIONING — [n July 1990, CPS,
together with the other owners of the STP, filed with the
NRC a certificate of financial assurance for the
decommissioning, of the nuclear power plant. The certificate
assures that CPS will meet the minimum decommissioning
funding requirements mandated by the NRC. The STP
owners agreed in the financial assurance plan that their
estimate of decommissioning costs would be reviewed and
updated periodically. In 1994, the owners conducted a review
of decommissioning costs, The results estimated CPS’ share
of decommissioning costs at approximately 8270 million
in 1994 dollars, which also exceeded NRC minimum
requirements,

In 1991, CPS started accumulating the decommissioning
funds in an external trust, in accordance with the NRC's
regulations. The trust accounts and related decommissioning
liability are not included in CPS' financial statements. At
January 31, 1998, CPS has accumulated approximately
§72.8 million of decommissioning funds in the external trust.
Based upon the 1994 decommissioning cost study. the
annual levelized funding was 98.8 million for both 1998 and
1997.

10. Commitments and Contingencies

In the normal course of business, CPS is involved in other
legal proceedings related to alleged personal and property
damages, breach ol contract, condemnation appeals and
discrimination cases. In addition. CPS power generation
activities and other utility operations are subject to extensive
state and federal environmental regulation. In the opinion of
management of CPS, the outcome of such proceedings will
not have a material adverse effect on the financial position or
results of operations of CPS.

CPS is exposed to various risgs of loss including those
related to torts, theft of and cestruction to assets, errors and
omissions, and natural disasters. CPS purchases commercial
liability and property ins' .ance coverages to provide
protection in event of large/catastrophic claims. In addition,
CPS is exposed to risks of loss due to death. injuries to, and
illnesses of, its employees. CPS makes payments (o external
trusts to cover the claims under the related plans. At January
31, 1998, CPS has accumulated approximately $93.9 million
of funds in these external trusts. The trust accounts and
related claims liabilities are not included in CPS’ linancial
statements. CPS has recorded $13.5 million of expense
related to these plans for the yvear caved January 31, 1998
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Purchase and construction commitments amounted to
approximately 81.2 billion at January 31, 1998. This amount
includes approximately 8608 million that is expected to be
paid for natural gas purchases to be made under the contract
currently in effect through the year 2002; the actual amount
to be paid will be dependent upon CPS’ actual requirements
during the contract period and the price of gas. Commit-
ments also include 872 million for pipeline quality gas to be
produced trom the City of San Antonio “Nelson Gardens’
landfill under the contract which is currently in eflect
through the year 2017. Also included is $28 million for coal
purchases through 2000, 8169 million for coal
transportation through 2004, and $12 million for treated
cooling water through 2005, based upon the minimum firm
commitment under these contracts.

Additional purchase commitments at January 31, 1998
which are related to STP include approximately 811.8
million for raw uranium and associated fabrication and
conversion services. This amount represents services that
will be needed for future refuelings during the next two
fiscal years.

The Public Utility Commission (PUC) of Texas has
promulgated new rules designed to comply with legislative
changes affecting the utility industry. The Transmission Pric-
ing and Access Rule (Rule) mandates that eiectric
utilities charge customers for wholesale open transmission
access according to a formula based 70 percent on a single
state-wide fee and 30 percent on the calculated economic
impact of open access on each electric utility in Texas. This
rate structure potentially will cost CPS S15 million per year
in additional transmission costs that will effectively
subsidize competing utilities with higher transmission costs.
The PUC's Rule includes a rate moderation plan that will
minimize the impact of the new pricing mechanism for the
first three years that the Rule is in effect. Under this plan,
CPS' costs for calendar year 1997 were 10 percent of the total
cost mentioned above; costs for 1998 and 1999 will be 20
percent and 30 percent of the above cost, respectively. The
total amount of S81.8 million recorded in the 1998
financial statements includes an estimated amount for Jan-
uary 1998.

Last year, CPS petitioned the PUC to amend the Rule and
challenged the Rule's validity in State District Court. CPS
also filed an appeal from the PUC's determination as to the
level of transmission costs CPS may recover under the PUC's
Rule. CPS is currently appealing the State District Court’s
opinion upholding the Rule's validity.

The ultimate effect of the Rule and other developments in the
restructuring of the electric i..dustry is unknown at this time.
CPS is continuously monitoring developments as it positions
itself to maximize potential benetits and mitigate detrimentai
effects where possible.
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INDEPENDENT AUDITORS’ REPORT

The Board of Trustees
City Public Service:

We have audited the accompanying balance sheet of City Public Service, a component unit of the City of
San Antonio. Texas, as of January 31, 1998, and the related statements of revenues, expenses, and
changes in retained earnings and cash flows for the year then ended. These financial statements are
the responsibility of City Public Service's management. Our responsibility is to express an opinion on
these financial statements based on our audit. We did not audit the financial statements of City Public
Service Employees’ Pension Plan. Those financial statements were audited by other auditors whose
report has been furnished to us. and our opinion on the City Public Service financial statements, insofar
as it relates to the amounts included for the City Public Service Employees’ Pension Plan, is based on
the report of the other auditors. The financial statements of City Public Service as of January 31, 1997,
were audited by other auditors whose report dated March 14, 1997, expressed an unqualified opinion on

those statements.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit and the report of other auditors

provide a reasonable basis for our opinion.

In our opinion, based on our audit and the report of the other auditors, the financial statements referred
to above present fairly, in all material respects, the financial position of City Public Service as of Janu-
ary 31, 1998, and the results of its operations and its cash flows for the year then ended in conformity
with generally accepted accounting principles.

KIMG Peat Warmwek e 4 4 o 3, X e {"@’"/% . CRA

San Antonio, Texas
March 16, 1998
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FIVE YEAR FINANCIAL REVIEW - UNAUDITED
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FIVE YEAR OPERATIONS REVIEW - UNAUDITED
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CPS Board of Trustees
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CPS Management Staff

CPS Department Managers
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