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WILLIAM A. MUNDELL
COMMISSIONER

IN THE MATTER OF THE APPLICATION OF DOCKET NO. E-01345A-98-0473
ARIZONA PUBLIC SERVICE COMPANY FOR :
APPROVAL OF ITS PLAN FOR STRANDED
COST RECOVERY.

IN THE MATTER OF THE FILING OF ARIZONA DOCKET NO. E-01345A-97-0773
PUBLIC SERVICE COMPANY OF UNBUNDLED
gé‘\é{EF'FS PURSUANT TO A.A.C. R14-2-1601 ET

IN THE MATTER OF COMPETITION IN THE DOCKET NO. RE-00000C-94-0165
PROVISION OF ELECTRIC SERVICES ’
THROUGHOUT THE STATE OF ARIZONA. ' DECISION NO. {b i q 2; 3__

OPINION AND ORDER

7% I

DATES OF HEARING: | July 12, 1999 (pre-hearing conference), July 14, 15, 16,
' 19, 20, and21 1999

PLACE OF HEARING: Phoenix, Arizona
PRESIDING OFFICER: ) Jerry L. Rudibaugh

IN ATTENDANCE: - - - Carl J. Kunasek, Chairman
~ _ _Ilm Irvin, Cormmsswner '

APPEARANCES: | Mr. Steven M. Wheeler, Mr. Thomas Mumaw and Mr.

" Jeffrey B.' Guldner, SNELL" & WILMER, LLP, on |
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i behalf of Anzona Publxc Semce Company; o
"Mr. C.. Webb Crockett and .Mr. :ayl #Shapiro.,

*i i e - FENNEMORE" CRAIG; on' behalf of Cyprus’ Cilmaxn

. Metals, Co., ASARCO, Inc ‘and Anzonans for Electric
T Choxce & Competmon, -

' }mer Scott 8.~Wakefield.. C]nef Counsel;- and Ms. Karen

- Nally on behalf of the Resmennal Utility Consumcr

: —:u- _ LI Ofﬁce Sk e M ki ".“ s :. e :
ST g Betty Pruitt o behaIf of the Anzona Commumtyf,
et o i L ActlonAssoclanon, SR Ll 1 ’
JE T N w e L. _;.'__~ ER A N ‘__,__,__,_ SOy o -‘,-—- _,,,.v.,,-._ R

Consumers Council;

M.r TLmot.hy Hogan on behalf of the. Anzonaj_.
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Mr. Robert S. Lynch on behalf of the Arizona
Transmission Dependent Utility Group;

Mr. Walter W. Meek on behalf of the Arizona Utility
Investors Assocxatxon

Mr. Douglas C. Nelson, DOUGLAS C. NELSON, P.C,,
on behalf of Commonwealth Energy Corporation;

Mr. Lawrence V. Robertson, Jr, MUNGER &
CHADWICK, and Ms. Leslie Lawner, Director
Government Affairs on behalf of Enron Corporation,
and Mr. Robertson on behalf of PG&E Energy Services;

Mr. Lex J. Smith, BROWN & BAIN, P.A,, on behalf of
Illinova Energy Partners and Sempra Energy Trading;

Mr. Randall H. Wemer, ROSHKA, HEYMAN &
DeWULF, P L.C., on behalf of NEV Southwest;

Mr. Norman Furuta on behalf of the Department of the
Navy;

Mr. Bradley S. Carroll on behalf of Tucson Electric
Power Company; and

Mr. Christopher C. Kempley, Assistant Chief Counsel
and Ms. Janet F. Wagner, Staff Attorney, Legal Division
- on behalf of the Utlities Division of the Arizona

Corporation Commission.

BY THE COMMISSION:

On December 26, 1996, the Arizona Corporation Commission (“Commission”) in Decisioh

No. 59943 enacted A.A. C R14—2-1601 through R14-2-1616 (“Rules” or “Electnc Competmon Lo

26
')8. Procedural Order set the matter for heanng. ,Om_Novem "ér 23 1998 the Comnnsswn 1ssued

On August 21 1998 Anzona Pubhc Semce Company (“APS”) ﬁled 1ts Sl:randed Costs plan
Rroposal thax had been cntered mto w1th the

Qn November 5 1998 APS ﬁlcd a Settlement»

‘&

27 peasionno.(z{9 7.3
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Decision No. 61259 which established an expedited procedural schedule for evidentiary hearings on
the Staff Settlernent Proposal. |

On November 30, 1998, the Arizona Attomey General’s Office, in association with numerous
other parties, filed a Verified Petition for Special Action and Writ of Mandamus with the Arizona
Supreme Court (“Court”) regarding the Commission’s November 25, 1998 Procedural Order,
Decision No. 61259. The Attorney General sought a Stay of the Commission’s consideration of the
Staff Settlement Proposal with APS and Tucson Electric Power Company (“TEP”).

On December 1, 1998, Vice Chief Justice Charles J. Jones granted a Motion for Immediate
Stay of the Procedural Order. On December 9, 1998, the Commission Staff filed a notice with the
Supreme Court that the Staff Settlement Proposal had been withdrawn from Commission
consideration. _

On April 27, 1999, the Commission issued Decision No. 61677, which modified Decision No.
60977. On May 17, 1999, APS filed with the Commission a Notice of Filing, Application for
Approval of Settlement Agreement (“Settlement” or “Agreement”) ! and Request for Procedural
Order. _

Our May 25, 1999 Procedural Order set the matter for hearing commencing on July 14, 1999.

This matter came beforo a duly authorized Hearing Officer of the Commission at its offices in
Phoenix, Arizona. APS, Cyprus Climax Metals, Co., ASARCO, Inc., Arizonans for Electric Choice
& Competition (“AECC"), 'Residc'nﬁé‘.l;UtilitY"Conéuméf'Ofﬁce (“RUCO™), the ‘Arizona Community "
Actxonl Assocxatxon (“ACAA ’),d thenAnzona Consumers ‘Council,zithe ; Anzona: Transrmssmn

-—\roﬁ--‘ LAY

Dcpendent Utility Group, the Anzona Unhty Investors Assocxatlon

P
Earty o

Energy Servxces, Illmova Energy Paxmers Sempra Energy Tradmg; NEV South_w athe Dcpartmcnt
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' The Parties to the Proposed Settlement are as follows the Residential Utility Consumer Oﬁ'xce, Anzona Public
Service Company, Arizona Community Action Association and the Arizonans for Electric Choice and Compenuon which

is a coalition of companies and associations in support of competition that includes Cable Systems International, BHP . g -

Coppet, Motorola, Chemical Lime, Intel, Honeywell, Allied ‘Signal, Cyprus Climax Metals, Asarco, Phelps Dodge,

¥ow
Homebuilders of Central Arizona, Arizona Mining Industry Gets Our Support, Arizona Food Matketmg Alliance, |52 7

Arizona Association of Industries, Arizona Multi-housing Association, Arizona Rock Products Association, Arizona
Restaurant Association, Arizona Retailers Association, Boeing, Arizona School Board Association, National Federation
of Independent Business, Arizona Hospital Association, Lockheed Martin, Abbot Labs and Raytheon.

3 DECISION NO (1394

Enron Corporatxon PG&E

o{ ) the ;-'N?"Y- :I:ucson Elcc:tnc Power Company,_ Commonwealth : Energy '."‘Corporanon e
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(“Commonwealth”) and Staff of the Commission appeared through counsel. Evidence was presented
concerning the Settlement Agreemeni, and after a full public hearing, this matter was adjourned
pending submission of a Recommendod Opinion and Order by the Presiding Officer to the
Commission. In addition, a post-hearing briefing schedule was established with simultaneous briefs
filed on August 5, 1999.
DISCUSSION

Introduction

The Settlement provides for rate reductions for residential and bu;iness customers; sets the
amount, method, and recovery period of stranded costs that APS can collect in customer charges;
establishes unbundled rates; and provides that APS will separate its generating facilities, which will
operate in the competitive market, from its distribution system, which will continue to be regulated.

Accordiog t_o_APS, the Settlement was the product of months of_'haJ:d negotiations with
various customer groups. APS opined that the Settlement provides many clear benefits to customers,

potential competitors, as well as to APS. Some of those benefits as listed by APS are as follows:
. Allowing competition to commence in APS’ service territory months before othermse
possible and expanding the initial eligible load by 140 MW; :

. Establishing both Standard Offer and Direct Access rates, and providing for annual
rate reductions with a cumulative total of as much as $475 mi]lion by 2004';

~ Ensurmg stabxhty and certamty for both bundled and unbundled rates;. . - L.

e

N eqmtable manner;

""3 "”'?"f”\'i" R i ;L L '.; -

Removmg the specter of yea.rs -of htlgatlon a.nd appeals mvolvmg . APS » and
Cormmssmn over competltlon-related 1ssues; - - :

. Requmng APS to ﬁle an mtcnm code of conduct to address afﬁhatc re!atxonsths

4 DECISIONNO (of ?_:113__
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The Settlement was entered into by RUCO and the ACAA reﬂecting Agreement by
residential customers of APS to the Settlement’s terms and conditions. In addition, the Settlement
was executed by the AECC, a coalition of conunercial and industrial customers and trade
associations. AECC opined that since residential and non-residential customers have agreed to the
Settlement, the “public interest” has been served. AECC indicated the Settlement was not perfect but
was the result of “give and take” by each of the parties. Accordingly, AECC urged the Commission
to protect the “public interest” by approving the Settlement and not allow Energy Service Providers
(“ESPs”) to delay the beneﬁts that competitioft has to offer.

Legal Issues:

The Arizona Consumers Council (“Consumers Council") opined that the Agreement was not
legal because: (1) there was no full rate proceeding’; (2) Section 2.8 of the Agreement violates
AR.S. Section 40-246, regarding Commission initiated rate reductions; and (3) the Agreement
illegally binds future Commissions. According to the Consumers Council, the Commission does not
have evidence to support a finding that the rates proposed in the Agreement are just and reasonable;
that the rate base proposed is proper; and asserted the proposed adjustnaent clause can not be
established outside a general rate case.. o »

Staff argued th«.-.t the Commssmn m Decxsxon No. 59601 dated Apnl 26, 1996, has
prevmusly determmed just and reasonable rates for APS wh1ch must be charged unt11 changed in a

rate’ proceedmg Accordmg to Staff th15 case is not about changmg ex1st1ng rates but mstead

NRURSRCI S e 20 Lt g3l

mvolves the mtroductlon of a new serwce du'ect access The du'ect access rates have been de51gned' | B

to rephcate the revenue ﬂow from exxstmg rates Staff opmed that the Comrmssron has routmely, ands. e

e |
ks AR

. Iawfully, approved rates forn new services outside ofa rate case. . Further, Statf asserted that the rate_s e

,‘ 5t g" I PTAG T N G me eers S i s ey ey % } e }""““"TA svf"!"

proposed in ﬂte.SettlemenLare.dmeetl.y;elated to acomolete ﬁnancxal revrew Staﬁ’ md.tcated that the_'; 13

e ;";,.4_ .-..gf.sag- T g R 12 \ e

A g
- PR RS

attack Decxsxon No~*\59601

LI Although the Consumers Council indicated they did not belicve a full rate proceeding was necessary, it is
unclear as to the type of proceeding the Consumers Council believed was necessary.

[~ ’;'\I‘!ﬁTOYI\\T AT / Ia .7 _..Q

"y ' g s J-- : Coem S
" APS argued that no detenmnatlon of fa1r value rate base ( 'FVRB”), farr value rate of return
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(“FVROR?”), or other financial analyeis is legally necessary to justify current APS rate levels, allow |
the introduction of a new service, or to evaluate a series of voluntary rate decreases. In spite of that,
APS did provide information to support 2 FVRB of §5,195,675,000 and FVROR of 6.63 percent. No
other party presented evidence in support of a FVRB or FVROR. Staff supported APS.

We concur with Staff and APS. The Consumers Council has provided no legal authority that
a full rate proceeding is necessary in order to adopt a rate reduction or rates for new services.
Further, pursuant to the Arizona Constitution, the Commission has jurisdiction over ratemaking
matters. We also find that notice of the application and hearing was provid.ed and that APS has
provided sufficient financial information to support a finding of FVRB and FVkOR. Lastly, this
Commission can clearly bind future Commissions as a result of its Decision. However, as later
disepssed, we agree there are limitations to sueh'legal authoﬁty.
Shopping Credit

One of the most contentious issues in the hearing w'es the level of the “shopping credit.” The
“shopping credit” is the difference between the customer’s Standard Offer Rate and the Direct Access
Rate available to customers who take service from ESPs. Tﬁe ESPs generally argued that the

Settlement’s “shopping cred1ts” were not sufﬁcxent to allow a new entrant to make a proﬁt AECC

opmed that such an argument was nothing more than a request to mcrease ESP’s proﬁts

Staff opmed that the “shoppmg credlt" was too }aw and recommended 1t be mcreased w1thout

xmpactmg the stranded cost recovery amount of $350 xmlhon. Under Staﬁ’s proposal the mcreased

s
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40kW to 200 kW customer group, APS showed an average margin on the “shopping credit” of over
8 mils per kWh or a 23 percent markup over cost. APS asserted that the test for a reasonable

“shopping credrt” “should not be whether all ESPs can profit on all APS customers al] of the time”.

Based on the evidence presented, the “shopping credits” appear to be reasonable to allow

ESPs to compete in an efficient manner. Further, we do not find customer rates should be increased
simply to have higher “shopping credits”.

Metering and Billing Credits

The metering and billing credits resulting from the Agreement are based on decremental costs.
Several of the ESPs and Staff argued that these credits should be based upon embedded costs and not
decremental costs. APS responded that such a result could cause them to lose revenues since its costs
would only go down by the decremental amounts. Steff testified ﬂrat the Company would not lose
significant income if it oserl embedded costs since it would free up resources to service new
customers.

We concur. The proposed credits for metering, meter teading and billing"-will result in a
direct access customer paying a portion of APS costs as well as 2 portior1 of the ESP’s costs. We
believe this would stymie the competitive market for these services. Asa result, we find the approval
of the Settlement should be conditioned upon the use of Staff’s proposed credits for metering, meter
reading, and b11hng .- : . o e .. o
Proposed g)_ge-Year Advance Notrce gegulrement U : ,3;'5 | '«: UJ'u 5

[ Sectxon 23 provxdes tha{..ott.s* ,11-»..,,... T ,,_:-.,-az:(rlr.":--- :

g

e { e R

_ year’s advance notice before bemg ehgrble to retum to Standard Oﬁ'er sem’ ce.
L [emphasrs added] : Gl -

Several partles expressed concerns that the one-year notrce reqmrement to mhmt'_ﬁmndud

Oﬁ'er service” would create a deten'ent to load switching by large- .industrial, mstrtutxonal and»» ;

commercial customers. PG&E proposed that any mcre_a.sed_eost~cou1d-oe,,chergedidxrectly.to,'_vt».he- E

3 Represents over 80 percent of the general servxce customers for compenuve access in phase one e '
For example, the monthly credits for a direct access residential customers are $1.30, 80.30 ‘and $0.30 for

metering, meter reading and bxlhng, respectively.

] NECTITAN NA /n I 07 3

} L ' “Customers greater than 3MW who chose a dlrect access suppher must g1ve APS one-:s '
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customer as a condition to its return.

We agree that APS needs to have some protection from customers leaving the system when
market prices are low and jumping back on Standard Offer rates when market prices go up. The
suggestion by PG&E that the customer be allowed to go back to the Standard Offer if the customer
pays for additional costs it has caused is a reasonable resolution. Accordingly, we will order APS to
submit substitute language on this issue.

Section 2.8

Several of the pames expressed concern that Section 2. 8 of the Agreement allows APS to seek
rate mcreases under specxﬁed conditions. .Additionally, as -previously dlscussed the Consumers
Council opined that Section 2.8 violated A.R.S. Section 40-246. Staff recommended the Commission
condition approval of the Agreement on Section 2.8 being amended to include language that the
Commission or Staff may commence rate change proceedings under conditions patalleling those‘
provided to the utility, including response to petitions submitted under A.R.S. § 40-246.

We agree that Section 2.8 is too restrictive on the Commission’s future action. Accordingiy,

we w111 condition approval of the Agreement on inclusion of the followmg language in Sectlon 2. 8:

. Neither the Commission nor APS shall be prevented from seekmg or
authonzmg a change in unbundled or Standard Offer rates prior to July 1,
2004, in the event of (a) conditions or circumstances which constitute an
emergency, such as an inability to finance on reasonable terms, or (b).

- material changes in APS’ cost of service for ‘Commission-regulated -
services resulting from federal, tribal,” state or local laws, regulatory .
requirements, judicial decisions, actions or orders.~Except-for'the changes -
otherwise specifically contemplated by this Agreement,, unbundled and_, FETr S

Standard Offer rates shall remain unchanged until at least July 1, 2004 '

lllegally bmd futute Com:mssxons Wlnle Staﬁ' d1sagreed w1th the legal op1mon of the Consumers

Council, Staff was concemed with some & of the binding language in the Agreement and m Partlcul al

7.1, To the extent any prowsxon of this Agreement xs mconmstent w1th any' exxstmg kg
or future Comxmssmn order, rule or regulation or is mcons:stent w1th the Electnc

8 DECISION NO. (a / 923
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Competition Rules as now existing or as may be amended in the future, the provisions of
this Agreement shall control and the approval of the Agreement by the Commission shall
be deemed to constitute a Commission-approved variation or exemption to any
conflicting provision of the Electric Competition Rules.

Staff recommended the Commission not approve Section 7.1.

We share Staff’s concerns. We also recognize that the parties want to preserve their beneﬁts'

to their Agreement. We agree with the parties that to the extent any provision of the ‘Agreement is

inconsistent with the Electric Competition Rules as finalized by fhe Commission in September 1999,

the provisions of the Agreement shall control. We want to make it clear that the Commission does

not intend to revisit the stranded cost portion of the Agreement. It is ;ﬂso not the Commission’s
intent to undermine the benefits that parties have bargained for. With that said, the Commission must
be able to make rule changes/other future modifications that become necessary over time. As a
result, we will direct the parties and Staff to file within 10 days, a revised Sectioo 7.1 consistent with
the Commission’s discussions herein and subsequently approved by this Commiséion.

Generation Affiliate
Section 4.1 of the Agreement provides the following:

4.1 The Commission will approve the formation of an affiliate or affiliates of APS

to acquire at book value the competitive services assets as currently required by the
Electric Competition Rules. In order to facilitate the separation of such assets
efficiently and at the lowest possible cost, the Commission shall grant APS a two-year
extension of time until December 31, 2002, to accomplish such separation. A similar - -
two-year extension shall be authorized for comphance with A.A.C. R14-2-1 606(B)

u.\

Related to Secuon 4 1' is & Scctwn 2. 6(3) whmh allows APS to defer costs of fonmng thc gericrgtion

a.fﬁhatc to be collected begmmng July 1, 2004

L PO S S S

Ereaa Tl o

¥ l

Accordmg to NEV Southwest APS mdmatcd that vxt mtends 1;0 estabhgh a&generatlon aﬂihate "

.';_.—L-m._f.\ . .,\.1 ,..,..J-mkz;.... o

Rulcs Addmonally, 1t was NEV Southwest’s uﬁderstandmg that the ‘affiliate gcncranon company T

could b1d for the APS standard offer load under.an afﬁhate FERC tanff but there would be no

1 .f.,g‘{.'t i’...-c.xi.l,h eﬂ;&.i. \;rl..@r ‘.;" r;'-*ca.«.x..._‘ o 3 .:}.-.L“?,r;a, _‘ﬁnsqwg-ul- -.-rv-i‘ it

automatxc prmlege out31de of the market bxd NEV Southwcst supports ‘the aforementxoned concepts

and recommended they be exphmtly stated in the Agreement. LR T
We concur with NEV Southwest. Wc ‘shall order APS to mclude language as rcquestcd by

B et T S R N / I O -') 2
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NEV Southwest. Power for Standard Offer Service will be acquired in a manner consistent with the
Commission’s Electric Competition Rules. We generally support the request of APS to defer those
costs related to formation of a2 new generation affiliate pursuant to the Electric Competition'?\ules.
We also recognize the Company is making a business decision to transfer the generation assets to an
affiliate instead of an unrelated third party. As a result, we find the Company’s proposed mitigation
of stranded costs® in the Settlement should also apply to the costs of forming the new generation
affiliate. Accordingly, Section 2.6(3) should be modified to reflect that only 67 percent of those costs
to transfer generation assets to an affiliate shall be allowed to be deferred for future collection.

Some parties were concerned that Sections 4.1 and 4.2 provide in effect that the Commission
will have approved in advance any proposed financing arrangements associated with future transfers
of “competitive services” assets to an affiliate. As a result, there was a recommendation that the
Commission retain the n,ht to review and approve or reject any proposed ﬁnancm° arrangements In
addition, some parties expressed concern that APS has not deﬁmtlvely described the assets it will
retain and which it will transfer to an affiliate. _

We share the concerns that the non-competmve portion of APS not subsxdlze the spun-off
competitive assets through an unfazr ﬁnancxal arrangement We want to make- 1t clear that the
Comn:ussron will closely: scrutlmze the cap1tal structure of APS at its 2004 rate case and make any

necessary adJustments The Commssmn supports and authonzes the transfer by APS to an afﬁhate

for afﬁ.hates of all lts generatlon and competmve electnc serv1ce assets as set forth in the Agreement

RS Ty eSO YR s O e e [‘4 S PR S e LT

no later than December 31, 2002 However we wﬂl requxre the Company to provxde the Comrmssmn

B Sttt 2 s iz e~y SR per e

,%mth a spec'ﬁ hst of any, assets to be so transferred, along 3 w1th the:r net boﬁlf* values at the_tlme of |
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necessary information to determine whether a competitor’s price is lower than the Standard Offer
rate. Further, some of the parties asserted that APS has not performed a functional cost-of~serviee
study and as a result the Settlement’s “shopping credit” is an artificial division of costs. In response,
APS indicated the Standard Offer rates can not be unbundled on a strict cost-of-service basis unless
the Standard Offer rates are redesigned to equal cost-of-service. APS opined that such a process
would result in significant rate increases for many customers.

AECC asserted that a full rate case would result in additional months/years of delay with
continued drain of resources by all interested entities.

The ESPs asserted that the bill format proposed by APS is misleading and too complex. In
general, the ESPs desired a bill format that would allow customers to easily compare Standard Offer
and Direct Access charges in order to make an informed decision. As a result, APS was directed to
circulate an Informational Unbundled Standard Offer Bill (“Bill”) to the parties for comments.
Subsequent to the hearing, a Bill was circulated to the parties for comments to determine what
consensus could be reached on its format. In general, there was little dispute with the format of the
Bill. However PG&E and Commonwealth disagreed Wlth the underlying cost allocatzon.
methodologxes Em-on was concerned that the Bill portrayed the Standard Offer to be more simplistic
than the Direct Access portion of the Bill. Enron proposed a bill format that would clearly identify
those services which are available from an ESP. Based on comments fromi RUCO and Staff, APS

made general revxsxons to the proposed Blll e

B t‘..».‘-

L

to _We ﬁnd the APS Attachment AP-IR second rewsed dated 8/16/99 prow.des sufﬁcxent

mformatlon in.a.concise manner to enable customers to make an mformed choxce : (See Attachment'
. M TGRS 9T BE R A R T ST SRNSITHRNE 9nL. 10 T ammgmw, y g L

No 2 herem) However, we find the Enron breakdown into a Part 1 versus Pa.rts 2 and 3
»v Sy LR ;-1 L -'?gu ‘ﬁ"“_:) i{@_ﬁ, ¥ ,;‘;1 A

help cducate customers a&to,choxce We wxll dn:eet ARS to.ftl:thenrewse {t.f E l!l5 to\lixia’\{‘e: 2‘1 P%rt 2

set forth by the Enron breakdown We beheve Parts 2 and 3 can be combmed for 51mphc1ty P

‘l-\1p..’s. z,\f‘,l;.xx.,h,)

We concur wnh APS that 1t lS not necessary to ﬁle a revxsed cost-of-semce study at thlsv_tlme e

- ,\5 vl AL x»..: «

. L- E

Th° Pl‘OPosed Standard Oﬁ'er rates contamed m the Settlerpent are based on exlstmg tanﬁ's‘,'approved' B _

by thxs Commission. "Further, we concur with AECC that a full rate case w1th- a revxsed cost-of-’

service study would result in months/years of additional delay. - Lastly, the Standard Offer rates as

- 11 nrctsionnn (-1 8713
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proposed in the Settlement are consistent with the Commission’s requirement that no customer shall

receive a rate increase. The following was extracted from Decision No. 61677:

“No customer or customer class shall receive a rate increase as a result of
stranded cost recovery by an Affected Utility under any of these options.”

Code of Conduct

There were concerns expressed that APS would be writing its own Code of Conduct.
Subsequently, APS did provide a copy of its proposed Code of Conduct to the parties for comment.
Several parties also expressed concem that any Code of Conduct would not cover the actions of a |
single company during the two-year delay for transferring generation assets.

_ Based on the above, we will direct APS to file with the Commission no later than 30 days of
the date of this Decision, its interim Code of Conduct. We will direct APS to file its revised Code of
Conduct within 30 days of the date of this Decision. Such Code of Conduct should aIso include
provisions to govern the supply of generation during the two-year period of delay for the transfer of
generation assets so that APS doesn’t give itself an undue advantage over the ESPs. All parties shall
have 60 days from the date of this Decision to providetheit comnients to APS tegarding the revi_sed
Code of Conduct. APS shall file its ﬁ'nal.proposed Code of Conduct'tavithin 90 days of the dat'e.of thJS _
Decision. Subsequently, within 10 days of ﬁlmg the Code of Conduct, the Hearmg Dlwsxon shall

estabhsh a procedural schedule to hear the matter.

Section 2. 61 1 )

Pursuant to the Agreement the Comm1ssmn shall approve an adJustment clause o K

W '
whxch among other thufgs would prov1de for a purchased power adjustor (“PPA") for servme aﬁer
g oty b e o e S e il Qs s P L RN ARG Ff*c’dmmm

July l 2004 for Standard Offer obhg . Part ‘of the jlusttﬁcatwn for the PPA was th

st ~~,{.,:w..t,.wgwﬁ:1 o W B 3
these costs would be outmde of the Company s control. :

ST -y~‘--—->~ ’@a-?w-' -Bn' -3y S e ».ﬁ- Y ;;,m s

Cottmussmn has prOV1de reasonable notxce to the Company

Tl T e S GRS SRR B AR N

o f ‘_‘ ‘ R PP ET

'lafu‘s

,1..2 : B DECISIONNO(.P/(?7.3



HOWN

O 0 N v W

10
11
12
13

15
16
17
18

. 20

a1 g

.22

24
-25
24

&l

28

DOCKET NO. E-01345A-98-0473 ET AL.

Requested Waivers

Section 4.3 of the Agreement would automatically act to exempi APS and its affiliates from
the application of a wide range of provisions under A.R.S. Title 40. In addition, under Section 4.5 of
the Agreement, Commission approval without modification will act to grant certain waivers to APS
and its affiliates of a variety of the provisions of the Commission’s affiliate interest rules (A.A.C.
R14-2-801, et seq.), and the rescission of all or portions of certain prior Commission decisions.

Staff recommended that the Commission reserve its approval of the requested statute waivers
until such time as their applicability can be evaluated on an industry-wide basis; rather than providing
a blanket exemption for APS and its affiliates. Additionally, Staff recommended that the
Commission not waive the applicability of A.A.C. R14-2-804(A), in order to prgsefve the regulatory
authority needed by ﬁe Commission to justify approving Exempt Wholesale Generator (“EWG”)
status for APS” generation affiliate. | '

We concur with Staﬁ'. Accordingly, the requested statutory waivers shall not be granted by
this Decision. Those waivers will be considered in an industry-wide proceeding to be scheduled at
the Commission’s earliest convenience. The requested waivers of affiliate interest rules and
rescission of prior Commission decisions shall be granted, except that the provisions of A.A.C. R14-
2-804(A) shall not be waived.

ANALYSIS/SUMMARY

Conszstent thh our determmatzon n Decxsmn No 160977, the followmg pnmary objecuves 1

need to be taken into consxderanon i deciding the overall stranded cost’ issue:

';vgumrf, Ng.w«x* 1;-44:&11 .m mritn oy wnu.m .mwmmw cailsrd: buoedy
Provide the Affected Utilities a reasonable opportumty to collec 100 percent of th
- ORE Koy 31

; selaper,
;_5,.-?: ¥ C Y DN s

'mammxze éir mmgatlon eﬂ'o 3

11‘

ke o i ; G TRy :--.'* 2L 2o wend e

e 'Accelerate the "collection of stranded costs mto 'as short of a transmon penod as
© possible consxstent thh other objectxvcs

""" ) e g w-ﬁ“-....—»- .

Mxmrmze the stranded cost unpact on customers remaxmng on the standard offer‘ S

| '».,E . Don’t confuse customcrs as to the bottom ling;and . . . f: Lo - IR

o co e e . - v~ o / 10 2
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F. Have full generation competition as soon as possible.
The Commission also recognized in Decision No. 60977 that the aforementioned objectives
were in conflict. Part of that conflict is reflected in the following language extracted from

Decision No. 60977:

One of the main concerns expressed over and over by various consumer groups
was that the small consumers would end up with higher costs during the transition
phase and all the benefits would flow to the larger users. At the time of the hearing,
there had been minimal participation in California by residential customers in the
competitive electric market place. It is not the Commission’s intent to have small
consumers pay higher short-term costs in order to provide lower costs for the larger
consumers. Accordingly, we will place limitations on stranded cost recovery that will

- minimize the impact on the standard offer.

Decision No. 61677 modified Decision No. 60977 and allowed each Affected Utility to chose from
five options. |

With the modifications contained herein, we find the overall Settlement satisfies the
objectives set forth in Decision Nos. 60977 and 61677. We believe the Settlement will result in an
orderly process that will have real rate reductions® during. the transition period to a competitive
generation market. The Settlement allows every AI_’S customer to have the irnmegﬁéte opportunity to
benefit from the cﬁangc in market structure while maintaining reliability and certainty of delivery. |
Further, the Settlement in conjunction with the Electric Rules will provide e.w./ery APS»-custof.ne‘r:With: |
a choice in a reasonable nmeframe and in an orderly manner. If anything, the Proposed Settlement

favors customcrs*‘over competltors m' the short run*smce APS has agreed to re uctxons m rates

totalmg 7.5 percent’ Tlns Cornmxssmn supports competmon*xﬁ”the generatlo mérket’Bécause of T

R 4‘-.’«»’ :

NN N L\ 0 F
SRR B~ S T S |

X that a hlgher,shoppmg credit )

TN AT AR

;vere then offset by a stranded cost add-on. R ,:.,,. s
- Pursuant to Decxsxon No. 59601, dated April 24 1996 0! 68 pe':cent oftﬁafﬂ“ecxuse

1 1999
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rate reductions while maintaining a relatively short transition period for collection of stranded costs,
followed shortly thereafter with a full rate case. At that point in time the collection of stranded costs
will be completed and unbundled rates can be modified based upon an updated cost study.
b % . * % E S * L] % de %*
Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. APS is certificated to provide electric service as a public service corporation in the

State of Arizona.
2. Decision No. 59943 enacted R14-2-1601 through -1616, the Retail Electric
Competition Rules.

3. Following a hearing on generic issues related to stranded costs, the Commission issued

Decision No. 60977, dated June 22, 1998.

4, Decision No. 61071 adopted the Emergency Rules on a permanent basis.
5. On August 21, 1998, APS filed its Stranded Costs plan.
6.  OnNovember5, 1998, APS filed the Staff Settlement Proposal.
7. Our November 24, 1998 Procedural Order set the matter for hearing.
8. Declsmn No. 61259 established an expedxted procedural schedule for evxdentlary v
heanngs on the Sta.ff Settlement Proposal o 5 R | ; = , - ik
'v 9."' - The Court 1ssued a Stay of the Comn:nestc;nhs co;lms:deratt;n wof* the"St‘aff Settlement

Proposal : o :
EER: D IR : A9t nr e Pk
10_. Staff thhdrew the Staff Settlement Proposal ﬁom Cormmssxon consxderatxon.

B S ST eh B e i el

' 12.“ Our May 25 1999 Procedural Order set the Settlement for heanng commencmg on
LTI S0 G '

.-;....

Tuly 14, 1999. : e o " ,;3' S f

L LR L L BT S S T HLE ::. PRy riedalio L .«f’o.}A @w«—-a

’ 13. ' Decxston No. 61311 (Ianuary 11, 1999) stayed the eﬁ'ecttveness of the Emergeney;
Rules and related Decrstons and ordered the Heanng DlVlSlOl‘l to conduct further proceedmgs in tltxs" E
Docket. ' ‘ :

__‘__.;;------ /! 1N/ 2
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14.°  In Decision No. 61634 (April 23, 1999), the Commission adopted modifications to
R14-2-201 through-207, -210 and 212 and R14-2-1601 through ~1617.

15.  Pursuant to Decision No. 61677, dated April 27, 1999, the Commission modified
Decision No. 60977 whereby each Affected Utility could choose one of the following options: (a)
Net Revenues Lost Methodology; (b) Divestiture/Auction Methodology; (c) Financial Integrity
Methodology; (d) Settlement Methodology; and (e) the Alternative Methodology.

16.  APS and other Affected Utilities filed with the Arizona Superior Court various appeals
of Commission Orders adoptmg the Competition Rules and related Stranded Cost Decisions (the
“Outstandmo Litigation”).

17.  Pursuant to Decision No. 61677, APS, RUCO, AECC, and ACAA entered into the
Settlement to resolve numerous issues, mcludxng stranded costs and unbundled tariffs.

18. The difference betw,een mark_et based prlces and the cost ot_' regulated power has heen
generally referred to as stranded costs. |

19.  Any stranded cost recovery methodology must balance the interests of the Affected
Utilities, ratepayers, and the move toward competltlon ) | i

- 20. All current and future customers of the Affected Utilities should pay then- faxr share of |

stranded costs. o
21.  Pursuant to the terms of the Settlement Agreement APS has ageed to the

modlﬁcatlon ofi 1ts CC&Nin order to unplement competmve retail access in 1ts Semce Terntory

PO e
I TS : |9 } wind .~’.'~'—-“-'—~Jn&-v14

22. The Settlement Agreement provrdes for compentnre retall access in APS’ Semce__ [T

rate

reeovery, resolves contentlous' htlgatlon, and therefore 1s m the pubhc mterest and ‘should be
approved ' ' | ' o . '

C "23."‘

25. ' Accordmg to AECC the Agreement results in hrgher shoppmg credits than m the Staﬁ

16 | DECISIONNO. (, | Q'Zﬁ
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Settlement Proposal as well as those offered by SRP.

26.  The decremental approach for metering and billing will not provide sufficient credits
for competitors to compete. |

27.  Pursuant to the Settlement, customers will receive substantial rate reductions without
the necessify of a full rate case. |

28. AnAPS fate case would take a minimum of one vear to complete.

29.  ESPs that have been certificated have shown more of an interest in serving larger
business customers than residential customers. A

30.  Itis not in the public or customers’ interests to forego guaranteed Standz;rd Offer rate
reductions in order to have a higher shopping credit. ‘ '

31.  The Settlement will permit com‘petitioﬁ in a timely and efﬁcient manner and insure all
customers benefit during the transition period. |

32.  Based on the evidence presented, the FVRB and FVROR of APS is determined to be
$5,195,675,000 and 6.63 percent, respectively.

33.  Theterms and conditions of the Settlement Agreement as modified herein are just and
reasonable and in the i)ublic interest. |

W
1. The Affected Utlhtxes are public service corporations within the meamng of the

Anzona Constitution, A.rtcheXV underARS §§ 40-202, -203, -250, -321, -322 -331 -336 -361, -

365, -367, and under the Arizona Revised Statutes, Title 40, generally. ~ ~ ~ ~ = "7 - e

2. The Comrmsmon has Junschctxon over the Affected Utllmes and of the subJect matter:_, ) .'ff‘

s -

contamedherem
3 N‘me °f ﬂm,pmcee.dmg-has heen

4. The Settlement Agreement as modlﬁed herem is Just and reasonable and in the pubhc

interest and should be approved

in the Settlement Agreement

6. APS’ CC&N should be modxfied in order to permit competitive retail access in APS’

Ll .‘ ) . ;rnvnvn\v\v—\ / ,/}‘qq

-~y

s APS should be authonzed to unplement its Stranded Cost Recovery Plan as set forth"
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1 | CC&N service territory.
2 7. The requested statutory waivers should not be granted at this time. A proceeding

should be commenced to consider statutory waivers on an industry-wide basis. The other wajvers

I

4 lrequested by APS in the Settlement should be granted as modified herein, except that the provisions

w

of A.A.C. R14-2-804(A) shall not be waived.
ORDER

~N O

IT IS THEREFORE ORDERED that the Settlement Agreement as modified herein is hereby

(7]

approved and all Commission ﬁndingS, approvals and authorizgtions reciuested therein are hereby
9 | granted.

10 IT IS FURTHER ORDERED that Arizona Public Service Company’s CC&N is hereby

11 § modified to permit competitive retail access consistent with this Decision and the Competition Rules.

12 IT IS FURTHER ORDERED that within 30 days of the date of this Decision, Arizona Public

13 | Service Company shall file a proposed Code of Conduct for Commission approval.

14 IT IS FURTHER ORDERED that Arizona Public Service Company shall file a revised

15 § Settlement Agreement consistent with the modifications herein.

18 - peasionno. [, /973
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IT IS FURTHER ORDERED that within ten days of the date the proposed Code of Conduct

is filed, the Hearing Division shall issue a Procedural Order setting a procedural schedule for

consideration of the Code of Conduct.
IT IS FURTHER ORDERED that this Decision shall become effective immediately.
BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

(el e ecd] W
HAWAN COMMISSIONER ~COMMISSIONER

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Secretary of the Arizoma Corporation Commission, have
hereunto set my hand and caused the official  seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this b day of@gj 1999.

DISSENT
JLR:dap
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o o o e
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ATTACHMENT 1
SETTLEMENT AGREEMENT
May 14, 1999

This settlement agreement ("Agreement”) is entered into as of May 14, 1999, by
Arizona Public Service Company ("APS" or the "Company”) and the various signatories to
this Agreement (collectively, the “Parties”) for the purpose of establishing terms and
conditions for the introduction of competition in generation and other competitive services that
are just, reasonable and in the public interest.

INTRODUCTION

In Decision No. 59943, dated December 26, 1996, the Arizona Corporation
.Commission (“ACC?” or the "Commission") established a "framework” for introduction of
competitive electric services throughout the territories of public service corporations in
Arizona in the rules adopted in A.A.C. R14-2-1601 et seq. (collectively, “Electric Competition
Rules” as they may be amended from time to time). The Electric Competition Rules
‘ablished by that order contemplated future changes to such rules and the possibility of
waivers or amendments for particular companies under appropriate circumstances. Since their
initial issuance, the Electric Competition Rules have been amended several times and are
currently stayed pursuant to Decision No. 61311, dated January 5, 1999. ‘During this time,
APS, Commission Staff and other interested parties bave participated in a number of
proceedings, workshops, public comment sessions and individual negotiations in order to
further refine and develop a restructured utility industry in Arizona that will provide
meaningful customer choice in a manner that i is Just reasonable and in the public mterc:it. o

- a Sl g Trass g

This Aorccment establishes the agrccd upon transmon for APS to a t;ucmred )
. " entity and will prowde customers with competmve choices- for generanon and certam other . o 4

-retail services.- The Parties believe this Agreemert will producc ‘benefits for all customers -~ ¢ roie LT
through implementing customer choice and providing rate reductions so that the APS service o
“territory may benefit from cconomn: growih. . The Parties. also believe this' Agrccmen%wm,

| fairly treat APS and its shareholders by prowdmg a reasonabje 0pportumty to recoyer

. Specxﬁcally, the Partxcs behcvc th ‘Agrecment is in the pubhc int est
following reasons. First, customers will receive substantial rate reducnons _S;ggnd o
~competition will be promoted through the, mtroductxon of reta11 access fastcr than \g{guld have
" been possible without this Agreement and by the funcnonal ‘separation of APS’ powe _
vduction and dehvery functxons Ihn:d economic developmem and the cnvn'onmcnt will 7
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benefit through guaranteed rate reductions and the continuation of renewable and energy
efficiency programs. Fourth, universal service coverage will be maintained through APS’ low
income assistance programs and establishment of “provider of last resort”™ obligations on APS
for customers who do not wish to participate in retail access. Fifth, APS will be able to
recover its regulatory assets and stranded costs as provided for in this Agresment without the
necessity of a general rate proceeding. Sixi, substantial litigation and associated costs will be
avoided by amicably resolving a pumber of important and contentious issues that have already
been raised in the courts and before the Commission. Absent approval by the Commission of
the settlement reflected by this Agreement, APS would seek full stranded cost recovery and
pursue other rate and competitive restructuring provisions different than provided for herein.
The other Parties would challenge at least portions of APS’ requested relief, including the
recovery of all stranded costs. The resulting regulatory hearings and related court appéals
would delay the start of competition and drain the resources of all Parties.

NOW, THEREFORE, APS and the Parties agree to the following provisions
which they believe to be just, reasonable and in the public interest:

TERMS OF AGREEMENT

ARTICLE I
MLEMENIAHQMEREW

1.1. The APS distribution system shall be open for retail access on Iuly 1,
1999; provided, however, that such retail access to electric generation and other competmve
electric services suppliers will be phased in for customers in APS’ service territory in
accordance with the proposed Electric Compeunon Rules, as and when such rules bccome
effective, with an additional 140 MW being made available to"eligible non-residential - o
customers. The Parties shall urge the Commission to approve. Electnc Compctmon Rules, at
least on an emergency basis, so that meamnaful retail access can begin by July 1,’1999." T
‘Unless subject to Judxcml o egu‘lato restramt -APS shall open its distribution system to ~

e L ~=s-= e 408 N"“f}“*‘ 23"\ A R ]

retzul access for all customers ‘o Jantiary 1, 2001

seczsion vo. (21 373




DOCKET M¥O. E-01345A-98-0473 ET aL.

1.4.  APS agrees to the amendment and modification of its Certificate(s) of
Convenience and Necessity to permit retail access consistent with the terms of this Agreement.
The Commission order adopting this Agreement shall constitute the necessary Commission
Order amending and modifying APS’ CC&Ns to permit retail access consistent with the terms
of this Agreement.

ARTICLE O
RATE MATTERS

2.1. The Company’s unbundled rates and charges attached hereto as Exhibit A
will be effective as of July 1, 1999. The Company’s presently authorized rates and charges shall
be deemed its standard offer (“Standard Offer”) rates for purposes of this Agreement and the
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled
service components to the extent required by the Electric Competition Rules.

2.2. Future reductions of standard offer tariff rates of 1.5% for customers
having loads of less than 3 MW shall be effective as of July 1, 1999, July 1, 2000, July 1,
2001, July 1, 2002, and July 1, 2003, upon the filing and Commission acceptance of revised
tariff sheets reflecting such decreases. For customers having loads greater than 3 MW served
o~ Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5%, effective
J . 1,1999; 1.5% effective July 1, 2000; 1.25% effective July 1, 2001; and .75% effective
July 1, 2002. The 1.5% Standard Offer rate reduction to be effective July 1, 1999, includes
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become
effective by the filing with and acceptance by the Comm1s51on of revised tariff sheets reﬂectmg
each decrease. :

2.3. Customers greater than'3 MW who choose 2 direct access sﬁpplier must
give APS one year’s advance notice before bemo ehoxble to retum to Standard Offer semce e g

.. ST,
AU L me eadT s

_ 2.4, Unbundled rates.shall be reduced m the amounts and at the dates set
forth in Exhibit A attached hereto upon the filing and Commxssmn acceptance of rev1sed tanff :,-_;;
sheets reflecting such decreases 1 ‘5"‘ 43 S R TR,

. RICEE od »~v‘yt flgd v,
SECHERSIS O ,

SRR (1~ YA S VR ).‘.,1,. PR R

-u mlu ”‘Jm_ g.‘w-..: J:,,A “‘m 41(1 9&‘,9 .{"4 pioeg.

S 2.5, ‘I'hxs Ag:eement shall notpreclude ‘APS from requegtmg, or r.he "
"}""Comnussmn from 3 approvmg, *Ehafiges'to* specific'rate’ ‘schediilés or terms and ¢onditions of
‘service, or the approval of new rates.or terms.and conditions: of service, that do ROty -y v¥semsis i
' significantly affect the overall earnings of the’Company or materially. modify the tariffs or » .- ;,2 s sarie
increase the rates approved in this Agreement. Nothing contained in this Agreement shall
preclude APS from filing changes to its tariffs or terms and condmons of servxce whxch are oot ¢
mconsxstent with its- obhganons under th:s Acreement g B s

2 6.~ Noththstandmg the rate reducnon prOVISIOHS stated above, the PO o
Comrmssxcn shall, prior to December 31, 2002, approve an adjusv:ment clause or cIauses wluch

3

! iNn—=2
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will provide full and timely recovery beginning July 1, 2004, of the reasonable and prudent
costs of the following: '

(1)  APS’ “provider of last resort” and Standard Offer obligations for
service after July 1, 2004, which costs shall be recovered only
from Standard Offer and “provider of last resort” customers;

@) Standard Offer service to customers who bave left Standard Offer
service or a special contract rate for a competitive generation
supplier but who desire to return to Standard Offer service, which
costs shall be recovered only from Standard Offer and “provider
of last resort™ customers;

(3)  compliance with the Electric Competition Rules or Commission-
ordered programs or directives related to the implementation of
the Electric Competition Rules, as they may be amended from
time to time, which costs shall be recovered from all customers
receiving services from APS; and

@) Commission-approved system benefit programs or levels not
included in Standard Offer rates as of June 30, 1999, which costs
shall be recovered from all customers recewmc services from

APS.

By June 1, 2002, APS shall file an application for an adjustment clause or clauses, together I
with a proposed plan of administration, and supporting testimony. The Commission shall, B o,
thereafter issue a procedural order setting such adjustment clause application for hearing and ‘
including reasonable provisions for participation by other parties. The Commission order
approving the adjustment clauses shall also establish reasonable procedures pursuant to which
the Commission, Commission Staff and’ interested parties may review the costs tobe .~ -
. recovered. By June 30; 2003, APS wﬂl file its request for.the specxﬁc adjustment clause™=
factors which shall, after hearmg and Commission approval,-become effective Iuly_,_l 32004
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for, later full 2o
: recovery pursuant to such adjustment clause or clauses mcludmc a rmsonabl

JURT

. .' 'APS shall not be preventcd from seekmg a change in unbundled or

. Standa.t'd Oﬁ'er rates prior to July 1, 2004, in the event of (2) conditions or cuctnnstances . which
constitute an emergency, such as the mabxhty to finance on reasonable terms, or (b) matenal :
changes in APS’ cost, of servxce for Co:mmssxon regulated semces rcsultmg &om federal tnbal" :

" DECISION NO. [ 5 ZQ / 3 -
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state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the
changes otherwise specifically contemplated by this Agreement, unbundled and Standard Offer
rates shall remain unchanged until at least July 1, 2004.

ARTICLE III

REGULATORY ASSETS AND STRANDED COSTS -

3.1.  APS currently recovers regulatory assets through July 1, 2004, pursuant
to Commission Decision No. 59601 in accordance with the provisions of this Agreement.

3.2. APS has demonstrated that its allowable stranded costs after mitigation
(which result from the impact of retail access), exclusive of regulatory assets, are at least $533
million net present value.

3.3. The Parties agree that APS should not be allowed to recover

$183 million net present value of the amouats included above. APS shall have a reasonable
opportunity to recover $350 million net present value through a competitive transition charge
(*CTC™) set forth in Exhibit A attached hereto. Such CTC shall remain in effect until
December 31, 2004, at which time it will terminate. If by that date APS has recovered more

less than $350 million net present value, as calculated in accordance with Exhibit B attached
u-s€to, then the nominal dollars associated with any excess recovery/under recovery shall be
credited/debited against the costs subject to recovery under the adjustment clause set forth in
Section 2.6(3).

3.4. The regulatory assets to be recovered under this Agreement, after giving
effect to the adjustments set forth in Section 3.3, shall be amortized i in accordance w1th
Schedule C of Exhxbxt A attached hereto. »

A 3.5.. Nelther the Partms nor the Commsslon shall take any acnon t.hat wculd ..."’ g i

- diminish the rccovery of APS’ stranded costs or regulatory assets prov1ded for hercm “The co ‘
- Company’s willingness to enter into this Agreement is based ‘upon the Commission’s

- irrevacable promise to permit recovery of the' Company’s regulatory assets and stranded costs .

- as provided herein. Such prom1se by the Comxmssxon shall -suryive the expl.ranon of the .5

4 1. The Commxssxon. wﬂl,approve the formauon.of an afﬁha .
. APS to acquire at book value thé competitive services assets as currcntly requu:ed by the ;.
""~ctric Competition Rules. In order to facilitate the separation of such asscts cffic1ently and, ; .
-. e lowest possible cost, the Commission shall grant APS a two-year cxtensxon of nmc unnl SERE:
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December 31, 2002, to accomplish such separation.” A similar two-year extension shall be
authorized for compliance with A.A.C. R14-2-1606(B).

42. Approval of this Agreement by the Commission shall be deemed to
constitute all requisite Commission approvals for (1) the creation by APS or its parent of new
corporate affiliates to provide competitive services including, but not limited to, generation
sales and power marketing, and the transfer thereto of APS’ generation assets and competitive
services, and (2) the full and timely recovery through the adjustment clause referred to in
Section 2.6 above for all of the reasonable and prudent costs so incurred in separating
competitive generation assets and competitive services as required by proposed A.A.C. R14-2-
1615, exclusive of the costs of transferring the APS power marketing function to an affiliate.
The assets and services to be transferred shall include the items set forth on Exhibit C attached
. hereto. Such transfers may require various regulatory and third party approvals, consents or
waivers from entities not subject to APS’ control, including the FERC and the NRC. No Party
to this Agreement (including the Commission) will oppose, or support opposition to, APS
requests to obtain such approvals, consents or waivers.

4.3. Pursuant to A.R.S. § 40-202(L), the Commission’s approval of this
Agreement shall exempt any competitive service provided by APS or its affiliates from the
application of various provisions of A.R.S. Title 40, including A.R.S. §§ 40-203, 40-204(4),
40-204(B), 40-248, 40-250, 40-251, 40-285, 40-301, 40-302, 40-303, 40-321, 40-322, 40-331,
40-332, 40-334, 40-365, 40-366, 40-367 and 40-401.

4.4. APS’ subsidiaries and affiliates (including APS’ parent) may take
advantage of competitive business opportunities in both energy and non-energy related
businesses by.establishing such unregulated affiliates as they deem appropriate, which will be
free to operate in such places as they may determine. The APS affiliate or affiliates acquiring
APS’ generating assets may be a participant in the energy supply market within and outside of
Arizona. Approval of this Agreement by the Commission shall be deemed: to include the

“following specific determmanons reqmred‘ under Sectxons 32(c)vand (&)(2) of the Public Utility..
Holdmc:r Compa.ny Act of 1935: ed B2 '

SRR - 4@-\;‘24 :?T‘“]’»

The Commission has dctermmed that allowch the Generanon Asscts to become
- “eligible facilities,” within the meaning of Section 32 of the Pubhc Utility -~ -
: Holdmg Compan_y Act ("PUHCA"), and owned by in"APS EWG affiliate -

(1) will benefit consumers;(2) is in the pubhc inferest; and (3) does not viola

ﬁi-:cismN ¥o. (.p [ C) 73
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The Commission has sufficient regulatory authority, resources and access to the
books and records of APS and any relevant associate, affiliate, or subsidiary
company to exercise its duties under Section 32(k) of PUHCA.

APS will purchase any electric energy from its EWG affiliate at market based
rates. This Commission has determined that (1) the proposed transaction will
benefit consumers and does not violate Arizona law; (2) the proposed
transaction will not provide APS’ EWG affiliate an unfair competitive advantage
by virtue of its affiliation with APS; (3) the proposed transaction is in the public
interest.

The APS affiliate or affiliates acquiring APS’ generating assets will be subject to regulation by
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than
that manner and extent of Commission regulation imposed upon other owners or operators of
generating facilities.

4.5. The Commission’s approval of this Agreement will constitute certain
waivers to APS and its affiliates (including its parent) of the Commission’s existing affiliate
interest rules (A.A.C. R14-2-801, ef seq.), and the rescission of all or portions of certain prior

mmission decisions, all as set forth on Exhibit D attached hereto. -

4.6. The Parties reserw)e their ri;hts under Sections 205 and 206 of the
Federal Power Act with respect to the rates of any APS affihate formed under the prOVISIOIIS of
this Article IV. :

| ARTICLEV -
5.1.7 ‘Upon receipt of 2 final ordér of the Commxssxon approving this. < . .. |

Agreement that is no longer subject to judicial review, APS and the Parties shall thhdraw w1th
: preJudtce all of theu' various court appeals of the Comm.tssmn s competmon orders ;

e 5, b a2 Wm0 2
. 6. 1 Th.ts Agreement*shall not‘become'effecttve ttnttl the issuance of a finaI%
Comm1ss1on order approving this Agreement without modification on or before August 1, .. :
1999. In the event that the Commission fails to approve this Agreement without modificatio R TRETEE
according to its terms on or before August 1,:1999, any Party to this Agreement may. thhdraw TR
from this Agreement and shall thereafter not be bound by its provisions; provided, however, o .
: if APS withdraws from this Agreement, the Agreement shall be null and void and of no .. -
turther force and effect. Ini any event, the rate reduction provisions of this Agreement shall not -
take effect until this Agreement is approved. Parties so thhdrawmg shall be free to pursue .

7
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their respective positions without prejudice. Appro\.}al of this Agreement by the Commission
shall make the Commission a Party to this Agreement and fully bound by its provisions.

6.2. The Parties agree that they shall make all reasonable and good faith
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and (2)
ensure full implementation and enforcement of all the terms and conditions set forth in this
Agreement. Neither the Parties nor the Commission shall take or propose any action which
would be inconsistent with the provisions of this Agreement. All Parties shall actively defend
this Agreement in the event of any challenge to its validity or implementation.

ARTICLE VIO
MISCELLANEQUS MATTERS

7.1.  To the extent any provision of this Agreement is inconsistent with any
existing or future Commission order, rule or regulation or is inconsistent with the Electric
Competition Rules as now existing or as may be amended in the future, the provisions of this.
Agreement shall control and the approval of this Agreement by the Commission shall be
deemed to constitute a Commission-approved variation or exempnon to any conflicting
provision of the Electric Competition Rules.

7.2. The provisions of this Avreement shall be unplemented and enforceable
notwithstanding the pendency of a legal challenge to the Commission’s approval of this
Agreement, unless such implementation and enforcement is stayed or enjoined by a court )
having jurisdiction over the matter. If any portion of the Commission order approving this e
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful = = - . =
in any respect, then (1) APS shall have no further obligations or liability under this o
Agreement, including, but not limited to, any obligation to implement any future rate .
reductions under Article II not then in effect, and (2) the modifications to APS’ certificates of . . )

- convenience and necessity referred to-in Section 1.4 shall be automancally revoked in which R Hfe
event APS shall use its best ‘efforts to continue t6’ provxde noncompetmve services-(as defined - ' S
in the proposed Electric Competmon Rules) at then current rates with respéct to customer. - i’ ;L:i.:
contracts then in effect for competitive generauon (for the remainder of their term) to the

extent not prohiblted by law and subJect to apphcable regulatory requxreinents
COEE SRt LA

'3 ; The terms and provxslons of this. Agreemgnt apply soleI tg,gn_d are :
bmdmg only in the context of the purposes : and results of this Agreement and none of the,
positions taken herem by any Party may be Teferred 6, cited or relied - upon by a.ny.otﬁer Party
in any fashion as precedent or othermse in any other proceedmg before this. Commission or

_an;Lother_regulaxory agency or before any. court of law for any purpose except in furtherance
- of the purposes and results of th.ls Agreeme' : '

Thls 'greement represents‘ an a empt to compromxse and settle dxsputed

clan:ns rcgardmg the prospective Just and reasonable rate levels and the terms and condx_' onsg

PO .
G sy ms
KM R a

neereron v [ 21 G703
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of competitive retail access, for APS in a manner consistent with the public interest and
applicable legal requirements. Nothing contained in this Agreement is an admission by APS
that its current rate levels or rate design are unjust or unreasonable.

7.5.  As part of this Agreement, APS commits that it will continue the APS
Community Action Partnership (which includes weatherization, facility repair and replacement,
bill assistance, health and safety programs and energy education) in an annual amount of at
least $500,000 through July 1, 2004. Additionally, the Company will, subject to Commission
approval, continue low income rates E-3 and E-4 under their current terms and conditions.

7.6.  APS shall actively support the Arizona Independent Scheduling
Administrator (“AISA”) and the formation of the Desert Star Independent System Operator.
APS agrees to modify its OATT to be consistent with any FERC approved AISA protocols.
The Parties reserve their rights with respect to any AISA protocols, including the right to
challenge or seek modifications to, or waivers from, such protocols. APS shall file changes to
its existing OATT consistent with this section within ten (10) days of Commission approval of
this Agreement pursuant to Section 6.1. )

7.7. Within thirty (30) days of Commission approval of this Agreement
suant to Section 6.1, APS shall serve on the Parties an Interim Code of Conduct to address

inter-affiliate relationships involving APS as a utility distribution company. APS shall
voluntarily comply with this Interim Code of Conduct until the Commission approves a code of
conduct for APS in accordance with the Electric Competition Rules that is concurrently
effective with codes of conduct for all other Affected Utilities (as defined in the Electric
Competition Rules). APS shall meet and confer with the Parties prior to serving its Interim
Code of Conduct. .

7. 8 In the event of any disigreement over:the interpretation of thls T TR
Agreement or the implementation of any of the prov1sxons of this Agrcement the Partxershall
" promptly convene a conference and in good fazth shall attempt to resolve such dxsagreemem

".'. vi&a{n";‘ - :' ' .'.'.!\l . -

L g gl "~ The oblxgatxons undcr thxs Agreement that apply fc for a speclfic term set i
forth’ herem shall expu'e automatically in accordance w1th the term specxﬁed and shall 3 requlre
.no further action for thexr expu-auon. ' g

e -:_.. B

- 3 L5 2
: - 7. 10 The“Pa.rues agree and recommend that‘the ‘Commission sche % :
meeuncs and hearings for consxderanon of this Agreement -The ﬁhng of ttnS‘Agreement—thhA ““"’ ' T
the Commission shall be deemed to be the filing of a formal request for the expedmous RN Te
_issuance of a procedural schedule that establishes suchr formal hearings and publxc meetmgshns_ B R
“may be necessary for the Commission to approve this Agreement in accordance wnh T o
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Exhibit A
5/10/99
DA-R1
CTRIC DELIVERY RATES
ARIZON A PUBLIC SERVICE COMPANY . | AC.C. No, X0
Tarif or Schedule No. DA-R1

Phoenix, Arizona
Filed by: Alan Propper
Tide: Direciwor. Pricing and Regulation

Original Tarlil
Ed=ctive: XOCK XX 1999

DIRECT ACCESS
RESIDENTIAL SERVICE -

AVALABLITY
This rat= schedule is available in all certificated retail defivery service temmitory served by Company and whers facilities of adequate capacity and the
requirsd phase and suitable voltage are adjacent to the premises served,

APPLICATION

This rate schedule is applicable to customers recsiving electric energy on a direct access basis fom aay s=rtificated Electric Service Provider (ESP)
1s defzed {8 AL AC. R14-2-1603. This rate schedule is applicable only % electrie delivery required for residential purpesss in individual private dwellings and
in individiaily metered apartments when such service is supplied at ane paint of delivery and measured through ane meter. For those dwellings and apartments
where slectric service has historically been measured through two meters, when ene of the meters was installed pursuznt 10 2 water heating or space heating rate
schecule no loager in effect, the electrie service measured by such meters shall be combined for billing purpcses.

This rate schedule shall becore effective 33 defined in Company”s Terms and Conditions for Direct Access (Schedule #10.) -

B ¥4 VIC

Servics shall be single phase, §0 Hertz, 3t oue standard voltage (1207240 or 120/208 a3 may be salected by customer subject to availability at the
customer's premise). Three phase servics is fumished under the Company's Conditions Goveming Extensions of Elecric Distribution Lines and Serviess
(Schedule =3). Transformation equipment it included in cost off ion. Three phase service is required for motors of an individual rated capacity of 7-1/2

HP or more.

METERULNG RE M
All customers shall comply with the terms and conditions for lo;d profiling &wy metering specified in Schedule 310.

MONTHLY BILL _ ' : '

The monthly bill shall be the greater of the armouat computd under A. or B, below, including the spplicable Adjustments.

May - Ocuber Billing Cyeles (Summer):

j.* N . SM ~

| _Distributi

_350,04158 | S$0.00113 .

. “Seeviee ¢
- |~ 510,00

veczston vo. (/973
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DA-R1

A.C.C. No. X00CX

Page2 02

JUSTMENTS
1. Whea Metering, Meter Reading or Consolidated Billing sre provided by the Customer’s 52, the monthly bill will be credited 13
follows:

Meter $1.30 per month
Meter Reading $0.30 per month
Billing 50.30 per month

2. The monthly bill is also sibjest W the applicable proportionste part of aay taxes, or govemmeztal impositions which are or may in
the future be azsessed an the basis of groas revenues of e Compaay aad/ar the prics o¢ revenue from the electric secvics sold and/or

the volume of eneczy deliversd or purchased for sle sod/or sold hereunder.

RVICES AC ED FROM CERTIFICATE C SERVICE PROVIDERS

Customers served under this rate schedule are responsible for 3equiring their own generation and aay other required competitively supplied serviess
fom an ESP.  The Company will provide and bill its transmission and ancillary services on ras approved by the Federal Energy Regulatory Commission to
the Scheduling Coordisator who provides wansmission service to the Customer’s ESP. The Customer's ES? mus: submit a Direct Acsess Servics Request
pursuant to the terms aad conditions in Schedule 310.

ON-SITE GENERATION TERMS AND CONDITIONS .

CW served under this rate schedule who have on-site generation connectad to the Company's elecuical delivery gid shall eater into an
Agreement for Interconnection with the Comgparry which shall establish all pertinent details ek d to inter ection and other required service standards, The
Customer does not have the option to self power and encrgy to the Company under this tariff

MS N

This rate schedule is subject ta the Company's Terns and Conditions for Standard Offer and Direct Ass=se Services (Schedule 1) and Schedule
#1 1ese schedules have provisions that may affect customer’s moathly bifl.
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Exhibit A
5/10/99
DA-GS1
ELECTRIC DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XTCX
Phoenix, Arizona T or Scheduie No. DA-GS
Filed by: Alan Propper Original Tariff
Title: Director, Pricing 2nd Regulation Efective: XOXX XX, 1999
DIRECT ACCESS

GENERAL SERVICE
v, ILITY
This rate schedule is available in all certificated retail delivery servics territory served by Company at all paints whers fasilities of adequate capacity
and the requirad phase and suitable voltage are adjacent to the premises served.

APPLICATION

This razz schedule is applicable to customers receiving elestric energy on 3 direct acoess basis from any centificated Electric Service Pravider (ESP)
as defined in ALA.C. R14-2-1603. This rate schedule is applicable to ail electric service required when such servics is supplied at one point of delivery and
measured through one meter. For those customers whose electricity is delivered through more than one meter, service for cach meter shall be computed
separately under this rate unless conditions in aceordance with the Company’s Schedule #4 (Towlized Metering of Multiple Service Eatrancs Sections At a
Single Premise for Standard Offer and Direst Acsess Service) are met. For thase service locuions whers sletuic servics has histarically been measured through
twa meters, when one of the mieters was installed pussuant to a water heating rate schedule no fonger in effect, the eleciric service measursd by such meters shall

be combined for billing purposes. :
This rate schedule shall become effective as defined in Company's Terms and Conditions for Direct Acssss (Schedule 310).
This rate schedule is ﬁol applicable to residential service, resale service or direct access servics which qualifies for Rate Schedule DA-GS10.

TYPE OF SERVICE

Service shall be single or thres phase, 60 Hertz, at one standard voltage a3 may be sefected by customer subject to availability at the customer's
premise. Three phase service is fumished under the Company's Conditions Governing Extensions of Electric Disuibution Lines and Services (Schedule 33).
Transformation equipment is included in cost of extension. Three phase service is not furnished for motars of an individual rated capacity of less than 7-1/2 HP, .
except for existing failities or where total aggragate HP of all connectad three phase motors exceed 12 HP. Three phase service is required for motors of aa .

individual rated capasicy of more than 7-1/2 HP.
METERD )
All customers shall comply with the terms and conditions for load profiling or hourly metering specified in the Company’s Schedule #10.
(ONTHLY B A
mmmm‘_\-bm;mnbemc womﬂmmpuzdundera.w&belw,hwludhguxgapplicbleujm
RaTE : S e i

June ~ October Billing Cycles (Summer):

.Basic ST Competitive
Delivery s ) - Sysem Transition e s
= o | Serviee | Distribution | Benefits Charge X - 1 .. .. . .. _
S month si250 | - -~ Y . -7
Per &\ aver § $0.721 . - : . -
first 2.900 kWh . | 004233 . TN T
PerkWhforthe | - ‘ . L . .. e . ol
nes (00kWhper | $0.04253 ST .
kWovers - ) :
P kWh for the : - iy .
next 42,000 kWh : $0.02901.
Per kWh for all N o1 S I S
additionat kWh . : S0.0!.SH - . S . T e
Ber alt KWh . so.0otis : : SR LI L -
Perall kW 52.43 D ipampiaese T R

- mRmATATAN NMA /-/07%
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' DA-Gs;
A.C.C. No. X0OCK
Page20f3
A RATE (continued)
November — May Billing Cycles (Winter):
Basic Competitive
Delivery - System Transition
Serviee Distribution Benelits Charge

Smonth $12.50

Per KW over § $0.652

Per kWh for the .

first 2.500 kWh $0.03827

Per XKWh for the

next 100 kWh per $0.03327

kW over S

Per kWh for the

next 42.000 XWh $0.02600

Per XWh for all

additional kWh $0.01614 )

fer all kWh $0.001 15

Perall kW S2.43 .

RIMARY NSMISSION CE:

1.  For customers served at primary voltage (12.5kY to below 69k V), the Distribution charge will be discounted by 11.6%
2. For cusomers served at transmission voitage (69kV or higher), the Disuribution charge will be discounted 32.6%
3.  Pursuantto AAC. Rl14-2-1612.K 11, the Company shall retain ewnership of Cucrent Transformers (CT's)

and Potential Transformers (PT"s) for those custamers taking servics at valtage Tevels of more than 25k V.

For customers whose metering secvices are provided by aa ESP, a moathly facilities charge will be billed, in

addition 10 alf other applicable charges shown above, as detenmined i the servic contract based upon the

Company"s cost of CT and PT ownership, auintenance and operation.

MIN N W

The kKW used for billing purposes shall be the average kW supplied during the [ S-minute period of maximum use
during the moath, s determined from readings of the delivery meter.

B. MINTMUM

$12.50 plus S1.74 for e3ch kW in excess of five of either the highest XW astablished during the 12 months ending with the curreat moath
or the mini %KW specified in the agn ¢ for service, whichever is the greater. .

ADIUSTMENTS
l. Whgn- Mdeﬁﬁg. Meter R&:ding or Consolidated Billing are pmvided' by the Customer's ESP, the monthly bill will be credited as
follows: e . : . : S .
- Meter Reading 5030 per month- .
Billing .~ S0J0permonth . T . . - ¢ T )

2.. The monthly bill is also wﬁj«t to the applicable proportionate part of any taxes; or governmental impositions which are or may i8.... s
the fisture be 23sessed on the basis of gross revenues of thé Company and/or the price or revenue from the glectsic service sold andlor -
the volume of energy deliversd ar puschased for sale and/or sold hersunder. : . SETEES

Customers served under this rate schedule are responsible for acquiring their own generatiun and sy other required competitively supplied services

from an ESP or usder the Company's Open Access Transmission Tariff. The Company will provide and bill its transmission and ancillary serviess on rales

approved by the Federa! Energy Regulatory Commission to the Scheduling Coordinaton who provides transmistion service to the Customer’s ESP. The
Cusmma'sﬁ?mmhanmm,sw@wmmmwmcmmdcmﬁdminSehednlexlo.' e o ‘

(CONTINUED ON PAGE 3) DECISION NO. Lﬂ / q 7 ?
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DAGst
A.C.C. No. X00CX
Page3of3

oN-S NES N TERMS AND CONDITIONS

Customers served under this rate schedule who have on-site generation connected to the Companys elecrical delivery grid shall enter into an
Agreement fer [nterconnection with the Company which shall establish all pertinent details related to intercannecticn and other required servics standards, The
Customer does not have the option ta sell pawer 1nd energy o the Company under this wril

cor CT PERIO
0-1999kW: As pravided in Company’s sandard agreement for servics.
2,000 kW and abave: Thrs= (3) years, or longer, at Company’s option for initial period when corstrustion is required. One (1) year. or

longer, at Company's aption when constructian is act required.

TERMS AND CONDITIONS

This rate schedule is subjest ta Company's Terms and Conditions far Standard OT=r and Direct Access Servics (Schedule 21) and the Company's
Schedule #10. Thess Schedulez have provisions that may affect customer’s menthly bill.

cermmemewn . 1072
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Section 6.1 and that afford interested parties adequa;e opportunity to comment and be heard on
the terms of this Agreement consistent with applicable legal requirements.

DATED at Phoenix, Arizona, as of this 14th day of May, 1999.

N

By ,A%)/"P-g‘/ 770 o foé%//

Tite  Dinactor Tit fzﬁ et /-192//(/‘\/ Lt

N (Party)
ASSOCTATION

P (.Eg—,\_, By
R G

Title

ARIZONANS FOR ELECTRIC CHOICE (Party)
AND COMPETITION ¥ coalition of
companies and associations in support of
competition that includes Cable Systems

International, BHP Copper, Motorola, By _ :
Chemical Lime, Intel, 36ig%s, Honeywell, -~ = = = "
‘Allied Signal, Cyprus Climax"Metals, Asarco, ~  Title, ..

__Phelps Dodge, Mseeor, Homebuilders of |~ .. .
-~ *Central Arizona, Arizona Mining Industty -
‘Gets Our Support, Atizona Food Markeung""”."‘"?“ ok
Alliance, Arizona Association of Industries, . """
Arizona Multi-housing Association, *Arizona -
Rock Products Assocxauon, Anzona Restaurant
Association,
Swaaiee; and Arizona Retailers Assocxanon ek

Tile __CHARpAY f T';_ﬂe o : -

AN 1S el A g“"\*’("‘#\\ + Tl /\—tl/‘t&«wn./ 1092
NTe/ATOTARr Avnc o o - ‘o

: rP_a;:M S
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Exhibit A
5/10/99
. DA-GS10
(o IVERY
ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XXX
Phoecnix, Arizana Tasilf or Schedule No. DA-GS10
Filed by: Alan Progper Original Tariff
Tide: Director, Pricing and Regulation Effective: JOCX XX 1999
DIRECT ACCESS
LARGE GE? SERVIC

AV {

This rate schedule is available in all certificated retail delivery servics territory served by Company at all points where facilities of adequate capacity
and the required phase aad suitable voltage are adjacent to the premises saved.

PLICATION

This rate schedule is applicable to sustomers receiving elestric energy o a direct accass basis Sem any cxtificated Electric Service Provider (ESP)
as defined in A A.C.-R14-2-1603. This rate schedule is applicable only to customers whose monthly maximum demrand is 3,000 KW or more for three (3)
consecutive months in any cantinuous twelve {12) month period ending with the current month. Scrvice must be supplied 1t are point of delivery and measured
v.hmugh one meter unless atherwise specified by individual customer cantract. For thase customers whose elecuricity is delivered through more than one meter,
servics far cach meter shall be computed separately under this rate unless conditions in sccordancs with the Campany s Schedule ¥4 (Totalized Metering of
Multiple Service Entrance Sections AL 3 Single Premiss for Sandard Offer and Direct Acsess Service) are met,

This raze Mkismc applicable w0 resale service.
This rate schedule shall become efective as defined is Company’s Terms and Canditions for Direct Accsss (Schedule #10).

TYPEQESERVICE
Service shalf be three pbase, 60 Herez, &t Company's standard voltages that are available within the vicinity of customers premise,

METERING REQUIREMENTS
All customers shal! comply with the terms and conditions for hourly metering specified in Schedule 210,
MONTHLY BILL .
" The monthly bill shall be the greater of the mumuudmdaa.«abdow._indwgmappmuwm e )

A RATE

. .. Basie Competitive
L Delivery | . " System . Transition

{  Service | Distribution Benefits " Charge
s[m(h sz“so'co - RSN © meee e [
per kW 53.53 . $2.82
per kWh $0.00999 $0.00113 : -

M NS\ '._

i Forms«vdgprmyw{hp(lukaWGSkV).hDmib\mchmm‘llbcwwm’-.,l. ‘
e F«mmdumwhy(“kV«hgh«).t&Dmibumeh:pwﬂth“.m L
3.  Pursuantto AAC. R14-2-1612.K.11, the Company shall retain ownership of Curreat Transformers = ;
'(Ws)ud?ouul?mfomm(?ﬁ)&rthouaﬂmmhhqmuwhphnhdm o
. lhanZSkV F«mwhmcm;mmmwddbymw amublyﬁeﬂhsch:’xg

DRETERMINATION OF KW ;
ﬂukadforbdlmgpuzposash:ubelhpaltroﬁ . o o

e TtukWuudforhdlmgpurp«adnﬂbmuavmgckapphdd:mgthclimpmod (orodwrpmodnspenﬁdby_ s
mdmdnalcuaauwsmm)ofunmnmmlhcmlkaw&mrﬁnpeﬂh&hmm

Ce R

2 mm«nmumkWsp«nfwdmﬂnWhm«Mﬂduﬂmm«m
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DA-Csta
A.C.C. No. X0CCK

Page2 of2

§2,430.00 per month plus $1.74 per kW per month.

ADJUSTMENTS

1.  Whea Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the moathly bill will be credited a3

follows:
Meter $55.00 per month
Meter Reading S 0.30 per month
Billiag $ 0.30 per moath
1 The monthly bill is also iubjec: ta the applicable progortionate part of any taxes, or goveramenual impositions which are or may in
the futuces be asscased on the basis of gross reveaues of the Company and/or the price or rzvenue from the clectric service sold and/oe
the volume of eaergy deliversd or purchased for sale 1ad/or sold hereunder.
SERVICES ACQU FROM c C SERVICE PROVI

C’usame:: served under this rate schedule are nsponsihle for acquiring their own generation and any other required competitively supplied services
from 22 ESP. T he Company will provide and bill its transmission and ancillary servicss on rates approved by the Federal Energy Regulatory Commission to
the Scheduling Coordinator who provides transmission service to the Customer's ESP. The Customer’s ESP must submit 2 Direct Access Servics Request
pursuant to the terms and conditions in Schedule 310,

. ATION MS AND .

Custamers served under this rate schedule who have on-site generation connected to the Company”’s slectrical delivery grid shall enter into an
Agreement for lotercomection with the Company which shall establish all pertinent details related to interconnection and other required service standards. The
C 7 does ot have the optica to scil power and energy to the Company under this tarifl

CONTRACT PERIOD
For service loeations in:
a) Lsolated Areas: Ten (10) years, or longer, at Company’s aption, with standard seven (7) year termination period.
b) Other Areas: Three (3) years, or longer, at Company"s option.
MS AND COY ON.

This rate schedule is subject to  Company's Terms and Coaditions for Standard Offer and Dm Asgass Service (Schcdule #l) and the Compmy s
Schedule #10. These schedules have provisions that may affect customer's monddy bill. } S - . )




DOCKET NO. E-01345A-98-0473 ET AL.

Exhibit A
5113199
DA-

ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XXX
Phoenix. Arizona Tarid or Schedule No. DA-GS1!

Filed by: Alan Propper ' Criginal Tarfl
Tide: Directar, Pricing and Regulation Efecive: XOCKX XX, 1999

DIRECT ACCESS
RALSTON PURINA

AVAILABILITY .
This rats schedule is available in all centificated rotail delivery service teritory served by Company at all points where facilities of adequate capacity
and the required phase and suitable voitage are adjacent to the premises served.

APPLICATION

This rate schedule is applicable only to Ralston Purina (Site 4363570289) when it receives eleciric aéy on a direct access basis from any
esntificated Electric Service Provider (ESP) as defined m AAC. R14-2-1603. Service must be supplied as specified by individual customer contract and the
Company’s Schedule #4 (Totalized Metering of Multiple Service Entrance Sections At a Single Premise fer Standard Otfer and Dirsct Access Servics).

This rate schedule is nat applicable to resale servics, )

This rate schedule shall become effective a3 defined in Campany’s Terms and Conditions for Direst Access (Schedule #10).
TYPE QF SERVICE

Servics shall be three phase, 60 Herez, 2 12.5 kY.

METERING REQUIREMENTS
Custoaer shall eomply\vhbtbemmdemdiﬁpuforbondymdaingspedﬁdhswle#w.

MONTHLY BILL
The monthly bill shall be the greater of the amount computed under A, or B, below, including the applicable Adjustments.

A RATE

Basie o Competitive
Delivery . System | -Transition . B L
Service Distributien Benefits " Charge - R T . Cem R
S/manth $2.430.00 : i )

A - : 52.58 S1.86 _ . .

"o pskWh ) T $0.00732 5000113 ¥ - L

The KW used foe billing purposes shall be the greater ot . i
ndividual custorner's eontract) of maximuna use during the mooth, 23 determined from readings of the Jalivery meter

e

. w'ﬁowp«mmp\m"sx.n;ck\ify«'mh e TITURLITNL L LD A D
1. Whea Matasing, Mater Readisg o Consolidaied Billiog are provided by the Customer’s ESP, the moankly bill will be credited &3
. v Meter .- ”"“FM .o . . L . R . . T
;,g‘ . . . e -M“ Rﬁdzns s njowm S = I _-~ e
o " Billing $ .30 per month - : i T s

2 Thcmon!hly bill is also subject (o m'iiplicgb'h' proporionate part of say taxes, or governmental impositions which ars of may in’
the fusure be assessed o the basis of gross revenuss of he Campany and/ae the price or revenue {rom the electric service sold and/or
the voluma of ensrry delivered or purchased for sale 2nd/or 3old heceunder. 3
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DA-GS1Y
A.C.C. No. 300K

Page2 of2

SERVICES ACQUIRED FROM CERTIFICA CTRIC SERVICE PROVIDERS

Customer is responsible for 3squiring its own generation and any other required campetitively supglied serices from an ESP. The Company will
gravide and bill its traasmission and ancillary servicss on rates approved by the Federal Encrgy Regulatary Commission {0 the Scheduling Coardinator who
pravides rrosmissian service to the Custamer’s ES?. The Customer's ESP must submit 3 Direet Acesss Service Request pursuant ta the lerms and conditiens

in Schecule =10.

ON-SITE GINERATION TERMS AND CONDITION.

If Custoraer has on-site generation connected to the Company's electrical delivery grid, it shail enter into an Agreement for lnter ection with the
Company wiich siail establish 3ll pertinent details related to interconnection 2d other required servics standards, The Customer does not have the option to
sell pawer 10d energy W the Company under this tanifl.

AMS AN NDITION

“This raLe schedule is subject to Campany’s Terms and Coaditions far Standard Offer and Dirsct Acssss Service (Schedule #1) and the Company’s
Schetule =10. These schedules have provisions that may alfect custames™s wonthly bill. :
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Exhibit A

5/13/99
- DA-GS12
C DELIVERY R
ARIZONA PUBLIC SERVICE COMPANY " AC.C. No. 300K
Phoenix, Arizona Tari or Schedule No. DA-GS12
Filed by: Alan Propper Original Tasriff’
Tite: Director, Pricing and Regulation Effective: JOCK X, 1999
QIR_.ECT ACCESS
HP COPPER

AVAILABILITY

This rate schedule is available in all cotificated retail delivery service territory served by Cempany at all points where facilities of adequate capacity
and the required phase and suitable voltage are adjacent to the premises served.

APPLICATION
This rate schedule is applicable only to BHP Capper (Site #774532‘.’85) when it receives electric energy on a direct accsss basis from any

certificated Electric Service Provider (ESP) as defined in ALAC. R14-2-1603. Service must be supplied as specified by individual customer contract and the
Cemgpany’s Schedule 24 (Towlized Metering of Multiple Service Eatrance Sections At 2 Single Premise fcr_:Sund.:.rd Offer and Direct Access Servics).
This rate schedule is not applicable to resale service, )
This rate schedule shall become efective as defined in Company’s Terras and Canditians for Direct Access (Schedule #10)
TYPE OF SERVICE ' '
Service shall be three phase, 60 Herm, 3t 12.5 XV or higher.
METERDN UTREMENT.
Customer shall comply with the terms and conditions for bourly metering specified in Schedule #10.

MONTHLY BILL i
The monthly bill shall be the greater of the amount comput:dunder A oc B. below, including the applicable Adjustments.
A RATE
Basic Distributien Distribution Compci:i_dve
Delivery | atPrimary | atTransmission | System Trasition
) Service Voltage Voltage Benefits - Charge
S/menth $2.430.00 . e
pee kKW -_S1.38 _sL . S1.34
pee kWh i $0.00663 - $0.00346 $0.00113 | v o
¥ AND TRANSM -

's«mwmmmmmuayassmmma@mmmb_esiqcu_;
Mﬁmwﬂeﬂwmﬁ&k”“ﬁmawhhmmm‘”ﬂ@c '

.W!'ﬁc&o(ﬂmd"wmﬁgmwm o
The KW sed for billing purposes shall be the greater oft : R :
L ThckW\uegif«ﬁllhgwﬂlhhawkwmﬁgmmumw“ (““‘Pﬂmﬁwﬁdﬁe‘fﬁy

-

MVid‘_ﬂlMM‘!cm)efmﬁmnmmm;mwt.uWud&aupmﬁng_n@hc.#ﬁvqmdg,, — S
2. The minimum kW specifiedin the sgreemaent for servics o individual customer woommact, . - i -

$2.430.00 per month plus $1.74 per kW permonth. '

DECTSTON MNO. /n IO 73
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DA-GS12
A.C.C. No. XX
Page 2 of2

ADIUSTMENTS

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the moathly bill will be credited as

follows:
Meter $55.00 per month
Metsr Reading S 0.30 per month
Billing $ 0.0 per moath

2.  The mounthly bill is also subject to the applicable proportionate part of any taxes, or governimental impaositions which ar= or may in
the futurs be a3sezsed on the basis of gross ceveaues of the Compaay and/oc the price or r=venue from the electric service sold and/or

the volume of energy delivered ar purchased for sale and/or sald hersuader.

SERVICES AC FROM CERTIFICATED ELE IC SERVIC ]

fa is respansible for acquiring its own generation and any other required competitively supplied services from an ESP. T he Company will
provide and Bill its transmission and ancillary services on rates approved by the Federal Energy Regulatary Commission to the Scheduling Coardinator who
provides oRosmission service to the Customer's ESP. The Customer’s ESP must submit a Direct Access Servics Requast pursuant to the terms and canditions

m Schedule 210,

N-S VERATION TERMS AND CONDITIONS .

If Customer has an-sits generation connected to the Company's electrical delivery grid, it shall enter into an Agreement for Interconnection with the
Compaay which shall establish all pertinent details relatad ta interconnection 1ad other required service standards. TheCusomdnunothvedwopuoum
sell pauermd energy to the Company under this tarif

TERMS AND CONDITIONS

This rae schedule is subject ta Company’s Terms and Conditicas for Standard Offer and Direct Acc=ss Service (Schedule #1) and the Company's
S 210, These schedules have provisions that may affect customer's monthly biil.
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Exhibit A
5/13/99
DA-GS13
LE C DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY ' : AC.C. No. X0CKX
Phoenix, Arizonx Tanffor Schedule No. DA-GS13
Filed by: Alaa Propper Criginal Tarif -
Title: Directae, Pricing and Regulation Effestive: XX XX, 1999
IR/ ACCESS
CYPRUS BAGDAD
AVAILABILITY -

This rate schedule is available in all certificated retail delivery servies tamitory served by Company at all paints where facilities of adequate capacity
and the required phase and suitable voltage are adjacent to the premises served.

APPLICATION . _
This rate schedule is appliczhle only to Cyprus Bagdad (Site #120932284) when it receives clectric energy on a direct access basis fom any
sentificated Electric Service Provider (ESP) as defined in A A.C. R14-2-1603. Service must be supplied as specifisd by individual customer contract and the
Company’s Schedule #4 (Totalized Mezering of Multiple Servics Eatrancs Sections AL a Single Premise for Standard Offer and Direct Access Service).
T!I'xi.s rate schedule is not applicable to resale service.
“This rate schedule shall become efective a3 defined in Company’s Terms and Conditions for Direct Acoess (Schedule £10).
[YPE OF SERVICE
Servics shail be three phase, 60 Herz at 115 kV or higher.
y M

Customner shall comply with the terms and conditions for hourly metering specified in Schedule #10.

MONTHLY BILL
The monthly bill shall be the greater of the amount computed under A. or B. below. including the applicabie Adjustments.
A _RATE '
Basic } Competitive ) ' .
Delivery . . Systen Transition - ' : . .
. Service Distribution Benefits - Charge
S/month $2.430.00 . : : -
pekw - - -§ - ~$1.098 . Cee St34 . S R R ET T REe -
per kWh - $0.00298 | S0.00113 ~ e e P

ﬂ?md?m{m@?s)hhmuhn;mumpmdmﬁ\mﬁ kv.
" L .. .For customers whosa metering services are provided by an ESP, 4 monthly facilities charge will be billed, in
— h MmhﬂmwwchMMamummmwwh
- cmsm«craunmﬁmwm

E Py - - e . o e e o

\ el h\‘. . ...i”.... Sy - t_l - ) SRR s ~ . .._:.. ] b
TthMbrbullmgpu:p«ashaﬂboﬂwyuﬁroﬁ o

1. ThckWuud(crbulhnglihhampkapplud&mgﬁcJO—mnmpmed (wodurpmodaspenﬁdby
mdmdualmsm)ofmum&mhmﬂxu&mhmmo{dwdehmyw

2. T'hcmnm Wwdmhm&mwwwwmm

52.430.00 per month plus S1.74 per KW per month, unil Jusz 30, 2004 when this minimura will no longer be applicable.

10
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AC.C. No. 300K
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ADIUSTMENTS

1.  Whea Metering, Meter Resding oc Consalidated Biiling ars provided by the Customer’s ESP, the monthly bill will be credited a3

follows:
Meter $55.00 per month
Mcter Reading  $ 030 per montht
Billing 3 030 per moath

"

The maathly bill is also subject to the spplicable pregortionate part of any taxes, or governmental impositions which sce or may in
the fucies be s3sessed on the basis of gross reveaues of e Company and/or the psice or revenue from the electric service sold and/or
the volume of egergy delivered or purchased for sale and/oe sold hersunder.

Customer ia responsible for acquiring its own generation and any other required competitively supplied services from an ESP. T he Company will
provide and biil its traesmission and ancillary services on = appraved By the Federal Enerzy Regulatory Comemission to the Scheduling Coordinator whae
provides transtission servics W the Customer’s ES?. The Custorner’s ESP must submit a Direct Aco=ss Service Request pursuant (9 the tsrms and conditians

in Schedule =10, .
ON-S ENE N TERM CONDITION .

If Customer bas on-sitz generation connected (o the Company's electrical defivery grid, it shall enter into 2n Agreement for Interconnection with the
which shall establish afl p«ﬁnaud:uikrehudwim«mmecﬁcnmdoﬂurnquhdwﬁamm The Castamer dacs not have the aption
s.eupowermde«gyuzh;Companyundcmhmiﬁ !

MS CONDITIONS

This raze schedule is subject 1o Company’s Terms and Conditions for Standard Offer and Direx Acsess Service (Schedule #1) and the Company’s
$  sle210. These schedules have provisions that may affect customes"s meathly bill. .

v
?
i

~
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EXHIBIT C

Generation assets include, but are not limited to, APS’ interest in the following
generating stations:

Palo Verde
Four Corners
Navajo
Cholla
Saguaro
Qcotillo

YWest Phoenix
Yucca
Douglas
Childs

Irving

including allocated common and general plant, support assets, associated land, fuel
supplies and contracts, etc. Generation assets will not include facilities included in

APS' FERC transmission rates. oo

- DECISION NO. ‘(A/Qlj_
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EXHIBITD
Affiliate Rules Waivers

R14-2-801(5) and R14-2-803, such that the temm “reorganization” dees sot include. and o
Commission approval is reguired for, corporate restructuring that does oot directly involve the
utility diswribution company (“UDC™) in the holding company. For example, the holding
company may rearganize. form, buy or sell aan:UDC affiliates, acquirs or divest interests in

non-UDC a.ffiliares:. etc., without Commissioa approval.
R14-2-304(A)
R14-2-805(A) shall apply oalv to the UDC
R14-2-805(A)(2)
R14-2-8035(A)(6)
T -2-805(A)(9). (10), and (11)
ecisi ior Commissi der

Section X.C of the “Cogeneration and Small Power Production Policy™ artached to Decision
No. 52545 (July 27, 1981) regarding reporting requirements for cogeneration information.

Decision No. 55118 (July 24, 1986) - Page 13, Lines 5-1/2 through 13-1/2; Finding of Fact
No. 24 relating to repomna' requirements under the abolished PPFAC.

Decision No. 3:8 18 (December 14, 1987) in its eatirety. Ttus decision related to APS Schedule ‘
9 (Induswial Development Rate) which was terrmnated by the Commxssxon in Dec1smn ‘ ;

No. 59:79 (Ocrobcr 11 199:) o f:i? e g j: . =

Sth and 10th Ordenng qumphs of Decxsmn No. 56430 (Apnl 13, 1989) rczardmz rcportmg
requlrcments under the abolished PPFAC. .

83931301

/ 1 D
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Have you ever been promised a present, given a different one, and then asked to

pay for it yourself? Well, that’s what has happened to Arizona residential consumers and
small businesses with the Commission’s approval of the Arizona Public Service ("APS”)
settlement agreement/contract. In sum, Arizona consumers were promised robust
competition, given a modest rate cut (actually, 6.83%), and then asked to pay for that rate
cut to the tune of an additional minimum of $350 million dollars in stranded cost
recovery for APS (plus an undetermined amount for “transition” costs associated with
creating affiliates to handle competitive ventures). The parties to this settlement
agreement are APS, AECC (a representative of industrial and commercial interests), the
Residential Utility Consumer Office' (RUCO - a state utility “watchdog”) and Arizona
Community Action Association. Excluded from participating in the negotiations was the
Arizona Corporation Commission, the Arizona Consumers Council and potential
cofnpetitors of APS, like PG& E Energy Services, Commonwealth Energy and others.
Such exclusions — as well as a lack of adequate representation for residential consumers —
testify to the fact that this settlement agreement does not encompass the wide spectrum of

interests it holds itself out to represent.

' In the recent Auditor General's performance audit of RUCO, it states, “According to the act establishing
RUCO, the agency is intended to represent the interests of residential consumers, critically analyze
proposals made by public service corporations to the Commission, and formulate and present
recommendations to the Commission.” According to Greg Patterson — then Director ~ RUCQ did not
perform any type of critical analysis to determine whether the benefits to residential consumers are fair and



When the Commission embarked on deregulation over five years ago, the primary
purpose was to restructure the electric industry by introducing the generation portion of
utility service to the wonders of the free marketplace — where robust competition would
spark innovative technologies, and consumer choice would improve quality of service
and drive rates downward. Incumbent monopolies such as APS fought hard and
challenged the Commission’s authority to change the regulatory paradigm, but so far
these legal challenges have been unsuccessful.

On Septémber 21, 1999 - as I promised voters in 1996 to help bring about
competition in Arizona — I voted for a second time in favor of the Electric Competition
Rules (“Rules”) for the purpose of beginning the deregulation process; one that had been
stalled earlier this year. While the Rules are not perfect, and while future Commissions
will need to make adjustments to the Rules to assure a ‘fair’ competitive market, I believe
they provide a framework where consumer and free-market interests enjoy some
safeguards. However, only two days after these Rules were adopted, the Commission
has now approved a settlement which, among other things, gives inany “exemptions” and
“waivers” from provisions in the Rules which conflict with the APS settlement contract.

When potential competitor after competitor testifies that the APS settlement
agreement will not provide an appropriate atmosphere for competition within APS’
service territory, it is our role as regulators to at least consider their arguments.
Unfortunately, at least one Commissioner indicated he was unwilling to consider any

amendment unless it was proposed by a party to the agreement. However, many

reasonable in light of APS’ stranded cost recovery figure, or whether the figures supplied by APS and
AECC are accurate.



potential competitors — which are not parties to the settlement -- argue that the shopping
credits provided for in the settlement are too low, a view supported by Commission Staff.
Staff opined that it had, “demonstrated that the proposed shopping credits were
inadequate when considered in reference to each entire class of customers. The fact that
one particular customer may experience an adequate shopping credit does not justify the
Commission’s approval when the referenced customer’s usage characteristics are
different than those of the class as a whole.”? In fact, Staff argued that making a
modification to the shopping credit would make it more likely that a competitive market
can develop without increasing rate levels, and still allow the company to collect all its
stranded costs. Not surprisingly, APS counsel stated during Open Meeting that any
increase in the shopping credits would be 2 “dealbreaker.” My proposed amendment
was then subsequently voted down, as was the opportunity to develop a more competitive
market in Arizona.
onsu ive ate
One provision of the APS settiement agreement hailed by consumer groups such
as RUCO is the modest 6.83% rate cut to residential Standard Offer customers. How
RUCO came to this conclusion is unclear; its Director admitted during testimony that no
critical financial analysis of any portion of the agreement was conducted by its staff.
Timothy Hogan, who represents the Arizona Consumers Council (which is opposed to
the settlement) asked the appropriate question; “Is it enough?” APS has not been . .

through a full rate case since 1988, and this Commission has not undertaken the

2 Staff’s Exceptions to Recommended Order



process to determine if the company has been — or is currently ~ overearning profits. The
population in the Phoenix metropolitan area has exploded since 1988, and one can
ascertain that customer growth has mirrored that number as well. If the goal of this
Commission was to get rate cuts for all consumers, a rate case certainly would have been
less onerous and less expensive to all parties than the monumental effort to deregulate
the generation portion of the electric industry.

More disturbing is the fact that these “guaranteed’ rate cuts are not guaranteed at
all. Of the 7.5% rate cut APS proposed, about one-tenth of that number was already
ordered by this Commission in 1996. In addition, the company reserves the right to come
back and seek changes to its rates prior to July 1, 2004 ( the year the “guarantee” expires)
in the event of an unforeseen event or an emergency. APS claims that these rate cuts will
save all consumers close to $475 million dollars in savings during this transition period.
However, Commission staff estimates that the savings are closer to $329 million dollars,
with about $173 million going to residential consumers. Unfortunately, RUCO and
ACAA conducted no analysis at all.

ust a U tran

“Stranded Cost Recovery” is a term artfully used by incumbent utilities to explain
why consumers should have to pay them to change the system. Under the original
Stranded Cost Order, incumbent utilities such as APS would have had to divest
themselves of generation assets — a process which would give a clear indication to all
parties of their value. However, the Rules were changed in April, 1999 to allow
incumbent utilities to utilize any method outside divestiture to recover its stranded cgsts.

In an article appearing in Forbes earlier this year entitled “Poor me,” Christopher Palmeri



writes, “Not every state legislature or utility commission has the political will to force
divestiture, however.” After explaining how incumbent utilities often litigate the matter
of stranded cost recovery as a tactic of delay, he writes, “For this reason, legislators and
regulators sometimes feel like they need to cut some deal, any deal, just to get a
competitive market moving forward.” It is a tactic that has worked brilliantly for APS.

The argument advanced by APS is that in changing the regulatory paradigm from
one of a monopoly system to a competitive marketplace, certain investments (such as
generation plants) lose value. If anything, the market has shown throughout many states
(CA, MA, NY, CN) that generation assets can be sold at nearly twice the book value of
the plant.® Although APS contends that its generation assets are at least $533 million
dollars over market value, how can the market value be determined when nothing has
been offered for sale in Arizona?

The Commission has had a long standing practice (and one which I support) of
allowing utilities’ shareholders to keep fifty percent (50%) of any net profit of assets
divested. The other fifty percent (50%) is returned to ratepayers who paid for those
assets. So how does a utility get around this concept of “stranded benefit”? Instead of
divesting themselves of the asset through the open market, they transfer it to an affiliate
at “book value,” thus bypassing any need to account for a net profit. Meanwhile, the
asset still retains it higher “market value” and, if then sold by the generation affiliate,
may fetch a hefty price. Only with divestiture can the open market determine whether a

utility is left with “stranded costs” or “stranded benefits.”

? Palmeri writes, “According to data collected by Cambridge Energy Research Associates, the average
nonnuclear power plant put up for sale last year sold for nearly twice its book value.” Forbes



Another justification APS advances for the recovery of stranded costs is that “lost
revenues” will result by losing current customers to new market entrants. If this is true,
why did Pinnacle West Energy Corporation (an APS energy affiliate) announce plans to
build and upgrade new generating facilities to meet the demands set by customer
growth?* In its recent application to the Commission, Pinnacle West Energy Corporation
writes:

“The growth rate in electricity use has exceeded six percent a year

for Arizona Public Service Company (APS) customers in Arizona.

Growth in the metro-Phoenix area is expected to increase peak customer

demand for power from 7,000 MW in 1999 to over 9,000 MW in 2005. In

order to meet that need, new generating plants and transmission lines will

be needed to import more power into the Valley."

And I thought consumefs in Arizona were being asked to pay for “stranded costs”
because of lower valued plants, in addition to APS’ estimates on how many customers it
stands to lose to new market entrants. APS Energy Services (an APS marketing affiliate)
already markets power in other states such as California. So, while Arizona consumers
are being asked to foot the bill for APS’ stranded cost recovery, California consumers are
being marketed “competitive” cost power by its‘ affiliate.

Conclusions
1. The APS settlement contract does not promote competition. Rather, it protects
the status quo, making Standard Offer Service more attractive to the average

consumer and tougher for competitors to effectively compete within APS’ service

territory. Also, the shopping credits provided for in the agreement are too low.

* In 1988, APS’ customer based was 582,003. In 1996, it was 717,614. In 1998, it had grown to 798,697,
These figures are based on APS filed annual reports.



The aggregate 6.83% rate cut over the next four years is a modest figure
considering that APS has not been through a rate case since 1988. Is it enough,
given APS’ rapid growth in its customer base since that time? And what about
the so-called “guarantee,” even though APS reserves the right to change its rates
in the case of an emergency?

Parties to the agreement like RUCO did not perform a critical financial analysis of
the proposal, either with regards to the consumer rate cuts or the stranded cost
recovery for APS. Furthermore, they accepted the information provided by APS
and AECC without analyzing its veracity.

APS has not proved it is entitled to its stranded cost recovery figure. Commission
staff estimates that under the APS methodology, stranded cost recovery should be
approximately $110 million dollars, far below the estimated figure of $533
million calculated by APS. Additionally, Arizona’s Court of Appeals has ruled
that utilities do not have a “regulatory compact” with the Commission, a concept
advance by utilities to justify their reasons for stranded cost recovery.

The agreement provides for exemptions to APS to the recently passed
Competition Rules; rules which attempt to bring about a level playing field to
foster a competitive market in Arizona. Such exemptions render the protections
for fair competition in the Rules meaningless.

Attempting to bind future Commissions to the “benefits” bargained for by the
parties has been challenged as unconstitutional, and -- contrary to APS’ assertions
made in the settlement agreement — its adoption by this Commission will create

more litigation rather than less litigation.



In my opinion, the APS agreement/contract passed today represents an
affirmation of the status quo, does not promote competition through a leveled playing
field, and contains rate cuts which could likely have been more if obtained through a rate
case. Because the provisions contained therein are not in the public interest, I cannot

vote in favor of the agreement, and must therefore dissent.
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