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EXECUTIVE SUMMARY
CODE OF CONDUCT
DOCKET NO. E-00000A-02-0051, E-01345A-01-0822, E-00000A-01-0630, AND E-01933A-
02-0069

The Commission decided in Decision No. 65154 ("Track A") that the Codes of Conduct
as adopted in Decision No. 62416 (April 3, 2000) and Decision No. 62767 (August 2, 2000) for
Arizona Public Service ("APS") and Tucson Electric Power ("TEP"), respectively, must be
revised in order to protect the public interest. APS and TEP were ordered to submit
modifications as recommended by Staff to their Codes of Conduct. Such proposed revisions
were to be filed with the Commission within 60 days of the effective date of Decision No. 65154
(September 10, 2003 ), with a hearing to be held as provided in A.A.C. R14-2-1616.

On November 12, 2002, TEP filed a letter with the Commission stating that neither TEP
nor its parent, UniSource Energy, has a competitive electric service provider, a separate
generation affiliate, or an affiliate involved in the marketing and trading of wholesale power.
TEP stated that no modifications to TEP's Code of Conduct are necessary.

On November 12, 2003, APS filed modifications to its Code of Conduct.

The Detailed Staff Proposed Solicitation Process, acopted by Decision No. 65743
("Track B"), recommended that all persons assigned to the solicitation by the utility be subject to
a "standard of conduct" established for the purpose of maintaining a separation between the
utility and any affiliated entity or person.

Decision No. 65743 directed Staff to file reports in these dockets on the Codes of
Conduct previously filed by APS and TEP, within 60 days from the date of the Independent
Monitor's final reports. The Staff Reports should include, but not be limited to, an analysis of
the Standards of Conduct, their applicability to the respective Codes of Conduct filed by APS
and TEP, and recommendations regarding their incorporation into the Codes of Conduct.
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Track A Decision

The Commission decided in Decision No. 65154 ("Track A") that the Codes of Conduct
as adopted in Decision No. 62416 (April 3, 2000) and Decision No. 62767 (August 2, 2000) for
Arizona Public Service ("APS") and Tucson Electric Power ("TEP"). respectively, must be
revised in order to protect the public interest. The current Codes of Conduct need additional
provisions and should cover an investor-owned electric utility regulated by th > Commission and
all affiliates in energy-related fields, including affiliates who sell power at wholesale.

APS and TEP were ordered to submit modifications as recommended by Staff to their
Codes of Conduct. At a minimum, the Code of Conduct should address arm's length
transactions; access to confidential information; cross-subsidization: preferential treatment to
affiliates; joint employment and employee transfer issues; sharing of office space, equipment,
and ser ices; proprietary cuc omer information; financing arrangements with affiliates; and
conflicts of interest. Such proposed revisions were to be filed with the Commission within 60
days of the effective date of Decision No. 65154 (September 10, 2003 ). with a hearing to be held
as provided in A.A.C. R14-2-1616.

On November 12, 2002, TEP filed a letter with the Commission stating that neither TEP
nor its parent, UniSource Energy, has a competitive electric service provider, a separate
generation affiliate, or an affiliate involved in the marketing and trading of wholesale power.
TEP stated that no modifications to TEP's Code of Conduct are necessary.

On November 12, 2003, APS filed modifications to its Code of Conduct. See Schedule A
for APS' current Code of Conduct and Schedule B for a red-lined version of APS' modified Code
of Conduct.

Track B Decision

The Detailed Staff Proposed Solicitation Process, adopted by Decision No. 65743
("Track B"), recommended that all persons assigned to the solicitation by the utility be subject to
a "standard of conduct" established for the purpose of maintaining a separation between the
utility and any affiliated entity or person. Persons who work for an affiliate, parent, or part of the
utility involved in the sale or marketing of resources from generating assets owned by the utility
should not participate in the solicitation preparation or evaluation of bids, or have any contact
regarding the solicitation with any personnel assigned to conduct the solicitation, except on the
same terms as any other bidder. In addition, a protocol should be established for all
communications between the utility and all prospective bidders, regardless of whether they are
affiliates or third party bidders. The protocol would prohibit the dissemination of any data to an
affiliated person that are not provided to all other interested persons on equal terms and at the
same time.

Decision No. 65743 directed Staff to file reports in these dockets on the Codes of
Conduct previously filed by APS and TEP, within 60 days from the date of the Independent
Monitor's final reports. The Independent Monitor's report was filed on June 13, 2003. The Staff
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Reports should include, but not be limited to, an analysis of the Standards of Conduct, their
applicability to the respective Codes of Conduct filed by APS and TEP. and recommendations
regarding their incorporation into the Codes of Conduct.

The Commission set forth the following guidelines to clarify the Commission's position
that no exercise of affiliate preferences would be tolerated in the solicitation process:

) APS shall treat non-affiliated generation equally in all respects with affiliated
generation in the solicitation process. This requirement extends to any contractual
arrangements associated with the bidding and procurement process that APS
enters into with any affiliated entity involved in the solicitation and procurement
process, including, but not limited to, access to gas capacity or transportation
under APS' contract with El Paso Natural Gas Company.

o APS shall keep detailed records of any and all contacts with all non-APS entities,
including employees of and contractors for its parent and all affiliates, regarding
the initial and subsequent solicitations up through the time that the procurement
process is complete. These records shall be maintained for the life of the longest
contract, plus five years. ’

. Employees of and contractors for APS' parent and affiliates, who may be involved
in the preparation of a bid in the solicitation process, shall not have contact with
employees who will conduct the solicitation, concerning any business matter
related to APS' parent or affiliates pertaining to the Track B solicitation.

. For the purposes of the solicitation and procurement, APS shall prohibit all
personnel who provide advice to APS in the solicitation process from
communicating with any personnel working for or contracted to APS' parent or
affiliates who may be involved in the preparation of a bid in the solicitation
process, concerning any business matter related to APS' parent or affiliates
pertaining to the Track B solicitation.

See Schedule C for APS' current Standards of Conduct for the competitive procurement
process.

Staff's Recommendation regarding TEP

Staff understands that TEP currently does not have an affiliate that sells wholesale or
competitive retail electricity. However, TEP's parent, UniSource Energy, is nearing completion
of the process to purchase Citizens Communications, Electric and Gas Divisions. Staff is not
recommending a Code of Conduct between TEP and this new affiliate at this time because the
affiliates are regulated by the Commission. Staff will monitor the situation and, if warranted,
make a recommendation for a Code of Conduct in the future. If sometime in the future, TEP
were to have an affiliate that sells wholesale or competitive retail electricity, then TEP should
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file, within 60 days of the formation or acquisition of the affiliate, a revised Code of Conduct for
Commission approval.

Staff's Proposed Modifications to APS' Code of Conduct.

A red-lined version of APS' Code of Conduct with Staff's proposed modifications is in
Schedule 4. Many of APS' proposed modifications are included. The modifications are
explained below by section.

Section I. - Definitions

APS added definitions for "Arm's Length Transaction," "Commission," "Competitive
Electric Services," "Competitive Procurement Process,” "Competitive Retail Activities,"
"Competitive Retail Affiliate," "Competitive Wholesale Services," "FERC," "Pinnacle West,"
and "Shared Services." Staff agrees with the addition of these terms. Staff modified the
definition for "Shared Services" by removing "risk management,” "cnergy risk management,"”
and "law" and adding a sentence that indicates that these three items will not be included in
"Shared Services." The Independent Monitor's report identified those two shared services as a
continuing source of potential conflict during the solicitation.

APS deleted the definitions for "Competitive Activities," "Interim Competitive
Activities," and "Same Terms." Staff agrees with the deletion of these terms because they are no
longer needed.

APS modified the definitions for "Competitive Electric Affiliate," "Competitive Retail
Services," "Confidential Customer Information," "Confidential Information," "Electric
Competition Rules," "Extraordinary Circumstance,” "Permitted Competitive Retail Activities,"
"Policies and Procedures," and "Third Party." Staff agrees with most of these modifications.
Staff disagrees with APS' modifications to "Electric Competition Rules" to reference the rules in
effect on the date of approval of the Code of Conduct instead of future amendments to the rules.

Staff added the definitions from the Standards of Conduct to this part of the Code of
Conduct so that all of the definitions are in one place and conflicts can be eliminated. Staff
modified the definition of "Commission Staff" to delete the phrase referring to the Competitive
Procurement Process, making the definition applicable at all times and not just during the
solicitation process, and modified "Procurement Team" to delete the team members because the
team members could change over time.

"Competitive Procurement Process" is in both APS' modifications to the Code of Conduct
and in the Standards of Conduct. Staff used a modified version of the definition in the Standards
of Conduct. "Confidential Information" is in both the current Code of Conduct, as modified by
APS and in the Standards of Conduct. Staff combined the two definitions. "Extraordinary
Circumstance" is in both APS' modifications to the Code of Conduct and in the Standards of
Conduct. Staff used the modified definition in the Code of Conduct and added "Arizona
Independent Scheduling Administrator” before "AISA." "Shared Services" was proposed by
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APS in the Code of Conduct and also 1s in the Standards of Conduct. Staff used the definition in
the Code of Conduct.

1"

Staff modified the definitions for "Noncompetitive Services" and "Standard Offer

Service" to update the rule references.

Section II. — Applicability of Code of Conduct

APS modified this section to clarify and use updated terms. Staff sees no problems with
APS' modifications.

Section IIl. — Treatment of Similarly Situated Persons

APS modified Paragraphs A, B, and C to clarify that the provisions refer to retail. APS
also inserted a new Paragraph D regarding the Competitive Procurement Process. Staff sees no
problems with the modifications.

Section IV. — Use of Confidential Customer Information

APS modified Paragraphs A and B to clarify that the provisions are regarding other
parties engaged in Competitive Electric Services. APS also inserted new Paragraphs C and D
regarding Competitive Electric Affiliates. Staff sees no problems with the modifications.

Section V. — Use of the Bill and Promotions within the Bill Envelope

APS modified this section to clarify that the provisions refer to retail. Staff concurs
because this section is only applicable to retail.

Section VI. — Customer Telephone calls

No changes are proposed.

Section VII. — Prohibition on Suggestion of Utility Advantage

APS modified this section to update terms and clarify that some of the provisions refer to
retail. Staff sees no problems with the modifications and inserted "of" after "purchase" in
Paragraph F.

Section VIII. — Accounting for Costs

APS deleted this section and moved the provisions essentially to other locations in the
Code of Conduct. It appears reasonable to Staff to have the provisions in more appropriate
locations.
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Section IX. — Reporting Requirements

APS renumbered this section to be Section VIII, added o due date to the filing
requirements, changed the requirement regarding nontariffed transactions between affiliates to be
summarized instead of detailed, added a report identifying transfers of employees between
affiliates, and added a statement that information submitted would be rzated in accordance with
A.R.S. § 40-203. Staff sees no problems with the modifications, except with the reference to
AR.S. § 40-203. Staff changed the reference to A.R.S. § 40-204 as ~ore appropriate because
A.R.S. § 40-204 refers to reporting requirements.

Section X. — Separation Requirements

APS renumbered this section to be Section IX, added a provision about sharing
equipment and facilities, reworded the provision regarding inspection of affiliates' books and
records to be in accordance with A.A.C. R14-2-804.A, added a provision that common officers
and directors shall not be permitted to participate in the Competitive Procurement Process, and
made other minor revisions. Staff sees no problems with APS' modiiications. However, Staff
reviewed the Pinnacle West Organization Chart of April 4, 2003, that shows the officers of APS,
Pinnacle West Energy Corporation, APS Energy Services, and Pinnacle West Capital
Corporation. Some of the same officers hold positions in two or more affiliates. For example
the Treasurer is the same officer in all four entities. This appears problematic. Officers and
Directors may have different goals for the competitive and noncompetitive affiliates. Allowing
joint officers and directors may lead to inappropriate decision-making and unfair cost shifting.
Unless APS can provide information as to why this structure is justified. Staff recommends that a
board member or corporate officer not serve both APS and a cowupetitive electric affiliate.

Section XI. — Transfers of Goods and Services

APS renumbered this section to be Section X, added a provision requiring affiliate
transactions to be arm's length, moved two revised paragraphs about subsidization here from
Section VIII, added a provision that a governing body could permit an exception from a tariff]
clarified the provision that APS would sell to affiliates nontariffed retail goods and services at
the higher of cost or market, clarified that affiliates would sell nontariffed retail goods and
services to APS at a price not to exceed market, and clarified that sales of competitive wholesale
services among APS and its affiliates would be made in accordance with FERC and other
applicable requirements. Staff concurs with these modifications but added a sentence to
Paragraph D to require the direct and indirect allocators to be listed in the Policies and
Procedures (P&Ps). Section XIV.B. provides for APS to notify the Commission of any revisions
required to the P&Ps to address modifications to allocation methods or the allocators used in the
P&Ps. Therefore, the allocators should be listed in the P&Ps.

Section XII. — Joint Marketing

APS renumbered this section to be Section XI and clarified that the section refers to
retail. Staff sees no problems with these modifications.
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Section XII. — Financing Arrangements

APS inserted this new section that provides for APS to comp: i :ih provisions of A.R.S.
§§ 40-285; 40-301, et seq. and A.A.C. R14-2-804 with respect to financing arrangements. Staff
sees no problems with this section.

Section XI1I. — Dissemination, Education, and Compliance

APS added a provision that training on the Code of Conduc: would be provided to
employees of APS' affiliates, deleting reference to compliance with ¢ Code of Conduct by
APS' agents, and added a stxtement that unlawful anticompetitive benavior would be a violation
of the Code of Conduct. Staff sees no problems with these modifications.

Section XIV — Procedures to Modify the Code of Conduct or P& Ps

APS moved two paragraphs here from Section VIIL, but replaced annual filings of P&Ps
updates with filing P&Ps updates when there are proposed revisions 2 zarding allocation. Staff
concurs because the modifications would reduce unnecessary paperwork.

Section XV. — Dispute Resolution

No changes were made to this section.

Standards of Conduct

Staff has attached the provisions of the Standards of Conduct to the Code of Conduct to
make the Standards a permanent part of the Code of Conduct. Staff made the following
modifications: deleted reference to inconsistency between Standards of Conduct and the Code of
Conduct because the Standards are now incorporated into the Code, renumbered sections to
account for deleted sections, deleted the Effective Date section so that the Standards would be
effective with the rest of the Code of Conduct, added "in" in the last line of section ILC.2.,
changed the procedure to modify the Standards of Conduct because the Standards are now
incorporated within the Code of Conduct, removed the time limit for Commission Staff audits
because Staff has the right to audit at any time, eliminated the exceptions for legal counsel and
attorney-client privilege in regard to communications between the Procurement Team and
Bidders or Potential Bidders because there is no justification for such exceptions, and deleted the
requirement for a password to access the Solicitation Web Site in order to eliminate a barrier to
participation in the solicitation.

Staff Recommendations

Staff recommends that if, sometime in the future, TEP were to have an affiliate that sells
wholesale or competitive retail electricity, then TEP should file, within 60 days of the formation
or acquisition of the affiliate, a revised Code of Conduct for Commission approval.
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Staff recommends that APS adopt the changes described above.



Schedule A
Current Code of Conduct

CODE OF CONDUCT

Definitions

“APS” means Arizona Public Service Company as it currently exists, as its name may be
changed, or as any successor enterprise.

“Bill” means the billing invoice for Noncompetitive Services.

“Competitive Activities” means Competitive Electric Affiliates. Interim Competitive
Activities, or Permitted Competitive Activities, as those terms are defined in this Code of
Conduct.

“Competitive Electric Affiliate” means any business et .rprise related to APS that is
also an Electric Service Provider.

“Competitive Services” means all aspects of retail electric services described in A.A.C.
R14-2-1601(7).

“Confidential Customer Information” means any non-public customer-specific
information obtained by APS as a result of providing Noncompetitive Services or
Permitted Competitive Activities. Confidential Customer Information also includes non-
public customer-specific information obtained by APS from customers of special districts
and public power entities on behalf of such special districts and public power entities.

“Confidential Information” means Confidential Customer Information as that term is
defined in this Code of Conduct and any other information obtained through the
provision of Noncompetitive Services that would provide a competitive advantage to a
Competitive Electric Affiliate.

“Distribution Service” means those services described in A.A.C. R14-2-1601(14).

“Electric Competition Rules” means A.A.C. R14-2-1601 to -1617 including all future
amendments and modifications.

“Electric Service Provider” means an entity as described in A.A.C. R14-2-1601(15).

“Extraordinary Circumstance” means any situation that requires APS to act in a
manner contrary to this Code of Conduct to protect public interest or safety. Examples
include the following: (a) an abnormal system condition requiring manual or automatic
action to maintain system frequency, to prevent loss of firm load, to prevent equipment
damage, or to prevent disconnection of system elements that could adversely affect
reliability or safety; (b) a fuel shortage requiring departure from normal operating
procedures to minimize the use of a particular fuel; (c) a condition that requires
implementation of emergency procedures as defined in the AISA operating protocols or
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protocols of any successor; or (d) any applicable law, regulation, court order, or
regulatory agency directive requiring APS to act in a manner contrary to the Code of
Conduct.

“Interim Competitive Activities” means any Competitive Services, exclusive of those
set forth in A.A.C. R14-2-16 15(B), that APS may lawfully provide until December 3
1,2002.

“Noncompetitive Services” means those services described in A.A.C. R14-2-1601(29).

“Permitted Competitive Activities” means those Competitive Services that APS may
provide pursuant to A.A.C. R14-2-1615(B), except for any service provided as part of
Standard Offer Service.

“Policies and Procedures” or “P&P” means those policies and procedures developed
by APS to implement this Code of Conduct.

“Same Terms” means that APS shall provide Noncompetitive Services to its
Competitive Activities and Third Parties on the same terms and conditions.

“Standard Offer Service” means the bundled provision of retail electric service as
described in A.A.C. R14-2-1601(38).

“Third Party” means any Electric Service Provider or other market participants that may
lawfully provide Competitive Services to retail customers that do not fall within the
definition of APS or Competitive Activities, as those terms are defined in this Code of
Conduct.

Applicability of Code of Conduct

The Code of Conduct applies to the conduct of APS and its Competitive Activities,
unless an Extraordinary Circumstance excuses compliance.

All employees and authorized agents of APS shall comply with this Code of Conduct.
Failure to comply with this Code of Conduct will subject the employee to disciplinary
actions as described in Section XIII.

Treatment of Similarly Situated Persons

A. APS shall apply its tariffs in the same manner to similarly situated entities. If a
tariff provision allows for discretion in its application, APS shall apply that
provision in a non-discriminatory manner between its Competitive Activities and
all Third Parties and their respective customers.



IV.

VI.

APS shall process all similar requests for Noncompetitive Services and for
Permitted Competitive Activities, if applicable, in the same manner and within the
same time period.

APS shall provide access to Distribution Service-specific information (including
information about available distribution capability. transmission access, and
curtailments) to its Competitive Electric Affiliates and Third Parties concurrently
and under the same terms and conditions.

Use of Confidential Customer Information

A.

APS shall not provide Confidential Customer Information to any Competitive
Electric Affiliate or Third Party without the customer’'s written authorization.
Such information may be provided only to the extent specifically au horized.

APS shall inform any Competitive Electric Affiliate or Third Party seeking
Confidential Customer Information that such information may be released only
after APS receives the customer’s written authorization.

Use of the Bill and Promotions within the Bill Envelope

A.

If APS decides to include any amounts due for its Competitive Activities within
the Bill, APS shall develop a section in its P&P to ensure equal access to billing
services for Third Parties which shall provide that APS will include in its Bill the
amounts due for Competitive Services to any Third Party on the Same Terms,
upon request.

This provision shall not prevent APS’ Competitive Activities or any Third Party
from including amounts due for Noncompetitive Services in its own consolidated
billing statement, as long as the customer receiving such consolidated billing
statement has authorized APS’ Competitive Activities or a Third Party, as
applicable, to act as its agent for such purpose.

If APS chooses to insert any advertising or promotional materials for its
Competitive Activities or for any Third Party’s Competitive Services into the
envelope for the Bill or to print such advertisements on the Bill or billing
envelope, APS shall develop a section in its P&P to ensure equal access to
advertising space in or on the Bill or billing envelope.

Customer Telephone Calls

Telephone numbers and websites used by APS for provision of Noncompetitive Services
shall be different from those used by its Competitive Electric Affiliates.
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Prohibition on Suggestion of Utility Advantage

A.

APS shall not state in any advertising, promotional matcrials, or sales efforts that
a consumer who purchases services from APS’ Competitive Activities will
receive preferential treatment in the provision of Noncompetitive Services or that
any other advantage regarding the provision of Noncompetitive Services will
accrue to that consumer.

The name or logo of APS as a utility distribution companyv shall not be used in
promotional advertising material circulated by a Competitive Electric Affiliate.

APS personnel shall not specify to any customer or potential customer a
preference for any Competitive Service provided by APS™ Competitive Activities
over those of any Third Party.

APS personnel shall not specify to any customer or potential customer a
preference for any Competitive Service provided by a Third Party over any
Competitive Service provided by any other Third Party.

APS personnel providing Noncompetitive Services shall either inform customers
who inquire about Competitive Services that a list of Electric Service Providers is
available at no charge from the Arizona Corporation Commission on its website
or by telephone, and upon request shall provide the customers with the
appropriate Arizona Corporation Commission website address and telephone
number, or may provide such customers with a copy of the current Arizona
Corporation Commission list of such providers.

APS shall not require that a consumer purchase any Competitive Service from
APS’ Competitive Activities as a condition to providing Noncompetitive Services.

Prior to the divestiture of APS generation pursuant to Arizona Corporation
Commission Decision No. 61973 (October 6, 1999), APS generation service shall
not be sold on a discounted basis to Standard Offer Service customers without the
express permission of the Arizona Corporation Commission.

VIII. Accounting for Costs

A.

APS shall not subsidize its Competitive Activities through any rates or charges for
Noncompetitive Services. However, this provision does not require APS to charge
more than its authorized tariff rate for any Noncompetitive Service.




IX.

B. All transactions between APS and its Competitive Electric Affiliate shall be

accounted for in accordance with APS’ P&P. which shall be developed to
describe the cost allocation of all transactions pertaining to APS and its
Competitive Electric Affiliates in a manner that ensures that there is no
subsidization of the Competitive Electric Affiliaie by the Noncompetitive
Services of APS. Any material violation of the P&P or other activity which
would constitute engagement in unlawful antcompetitive behavior shall
constitute a violation of this Code of Conduct.

C. The initial P&P shall be submitted to the Commission for review and approval. If
no action is taken by the Commission or its desigree within 60 days of the filing,
the P&P shall be deemed approved. Beginning one year from the date of
approval of the P&P, APS shall notify the Commission by tiling annual updates to
the P&P, including any and all Commission approved modifications as specified
in subsection D, to allocation methods and changes in direct and indirect
allocators used in the P&P. If no action is taken bv the Commission or its
designee within 30 days of its filing, the update shal! be deemed approved.

D. APS may not make and implement any material cliange to the P&P without
seeking the prior approval of the Commission or its designee. Once notification is
made by APS of an intended modification, if no action is taken by the
Commission or its designee within 30 days of its filing, the modification shall be
deemed approved.

Reporting Requirements

APS shall submit the following information to the Commission on an annual basis:

A. A list of all Extraordinary Circumstances excusing APS’ compliance with this
Code of Conduct and a report explaining the nature, cause, and duration of each
incident.

B. A report detailing the costs associated with all nontariffed transactions between

APS and its Competitive Electric Affiliates, with the associated costs reported
separately for each business activity and for each transaction.

C. A report detailing how many non-Standard Offer Service customers were
provided metering services or meter reading services pursuant to R14-2-1615.B
and how many Electric Service Providers received consolidated billing services
from APS pursuant to R14-2-1615.B.




Al

Separation Requirements

APS and its Competitive Activities shall be separate :>rvorate affiliates to the
extent required by A.A.C. R14-2-1615 and Decisionn No. 61973 (October 6,
1999).

APS shall not provide Interim Competitive Activities.

APS and its Competitive Electric Affiliates shall keep scrarate books and records.
APS shall keep accounting records that set forth apnropriate cost allocations
between APS’ Noncompetitive Services, and its Conipetitive Electric Affiliates.
All APS records shall be kept in accordance with the FERC Uniform Svstem of
Accounts and Generally Accepted Accounting Principles. As a precondition to
transacting any business with APS, books and records of APS™ Compeltitive
Electric Affiliates must be made available for inspection by the Arizona
Corporation Commission to the extent reasonably necessary to determine
compliance with this Code of Conduct.

APS and its Competitive Electric Affiliates shall not iointly emplov the same
employees; provided, however, that APS and its Competitive Electric Affiliates
may have common officers and directors for corporate support, oversight, and
governance, but APS officers directly responsible for operational matters shall not
serve as officers or directors of a Competitive Electric Affiliate. Common
officers and directors shall not utilize Confidential Information obtained through
the provision of Noncompetitive Service to provide a competitive advantage to a
Competitive Electric Affiliate.  Contracts fo. services accounted for in
conformance with Section XI shall not constitute prohibited joint employment if
measures are takcn to prevent the transfer of Confidential Information between
APS and a Competitive Electric Affiliate.

This Code of Conduct shall not prohibit APS and its Competitive Electric
Affiliates from purchasing shared services from Pinnacle West Capital
Corporation in accordance with the P&P; provided, however, that APS, Pinnacle
West, and any Competitive Electric Affiliate shall take appropriate measures to
prevent the transfer of Confidential Information between APS and its Competitive
Electric Affiliates via Pinnacle West.

XI. Transfers of Goods and Services

A.

APS’ tariffed goods and services shall be provided to Third Parties and its
Competitive Electric Affiliates at the rates and under the terms and conditions set
forth in the tariff.



XII.

XIII.

If APS sells nontariffed goods and services that were developed by APS for sale
in the market to its Competitive Electric Affiliates, the tran fer price shall be the
fair market value. Such goods and services shall be provided to APS’ Competitive
Electric Affiliates and Third Parties on a non-discriminatorv basis.

All other transfers of nontariffed goods and services from APS to APS’
Competitve Electric Affiliates shall be at the higher or iuiiv-allocated cost or fair
market value.

[f APS™ Competitive Electric Affiliates transfer any coods and services to APS
that were developed for sale by the Competitive Electric Affiliate in the market,
the transfer price shall be the fair market value.

All other transfers of goods and services from APS' Competitive Electric
Affiliates to APS shall be at the lower of fully-allocated cost or fair market value.

Joint Marketing

APS and its Competitive Electric Affiliates shall not jointlv market their respective
services.

Dissemination, Education, and Compliance

A.

Copies of this Code of Conduct shall be provided to employees of APS and its
Competitive Electric Affiliates and those authorized agents of APS and its
Competitive Electric Affiliates that are likely to be engaged in activities subject to
the Code of Conduct. A copy of the Code of Conduct shall be maintained on
Pinnacle West Capital Corporation’s intranet.

Training on the provisions of the Code of Conduct and its implementation shall be
provided to all APS employees, as well as to authorized agents that are likely to
be engaged in activities subject to the Code of Conduct.

Compliance with the Code of Conduct is mandatory. An APS employee’s or
agent’s failure or refusal to abide by or to act according to such standards may
subject the employee or agent to disciplinary action, up to and including discharge
from employment or termination of the agent’s relationship with APS.

Questions regarding this Code of Conduct should be directed to Pinnacle West
Capital Corporation’s Business Practices Department. Compliance with this Code
of Conduct shall be administered as part of Pinnacle West Capital Corporation’s
Business Practices Program.




XIV.

XV.

Procedure to Modify the Code of Conduct
APS or any other interested party, including Commission Staff may request modifications

to the Code of Conduct by filing an application with the Commission. The application
shall set forth the proposed modifications and the reasons supporting them.

Dispute Resolution

To the extent permitted by law, complaints concerning violations of this Code of Conduct
shall be processed under the procedures established in A.A.C. R14-2-212.



Schedule B
APS' Proposed Modifications

CODE OF CONDUCT
Definitions

“APS” means Arizona Public Service Company as it currently exists, as its name may be
changed, or as any successor enterprise.

"Arm's Lenoth Transaction' means o transaction between o ovong partes, each of
whom acts in its own interest and where the final decision < not made by a single
individual,

“Bill” means the billing invoice for Noncompetitive Services.

"Commission'' means the Arizona Corporation Commiss .

=Competitive-Aetivities  means—Competithve—Eleetrte—Adhiinio s —tnterim—Compatitive
Aetivittes—or-Pemmtted-Competitbre-Yetvities- as-thoseterirs e cofied-in- s ode-of
“Competitive Electric Affiliate” means-amy-business—enterprise—related—to—APS—that+s
also-an-Eleectrie-Servdee-Provider those affiliates of APS encaved in Competitive Electric
Services.

1

"Competitive Electric Services'
Wholesale Services.

means Competitive Retail Services and Competitive

"Competitive Procurement Process" means the process approved by the Comumission
and required by Decision No. 63154 by which APS will acquire power that cannot be
produced from its own existing assets.

"Competitive Retail Activities” means Competitive Retall Services or Permitted
Competitive Retail Activities. as those terms are defined in this Code of Conduct.

"Competitive Retail Affiliate" means anv alfiliate of APS that is envaved 1n
Competitive Retail Services and 1s an Electric Service Provider.

“Competitive Retail Services” means all aspects of retail electric services described in
A.A.C. R14-2-1601(7).

"Competitive Wholesale Services"” means the provision of energy products or services
to the wholesale market.

“Confidential Customer Information” means any non-public customer-specific
information obtained by APS as a result of providing Noncompetitive Services or
Permitted Competitive Retail Activities. Confidential Customer Information also
includes non-public customer-specific information obtained by APS from customers of




special districts and public power entities on behalf of such special districts and public
power entities.

“Conﬁdential Information” means Confidential Customer Information as that term IS
Competitive Electric Services obtained solelv through the prowslon of Noncompentlve
Services or in the conduct of the Competitive Procurement Procoss: provided. however.
Confidential Information shall not include (1) imformation th ,,»Lhcr\\ se_available 1o
non-affiliate third parties or (i1) information necessarv for a ( ‘ 18 eciric Affilate
1o provide or receive Shared Servicesthat—wordd-provide—s acbvaptaue-to-a
Competitive Eeetrie A ffhate.

“Distribution Service” means those services described in A.A.C. R14-2-1601(14).

“flectric Competition Rules” means A.A.C. R14-2-1601 to -1617 as_are lawfullv in
effect as of the date of approval of this Code of Conduct by the Commissiontaetudne-at
futwre-amendinents-and-meodthieations.

“Electric Service Provider” means an entity as described in A.A.C. R14-2-1601(15).

“Extraordinary Circumstance” means any situation that requires APS to act in a
manner contrary to this Code of Conduct to protect public interest or safety. Examples
include the following: (ia) an abnormal system condition requiring manual or automatic
action to maintain system frequency, to prevent loss of firm load, to prevent equipment
damage, or to prevent disconnection of system elements that could adversely affect
rehiability or safety; (iib) a fuel shortage requiring departure from normal operating
procedures to minimize the use of a particular fuel; (iiie) a condition that requires
implementation of emergency procedures as defined in the AISA operating protocols, the
protocols of anv regional transmission or similar organization. or the Western Electric
Coordinating Council ("WECC") or pretecels—ef-any similar organizationstieeesser; or
(ivd) any applicable law, regulation, court order, tariff, or directive of a regulatory
agency. regional transmission or similar _organization or the WECC or anv similar
organization direetive-requiring APS to act in a manner contrary to the Code of Conduct.

"FERC " means the Fedelal Energv Regulatory Comm1551on
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“Noncompetitive Services” means those services described in A.A.C. R14-2-1601(29).

“Permitted Competitive Retail Activities” means those Competitive Retail Services
that APS may provide pursuant to A.A.C. R14-2-1615(B), except for any service
provided as part of Standard Offer Service.




IL

IIIL.

"Pinnacle West" means Pinnacle West Capital Corporation as it currentlv exists. as its
name mav change. Or as any successor enterprise,

“Policies and Procedures” or “P&Ps” means those policies and procedures developed
by APS to implement this Code of Conduct.

“Same—Ferms —means—that—APS—shatb-provide—Nonpcomaoig SeFvHE s — 15
Competittveetivites-atdThird-Partes-on-the-sametemmsaid v ditons:

"Shared Services' means those support services provided by Pronacle West oranv ofits
affiliates. mciuding but not limited to: human resources: accot nu: 1ax: insurance: risk

managenment: energy risk management: audit services; contract ;uinvement; information
and _communication technologyv: communications; environnmieniat, health and safety:
regulatory services: svstem  dispatch: transportation; securtn: “acilites: sharcholder
services: law and business practices: public aflairs and enterprise nance,

“Standard Offer Service” means the bundled provision of retail electric service as
described in A.A.C. R14-2-1601(38).

“Third Party” means any Electric Service Provider or ether-market participants other
than a ( ompetitive Rctall Aff 1hatc that may 1awfu11y prov1de Compet1t1ve Retail Serv1ces

Applicability of Code of Conduct

The Code of Conduct applies to the conduct of APS in its interactions withand its
Competitive Electric Affiliates relating to Competitive Electric ServicesAetivities, unless
an Extraordinary Circumstance excuses compliance.

_All employees and-atthorized-agents-of APS in their interactions with APS' Competitive
Electric Affiliates shall comply with this Code of Conduct. Failure to comply with this
Code of Conduct will subject the employee to disciplinary actions as described in Section
XIII.C of this Code of Conduct.

Treatment of Similarly Situated Persons

A. APS shall apply its retail tariffs in the same manner to similarly situated entities.
If a retail tariff provision allows for discretion in its application, APS shall apply
that provision in a non-discriminatory manner between its Competitive Electric
AffiliatesAetivittes and al—non-affiliate tFhird pRarties and their respective
customers.




IV.

B. APS shall process all similar requests for Noncompetitive Services and for
Permitted Competitive Retail Activities, if applicable, in the same manner and
within the same time period.

C. APS shall offerprevide access to Distribution Service-specific information
(including information about available distribution capability, transmission
access, and curtailments) to its Competitive RetailEew-=c Affiliates and Third
Parties concurrently and under the same material terms and conditions.

D, APS shall act in accordance with the Competitive Proc roment Process and will
not vive prelerential treatment to its Competitive Fleciric Alliliates in such
process.

Use of Confidential Customer Information

A.

C.

APS shall not provide Confidential Customer Information to any Competitive
Electric Affiliate or otherFhird pParty engaged in Connoniive Flecuric Services
without the customer’s written authorization. Such information may be provided
only to the extent specifically authorized.

in Competitive Electric Services seeking Confidential Customer Informatxon that
such information may be released only after APS receives the customer’s written
authorization.

APS shall not provide Confidential Information 1o a1 Competitive Electric

Affiliate, except as provided in Section 1V. A of this Code of Conduct with respect
to Customer Confidential Information.

Except as required by Section IX.B of this Code of Conduct. nothing herein or in

the P&Ps shall be construed to require any Competitive Electric Affiliate to
disclose competitively sensitive or other legally protected information.

Use of the Bill and Promotions within the Bill Envelope

A.

If APS decides to include any amounts due for its Competitive Retail Activities
within the Bill, APS shall develop a section in its P&Ps to ensure equal access to
billing services for any party engaged in Competitive Retail ServicesThird-Parties
which shall provide that APS will offer to include in its Bill the amounts due for
Competitive Retail Services to any Third Party on the sSame material tFerms and
conditions, upon request.

This provision shall not prevent aAPS> Competitive Retail AffiliateAetivities or
any Third Party from including amounts due for Noncompetitive Services in its
own consolidated billing statement, as long as the customer receiving such




VI.

VIIL

consolidated billing statement has authorized APS’ Competitive Retail

purpose.

If APS chooses to insert any advertising or promotional materials for its

Services into the envelope for the Bill or to print such advertisements on the Bill
or billing envelope, APS shall develop a section i its P&Ps to ensure equal
access to advertising space in or on the Bill or billing envelope.

Customer Telephone Calls

Telephone numbers and websites used by APS for provision of Noncompetitive Services
shall be different from those used by its Competitive Electric Affiliates.

Prohibition on Suggestion of Utility Advantage

A.

APS shall not state in any advertising, promotional materials, or sales efforts that
a consumer who purchases services from APS’ Competitive FElectric
AffiliatesAetivities will receive preferential treatment in the provision of
Noncompetitive Services or that any other advantage regarding the provision of

Noncompetitive Services will accrue to that consumer.

The name or logo of APS as a utility distribution company shall not be used in
promotional advertising material circulated by a Competitive Electric Affiliate.

APS personnel shall not specify to any retail customer or potential retail customer
a preference for any Competitive Electric Service provided by APS’ Competitive
Electric AffiliatesAetivities-overthose-ofanyThird-Parey,

APS personnel shall not specify to any retail customer or potential retail customer
a preference for any Competitive Electric Service provided by anva—third pRarty
over any Competitive Electric Service provided by any other Fhird-pRarty.

APS personnel providing Noncompetitive Services shall either inform customers
who inquire about Competitive Retail Services that a list of Electric Service
Providers is available at no charge from the Asizona-Corperatien-Commission on
its website or by telephone, and upon request shall provide the customers with the
appropriate Arizeona—Cerperation—Commission website address and telephone
number, or may provide such customers with a copy of the current Arizena
Corporation-Commission list of such providers.

APS shall not require thethat—a—eonstmer purchase any Competitive Electric
Service from APS Competitive Electric AffiliatesAetiviies as a condition to
providing Noncompetitive Services.
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| VIIIX. Reporting Requirements

APS shall submit the following information to the Commission on an annual basis each
April 15th, beginming on April 15, 2004:

A. A list of all Extraordinary Circumstances excusing APS’ compliance with this
Code of Conduct and a report explaining the nature, cause, and duration of each
incident.




B. A report summarizingdetattine the chargeseests associated with all nontariffed
transactions between APS and its Competitive Eleciric Affiliates, with the
associated chargeseests reported separately for each Competitive Electric
Arfiliacbustpess-aetivity and for each category of sery o owransacton.

C. A report detailing (1) how many non-Standard Offer Service customers were
provided metering services or meter reading services - —stinptto—Rebt2- L6138
and (i~ how many Electric Service Providers receivad consohdated billing
services from APS, both pursuant to R14-2-1615+«(B .

D. A vepc o adenufving ail transfers berween APS oo < Compelitive  Seciric
A s of conplovees at the manager level or aboy e,

E. Ail information submitted pursuant to this Section Vi i this Code of Conduct
sha!l be reaicd 1naccordance with AR.S. § H40-203,

Separation Requirements

A.

(ompum\c I:]cctrlc /\dfﬁhates—re—&hee\&emeqmrw Ar—r A Rid-21615 am}
Dreetstor—N F{Oetober-6-19993, Unless Oth(.,]\\“*\, oermmed herein. APS
shall. 1o rhc extent practical, operate separately from s Competitive Electric
Affiliates,  Sharing of equipment and facilities sh2ii he permitted onlyv in
accordance with the functional separation requirements s2t forth in the P&Ps.

B A RS oshab-notprovide-hnterinr Compebitire-etivitios:

APS and-itsE e rie-Atfthates-shall keep separate books and records-
and M-%«shall keep accountlng records that set forth appropriate cost allocations
between APS—>¢ : s; and its Competitive Electric Affiliates.
All APS records shall be kept in accordance with the FERC Uniform System of
Accounts and Generally Accepted Accounting Principles. -As-a-precondition—to

EHES Books and records of APS’ Competitive
Electric Afﬁhates ml]m&s& be made available for inspection by the Axizena
éerpom&eﬂ»Commlssron in accordanCe mth A AC R -L 2- 8 )4 A to-the-extent

APS and its Competitive Electric Affiliates shall not jointly employ the same
employees; provided, however, that APS and its Competitive Electric Affiliates
may utilizehave common officers and directors for corporate support, oversight,
and governance, but APS officers directly responsible for operational matters
shall not serve as officers or directors of a Competitive Electric Affiliate.
Common officers and directors shall not be utilized to circumvent the prohibition
on providing Confidential Information to a Competitive Electric Affiliate, nor
shall such common officers or directors be permitted to participate in the




DE.

Competitive Procmcmem Processebtatned—thross
Noncompettive—Sery ‘ovide-a—compotitive—ads “‘%&M@—%—H}H‘rﬁc%@
Elecwte—Affihate, Contracts for services accounted for in conformance with
Section XI of this Code of Conduct shall not constitute prohibited joint
employment if measures are taken to prevent the transfer of Confidential
Information between APS and a Competitive Electric Affiliate.

%@»@é%@@@ﬁé&%—%&ﬂe{—ﬁ%ﬁﬁm—APS and its Competitive Electric
Captia—or oration-in accordance w1th Sc(tlon X o s (_ Odc of (Agnduct dnd
the P&Ps; provided, however, that APS,-—Pmﬂae%%mf‘v‘w-sHmel%yw@ampe%#e
Eleetrre—\dtibiate shall take appropriate measures to prevent access lothe-transter
of Confidential Information between—APRS—undby its Competitive Electric
Affiliates through such Shared Servicesvia-Pinpaete-Voess,

All tunsacuons between APS and its Competitive = ecirie Affliates shall be

Arm's Leneth Transactions. except as provided in this Section X of the Code of
Conduct and in the associated provisions of the P&Ps.

APS shall not subsidize its Competitive Electric Affiliates through anv rates or

charees for Noncompetitive Services.  APS shall not. however, be reqmred to
charee its Competitive Electric Aftiliates more than s authorized tariff rate for
anv Noncompetitive Service.

Shared Services mav be provided bv APS 1o its Compettive Electric Affiliates.,

and such services shall be accounted for in accordance with the P&Ps. which shall
describe the accounting methodology for such services and transactions in a
manner that ensures there is no subsidization of the Competitive FElectric
Affiliates by APS.

APS mayv acquire Shared Services from Pinnacle West and such services shall be

accounted for in accordance with the P&Ps, which shall describe the accounting
methodoloev for such services and transactions in a manner that ensures there is
no subsidization of the Competitive Electric Affiliates bv APS.

AnvARS tariffed-goods-and services shal-be-provided by APS or its Competitive
Electric Affiliates that are subject to a filed tariff shall be providedFhird-Parties

and—ts—Competitive—Eleetriec—Affiliates at the rates and under the terms and

conditions set forth in the tariff, unless an exception is permitted by the soveming
bodyv with jurisdiction over such tariff.

If APS sells to its Competitive Electric Afhhates nontanffed 1etd11 retail goods Ol‘&ﬁé




‘r&e&sh&%%e—&i—ﬂ%e—hwhe;ﬂa ~4eH l»-a Heea%eé»ee% 9+—¥a+¥

G.B. If APS’ Competitive Electric Affiliates sell to APS nonuaniifedsranster-anse retail
goods otcmé serv1ces to—ARS—that—were—developedHor—sue-Pyv—the—Lompetitive
wrket the transfer price shall be at a price not 1o
Hﬂ—&m market-vate.

H.E. S'lle of Compc.‘umc Wholesale Services bv an ™ among APS and itsaH-ether
: s-and-services—from-RS: Compeutive Electric Affiliates to-\RS
shall be madc in accordance with FERC and other applicable requirementsat-the

lowerot-titv-aHoeatedeostor-furmarket-valie,

| XIXH.Joint Marketing

APS and its Competitive RetailEleetrie Affiliates shall not jointly market their respective
retail services.

XIl. Financing Arrangements

APS shall comply with the applicable provisions of A.R.S. 40-285: 40-301. et seq.:

and A.A.C. R14-2-804, with respect to any [nancing arrangement between it and its

Competitive Electric Affiliates.

XIII. Dissemination, Education, and Compliance

A.

Copies of this Code of Conduct shall be provided to employees of APS and its
Competitive FElectric Affiliates and those authorized agents of APS and its
Competitive Electric Affiliates that are likely to be engaged in activities subject to
the Code of Conduct. A copy of the Code of Conduct shall be maintained on
Pinnacle West Capital Corporation’s intranet.

Training on the provisions of the Code of Conduct and its implementation shall be
provided to the employees ofasd APS and its Competitive Electric

Affiliatesemployeess—as—well-asto-authorized-acents that are likely to be engaged

in activities subject to the Code of Conduct.

Compliance with the Code of Conduct is mandatory. TheAn-APRS-employee’s-or
agent’s failure or refusal of an employee of APS to abide by or to act according to

the Code of Conduct or the P&Pssuch-standards may subject the employee e




agent-to disciplinary action, up to and including discharge from employment-er

o
>

D. Anv activity that would constitute _engagement 11 uajawtul anticompetitive
behavior shall constitute a violation of this Code of Cordoon
EB. Questions regarding this Code of Conduct should be directed ‘o Pinnacle West

Capital-Corporation’s Business Practices Department. Compliance with this Code
of Conduct shall be administered as part of Pinnacle \\ ¢st-apital-Corparation’s
Business Practices Program.

Procedures to Modify the Code of Conduct or P&Ps

A APS or any other interested party, including Commuission Staff may request

modifications :. the Code of Conduct by filing an application with the
Commission. The application shall set forth the proposed modifications and the
reasons supporting them.

APS shall notifv the Comunission of anv_revisions reguired 0 be made 10 the

P&Ps to address modifications to allocation methods or the direct and indirect
allocators used in the P&Ps by filing an update to the P& Ps with the Commission.
If no action is taken by the Commission or its designee within 30 days of its
filing, the update shall be deemed approved.

APS mav not make and implement anv material chanee o the P&Ps without

seeking the prior approval of the Commission or its desienee, Once notilication is
made by APS of an intended modification, if no acton 1s taken bv the
Commission or its designee within 30 days of its filing, the modification shall be
deemed approved.

Dispute Resolution

To the extent permitted by law, complaints concerning violations of this Code of Conduct
shall be processed under the procedures established in A.A.C. R14-2-212.
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STANDARDS OF CONDUCT
FOR THE TRACK B
COMPETITIVE PROCUREMENT PROCESS

Arizona Public Service Company ("APS") is committed to complving with the standards
of conduct discussed in the Staff Report on Track B: Competitive solicitation (October
25, 2002). The following Standards of Conduct shall govern the Competitive
Procurement Process and supplement the proposed APS Code of Conduct submitted to
the Commission by APS on November 12, 2002. In case of anv inconsistency between
the APS Code of Conduct and these Standards of Conduct, the standards of Conduct
shall govern with respect to the Competitive Procurement Process unless otherwise
ordered or authorized by the Commission. Nothing in these Standards of Conduct shall
limit APS’ ability to comply with other applicable federal or state requirements.

L.

Definitions

"Affiliate," with respect to APS, shall mean any other entity directly or iadirectly
controlling or controlled by, or under direct or indirect common control with, the
public utility. For purposes of this definition, the term "control" (including the
correlative meanings of the terms "controlled by" and "under common control
with"), as used with respect to any entity, shall mean the power to direct the
management policies of such entity, whether through ownership of voting
securities, or by contract, or otherwise. Third parties that co-own plants jointly
with APS shall not, by virtue of such co-ownership, be considered Affiliates for
purposes of these Standards of Conduct.

"Affiliate Bid Team'" means those employees, officers, directors or contractors of
an APS Affiliate that are directly participating in the preparation of a response to
an APS request for proposal in the Competitive Procurement Process.

"APS" means Arizona Public Service Company as it currently exists, as its name
may be changed, or as any successor enterprise.

"Bidders' means that subset of Potential Bidders that both (1) meet the minimum
standards as established by the Procurement Team and (ii) submit a Letter of
Intent to Bid in the Competitive Procurement Process.

"Commission" means the Arizona Corporation Commission.
"Commission Staff® means those employees and consultants (other than the

Independent Monitor) of the Utilities Division of the Commission designated by
the Director in writing as participating in the Competitive Procurement Process.




"Communications Protocol" means the procedure for communications between
the Procurement Team and all Potential Bidders or Bidders in the Competitive
Procurement Process. The Communications Protocol is attached hereto as
Attachment I and incorporated herein by reference.

"Competitive Procurement Process' means the imiial Track B solicitation
process for APS retail load approved by the Commission and required by Decision
No. 65743. The Competitive Procurement Process shail include preparing and
conducting the solicitation, evaluating bids and nerzonating the definitive
agreement(s). but shall not include management or ‘mplementation of such
agreement(s) after their execution.

"Confidential Information"” means any and all written, printed or other
materials, regardless of form, provided by a Potential Bidder or Bidder to the
Procurement Team to meet pre-qualification and creditworthiness requirements.
Confidential Information shall also include, but not be limited to, marketing,
operationul, economic or financial information or data relating to the Potential
Bidder or Bidder that is disclosed to the Procurement Team by the Potential
Bidder or Bidder during the Competitive Procurement Process, provided that such
information or data 1s marked "Confidential" by the disclosing Potential Bidder or
Bidder and further provided that such information or data is not otherwise publicly
available.

"Director" means the Director of the Utilities Division Staff, or his or her
designee.

"Extraordinary Circumstance" means any situation that requires APS to act in
a manner contrary to these Standards of Conduct to protect system reliability. to
protect the public interest, or to ensure the safety of employees or the public.

"Independent Monitor" means the individual(s) retained by the Commission to
advise Commission Staff regarding the Competitive Procurement Process.

"Pinnacle West" means Pinnacle West Capital Corporation as it currently exists,
as its name may be changed, or as any successor enterprise.

"Potential Bidders" means the list of potential bidders developed by the
Procurement Team. With respect to APS Affiliates, the term "Potential Bidder"
shall mean the Affiliate Bid Team.

"Procurement Team" means those APS and Pinnacle West employees, officers,
directors or contractors designated by APS to conduct or assist in conducting the
Competitive Procurement Process for APS. As of March __, 2003, the primary
members of the Procurement Team include:

e Thomas Carlson - Head of Trading, Retail Procurement
e Steve McAdams - Manager, Power Contracts




II.

III.

IVv.

Gary Zhu - Risk Manager

Brad Albert and Don Stoneberger - Senior Energy Traders
Randy Young - Senior Transmission Trader

John Taggart - Quantitative Analyst

e Lisa Williams - Contract Administrator

e (lark Worthley - Credit Risk Manager

e Sue Mabee -Financial Engineer

¢ Kellv Bond - Administrative Coordinator

APS may change, add to or subtract from the members of he Procurement Team
from time to time consistent with these Standards of Conduct.

"PWEC" means Pinnacle West Energy Corporation as it currently exists. as its
name may be changed, or as any successor enterprise, and its subsidiaries.

"Shared Services" means those support services provided by APS or its
Affiliates, including but not limited to: human resources: accounting: tax:
insurance; risk management; energy risk management; audit services: contract
management; information and communication technologv: communications:
environmental, health and safety; regulatory services; fuel procurement; system
dispatch; transportation; security; facilities; shareholder services: law and business
practices; public affairs and enterprise finance.

"Solicitation Web Site" means the internet web site established by the
Procurement Team for communications with Potential Bidders. whether affiliates
or not, that are participating in the Competitive Procurement Process, except for
communications of Confidential Information relating to pre-qualification and
creditworthiness.

Effective Date

These Standards of Conduct shall become effective on March 18,2003, and shall
remain effective throughout the Competitive Procurement Process.

Applicability

These Standards of Conduct shall apply only to the Competitive Procurement
Process.

Standards of Conduct

A. Rules Governing Emplovee Conduct

Members of the Procurement Team and APS or APS Affiliate employees
assisting the Procurement Team:




Shall not assist any Potential Bidder during the Competitive
Procurement Process in evaluating the soliciiaiion, preparing a bid
in response to the solicitation, or negotiating a dei.nitive agreement
except as permitted in these Standards i Conduct or the
Communications Protocol;

2. Shall not give preferential treatment to APS Affiliates in the
Competitive Procurement Process; and

3. Shall comply with other applicable federal 2nd state requirements.
including Code(s) of Conduct, affiliate reiaions or other similar
requirements.

Extraordinary  Circumstances: Shared Services.  Non-Competitive

Procurement Process Matters

Notwithstanding any other provision in these Standards of
Conduct, in an Extraordinary Circumstance. the Procurement
Team may take whatever steps are necessary [0 ensure reliability
of the APS system, to protect the public interest, or to ensure the
safety of employees or the public.

The Procurement Team may consult with or utilize Shared
Services or other APS employees, officers or directors provided
that such consultation or utilization shall not otherwise circumvent
these Standards of Conduct.

Nothing in these Standards of Conduct or the Code of Conduct
shall be construed to prohibit:

a. APS, Pinnacle West or PWEC officers and directors from
providing corporate oversight, support and governance to
their employees so long as such activities do not favor
PWEC in the Competitive Procurement Process or provide
PWEC with Confidential Information during the
Competitive Procurement Process that is not available to
all other Potential Bidders; or

b. APS or Pinnacle West employees from communicating
with PWEC employees about non-Competitive
Procurement Process matters.

Communications and Information Access

1.

All communications relating to the Competitive Procurement
Process between the Procurement Team and Potential Bidders or




Bidders shall be conducted in accordance with the
Communications Protocol.

2. Once designated, the Procurement Team shall not provide to any
Potential Bidder or Bidder preferential access to information
substantively affecting the Competitive Procurement Process. This
requirement shall not preclude APS from providing information to
those entities that jointly own facilities with APS (or for which
APS is the operating agent) to the extent such information is
otherwise within the scope of information APS provides such
entities the normal course of business.

[9%)

Once designated, the Procurement Team shall make available
information substantively affecting the Competitive Procurement
Process to all Potential Bidders or Bidders at the same time and on
equal terms pursuant to the Communications Protocol.

4. The Procurement Team shall not disclose to anv Potential Bidder
during the Competitive Procurement Process any Confidential
Information obtained from another Potential Bidder without the
prior written consent of the disclosing party.

5. If a member of the Procurement Team discloses information in a
manner contrary to these Standards of Conduct or the
Communications Protocol, the Procurement Team shall promptly
inform Commission Staff and the Independent Monitor of such

disclosure.
D. Mandatory Compliance
1. Written or electronic copies of these Standards of Conduct shall be

provided to all APS and APS Affiliate employees.

2. A copy of the Standards of Conduct shall be maintained on the
Solicitation Web Site. To qualify as a Bidder, a party must accept
these Standards of Conduct and certify that it will, and that it will
require its officers, directors, employees and contractors to,
comply with these Standards of Conduct to the extent such
Standards of Conduct apply to their activities.

3. Training on the requirements of these Standards of Conduct shall
be provided to:

a. all members of the Procurement Team;

b. all members of any Affiliate Bid Team; and




c. all APS and APS Affiliate emplovees assisting the
Procurement Team or an Affiliate Bid Team in the
Competitive Procurement Process.

4, The failure or refusal to abide by or to act according to these
Standards of Conduct by a member of the Procurement Team or
Affiliate Bid Team, or an APS or APS Affiliate employee
assisting the Procurement Team or Affiliate Bid Team in the
Competitive Procurement Process may subject the emplovee to
disciplinary action, up to and including termination of
employment.

Monitoring by Commission Staff and Independent Monitor

1. To the extent practicable, the Procurement Team shall provide to
Commission Staff and the Indepenc at Monitor drafts of all
Competitive Procurement Process materials for review and
comment prior to posting such materials on the Solicitation Web
Site.

2. The Procurement Team shall provide to Commission Staff and the
Independent Monitor access upon reasonable request to all written
records relating to the Competitive Procurement Process and shall
make available members of the Procurement Team upon
reasonable request for consultation with Commission Staff and the
Independent Monitor relating to the Competitive Procurement
Process.

3. To the extent practicable, the Procurement Team shall provide
Commission Staff and the Independent Monitor with reasonable
advance notice of any scheduled or planned oral communications
with Potential Bidders or Bidders relating to the Competitive
Procurement Process to allow Commission Staff and the
Independent Monitor to participate in such communications if
desired by Commission Staff or the Independent Monitor.

4. The Procurement Team shall log all oral communications with
Potential Bidders or Bidders relating to the Competitive
Procurement Process consistent with the Communications
Protocol and shall make such log available to Commission Staff
and the Independent Monitor for review upon reasonable request.

Procedure to Modify the Standards of Conduct

APS may modify these Standards of Conduct from time to time after
consultation with Commission Staff.




G.

Audit Provisions

1.

Audits regarding APS’ compliance with these Standards of
Conduct will be performed by Pinnacle West internal auditors in
conformance with its standard audit practices.

Commission Staff may audit APS’ compliance with these
Standards of Conduct either during or within six (6} months of
completion of the Competitive Procurement Process.
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ATTACHMENT I
TO THE
STANDARDS OF CONDUCT
FOR THE
COMPETITIVE PROCUREMENT PROCESS

COMMUNICATIONS PROTOCOL

Scope: This Communications Protocol applies to all substantive communications
between the Procurement Team and Potential Bidders or Bidders relating to the
Competitive Procurement Process.

General:

A.

Except as provided in this Communications Protocol or in the Standards
of Conduct, the Procurement Team shall not disseminate substantive
information relating to the Competitive Procurement Process to any
Potential Bidder or Bidder except to the extent such information is
provided to all other Potential Bidders or Bidders.

The Procurement Team shall disseminate to Potential Bidders or Bidders
substantive information relating to the Competitive Procurement Process
by posting such information on the Solicitation Web Site, as set forth in
Section III of this Communications Protocol.

Except for the submittal of sealed bids in response to a RFP and any
subsequent negotiations or discussions relating to creditworthiness, all
substantive communications from a Potential Bidder or Bidder to the
Procurement Team relating to the Competitive Procurement Process
shall be submitted to the Procurement Team through the Solicitation Web
Site.

Solicitation Web Site and Communications:

A.

Written Communications and Documentation:

I. Except as otherwise provided in this Communications Protocol, all
written communications between the Procurement Team and
Potential Bidders or Bidders relating to the Competitive
Procurement Process shall be done through the Solicitation Web
Site.

2. The Procurement Team shall maintain hard copies of all electronic
communications between the Procurement Team and Potential




Bidders or Bidders, as well as other written documents, relating to
or submitted during the Competitive Procurement Process for the
life of the longest agreement resulting from such process, plus five
(5) years. Electronic communications may be printed in hard copy
and then deleted from the electronic system.

Oral Communications:

The Procurement Team shall maintain 21 log of all oral
communications between the Procurement Team and any Potential
Bidder or Bidder during and relating o the Competitive
Procurement  Process. The requirement to log such
communications shall not apply to communications:

a. between legal counsel for APS and a Potential Bidder or
Bidder, provided that such communications shall not be a
conduit for transmitting substantive information atfecting
the Competitive Procurement Process in a manner
inconsistent with the Standards of Conduct;

b. made during workshops, administrative hearings or similar
proceedings of the Commission or other regulatory
agency;

c. made during Bidders Conferences or similar meetings; or

d. that are covered by the attorney-client privilege.

The log of covered communications shall be generally in the form
attached as Exhibit A.

Solicitation Web Site:

Information relating to the Competitive Procurement Process shall
be made available to Potential Bidders, Bidders, the Commission,
Commission Staff and the Independent Monitor through the
Solicitation Web Site. The Procurement Team shall provide
Potential Bidders, Commission Staff and the Independent Monitor
who submit a request through the Solicitation Web Site with an
identifier and password to access the information on the
Solicitation Web Site.

The Procurement Team, after consultation with Commission Staff
and the Independent Monitor, shall determine what information
will be posted on the Solicitation Web Site, but such information
shall include:




a. Pre-qualification requirements ror becoming a Bidder,
including minimum creditworthiness requirements;

b. Request for Proposal;
c. Form agreement(s);
d. Form Letter of Intent to Bid:
e. Bidder Certification;
f. Deliverability Analysis;
g. RMR Study;
h. Load & Resource Plan;
1. APS Ten Year Plan; and
J. Questions & Answers.
D. Bidder Specific Information:

1.

Bidders may be provided access to certain additional information
relating to the Competitive Procurement Process. If so, a Bidder’s
identifier(s) and password(s) will be coded to provide access to
such information.

The Procurement Team, after consultation with Commission &.aff

and the Independent Monitor, shall determine what information
falls within this category.
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EXHIBIT A
Track B Communication Log

Your Name Date Time

Counterparty Name Type of Communication tex: phone. meeting...)

Individual(s) Communicated With

Items Discussed:

Signature: Date:
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Schedule D
Staff's Proposed Modifications

CODE OF CONDUCT
Definitions

"Affiliate," aath vespect to APS. shall mean anv other ooy directly or indirectlv
controlimyg o controlled by, or under direct or indirect corv o control with. the vublic
utility,  For »urposes of this_definition. the term "contre. " ncluding the correlative
meaninus o) oo terms Mcontrolled by oand "under commen ool with'), as used with
entity, shall mean the power 1o direct the o oement policies of such

through ownership of woting securities. . contract. or otherwise.
T co-own plants with APS she 0 v virue o) sueh co-

ownersin, oo considered Atfilates for puposes ol these St cooas of Conduct.

UAfTHae Bid Team” means those enmlovess, offlcers, 2 200s OF contractars o0 an
APS Afiliate that are directly participating in the preparcion of a response 1o an APS
request for proposw i the Competiunve Procurement Process,

"APS" meanrs Arizona Public Service Company as it current ¢xists, as its name may be
changed, or as any successor enterprise.

"Arm’'s Length Transaction' means a transaction betwesn or among parties. each of
whom acts in us own interest and where the final decision is not made by a sinule
imdividual.

"Bidders' means that subset of Potential Bidders that ~o» (1) meet the minimum
standards as cStabhshed bv the Procurement Team and (11 submit a Letter of Intent to
Bid i the Competigive Procurement Process,

"Bill" means the billing invoice for Noncompetitive Services.

"Commission" means the Arizona Corporation Commission.,

"Commission Staff” means those emplovees and consuitanis (other than the Independent
Montitor) of the Utilities Division of the Commission,

"Communications Protocol" means the procedure for communications between the
Procurement Team and all Potential Bidders or Bidders in the Competitive Procurement
Process. The Communications Protocol is attached hereto as Attachment I and
incorporated herein by reference.

"Competltlve Electric Affiliate" means-any-business-enterprise-related-to-APRS-that-is
also-an-Eleetrie-Service-Provider those affiliates of APS encaged in Competitive Electric

Services.



"(‘ompetiti\'e Flectric Services" means Competitive Reta Services and Competitive

"Competitive Procurement Process' means the Track B solicitation process for APS

retail load approved by the Commission and required by Decision No. 65743, The

Competitive Procurement Process shall include preparing and conductine the solicitation.

evaluatine “ids and negotiating the definitive agreemerusi. but shall not include

managenert or implementation of such agreement(s) after thoir cxecution.

"Competitive Retail Activities' means Competitive Rt Services or Permitted
Competinve Retal Activites, as those terms are deiined in tus Code of Conducl

"Competitive Retail Affiliate” means anv affiliate o:’ SPS that s engaeed in
Competitive Retail Services and is an Electric Service Provide

"Competitive Retail Services" means all aspects of retail electric services described in
AA.C.RI4-2-1601(7).

"Competitive Wholesale Services" means the provision of enerey producls or services
to the wholesale market.

"Confidential Customer Information'" means any non-public customer-specific
information obtained by APS as a result of providing Noncompetitive Services or
Permitted Competitive Retail Activities. Confidential Customer Information also
includes non-public customer-specific information obtained by APS from customers of
special districts and public power entities on behalf of such special districts and public
power entities.

"Confidential Information" means Confidential Customer Information as that term is
defined in this Code of Conduct and any other nonpublic information regarding
Competitive Llccmc Seruccs obtamed 501 ely through the provision of Noncompetitive
Services.—+the SRR e ady e-to-a-C ompetitive-EleetrieAffiliate:
It also means any and all written, printed or other matermls regardless of form, provided
bv a Potential Bidder or Bidder to the Procurement Team 1o meet pre-qualification and
creditworthiness requirements. Confidential Information also includes, but is not limited
to, marketing, operational, economic or financial mformation or data relating to the
Potential Bidder or Bidder that is disclosed to the Procurement Team bv the Potential
Bidder or Bidder during the Competitive Procurement Process, provided that such
information or data 1s marked "Confidential" by the disclosing Potential Bidder or Bidder
and further provided that such information or data is not otherwise publicly available.
Confidential Information shall not include (I) information that is otherwise available to
non-affiliate third parties or (ii) information necessary for a Competitive Electric Affiliate
to provide or receive Shared Services.

"Director" means the Director of the Utilities Division Staff, or his or her designee.
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"Distribution Service'" means those services described in A.A.C. R14-2-1601(14).

"Electric Competition Rules" means A.A.C. R14-2-1601 to -1617 including all future
amendments and modifications.

"Electric Service Provider" means an entity as described in A.A.C. R14-2-1601(15).

"Extraordinary Circumstance'" means any situation that requires APS to act in a
manner contrary to this Code of Conduct to protect public interest or safety. Examples
include the following: (ia) an abnormal system condition requiring manual or automatic
action to maintain system frequency, to prevent loss of firm load, to prevent equipment
damage, or to prevent disconnection of system elements that could adversely affect
reliability or safety; (iib) a fuel shortage requiring departure from normal operating
procedures to minimize the use of a particular fuel; (iiie) a condition that requires
implementation of emergency procedures as definc . in the Arizona Independent
Scheduling Administrator (AISA) operating protocols, the nrotocols of anv regional
transmission _or similar organization, or the Western Ficcime Coordinatine Council
("WECC") or preteeels-of-any similar organizalionsueeesser; or (1vd) any applicable law,
regulation, court order, tariff, or directive of a regulatory agency. regional transmission or

"Independent Monitor" means the individual(s) retained bv the Commission to advise
Commission Staff regarding the Competitive Procurement Process.

"Noncompetitive Services' means those services described in A.A.C. R14-2-
1601(2930).

"Permitted Competitive Retail Activities" means those Competitive Retail Services
that APS may provide pursuant to A.A.C. R14-2-1615(B), except for any service
provided as part of Standard Offer Service.

"Pinnacle West" means Pinnacle West Capital Corporation as it currentlv exists, as its
name may change, or as any successor enterprise.

"Policies and Procedures” or "P&Ps" means those policies and procedures developed
by APS to implement this Code of Conduct.
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"Potential Bidders' means the list of potental bidders devcioned by the Procurement
Team. With respect to APS Affiliates. the term "Potential Bidder” shall mean the
Affiliate Bid Team,

"Procurement Team" means those APS and Pinnacle M est emplovees, officers,
direciors or contractors desienated by APS to conduct or assist in conducting the
Competitive Procurement Process for APS. APS may change. add to. or subtract from
the members of the Procurement Team from time 1o time consizient with these Standards
of Conduct.

"PWEC" means Pinnacle West Enerev Corporation as 1t uomontly exasts. as s name
mav be changed. or as any successor enterprise, and its subsidiarnes.

(—emﬁe{:ﬂ“ .

Shared Services' ro._uns those smport Services prov 1du4 v Pinnacle West or anv of its
affiliates. including but not limited to: human resources: accounting: tax. msurance: risk
mnagement-epersv-risk-anagement-audit services: contract managements nformaton
and communication technologyv: communications: environmental. health and safetv:
reculatory_services: svstem dispatch: transportation: secuniv: facilities: sharcholder
services; taw—and—business practices: public affairs and enterprise finance.  Shared
Services shall not include risk management, energy risk management and law.

"Solicitation Web Site" mecans the mtemet web site established bv the Procurement
Team for communications with Potential Bidders. whether affiliates or not. that are
participating_in the Competitive Procurement Process. except for communications of
Confidential Information relating to pre-qualification and creditvorthiness.

"Standard Offer Service' means the bundled provision of retail electric service as
described in A.A.C. R14-2-1601(389).

"Third Party" means any Electric Service Provider or ether-market participants other
thcm a C ompctlmg Retail Aﬁlhatc that may lawfully provide Competitive Retail Services

FAPS-or-Competitive-Activities;

Applicability of Code of Conduct

The Code of Conduct applies to the conduct of APS in its interactions withand its
Competitive Electric Affiliates relating to Competitive Electric ServicesAetivities, unless
an Extraordinary Circumstance excuses compliance.

_All employees and-authorized-agents-of APS in their interactions with APS' Competitive
Electric Affiliates shall comply with this Code of Conduct. Failure to comply with this
Code of Conduct will subject the employee to disciplinary actions as described in Section
XII.C of this Code of Conduct.




II1.

IV.

Treatment of Similarly Situated Persons

A.

APS shall apply its retail tariffs in the same manner to similarly situated entities.
If a retail tariff provision allows for discretion in its application, APS shall apply
that provision in a non-discriminatory manner between its Competitive Electric
AffiliatesAetivities and aH—non-affiliate tFhird prarties and their respective
customers.

APS shall process all similar requests for Noncompetitive Services and for
Permitted Competitive Retail Activities, if applicable. in the same manner and
within the same time period.

APS shall offerprevide access to Distribution Service-specific information
(including information about available distribution capabili /-, transmission
access, and curtailments) to its Competitive Retailt+eewie Affiliates and Third

APS shall act in accordance with the Competitive Procurement Process and will

not _give preferential treatment to 1ts Competitive riectric Affihates 1 such
process.

Use of Confidential Customer Information

A.

APS shall not provide Confidential Customer Information to any Competitive
Electric Affiliate or otherFhird pRarty engaged in Competitive Electric Services
without the customer’s written authorization. Such information may be provided
only to the extent specifically authorized.

in Competitive Electric Services seeking Confidential Customer Information that
such information may be released only after APS receives the customer’s written
authorization.

APS shall inform any Competitive Electric Affiliate or otherhird pRarty engaged

APS shall not provide Confidential Information 1o a Competitive Electric

Affiliate, except as provided in Section IV.A of this Code of Conduct with respect
to Customer Confidential Information.

Except as required by Section IX.B of this Code of Conduct, nothing herein or in

the P&Ps shall be construed to require any Competitive Electric Affiliate to
disclose competitively sensitive or other legally protected information.

Use of the Bill and Promotions within the Bill Envelope
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VII.

If APS decides to include any amounts due for its Competitive Retail Activities
within the Bill, APS shall develop a section in its P&Ps to ensure equal access to
billing services for anv party eneaced in Competitive 2ol ServicesThird-Parties
which shall provide that APS will offer to include in its Bill the amounts due for
Competitive Retail Services to any Third Party on the :»ame material tferms_and
conditions, upon request.

This provision shall not prevent aARS> Competitive Retall AffiliateAetivities or
any Third Party from including amounts due for Noncompetitive Services in its
own consolidated billing statement, as long as the customer receiving such
consolidated billing statement has authorized APS™ Competitive Retail

purpose.

If APS chooses to insert any advertising or promotional materials for its
Competitive Retail Affiliate-xetvittes or for any Third Party’s Competitive Retail
Services into the envelope for the Bill or to print such advertisements on the Bill
or billing envelope, APS shall develop a section in its P&Ps 0 ensure equal
access to advertising space in or on the Bill or billing envelope.

Customer Telephone Calls

Telephone numbers and websites used by APS for provision of Noncompetitive Services
shall be different from those used by its Competitive Electric Affiliates.

Prohibition on Suggestion of Utility Advantage

A.

APS shall not state in any advertising, promotional materials, or sales efforts that
a consumer who purchases services from APS’ Competitive Electric
AffiliatesAetivities will receive preferential treatment in the provision of
Noncompetitive Services or that any other advantage regarding the provision of
Noncompetitive Services will accrue to that consumer.

The name or logo of APS as a utility distribution company shall not be used in
promotional advertising material circulated by a Competitive Electric Affiliate.

APS personnel shall not specify to any retail customer or potential retail customer
a preference for any Competitive Electric Service provided by APS’ Competitive
Electric AffiliatesAetivit : : fred Party,

APS personnel shall not specify to any retail customer or potential retail customer
a preference for any Competitive Electric Service provided by anya-Third pRarty
over any Competitive Electric Service provided by any other Fhird-pParty.

APS personnel providing Noncompetitive Services shall either inform customers
who inquire about Competitive Reiail Services that a list of Electric Service




Providers is available at no charge from the i soorperatien-Commission on
its website or by telephone, and upon request shall provide the customers with the
appropriate Aszena—Corperatton—Commission website address and telephone
number, or may provide such customers with a copy of the current Arizena
Corperatton-Commission list of such providers.

Service from APS Competmve Flectric Affiliaz f.ffn.v--’d-wt}.es as a Condltxon to

providing Noncompetitive Services.

G. Prior—to—the—divestiire—ot—APS—generation—2 - it—o—\izena—Corporaton
éfﬂmm-%eﬁ—De%eﬂ—,\ef—éﬁ%&%@ﬁebeFéf—w& ‘‘‘‘‘‘‘‘ ~APS generation serx ice shall
not be sold on a discounted basis to Standard Oinr Service customers without the
express authorizationperanssion of the ~Arzons-+»eraton-Commission.

MH—H&HS&@H@&S—@@%%Q—%H&—&S—@QH&? Hive—Eleetrte—Affihate—shall-be
aceou > 1 ~ - 1 ) * > £ )?_** ;Heh glﬂi” he d@’ e eped {6
éesa%e——%he—%es&——&ﬂee&&e%ef—&ﬂ—w}saemwm }@F{MMMP—S—&}&H&

| V. Reporting Requirements
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Sth, beginning on April 13. 2004:

A.

A list of all Extraordinary Circumstances excusing APS’ compliance with this
Code of Conduct and a report explaining the nature. .:use. and duration of each
incident.

transactions between APS and its Competltm 'i‘iphm L\fm ates. with the
associated charueseests reported separately for coch Compeouiine Siecuic

Alfllatebusinessaetivity and for each category of <o o iransaetion,

A report detailing (1)_how many non-Standard O:7cr Service customers were
provided metering services or meter reading Services Musthait—tosott2tob538
and 11) _how many Electric Service Proxiders received consolidated billing

A report identifving all transfers berween APS oo s Compelitive Electric

AfMbates of emplovees at the manager level or abo -

All information submitted pursuant to this Section V11 of this Code of Conduct

shall be treated 1n accordance with A.R.S. 8 40-204.

| IXX. Separation Requirements

A.

APS and-s-Compettive—tetrvities—shall be o separate corporate 21

Competitive EiLCUIC \afﬁhates‘%&%h%%m—%qtm »»»»» e A A R
2151 R-N c Unless otherwise permmed herein, A PS
shall. to thc extent practical. opuatc separately ot s Competitive ‘Tlcmric

Affiliates.  Sharing of equipment and facilities shall be permitted onlv
accordance with the functional separation requirements set forth in the P&Ps.

APS and-its-Competitive EleetrieAdfiliates-shall keep separate books and records:
and ARS-shall keep accounting records that set forth appropriate cost allocations
between APS>—Nerneompetitive-Serviees; and its Competitive Electric Affiliates.
All APS records shall be kept in accordance with the FERC Uniform System of
Accounts and Generally Accepted Accounting Principles. As-a-precondition—to
ransactng-any—business—with-APS—bBooks and records of APS’ Competitive
Electric Affiliates willimust be made available for inspection by the Asizena
Cerporation-Commission in accordance with A.A.C. R14-2-804.A to-the-extent




APS and its Competitive Electric Affiliates shall not jointly emplov the same
employees; provided, however, that APS and its Competitive Electric Affiliates
may itilizchave common officers and directors for corporate support, oversight,
and governance.: _However. any board member or ¢ o ate officer of APS mav
not serve in the same capacity with a competitive elec e affiliatebutAPS offie
direcrbresponsiblefor operationabmattersshatbnor ~orve-asofficers-or ~dﬂ'ce{of§
oi-i-wompetitive-Eleetrie-At+Hhare.  Common officers and directors shall not be
utilized to circumvent the prohibition on providing Confidential Information to a

Contoctiive Electric Affiliate. nor shall such cormvoo officers or divectors be
cied to participate in the Competitive Procurer . Processestatied-throush
CREOR-G N OHE O e De v Hee-to p;‘o\f\:; o R P ettt

o ebitve—Eteetrte—riirhate. Contracts for services accounted for in

conformance with Section X1 of this Code o;:%g ‘natct shall not constitute
prohibited joint employment if measures are taken to prevent the transfer of
Confidential Information between APS and a Compeuitive Electric Affiliate.

‘i%xe%o%%—%h&%pﬂ}lﬁbﬁ—ﬂs and its Competitive Electric

& -%‘F‘*”"r—{—t‘r’rﬁﬁhﬁ’&)ﬂﬂn accordance W1th S&.ctmn ,\ 15 Code of (omiz:cx anu
the P&Ps; provided, however, that APS—Pnacicrest—and-am—Competitive
FeetrreAdfitate shall take appropriate measures to prevent access tothe-transter
of Confidential Information between—APS—andby its Competitive Electric
Affiliates through such Shared Servicesvta-Pianaete-\West,

XI. Transfers of Goods and Services

A.

All rransacti ns bertween APS and its Competitiy ¢ Zlectric Affiliates shall be

Arm's Leneth Transactions. except as provided in this Section X of the Code of
Conduct and in the associated provisions of the P&Ps

APS shall not subsidize its Competitive Electric Aiiiliates through anv rates or

C.

charues for Noncompetitive Services.  APS shall notw. however. be required 1o
charve its Competitive Electric Affiliates more than its authorized tariff rate for
any Noncompetitive Service.

Shared Services may be provided bv APS to its Competitive Electric Affiliates.

and such services shall be accounted for in accordance with the P&Ps, which shall
describe the accounting methodology for such serviccs and transactions in a
manner that ensures there is no subsidization of the Competitive Electric
Affiliates by APS.

APS mav acquire Shared Services from Pinnacle West and such services shall be

accounted for in accordance with the P&Ps, which shall describe the accounting
methodology for such services and transactions in a manner that ensures there is
no subsidization of the Competitive Electric Affiliates by APS. The direct and
indirect allocators shall be listed in the P&Ps.




X1l

EA. AnvAPRS-tarffed-goods-and services %halrl—be-provided by APS or its Competitive
Electric ~\mllatcs that azc subject to a filed tariff shall be providedFhirdParties
and—Hs—Competitve—Electrie—Afftliates at the rates and under the terms and
conditions set forth in the tariff, unless an exception 1s permitted by the eoverning
body with jurisdiction over such tariff.

FB.  If APS sells 1o its Competitive Electric Affiliates nontariffed retail goods orand
services—thut—were—developed-bv—\RSHor sale—tn-o—mnrketto—s-Competitive
Eleete—Afihates, the transfer price shall be the er of cost orfar market
vihie, ~Steh-goods-andservices—shatb-be-provided-

et

PN Competitive-blectiie
rtes-aid-Fhird-Parties-ota-non-diSeFHRMOR— s i

A a%hﬂ+w+1~aﬂs~¥<:+s~e4—ﬂeﬁhﬂ+ﬁté—ueeésﬂa ] zereiees—rom—-A RS —to—ARS!
Ceonmpetittve te-Adfhatesshal-beat-the-htvherortuth—aHocated-eost-ortfair
m&%kﬁ%

G.D. If APS’ Competitive Electric Affiliates sell to APS nonuariffedtransterany retail
goods orand services—to—ARS—that—were-developed--rorsate-by—the-Competttve
Electrie—Adfthate—n—the—market, the transfer price shall be at_a price not to
exceedthe-fair market-value.

H.E. Sales of Competitive Wholesale Services bv and among APS and itsAH-ether
transters-ofcoods-and-servicesHrom-ARS" Competitive Electric Affiliates to-APRS
shall be made in accordance with FERC and other applicable requirementsat-the

Eu,ai. sf f“ ]i, 3”8?’3%9:% "'35‘{ 31- r.ﬁ”‘]‘ Fﬂ’i? ve{ !va ”f%.

XIX1. Joint Marketing

APS and its Competitive Retailkleetrte Affiliates shall not jointly market their respective
retail services.

Financing Arrangements

XIII.

APS shall comply with the applicable provisions of A.R.S. §8 40-285: 40-301. et seq.;
and A.A.C. R14-2-804. with respect to anv financing arrangement between it and its
Competitive Electric Affiliates.

Dissemination, Education, and Compliance

A. Copies of this Code of Conduct shall be provided to employees of APS and its
Competitive Electric Affiliates and those authorized agents of APS and its
Competitive Electric Affiliates that are likely to be engaged in activities subject to
the Code of Conduct. A copy of the Code of Conduct shall be maintained on
Pinnacle West Capital Corporation’s intranet.
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| XIv.

XV.

D.

Training on the provisions of the Code of Conduct and its implementation shall be
provided to the emplovees ofaH APS and 1us Competitive Electric
Affiliatesemployeesas-wel-as—to-authorized-agents that are likely to be engaged
in activities subject to the Code of Conduct.

Compliance with the Code of Conduct is mandatory. TheAn-ARS-emplovee’s-or
asent’s failure or refusal of an emplovee of APS to abide by or to act according to
the Code of Conduct or the P&Pssueh—standards mayv subject the employee o
avent-to disciplinary action, up to and including discharge from employment-o

terptnation-ofthe-quept srelationshiip-with- S,

Anv activity the ould constitute engageme 21 ounlawful anucompetitive
\ tivity that would constitute _envavement mlawtul antco Tit

behavior shall constitute a violation of this Code of Canduct,

Questions regarding this Code of Conduct should be directed to Pinnacle West
Capital-Corporation’s Business Practices Depart .ent. Compliance with this Code
of Conduct shall be administered as part of Pinnacle West-Capitat-Corporation’s
Business Practices Program.

Procedures to Modify the Code of Conduct_or P&Ps

A.

APS or any other interested party, including Commission Staff may request
modifications to the Code of Conduct by filing an application with the
Commission. The application shall set forth the proposed modifications and the
reasons supporting them.

APS shall notify the Commission of anv revisions required to be made to the

P&Ps to _address modifications to allocation methods or the direct and indirect
allocators used in the P&Ps by filing an update to the P&Ps with the Commission.
If no action is taken bv the Commission or its desienee within 30 davs of its
filine. the update shall be deemed approved.

APS mayv not make and implement any material change to the P&Ps without

seeking the prior approval of the Commussion or its desienee. Once notification is
made by APS of an intended modification, if no action is taken bv_ the
Commission or its designee within 30 days of its filing. the modification shall be
deenied approved.

Dispute Resolution

To the extent permitted by law, complaints concerning violations of this Code of Conduct
shall be processed under the procedures established in A.A.C. R14-2-212,

11



STANDARDS OF CONDUCT
FOR THE TRACK B
COMPETITIVE PROCUREMENT PROCESS

‘emmf&eé—%%eeﬂ e —wHi—the-standards—of
yetitive-Sokciadon{Oetober 252002
The following Standards of Conduct shall govem the Competmw Procurement Process—and
supplement—the , “onduet—submitted—to—the—ommission—bv—\PS—on
Nevember122002 —Inecase-of anv-inconststenev-bebweenthe AP adeo  Conduetand-these
Standards—oF Conduet—the-Standards-ot-Conduet-shalgovermsiirapeetto-the-Competitive
Proeurement-Process—unless—othernvise-ordered—or-atthortzed-br—o Compission: . Nothing in
these Standards of Conduct shall limit APS’ ability to comply with other applicable federal or
state requirements.

g .
N R
v 7

Fhese-Standards-ef-Conduet-she feet Meres— 32003 —and-shatlremain
&%%meﬁ%m%%m

HI.  Applicability

These Standards of Conduct shall apply only to the Competitive Procurement Process.

i 1I¥.  Standards of Conduct

A. Rules Governing Emplovee Conduct

Members of the Procurement Team and APS or APS Affiliate employees assisting
the Procurement Team:

1. Shall not assist any Potential Bidder during the Competitive Procurement
Process in evaluating the solicitation, preparing a bid in response to the
solicitation, or negotiating a definitive agreement except as permitted in these
Standards of Conduct or the Communications Protocol;

2. Shall not give preferential treatment to APS Affiliates in the Competitive
Procurement Process; and

3. Shall comply with other applicable federal and state requirements, including
Code(s) of Conduct, affiliate relations or other similar requirements.

B. Extraordinary Circumstances; Shared Services; Non-Competitive Procurement
Process Matters

1. Notwithstanding any other provision in these Standards of Conduct, in an
Extraordinary Circumstance, the Procurement Team may take whatever

12




steps are necessary to ensure reliability of the APS system, to protect the
public interest, or to ensure the safety of emplovees or the public.

2. The Procurement Team may consult with or utilize Shared Services or other
APS employees, officers or directors provided that such consultation or
utilization shall not otherwise circumvent these Standards of Conduct.

3. Nothing in these Standards of Conduct or the Code of Conduct shall be
construed to prohibit:

a. APS, Pinnacle West or PWEC officers and directors from providing
corporate oversight, support and governance to their employees so
long as such activities do not favor PWEC in the Competitive
Procurement Process or provide PWEC with Confidential
Information during the Competitive Procurement Process that is not
available to all other Potential Bidders: or

b. APS or Pinnacle West employees from communicating with PWEC
employees about non-Competitive Procurement Process matters.

Communications and Information Access

1. All communications relating to the Competitive Procurement Process
between the Procurement Team and Potential Bidders or Bidders shall be
conducted in accordance with the Communications Protocol.

2. Once designated, the Procurement Team shall not provide to any Potential
Bidder or Bidder preferential access to information substantively affecting
the Competitive Procurement Process. This requirement shall not preclude
APS from providing information to those entities that jointly own facilities
with APS (or for which APS is the operating agent) to the extent such
information is otherwise within the scope of information APS provides such
entities in the normal course of business.

3. Once designated, the Procurement Team shall make available information
substantively affecting the Competitive Procurement Process to all Potential
Bidders or Bidders at the same time and on equal terms pursuant to the
Communications Protocol.

4. The Procurement Team shall not disclose to any Potential Bidder during the
Competitive Procurement Process any Confidential Information obtained
from another Potential Bidder without the prior written consent of the
disclosing party.

5. If a member of the Procurement Team discloses information in a manner
contrary to these Standards of Conduct or the Communications Protocol,
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the Procurement Team shall promptly inform Commission Staff and the
Independent Monitor of such disclosure.

Mandatory Compliance

I.

[0S

(U]

Written or electronic copies of these Standards of Conduct shall be
provided to all APS and APS Affiliate emplovees.

A copy of the Standards of Conduct shall be maintained on the Solicitaiion
Web Site. To qualify as a Bidder, a party must accept these Standards of
Conduct and certify that it will, and that it will require its officers, directors,
employees and contractors to, comply with these Standards of Conduct to
the extent such Standards of Conduct apply to their activities.

Training on the requirements of these Standards of Conduct shall be
provided to:

a. all members of the Procurement Team:
b. all members of any Affiliate Bid Team: and

c. all APS and APS Affiliate employees assisting the Procurement
Team or an Affiliate Bid Team in the Competitive Procurement
Process.

The failure or refusal to abide by or to act according to these Standards of
Conduct by a member of the Procurement Team or Affiliate Bid Team, or
an APS or APS Affiliate employee assisting the Procurement Team or
Affiliate Bid Team in the Competitive Procurement Process may subject the
employee to disciplinary action, up to and including termination of
employment.

Monitoring by Commission Staff and Independent Monitor

1.

To the extent practicable, the Procurement Team shall provide to
Commission Staff and the Independent Monitor drafts of all Competitive
Procurement Process materials for review and comment prior to posting
such materials on the Solicitation Web Site.

The Procurement Team shall provide to Commission Staff and the
Independent Monitor access upon reasonable request to all written records
relating to the Competitive Procurement Process and shall make available
members of the Procurement Team upon reasonable request for
consultation with Commission Staff and the Independent Monitor relating
to the Competitive Procurement Process.
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3. To the extent practicable, the Procurement Team shall p vide Commission
Staff and the Independent Monitor with reasonable advance notice of any
scheduled or planned oral communications with Potential Bidders or
Bidders relating to the Competitive Procurement Process to allow
Commission Staff and the Independent Monitor to participate in such
communications if desired by Commission Staff or the Independent
Monitor.

4, The Procurement Team shall log all oral communications with Potential
Bidders or Bidders relating to the Competitive Procurement Process
consistent with the Communications Proiccol and shall make such log
available to Commission Staff and the Independent Monitor for review
upon reasonable request.

Procedure to Modify the Standards of Conduct

ARS—mav-meditv—tThese Standards of Conduct .o+ be modified in accordance
with Section XIV.A from-timeto-thneaftercons o shonwith-Commission-Stafh

Audit Provisions

1. Audits regarding APS’ compliance with these Standards of Conduct will be
performed by Pinnacle West internal auditors in conformance with 1s
standard audit practices.

2. Commission Staff may audit APS’ compliance with these Standards of
Conduct at any timeettherduring-orwithin-six-{omenths-of completion-of

the-Competitive-Procurement-Proecess.
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IL.

111

ATTACHMENT I
TO THE
STANDARDS OF CONDUCT
FOR THE
COMPETITIVE PROCUREMENT PROCESS

COMMUNICATIONS PROTOCOL

Scope: This Communications Protocol applies to all suostantive communications
between the Procurement Team and Potential Bidders or Bidders relating to the
Competitive Procurement Process.

General:

A.

Except as provided in this Communications Protocol or in the Standards of
Conduct, the Procurement Team shall not dissenunaie substantive information
relating to the Competitive Procurement Process to any Potential Bidder or Bidder
except to the extent such information is provided to all other Potential Bidders or
Bidders.

The Procurement Team shall disseminate to Potential Bidders or Bidders
substantive information relating to the Competitive Procurement Process by
posting such information on the Solicitation Web Site, as set forth in Section III
of this Communications Protocol.

Except for the submittal of sealed bids in response to an RFP and any subsequent
negotiations or discussions relating to creditworthiness, all substantive
communications from a Potential Bidder or Bidder to the Procurement Team
relating to the Competitive Procurement Process shall be submitted to the
Procurement Team through the Solicitation Web Site.

Solicitation Web Site and Communications:

A.

Written Communications and Documentation:

1. Except as otherwise provided in this Communications Protocol, all written
communications between the Procurement Team and Potential Bidders or
Bidders relating to the Competitive Procurement Process shall be done
through the Solicitation Web Site.

2. The Procurement Team shall maintain hard copies of all electronic

communications between the Procurement Team and Potential Bidders or
Bidders, as well as other written documents, relating to or submitted during
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the Competitive Procurement Process for the iire of the longest agreement
resulting from such process, plus five (5) years. Electronic communications
may be printed in hard copy and then deleted from the electronic system.

B. Oral Communications:

1. The Procurement Team shall maintain a log of all oral communications
between the Procurement Team and any Poten:i:al Bidder or Bidder during
and relating to the Competitive Procurement Process. The requirement to
log such communications shall not apply to cormmunications:

i BepwechteudeotnsolHor YR —aid- et Bidder-or-Bidder
provide d-E-h&%—*«:HH%—%OHW%HH&&HH% St ROE-Be—a—coRdtH-—Or
HHRsmHERe-subs e : P sby the—Llopmpetitive
RroetrementProcess4 Wt Hhe- h‘}dﬁhi:r-@L
Conduet:

ab. made during workshops, adminisirative hearings or similar

proceedings of the Commission or other regulatory agency; or
be. made during Bidders Conferences or similar meetings, e
di——that-are-covered-by-the-attorney—ehentprivilese:

2. The log of covered communications shall be generally in the form attached
as Exhibit A.

C. Solicitation Web Site:

1.  Information relating to the Competitive Procurement Process shall be made
available to Potential Bidders, Bidders, the Commission, Commission Staff,
and the Independent Monitor through the Solicitation Web Site.—The

Procurementteanrshalb-provide Potentinh-Bidders—ConmisstonStatfand
%lwﬁékﬁeﬂdﬁ%—%%mﬁe%—%&&m%%fﬁ St %eMHhc«%e%a%weﬁ

2. The Procurement Team, after consultation with Commission Staff and the
Independent Monitor, shall determine what information will be posted on

the Solicitation Web Site, but such information shall include:

a. Pre-qualification requirements for becoming a Bidder, including
minimum creditworthiness requirements;

b. Request for Proposal;
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D.

C. Form agreement(s);

d. Form Letter of Intent to Bid;

e. Bidder Certification;

f. Deliverability Analysis;

g. Reliabilitv Must Run (RMR) Study:
h Load and& Resource Plan;

1. APS Ten Year Plan; and

J. Questions and&e Answers.

Bidder Specific Information:

1.

Bidders may be provided access to certain additional information relating to

password{s)will-be-coded-to-providenceess-to-such-information:
The Procurement Team, after consultation with Commission Staff and the

Independent Monitor, shall determine what information falls within this
category.
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EXHIBIT A
Track B Communication Log

Your Name Date Time

Counterparty Name Type of Communication {ex: phone, meeting...)

Individual(s) Communicated With

Items Discussed:

Signature: Date:
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