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setting rates. These decisions specifically reject that conclusion and instead hold that, for purposes of 

determining whether a rate decision is s, it is the “end 

result” that is significant, not the specific method. 

These cases identify three factors to cons er in determining whet r a rate decision produces 

era1 constitutional standards: 

fiscatory for pwpos 

rates that satisfy 

The return should be reasonabl sufficient to assure confidence in the financial 
soundness of the utility, and should be adequate, under efficient and economical 

constitutes just co 

exercise of a fai 





Ltd. V. Arizona Corp. Comm’n 141-42 (App. 1993) (stating 

of corporation’s properties at ti 

cy for establishing rates by using historic cost-of-service principles 

asts was articulated by RUCO witness Hill, who acknowledged that it is not unusual 

for the relationship between the number of customers and the amount of utility plant necessary to 

ainst the company’s position is that we don ’t need to stuff 
all those costs in the curvent rate case because we don’t know what those costs 
are. And I don’t know of any utility, regulatory body that lives completely in the 
future and tries to dis hat the relationship, regul 
future. 



First, APS’  projections have been prepared on a totaZ company basis. (Dittmer Supplemental 





- C. Staffs audit shows that APS’ current rates appropriately recover the Company’s 
non-fuel costs. 

APS claims that the cost of customer th is greater than the reveiiues gener 
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out many concerns-if not outright flaws-in the d 

ng the Company’s attriti 

11. COST OF CAPITAL 

priate capital structure, 2)  determining the appropriate cost of debt, and 3) 

ost of equity. As between Staff and APS, the first two 

rd step-detennining the approp 

uity, Staff used three re 



proceeding perfoi-nied a DCF analysis, although each assigned a different degree of reliance to his 

hile RUCO witness Hill relied heavily upon his DCF results, APS witness Avera 

rely discounted his DCF re 

sort of middle ground: while MI. Parc 



ecoiioiiiic and financial conditions, he drew the following conclusion: 
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Iarious rating agency statements in arriving at his recommendation. (Tr. at 3270-71 1; 3282-88; 

3294-3303; 330 

APS contends that with the testimony of 

mony, Mr. Parcel1 addressed these iogers, which was filed 

y review of Mr. ur conclusions are very 
similar. In his testimony, Mr. Rogers recommended, for Paradise Valley Water 
Company.. .a return on equity range of 9.8 percent (DCF results) to 10.0 percent 
(CAPM results) plus a 0.6 percent “upward financial risk adjustment” which was 
designed to recognize the financial risk associated with the 36.7 percent common 
equity ratio of the utility. In the case of Paradise Valley Water, the subject utility 
had more leverage and thus financial risk than the proxy group, In the case of 
APS, on the other hand, the opposite situation occurs, since APS 
equity ratio and thus less financial risk than the proxy group. 

iitilitv chniild nnlv he a l l n w d  tn rernver frnm ratenavers itq wtiixl 2nd mixntifiRhle levels nf iss i ianc~ I 



In summary, Staffs cost of equity estimate is based upon recognized models that were 

recommended cost of e 

111. PENSION EXPENSE 

over time. In fact, 



6 through IS, in my opinion, from what I’ve seen so far. I do not know how you 
ot create a cash flow problem wit 

(Tr. at 4217-18 (emphasis added)). APS’ proposal will not improve its cash flow position in the short 





1 - B. Interest Expense. 

should also consider 







projected through the end of 2006. 

Ultimately, the Commission can tell 

Decision No. 67744. As Staff witness 

certain estimated Sundance O&M 



proposal to recover one-twelfth of its twelve-year forecast 

fails to note, however, that it has used a unique app 

expense. Specifically, APS reaches far into the future 

enditures when developing its Sundance nonnaliz 

enance expens 

admittedly uses a twelve-year forecast, but importantly, A P S  

main t enaiic e expense. Th 

already incurring a portion of such 

ittmer described 



added)). It is inappropriate for the Coinpany to disregar 

or subsequent rate cases. 

tiot hidden within inappro 



. at 4231). The Commis 

from APS’ rates. 







nevertheless provide strong evidentiary support for a finding of imprudent 
management.. . . It would take tortured logic, indeed, to conclude that the NRC’s 
hyper-critical comments about the Company’s management of the plant and the 
Company’s own admission of significant failures and shortcomings described in 
this report are consistent with reasonable and prudent managerial conduct from 
either a safety or eco 

Coiiiiecticut Yankee Power Co., 84 FERC 7 63, 

review documents prepared by the Comp 

5 ,  110-11 (1998). Clearly, it is reasonable to 

etennine what the Co 

levant events occurre 

These evaluations provide a picture of 

unts, as Palo Verde e encing a decline in 

over the cours to decline. (Jacobs 





ces of their choice 



I 
concerns that air entrainment fro 

Company had reaso 

entrainment issue, was a potential concern. 

he empty sump piping could damage safety related pumps. The 

aware that the air entrainment issue, including the “dyiamic’’ air 

inspection and issued Pa 

Report at 32). In response to the issue, the Company initiated an extent of 

ECCS; as a result ofthat review, the 

ondition was not problematic. However, when the NRC returned and 

Verde a yellow finding 

condition review. The review included in its scope the R 

Company concluded t 

asked about dynamic 

relying on conformity with Palo Verde’s design basis. (Tr. at 4911-15). APS witness Mattson 

ent of the RWT ECCS, the Co 



There's a difference between the company finding an issue and an NRC inspector 
identifying an issue. I think that if sometime earlier if the company had identified 
this issue and said, we may have a problem here, we're not sure, they could have 
gotten the time potentially to resolve it without having to shut the plant down. 
That's not -- you know, you never really know until it happens. 







1 errors. For example, it assumed lower off-system sales when Palo Verde was operating than when it 

e circumstances, the simulation produced lower margins even though 

the level of lost generation in off-system sales increased. Id. at 42. Clearly, the Company’s analysis 

ore questions than it resolves in terms of the quantification of margins on lost off-system 

ales. Consequently, Sta position on the mount  of lo 

t-of-service. And in 

3. The Nuclear Perfornzaizce Standard is an Appr 

In response to the ongoing issues regarding Palo Verde’ 

in its opening brief, expressed 



a company for unchanged behavior. (Jacobs Surrebuttal at 35). As to dead bands and penalty caps, 

onsequently, the 

plan provides an added buffering influence of several years of performance to alleviate the impact of 

roposed NPS alread ncorporates a three-year sampling for evaluation 

Jacobs Surrebuttal at 37). 

With respect to the Company’s proposal to include eneration in the 

erformance plan, Staff believes that such an all-inclusi 

ear power are fundamentally different. (Jacobs 

variable costs ar versed, and their meth 

t. A broad performance Company’s entire 

permit the Company 





clarify that it does not agree that unspent funds should be carried over and spent in subsequent years. 

ast $30 million of the 

igible DSM-related items, the unspent amount is to be 

that, if during 2005 through 2007, A P S  does not spend at 

e allowance for approved and 

credited to the account balance of -the Demand Side Management Adjustment Clause 

account. (Anderson Surrebuttal at 2). These are monies p d by APS’  customers through base rates. 

If the $30 million collected in this manner has not been spent during the 2005 through 2007 period, 





connection with the $4.25 million incremental EPS surch (APS’ Br. 

S has proposed authorization of an alternative funding 
mechanism for investments related to its Adv 

proposal. (APS’ Br. at 134). 

aised comparatively late in 

them and is therefore unable to offer an inion at this tim 

dations in thii 
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