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ONSITE GENERATION TERW .LYD CONDITIONS 

e m m r  for Incmonnedon with the Company which hall establish all pedhml Quih n k d  to inlaconncclion and o t h a  muired SCMIX -dads. The 
Cutomcr doe? not L w  !he option to d l  power and magy to Ihe C o m p y  unda this !ariE 

Cuslomm scrycd under lhic ~JLC schedule who have on-site genedon COMCC~C~ lo !he Company's el&ul delivery +d shall 7"~" inlo 

-Q 

0 - 1,999 kW: 
2,000 kW nnd above: 

k provided in Company's mdafd a v m !  for smite. 
Three (3) yam, or longer. Y Company's option for initial period when c o w d o n  is requud One (1) year, or 
longer. at Company's option when cons~~aion is not requid. 

-3 
n s  rate schedule L rubjrn to Compyrfs Tamc and Conditionr fw SIyldyd otfer and Duca Accas Scrvice (Schedule # 1) md the Cwnpany'r 

Schedule $10. These Schcdulc; have provisions Ih;u my a k t  caomer's monrhly bill. 

t 

H:\!r&kcnlcmcnt 1999\TYiBD.hCS I (CTC and RA odj).doc 



W O N A  PUBUC SERVICE COMPANY 
PhoCni& Arizona 
Filed by: AIm Pmppcr 
Title: Dimor. Ricing and Regulation 

AC.C. No. m 
T d o r  Schedule No. DAGS 10 

plRECT ACCESS 
LARGE GENERU SERVICe 

pvmABr L r r v  

This rate schedule is available in aU m ~ i l i d  retail delivay m i c e  &tory w e d  by Company at all points whcn f ad i l i a  of adequate upacity 
and the required p h w  and suitable voltage are adjpant to the pmn;wS served 

This ne schedule L applicable to w o m m  receiving electric energy on r . d M  access buis 6um MY ccnifratcd Ei&c Scrvin Pmvidr (ESP) 
as defmk in AAC. R14-2-1603. This rak schedule is rppliablc only to Eustomcn whose manrNy nuximum demand is 3,000 kW M more for thm (3) 
consecutive monh in my c o n ~ u o u  n ~ l v e  (12) month paid ending with the current month Savicc must be supplied at one point of delivery and measured 
through one me(rr udeo orhawkc rpccifed by individual ~ d o m r  c n r W  For those custoa~em whose el+kity iC delivered Wgh mon lhrn one mctcr. 
smrita fw e& meter Stull be computed wpuarcly under this mte udev conditioru in &cc with the Company's Schedule M (Totalbed Mercring of 
Multiple Service Enrrrnc~ Sections Al I Side Rmriw for Standard Mer and Direct Accar S d n )  are m a  

This R ~ C  schcdule is not rppliublc to -le d c e .  

This rnk schedule shall become effa*vc u M i d  in Company's Tams md Conditions for D h  ACCCSS (Schedule #IO). 

TYPE OF SERVICE 

Service shall be three phase. 60 Hertz at Company's standard voltages bat JIC available Within the vicinity of nutoma's p d c .  

!dETERING RJZOUIREYEflS 

All &orncrS shall comply wirh *e terms and conditio- for hourly rnelcling lpecirred in Schedule $10. 

MONTHLY BILL 

The monrhly bill shall be the grurn ofhc amount computcd under A or B. &low, including the appliwble Adjustma&. 

A R4TE 

For custornm saved at primary voltage (1Z.SkV to below 69kV). the Didbution c h g e  will be discounlcd by J 
For c m o m m  smcd at transmission voltage (69kV or higher). the Distribution c h u g  will be discounkd 36.7%. 
Pursuant to A A C .  R14-2-1612.Lll. the Company shall retain ownership of Current Tnnsfonen  
(CT's) and Potential Trwformm (FTs) for those customers uking service at voltage levclr of more 
thyr 25 kV. For &omm whose metering 5miccs arc provided by an UP, a monthly facilitia charge 
will be billed. in addition to all orha applicable chvges shown above, iu d c t d n e d  in the service 
contract based upon the Company's con of CT and PT ownmhip. maintenance and operation. 

.8?C. 

The kW used for billing ~UQCXCS shall b!: the greater oE 

1. The kW used for billing purposes shall be the w m g e  kW supplied during the 13-rninute pcriod (a orher pcriod u specified by 
individual cuaomer's c o m a )  of wximum use during the monk as determined from readings of the deliwry meter. 

(CONTINUED ON REVERSE SIDE) 



0 

,I. .. "P ,.- 

b . 
"" 
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Page 2 o f f  
AC.C. No. 

52,430.00 per month plus 51.75 pcr kW pcr month. 

ADJUSTMENTS 

I .  When Metering, Meter Reading or Consolidated Billing are pmvided by the Customor's ESP, the monlhly bill will be credired as 

followa: 
Me= S33.00 pa month 
Meter Rading S 0.30 pa month 
Billing S 0.30 pa monlh 

2. The monthly bill is also subject IO h e  applicable proportionate part ofrny taxa, or governmcnul impositions which are or m y  in  
rhe funrrc be assessed on the basis of grow tevcnucs of the Company r d o r  the price or revenue from the electric service sold and/or 
Ule volume of energy dclivemd or pumhrsed for sale and/or sold bereunder. 

SERITCES ACOL7RED FR OM CERTIFTCATED E LECIlUC SERVICE PROVIDERS 

Cuaomcn served under Lhir rate schedule arc responsible foi acquiring heir own generation and any olhr r q u k d  mmpditively supplied services 
born an ESP. T he Company Will provide and bill ih  tmwmiuion and ylcilluy services on rata approved by the F e d 4  Energy ReguiPtory CommirciOn lo 
h e  S&eMing Coordinator who provides tramnkion wrvice to the Customer's ESP. The Customer's ESP must submit a Direct A c c r u  Smice  Rep& 
p u n u z ~ l  10 rhc r r m ~  md conditiotu in Schedule I IO. 

OS-SITE GEMRATION TERMS AND CONDITIONS 

Cuaomrn sewed undr rhir rate schedule who have a d &  generation connecled 10 h e  Company's cleLtrial delivery grid shall enter into an 
Ageazmt fa Intcrclonnectim with the Company which shall establish all pcrtinmt d&ih relnted to intcrcannK.tian and olhcr required smice stan&&. T h e  
CUMQYT das not have Ihe option to d l  power md mergy to the company under this 

:- For mice loutions in: .- _. . .  .-... , 
. t.+&: I 2: 

" . ~ ~  -c i-' ' -. 
a) Isolated . * e s  fm (10) ycyh or longer, at Company's option with standard seven (7) ytnr tnmination period. 
b) Orha .~WX: Three (3) y e a  or longer. af Company's option. 

; 4: " 

TERW .LVD COSDFTIONS 

Thjs ma schedule is subject 10 Compan~s T m  and Conditions fw Styldyd and Direct .4ccnr Service (Schedule #I)  and rhc Compmy's 
Schedulr 210. Thcse schedules h v c  provisions that may laect customs's monrhly bill. 



m O N A  PUBLIC SERVICE COMPANY 
P h m k  @&.ma 
Filed by: Alan R0ppw 
Title: Director, Pricing and Regulation 

prRECr ACCESS 
p A t s r 0 N  P m q  

DA-GS1 I 

ACC. No. 
Tviffor SchcdUlc NO. DA-GSI 1 

Etfcaive: % 1999 
original T d  

~VAILABILITY 

This rple schedule b available in all cari f id &I delivay m i c e  Mitory raved by Company at all poinu where f a d i t i s  of adequate crpociv 
and the r q u k d  p h w  md suiIable voltage arc adjacent to the p h s a  served 

@PLICATION 

This ratc schedule u applicable only 10 Ratston Rvinr (Site B863970289) when it receives electric energy on a did IS- buis h m  my 
certiticatd Electric Service Rovida (ESP) u d c f i  in AAC. R14-1.1603. SaVicc m a  bc supplied ~1 specxed by individual customer conmct and the 
Company's Schedule !#4 (Totalked Yaaing of Multiple Service En- S d m  A! a Single Premise for Standard Offa urd Direct Accm ScrVice). 

This r& schedule b not npplinble to male Wrvisc. 

This rate schedule shall become e k i i v c  u defmcd in Compnny's T m  and Conditions for Direct Access (Schedule #lo). 

J Y P E  OF SERWCE 

Service shall be three phw.  60 Hcm. at 12.5 kV. 

METERING REO LIIREMENTS 

Customer shall comply with the terms and conditions for hourly m e h g  specified in Schedule 410. 
, r. , .*.. 

'r "+.* : ',*".., 1 . I 
:s:;*-- . .->p.. & ' pr0"LY BILL 

The monthly bill shall be the grrva of the mount computed under A or B. below, including the applicable AdjuSmrn&. 

. .  

The kW used for billing PUQOVS dull be the greater of: 

1. The kW used for billing purpose shall be the a m g c  kW supplied during the IS-minute periud (or other p i o d  as specified by 
individual cmoma 's  contract) of maximum use during the month, as d e t k e d  Gom readings of b delivery meter. 

2. Thc minimum kU' specified in the spcmcnt for s d c e  or individual customer contract 

B. MWlMUb4 

S2.430.00 pcr month plus S1.74 p a  kW p a  m o n h  

ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing are provided by rhc Customer's ESP, the monthly bill will be crcdired 8s 

follows: 
Meter S5J.00 per month 
Meter Reading 5 0.30 per month 
Bill ins S 0.30 per month 

2. The monthly bill is also subject to h e  applicable pmpodiOMte pad Of any LBXeS, or governmental impositions which are or may in 
the future be assessed on the basis of gross revenues of b e  Company andlor the price or revenue from &e electric service sold and/or 
the volume of energy de l ived  or purchased for sale andlor sold hereunder. 

(CONTINUED ON REVERSE SIDE) 



SER\lCES .KOLIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS 
e.. 

DAGS 11 
AC.C No. rn 

Page 2 of2 

O k  

If Customer hpr on-site Bencm;ion connected lo the C m p ~ y ' s  el&*ul deliwry @d, it shall mtcr into an @cmmt fOr h t c r e C n n c ~  with &e 
Company ubi& shall establish all pertinm~ deuilp related to intercomedon itnd olha rquucd Xrviee sun&. ?he Cusrorna does not have the option to 
uil power d mcrg lo tht Company under lhk UrifE 

-s 
This ntc scheduk u subject to Compmfs Terms and Conditions for Shnndud Offer and Dmct r\ccest Service (Schcd~lc #I) and &e Cmpmy'r 

Schedule = 10. These schedules have provisions hat m y  ltfea cusmmcr's monthly bill. 

H:*!r&Sd.mmt 1999\TYiFDA--CSl l.doc 



Exhibit A 
5/13/99 

DA-GS 12 
y ~ c r w c  DELIVERY RATE S 

W O N A  PLIBLIC SERWCE COMPANY 
Phomix Arizoru 
Filed by: Alan Propper 
Tile: Dircccor. Pricing and Regulation 

A.C.C. No. ;'cc(x 
T ~ o r  Schedule NO. DAGS12 
on'gind T d  
Effective: xux 1999 

DIRECT ACCESS 
PHP COPPE8 

#PLICATION 

Catiiiwtcd E l c d c  Ssrvia Provider (ESP) as defmcd in AAC. R14-2-1603. Scrvicc must be supplied as specified by individual customer contract md the 
Company's Schedule #4 (Toulized M e h g  of bluldplr Service EntnnCC Sections At a Sin& PfrmiSa fo r f tnnhd  Offer and Direct AECC~ SrrVicc). , 

This rate schedule is applicable only to BHP Copper (Site #77493728J) whm it m i v a  electric m a g  on a diet LCCQI bask kom m y  

, .  
This rate schedule is not applicable to d e  d c e .  

T h i s  rate schedule shall become effective Y kfmed in Company's Tnmc and Conditions for Dud Access (Scheduk #lo). 

7 y p E  OF SERVICE 

Service shall be chrr+ phuc. 60 H a  a! 1Z.S kV or higher. 

L r n f u h  'G MOUIREMEXTS 

Customs shnU comply with h e  terms and conditions for hourly m e h g  specified in Schedule d10. 

MONTHLY 8K.L 

The monLhly bill shll be the gresrer of the mount computed under A or B. below, including the applicable Acjustmenu. 

L E m  

PRIMARY A%D TRlVSSIlSSlON LEVEL SERVICE: 

Pursuant to .LAC. R14-2-1612.KI 1. the Compvly shall r& ownelship of Current Transformers (CT's) 
and Potential Tnnsfomm (Ws) for those customem taking service at vohge levels of more than 25 kV. 
For customers irhore metering W I C Q  arc provided by an ESP. a monrhly facilities c h u g  will be billed. in 
addition IO all orha rpplicsble charges shown above, as debmined in the service conma based upon the 
Company's cost of CT and PT ownenhip, maintenance and openlion. 

DETERSIINATION OF K W  

The kW used for billing p u f p o s ~  shall be the g r e w  OI? 

1. The kW used for billing purposa shall bd the average kW supplied during the 30-minute period (or o l h a  period as specfied by 
indvidud cutomcr's Gontnct) of mosimum UIC during rhc month Y determined Gam readings of lhe deliwry meter. 

2. The minimum kW specified in the apemen; for service or individual customer contract. 

8. LIINIXIL%l 

52,430.00 per month plus 51.74 per kW per month. 
I .  

(CONTINUED OS REVERSE SIDE) 



DAGS 12 
AC.C. No. 

Page 2 of2 

ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing am provided by rhc Customer's ESP, h e  monhly bill will be crrditcd 
follows: 

M W  SS 5.00 per month 
MetaRuding I 0.30permonrh 
Billing S 0.30 per month 

2. The monthly bill is also subject to h e  applicable propoftiom@ pafi of my laxcs. or governmental 'hpOSiLiOM which ace or m y  in 
the h a r e  bo assessed on the basis of gmu revenues of h e  Comprny andlor rhe price or revenue from l e  . .  ekct rk  sewice sold andlor 
the volumc of energy delivered or purchrsed for sale a d o r  sold hereunder. 

SERITCES .4COLTRED FROM CERTlFlCATED ELECTRIC SERVICE PROVIDERS 

p\+& md bill its mn?ifnission Md Yrcillvy services on rata rppmved by the Fedenl Energy Regulatory Commission to rhc Scheduling Coordtrotor who 
Womcr is responsible for acquiring iu own generation and my other q u k d  competitively supplied servica from an ESP. T he Company will 

pyumiPion scnicc LO &e Customer's ESP. The Customer's ESP must submit a DirCa A c e  Scrvicc Request punurnt to the tcrnu and conditions 
i Schdule SlO. 

OSSm OEYEU2R4TION T E R M S  AND CONDITIONS 

This me schedule is subject to Companvs T m  md.Conditions for StmdVd Offer and Direct Axes Service (Schedule #I) and the Company's 
Scbaklc =lo. Tnae &edula have provisions that m y  sect EUSIOIIIQ'S monrNy bill. 

e - -  

H: 'rda Scalrmmt 1999\TuifFDX-GS 12.doc 



Exhibit A 
5/13/99 

DA-GS 13 
ELECTRIC DELIVERY RATES 

ARlZONA PUBLIC SERVICE COMPANY 

Filed by: Alan Proppcr 
Title: Director, Pricing and Regulation 

%O&X. &OM 

PIRECT ACCESS 
CYPRUS BAGDAD 

~ V A I L x a I L r n  

This rate schedule b available in all mcitisrssd m i l  dclivay service &dory saved by Company at all poinu whm facilities of adqurte capacity 
and &e required phase and suitable voltage arc adjacmt to &e premises w e d .  

jVPLICATION 

rate schedule k applicable only to Cyprus Bagdad (Sire #120952284) when it receiver clean's cncrgy MI a dked access buis born my 
certilicated E l d c  Service Pmvidcr (ESP) u defmed in AAC. R14-3-1603. S&ce must k supplied as specified by individual customer contnct and !he 
Company's Schedule #4 ( T o t a l i  Metering of hluitiplc Scrvicc Entrance ScaiOnr At a Sin& P d e  for ftrndard Offer and D M  Acrry S d c e  j 

This mtc schcdulc k not applicable to d o  r m i c c  

This schedule shall become eEecdve s dcfmcd in Company's Temu and Conditions for Dum Access (Schedule #IO). 

JYPE OF SERVICE 

Scrvice shall be h i e  phase. 60 H a  at 1 IS kV or higher. 

&IETTER[NO REOLTREMEmS 

Customer shall comply wirh rhe tams and conditions for hourly md+g specified in Schedule #IO. 

Punuvlt to AXC.  R1S-1-1612.K.11, the Compmy shall rchin ownmhip of Current Transformas (CTs) 
and Potential T ~ f o n n m  (ITS) fw hose customen laking service at voltage levels of more Uun 25 kV. 
For customen whose metering service are provided by an ESP, J monthly facilities chugs will be billed. in 
addition to a11 other applicable charges shown obove, as h h e d  in the service contract based upon the 
Company's con of Cf and PT ownership. mainlcnvlce and operaion. 

.p- 

DETERhIINATIOS OF K W  

The kW used for billing purpous shall be the gcater of 

1. The kW used for billing pu rpo~s  shall be the average kW supplied Juring the 30-minute pcriod (or olher period as specified by 
individual customer's conmct) of maximum use during the monk s de~erminrd Gom readings of IC delivery meter. 

The mjnimum kW specified in the agemcnt  for s e n k  or individual cusomer contract. 2. 

8. QtINIML\I 

52.530.00 per month plus S1.7-I pdr kW per month. until June 30,2004 when lhhis minimum will no longrr be applicable. 

(CONTIXLXD ON REVERSE SIDE) 
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DAGS 13 
AC.C. No. .= 

Page 2 of 2 

1. W e n  Metering, Meter Reading or Consolidated Billing are pmvided by l e  Customer's ESP, the monthly bill will be cndited as 
follows: 

Mal3 SSJ.00 per month 
Meter RcJdin5 S 0.30 per month 
Billing S 0.30 pamanth 

2. The monthly bill is also subject lo the applicable proponionate part of any Uxu,  or g o v c m e n k l  impositions which arc or may in 
&e bare be r s ~ s s e d  on the basir of gmu rcvcn~es of the Company and/or the price or revenue from the elettrk service sold and/or 
h e  volumc of energy delivered or purchased for a l e  and/or sold hereunder. 

SERVICES .-\COLTRED FRO M CERTlFlCATED ELECTRIC SERVlCE PROWDERS 

CIraOcns is rsponrible fa acquiring its own generation and m y  ocher required competitively supplied services &om an ESP. T he Company will 
provide and bill iu VulSmirtion and ylcillvy s w i m  on nta approved by Ihe F&d Energy RegulJlory Commission to the Scheduling C o o r d i  who 
provides wranisrian m i c e  to the Customer's ESP. The Customer's ESP must submit a Dirca Access Service Request punurnt to the terms and conditions 
inSchedulc =IO. 

gN-SlTE GE>T?--ATIOS ER\IS .4ND CONDITIONS 

VcuaOma bar on-site $mention conneckd to the Compyly's c l&d d e l i w  grid, it shall enbx into an r\pnemmt for InlcrtmeElion with the 
Company ubkh shrll d k h  dl p&mt dcuib related to interconnedon and oths q u i @  J m k e  standards. The Cuslomcr doa not have the option lo 
ull power and ewrg 10 the Company under this hriE 

pR\ iS  .L\D COSDmOSS 

7his CUE schedule is nrbjcd lo Companys Term and Conditions for Stmdard Offer and Dirrn Access Service (Schedule #1) and the Compy'r 
Schedule =lo. T h e  sbcdula h v e  provisions rhJI m y  &a customer's monthly bill. 
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EXHIBIT C 

Generation issets include, but are not limited to, APS' interest in the following 
generating s ta tions: 

Palo Verde 
Four Corners 
Navajo 
Cholla 
Saguaro 
Ocotillo 
West Phoenix 
Yucca 
Douglas 
Childs 
Irving 

including allocated common and general plant, support assets, nssocinted land, fuel 
supplies and contracts, etc.' Generation assets will not include facilities included in 
APS' FERC transmission rates. 



EXIIIBIT D 
,~ff i l inte  Rules Waivers 

R14-2-801(5) and R14-2-80;, such that the term "reorganization" does not include, and no 
Commission approval is required for, corporate restructuring that does not directly involve rhe 
utiliry dismbuuon company ("UDC") in the holding company. For example, the holding 
company may reorganize. form, buy or sell non-UDC af5Iiates, acquire or divest interests in 
non-UDC affiliates, etc.. without Commission approval. 

R14-2-S04(h) 

R13-2-805(A) shall apply only to the UDC 

R14-2-805(A)(2) 

R 1 3-2-8 0 5 (A)( 6) 

R11-2-805(2~)(9), (lo), md (1  1) 

Becision of Prior Commission Orden  

Section X.C of the "Cogeneration and Small Power Production Policy" attached to Decision 
No. 5 2 3 5  (July 27, 1981) i e g s d h g  reponing requirements for cogeneration information. 

DecisionSo. 55118 (July 34, 1956) -Page 15, Lines 5-1/2 through 13-112; Finding of Fact 
So.  23 relating IO reporting requirements &der the abolished PPFAC. 

Decision ?io. 5 5 5 1 8  (December 14. 1957) in irs entirety. This decision related to XPS Schedule 
9 (Indusmal Development Rsce) which was terminated by the Commission in Decision 
S o .  59329 (October 11. 1995). 

9th and 10th Ordering Pxiagraphs of Decision S o .  56450 (.April 13. 1989) regarding reponing 
requirements under the acolished PPFAC. 

e .  
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M THE MATTER OF THE APPLICATION OF 
AIUONA PUBLIC SERVICE COMPANY FOR 
APPROVAL OF ITS PLAN FOR STRANDED 
COST RECOVERY. 

M THE MATTER OF THE FILING OF ARTZONA 
PUBLIC SERVICE COMPANY 0 
TARIFFS PURSUANT TO A.A.C. 
SEQ. 

PROVISION OF ELECTRIC SERVICES 
THROUGHOUT THE STATE OF ARIZONA. 

IN THE MATTER OF COMPETITION IN THE 

i 

6 16 
17 

18 

DOCKET NO. E-01 34544-98-0473 

DOCKET NO. E-01345A-97-0773 

DOCKET NO. RE-OOOOOC-94-0 165 

DECISION NO: lO I Q 73.. - 
OPINION AND ORDER 

19 

20 

21 

22 

23 

24 

:* 

25 

.\:. 26 

? 

. . .  
. .  

BEFORE 
CARL J. KUNASEK 

C" 
JIM IRVM 

COMMISSIONER 
WILLIAM A. MUNDELL 

COMMISSIONER 

THE 

DOCKETED BY rn 

EN ATTENDANCE: 

APPEARANCES: 

Carl J. Kunasek, Chairman 
Jim Irvin, Commissioner 

Mr. Steven M. Wheeler, Mr. Thomas Mumaw and Mr. 
Jeffrey B. Guldner, SNELL & WILMR, LLP, on 
behalf of Arizona Public Service Company; 

Mr. C. Webb Crockett and Mr, Jay .Shapiro, 
FENNEMORE CRAIG, on behalf of Cyprus Climax 
Metals, Co., ASARCO, Inc., and Arizonans for Eiectnc 
Choice & Competition; 

Mr. Scott S. Wakefield, Chief Counsel, and Ms. Karen 
.Nally on behalf of the Residential Utility Consumer. 
Office; 

.Ms. Betty Pruitt on behalf of the Arizona Community 
Action Association; 

Mr.. Timothy Hogan on behalf of the Arizona 
Consumers Council; 
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l a  

19 

20 

21 

22 

23 

24 

25 

26 

27 

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

hSr. Robert S. Lynch on behalf of the Arizona 
Transmission Dependent Utility Group; 

Mr. Walter W, Meek on behalf of the Arizona Utility 
Investors Association; 

Mr. fiouglas C. Nelson, DOUGLAS C. PELSON, P.C., 
on behalf of Commonwealth Energy Corporation; 

Mr. Lawrence V. Robertson, Jr., MUNGER & 
CHADWICK, and Ms. Leslie Lawer, Director 
Government Affairs on behalf of Enron Corporation, 

- and Mr. Robertson on behalf of PG&E Energy Services; 

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

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

Mr. Noman Fmta  on behalf of the Department of the 

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

Navy, 

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

BY THFXOMMISSION: 

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

No. 59943 enacted A.A.C. R:4-2-15QI . G-ixzz$ R14-2-1616 (‘Rules” or “Electric Competition 

Rules”). . .  

On June 22, 1998, the Commission issued’ Decision No. 60977, the Srads:! Cost Order 

which required each Affected Utility to file a plan for stranded cost recovery. 

On A q w t  10, 1998, the Commission issued Decision No. 6107 1 which made modifications 

to the Rules on an emergency basis. 

On Aumgust 21,1998, Arizona Public Service Company (“AB”) filed its Stranded Costs plan. 

On Novemb& 5, 1998, ‘bS filed a Settlement Proposal that had been entered into with the 

Our November 24, 1998 

On November 25, 1998, the Commission issued 

.. . .  -.... 

Commission’s Utilities Division Staff (“Staff Settlement ProposaI”). 

Procedural Order set the matter for hearing. 
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Decision No. 61259 which established an expedited procedural schedule for evidentiary hearings on 

he Staff Settlement Proposal. 

On November 30, 1998, the Arizona Attorney General’s Office, in association with numerous 

Ither parties, filed a Verified Petition for Special’ Action and Writ of Mandamus with the Arizona 

Supreme Court (‘‘Court’? regarding the Commission’s November 25, 1998 Procedural Order, 

lecision No. 61259. ,The Attorney General sought a Stay of the Commission’s consideration of the 

Staff Settlement Proposal with A P S  and Tucson Electric Power Company (“TEP”’). 

On December 1, 1998, Vice Chief Justice Charles J. Jones granted a Motion for Immediate 

Stay of the Procedural Order. On December 9, 1998, the Commission Staff filed a notice with the 

Supreme Court that the Staff Settlement Proposal had been withdrawn from Commission 

:onsideration. 

On April 27, 1999, the Commission issued Decision No. 61677, which modified Decision No. 

50977. On May 17, 1999, APS filed With the Commission a Notice of Filing, Application for 

4pproval of Settlement Agreement (“Settlement” or “Agreement”) ’ and Request for Procedural 

3rder. 

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

This matter came before a duly authorized Hearing Officer of the Commission at its offices in 

Phoenix, Arizona. APS, Cyprus Climax Metals, Co., ASARCO, Inc., Arizonans for Electric Choice 

8c Competition (“AECC“), Residential Utility Consumer Office (“RUCO.’), the Arizona Community 

Action Association (‘ACAA”), the Arizona Consumers Council, the Arizona Transmission 

Dependent Utility Group, the Arizona Utility Investors Association, Enron Corporation, PG&E 

Energy Services, Illinova Energy Partners, Sempra Energy Trading, NEV Southwest, the Department 

of the Navy, Tucson Electric Power Company, Commonwealth Energy Corporation 

The Parties to the Proposed Settlement are as follows: the Residential Utility Consumer Ofice, Arizona Public 
Service Company, kbzona community Action Association and the &onam for Electric Choice and Competition which 
is a coalition of companies and associations in support of competition that includes Cable System International BHP 
Copper, Motorola, Chemical Lime, Intel, Honeywell, Allied Signal, C y p w  Climax Metals, ksarco, Phclps Dodge, 
Homebuilders of Central Arizona, Arizona Mining Industry Gets Our Support, Arizona Food Marketing Alliance, 
Arizona Association of Industries, &OM Multi-housing Association, Arizona Rock Products Association, Arizona 
Restaurant Association, Arizona Retailers Association, Boeing, Arizona School Board Association, National Federation 
of Independent Business, Arizona Hospital Association, Lockheed Martin, Abbot Labs and Raytheon. 

I 

. .  
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(“Commonwealth”) and Staff of the Commission appeared through counsel. Evidence was presentec 

concerning the Settlement Agreement, and after a full public hearing, this matter was adjournec 

pending submission of a Recommended Opinion and Order ,by the Presiding Offcer to the 

Commission. In addition, a post-hearing briefing schedule was established with simultaneous brief5 

filed on August 5,1999. 

DIS CUSS1 ON 

[ntroduction 

The Settlement provides for rate reductions for residential and business customers; sets the 

mount, method, and recovery period of stranded costs that APS can collect in customer charges; 

:stablishes unbundled rates; and provides that APS will separate its generating facilities, which will 

>perate in the competitive.market, fmm its distribution system, which will continue to be regulated. 

According to APS, the Settlement was the product of months of hard negotiations with 

rarious cuilomer groups. APS opined that the Settlknent provides many clear benefits to customers, 
r 

>otential competitors, as well as to A P S .  Some of those benefits as listed by APS are as follows: 

e Allowing Competition to commence in APS’ service temtory months before otherwise 
possible and expanding the initial e1ig”ble load by 140 Mw, 

e Establishing both Standard Offer and Direct Access rates, and providing for annual 
rate reductions with a cumulative total of as much as $475 million by 2004; 

e Ensuring stability ana cirtainty for both bundled and unbundled rates; 

e Resolving the issue of U S ’  stranded costs and regulatory asset recovery in a fair and 
equitable manner; 

Providing for the divestiture of generation and competitive services by A P S  in a cost- 
effective manner; 

Removing the specter of years of litigation and appeals involving APS and 
Commission over competition-related issues; 

e 

e 

0 

0 

e 

Continuing support for a regional IS0 and the AIS& 

Continuing support for low income programs; and 

Requiring APS to file an interim code of conduct to address affiliate relationships. 

^. . . .  . .. . 

4 
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The Settlement was entered into by RUCO and the ACAA reflectkg Agreement by 

residential customers of U S  to the Settlement’s terms and conditions. In addition, the Settlement 

was executed by the MCC, a coalition of commercial and industrial customers and trade 

associations, M C C  opined that since residential and non-residential customers have agreed to the 

Settlement,, the “public interest” has been served. AECC indicated the Settlement was not perfect but 

was the result of “give and take” by each of the parties. Accordingly, AECC urged the Commission 

to protect the “public interest” by approving the Settlement and not allow Energy Service Providers 

(‘7ESPs’’) to delay the benefits that competition has to offer. 

Leeal Issues: 

The Arizona Consumers Council (“Consumers Council”) opined that the Agreement was not 

legal bkause: (1) there was no fill rate proceeding*; (2) Section 2.8 of the Agreement violates 

A.R.S. Section 40-246, regarding Commission initiated rate reductions; and (3)- the Agreement 

illegally binds hture Commissions. According to the Consumers Council, the Cornkission does not 

have evidence to support a finding that the rates proposed in the Agreement are just and reasonable; 

that the rate base proposed is proper; and asserted the proposed adjustment clause can not be 

established outside a general rate case. 

Staff argued that the Commission in Decision No. 59601, dated April 26, 1996, has 

previously determined just and reasonable rates for APS which must be charged until changed in a 

rate proceeding. According to Stdf, this case is not about changing existing rates, .but ‘instead 

involves the ktmduction of a new service - direct access. The direct access rates have been desiped 

to replicate the revenue flow fiom existing rates. Staff opined that the Commission has routinely, and 

lawfully, approved rates for new services outside of a rate case. Further, Staff asserted that the rates 

proposed in the Settlement are directly related to a complete financial review. Staff indicated that the 

Consumers Council has provided no contrary information and should not be allowed to collaterally 

attack Decision No. 59601. 

APS argued that no determination of fair value rate base (“‘FVRB’’), fair value rate of return 

Although the Consumen Council indicated they did not believe B full rate proceeding was neccsw,  it is 1 

unclear as to the type ofproceeding the Consumers Council believed was necessary. 
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(“FVROR”), or other fmancial analysis is legally necessary to justify current APS rate levels, allov 

the introduction of a new service, or to evaluate a series of voluntary rate decreases. In spite of that 

A P S  did provide information to support a FVRB of %5,195,675,000 and FVROR of 6.63 percent. Nc 

other party presented evidence in support of a FVRB or FVROR. Staff supported APS. 

We concur with Staff and APS. The Consumers Council has provided no legal authority thai 

a h I I  rate proceeding is necessary in order to adopt a rate reduction or rates for new services, 

Further, pursuant to the Arizona Constitution, the Commission has jurisdiction over ratemakine 

matters. We also find that notice of ?he application and hearing was provided and that APS has 

provided suflicient fmancial information to support a finding of FVRB and FVROR. Lastly, this 

Commission can clearly bind fbture Commissions as a result of its Decision. However, as later 

discussed, we agree there are limitations to such legal authority. 

One of the most contentious issues in the hearing was the level of the “shopping credit.” The 

“shopping credit” is the difference between the customer’s Standard Offer Rate and the Direct Access 

Rate available to customers who take s&ce from ESPs. The ESPs generally argued that the 

Settlement’s “shopping credits” were not sufficient to allow a new entrant to make a profit. AECC 

opined that such an argument was nothing more than a request to increase ESP’s profits. 

Staff opined that the “shopping credit” was too low and recommended it be increased without 

impacting the stranded cost recovery amount of $350 million. Under Staff‘s proposal, the increased 

“shopping credit’’ would be offset by reducing the competitive transition charge (“CTCs”). Further, 

Staff recommended that any stranded costs not collected could simply be deferred and collected after 

2004. 

The AECC expert testified that the “shopping credit” under the Agreement was superior to the 

‘‘Shopping Credit” in the Staff Settlement Proposal as well ak the one offered to SRP’s customers. 

APS argued that artificially high shopping credits will likely increase ESP profits without lowering 

mtomw rates and will encourage inefficient firms to enter the market. Based on the analysis of the 

.. 

6 

.. - ~ 

.. 



1 

2 

3 

4 

5 

6 

7 

- 8  

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

2; 

2: 

2c 

21 

2( 

2’ 

9.1 

UvLhcl AIW. L’VAJTdA‘7V‘V~I J AL. 

3kW to 200 kW customer group3, ApS showed an average margin on the “shopping credit” of Over 

mils per kWh or a 23 percent markup over cost. AfS asserted that the test for a reasonable 

shopping credit” “should not be whether ESPs can profit on a11 Customers of the time”. 

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

sps to compete in an efficient manner. Further, we do not find customer rates should be increased 

mply to have higher “shopping credits”. 

leterina and Billing Credits 

The metering and billing credits resulting fiom the Agiement are based on decremental costs. 

everal of the ESPs and Staff argued that these credits should be based upon embedded costs and not 

ecremental costs. APS responded that such a result,could cause them to lose revenues since its costs 

rould only go down by the decremental amounts. Staff testified that the Company would not lose 

ignificant income if it used embedded costs since it would free up resources to service new 

ustomers. 

We concur. The proposed credits for metering, meter reading and billing4 will result in a 

lirect access customer paying a portion of APS costs as well as a portion of the ESP’s costs. We 

ielieve this would stymie the competitive market for these services. As a result, we find the approval 

If the Settlement should be conditioned upon the use of Staffs proposed credits for metering, meter 

eading, and billing. 

’rouosed One-Y ear Advance Notice Reauirement: 

Section 2.3 provides that 

“Customers greater than 3MW who chose a direct access supplier must give APS one 
year’s advance notice before being eligible to return to Standard Offer service.” 
[emphasis added] 

Several parties expressed concerns that the one-year notice requirement to return to Standard 

offer service would create a deterrent to load switching by large industrial, institutional and 

mnmercial customers. PG&E proposed that any increased cost could be charged directly to the 

’ ’ 
metering, meter reading and billing, respectively. 

Represents over 80 percent of the general service customers for competitive access in phase one. 
For example, the monthly credits for a direct access residential custonien are S1.30, $030, and $0.30 fol 

7 DECISION NO. 
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customer as a condition to its return. 

We agree that A p S  needs to have some protection h m  customers leaving the system wha 

market prices are low and jumping back on Standard Offer rates when market prices go up. Thc 

suggestion by PG&E that the customer be allowed to go back to the Standard Offer if the customei 

pays for additional costs it has caused is a rcasonable resolution. Accordingly, we will order APS tc 

submit substitute language on this issue. 

Section 2.8 

c 

Several of the parties expressed concern that Section 2.8 of the Agreement allows APS to seek 

rate increases under specified conditions. .Additionally, as previously discussed,. the Consumers 

Council opined that Section 2.8 violated A.R.S. Section 40-246. Staffrecommended the Commission 

:ondition approval of .the Agreement on Section 2.8 being amended to include language that the 

Zomxnission or Staff may commence rate change proceedings under conditions paralleling those 

xovided to the utiIity, including response to petitions submitted under A.R.S. 0 40-246. 

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

we will condition approval of the Agreement on inclusion of the following language in Section 2.8: 

. Neither the Commission nor APS shall be prevented from seeking or 
authorizing a change in unbundled or Standard Offer rates prior to July 1, 
2004, in the event of (a) conditions or circumstances which constitute an 
emergency, such as an inability to finance on reasonable terms, or (b) 
material changes in APS’ cost of service for Commission-regulated 
services resulting fiom federal, trii.al, state or local laws, regulatory 
requirements, judicial decisions, actions or orders. Except for the changes 
otherwise specifically contemplated by this Agreement, unbundled and 
Standard Offer rates shall remain unchanged until at least July 1,2004. 

Section 7.1 

The Consumers Council opined that there was language in the Agreement which would 

llegally bind hture Commissions. While Staff‘ disagreed with the legal opinion of the Consumers 

2ounci1, Staff was concerned with some of the binding language in the Agreement and in particular 

with the following language in Section 7.1: 
’ 

7.1. To the extent any provision of this Agreement is inconsistent with any existing 
or future Commission order, rule or regulation or is inconsistent with the Electric . .. 

8 DECISION NO. L / 9 7 3 
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a Competition Rules as now existing or as may be amended in the future, the provisions of 
this Agreement shall control and the approval of the Agreement by the Commission shall 
be deemed to constitute a Cornmission-approved variation or exemption to any 
conflicting provision of the Electric Cornpetition Rules. 

ltaff recommended the Commission not approve Section 7.1. 

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

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

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

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

lot intend to revisit the stranded cost portion of the Agreement. It is also not the Commission's 

ntent to undermine the benefits that parties have bargained for. With that said, the Commission must 

le able to make rule changedother future modifications that become necessary over time. As a 

esult, we will direct the parties and Staff to file within 10 days, a revised Section 7.1 consistent with 

he Commission's discussions herein and subsequently approved by this Commission. . 

;eneration Affiliate 
Section 4.1 of the Agreement provides the following: 

4.1 The Commission will approve the formation of an affiliate or affiliates of APS 
to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. 
efficiently and at the lowest possible cost, the Commission shall grant APS a two-year 
extension of time until December 31,2002, to accomplish such separation. A similar 
two-year extension shall be authorized for compliance With A.A.C. R14-2-1606@). 

Related to Section 4.1 is Section 2.6(3) which allows APS to defer costs of forming the generation . .  

affiliate, to be collected beginning July 1,2004. 

In order to facilitate the separation of such assets * 

According to NEV Southwest, APS indicated that it intends to establish a generation affiliate 

under Pinnacle West, not under APS. Further, that APS intends to procure generation for standard 

offer customers &om the wholesale generation market as provided for in the Electric Competition 

Rules. Additionally, it was NEV Southwest's understanding that the affiliate generation company 

automatic privilege outside of the market bid. NEV Southwest supports the aforementioned concepts 

and recommended they be explicitly stated in the Agreement. 

We concur with NEV Southwest. We shall order APS to include language as requested by 

9 DECISION NO. --. 
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NEV Southwest. Power for Standard Offer Service will be acquired in a manner consistent with the 

Commission’s Electric Competition Rules. We generally support the request of APS to defer those 

costs related to formation of a new generation affiliate pursuant to the Electric Competition Rules. 

We also recognize the Company is making a business decision to transfer the generation assets to an 

affiliate instead of an unrelated third party. As a result, we find thz Company’s proposed mitigation 

Df stranded costs5 in the Settlement should also apply to the costs of forming the new generation 

%filiate. Accordingly, Section 2.6(3) should be modified to reflect that only 67 percent of those costs 

.o transfer generation assets to an affiliate shall be allowed to be deferred for future collection. 

Some parties were concerned that Sections 4;1 and 4.2 provide in effect that the Commission 

d l  have approved in advance any proposed financing arrangements associated with future transfers 

>f “competitive services” assets to an affiliate. As a result, there was a recommendation that the 

hmission tetain the right to review and approve or reject any proposed financing arrangements. In 

Iddition, some parties expressed concern that APS has not definitively described the assets it will 

etain and which it will transfer to an filiate. . .  

We share the concerns that the non-competitive portion of APS not subsidize the spun-off 

:ompetitive assets through an unfair hancid  arrangement. \ve want to make it clear that the 

hmiss ion  will closely scrutinize the capital structure of APS at its 2004 rate case and make any 

m ~ ~ s a r y  adjustments. The Commission supports and authorizes the transfer by APS to an affiliatt 

)r affiliates of all its generation and competitive electric seMce assets as set forth in the Agreement 

io later than December 3 1,2002. However, we will require the Company to provide the Commission 

rVith a specific list of any assets to be so transferred, along with their net book values at the time of 

ransfer, at least thirty days prior to the actual transfer. The Commission reserves the right to verify 

whether such specific assets are for the provision of generation and other competitive electric 

;crVices or whether there m i  additional APS assets that should be so transferred. 

JnbundIed Rates 

Several parties expressed concern that the Agreement’s unbundled rates fail to provide the 

Agreement to not rccovcr S 183 million out of a claimed $533 million. 

. 10 DECISION NO. . l o ‘ /  973 
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iecessary infomation to determine whether a competitor’s prke is lower than the Standard Offel 

ate. Further, some of the parties asserted that APS has not performed a functional cost-of-service 

;tudy and as a result the Settlement’s “shopping credit” is an artificial division of costs. In response, 

VS indicated the Standard Offer rates can not be unbundled on a strict cost-of-service basis unless 

he Standard Offer rates are redesigned to equal cost-of-service. APs opined that such a process 

would result in significant rate increases for many customers. 

AECC asserted that a full rate case would result in additional monthdyean of delay with 

:ontimed drain of resources by all interested entities. 

‘The ESPs asserted that the bill format proposed by APS is misleading and too complex. In 

general,’ the ESPs desired a bill format that would allow customers to easily compare Standard Offer 

md Direct Access charges in order to make an informed decision. As a result, APS was directed to 

:irculate an Informational Unbundled Standard Offer Bill (“Bill”) to the parties for comments. 

Subsequent to the hearing, a Bill was circulated to the parties for comments to determine what 

:onsensus could be reached on its format. In general, there was little dispute With the format of the 

Bill. However, PG&E and Commonwealth disagreed with the underlying cost allocation 

methodologies, Enron was concerned that the Bill portrayed the Standard Offer to be more simplistic 

than the Direct Access portion of the Bill. Enron proposed a bill format that would clearly identify 

those services which are available from an ESP. Based on comments from RUCO and Staff, APS 

made general revisions to the proposed Bill. 

We find the ApS Attachment AP-lR, second revised dated 8/16/99 provides sufficient 

information in a concise manner to enable customers to make an informed choice. (See Attachment 

No. 2 herein). However, we find the Enron breakdown into a Part 1 versus Parts 2 and 3 will further 

help educate customers as to choice. We will direct APS to M e r  revise its Bill to have a Part 1 as 

set forth by the Enron breakdown. We believe Parts 2 and 3 can be combined for simplicity. 

We concur with APS that it is not necessary to file a revised cost-of-serrice study at this time. 

The proposed Standard Offer rates contained in the Settlement are based on existing tariffs approved 

by this Commission. Further, we concur with AECC that a full rate case with a revised cost-of- 

service study would result in monthdyears of additional delay. Lastly, the Standard Offer rates as 

11 DECISION NO. ,d197;; 
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proposed in the Settlement are consistent with the Commission’s requirement that no customer shal 

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

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

Code of Conduct 

There were concerns expressed that APS would be itTiting its own Code of Conduct. 

Subsequently, APS did provide a copy of its proposed Code of Conduct to the parties for comment. 

Several parties also expressed concern that any Code of Conduct tvould not cover the actions of a 

single company during the two-year delay for transfemng generation assets. 

Based on the above, we will direct APS to file with the Commission no later thaq 30 days of 

the date of this Decision, its interim Code of Conduct. We will direct APS to file its revised Code of 

Conduct within 30 days of the date of this Decision. Such Code of Conduct should also include 

xovisions to govern the supply of generation during the two-year period of delay for the transfer of 

generation assets so that A P S  doesn’t give itself an undue advantase over the ESPs. All parties shall 

lave 60 days from the date of this Decision to provide their comments to APS regarding the revised 

Zode of Conduct. APS shall file its final proposed Code of Conduct‘within 90 days of the date of this 

Decision. Subsequently, within 10 days of filing the Code of Conduct, the He&g Division shall 

:stablish a procedural schedule to hear the matter. 

Section 2.6(1) 

Pursuant to the Agreement, the Commission shall approve an adjustment clause or .clauses 

ivhich among other things would provide for a purchased power adjustor (“PPA”) for service after 

luly 1,2004 for Standard Offer obligations. Part of the justification for the PPA was the fact that 

hese costs would be outside of the Company’s control. 

We concur that a PPA would result in less risk to the Company resulting in lower costs for 

he Standard Offer customers. As a result, we will approve the concept of the PPA as set forth in 

section 2.6(1) with the understanding that the Commission can eliminate the PPA once the . 

-ommission has provided reasonable notice to the Company. 

. .  

. .  . 
1 

.. 
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Requested Waivers 

. Section 4.3 ofthe Agreement would automatically act to exempt APS and its affiliates from 

he application of a wide range of provisions under A.R.S. Title 40. In addition, under Section 4.5 of 

he Akeement, Commission approval without modification will act to p t  certain waivers to Aps 

ind its affiliates of a variety of the provisions of the Commission’s affiliate interest rules (A.A.C. 

L14-2-801, et seq.), and the rescission of all or portions of certain prior Commission decisions. 

Staff recommended that the Commission reserve its approval of the requested statute waivers 

inti1 such time as their applicability can be evaluated on an industry-wide basis, rather than providing 

i blanket exemption for A p S  and its afiliates. Additionally, Staff recommended that the 

:omission not waive the applicability of A.A.C. R14-2-804(A), in order to preserve the regulatory 

iuthority needed by the Commission to justify approving Exempt Wholesale Generator (“EWG”) 

Status for APS’ generation affiliate. 

We concur with Staff. Accordingly, the requested statutory waivers shall not be granted by 

:his Decision. Those waivers will be considered in an industry-wide proceeding to be scheduled at 

5 e  Commission’s earliest convenience. The requested waivers of affiliate interest rules and 

rescission of prior Co&ssion decisions shall be granted, except that the provisions of A.A.C. R14- 

2-804(A) shaII not be waived. 

ANALYSIS/SuMMARY 

Consistent with our determination in Decision No. 60977, the following primary objectives 

need to be taken into consideration in deciding the overall stranded cost issue: 

A. Provide the Affected Utilities a reasonable opportunity to collect 100 percent of their 
unmitigated stranded costs; 

B. Provide incentives for the Affected Utilities to maximize their mitigation effort; 

C. Accelerate the collection of stranded costs into as short of a transition period as 
possible consistent with other objectives; 

Minimize the stranded cost impact on customers remaining on the standard offer; 

Don’t confhse customers as to the bottom line; and 

D. 

E. 
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1 F. Have full generation competition as soon as possible. 

I 
The Commission also recognized in Decision No. 60977 that the aforementioned objectives 

were in conflict. Part of that conflict is reflected in the following language extracted fiom 

10 

I 4 I Decision No. 60977: 
I 

I 

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

I I Decision No. 61677 modified Decision No. 60977 and allowed each Affected Utility to chose fiom 
11 

14 
objectives set forth in Decision Nos. 60977 and 61677. We believe the Settlement will result in an 

orderly process that will have real rate reductions‘ during the transition period to a competitive 

generation market. T h e  Settlement allows every A9S customer to have the immediate opportunity to 

benefit from the change in market structure while maintaining reliability and certainty of delivery. 

Further, the Settlement in conjunction with the Electric Rules will provide every A P S  customer with 

a choice in a reasonable timeframe and in an orderly manner. If anything, the Proposed Settlement 

favors customers over competitors in the short run since APS has agreed to reductions in rates 

17 .. 

18 

19 

20 
totding 7.5 percent’. This Commission supports competition in the generation market because of 

increased benefits to customers, including lower rates and greater choice. While some of the 
22 21 I 

I 1 potential competitors have argued that higher “shopping credits” will result in greater choice, we find 
23 I that a higher shopping credit would also mean less of a rate reduction for APS customers. We find 
24 

that the Settlement strikes the proper balance between competing objectives by allowing immediate 
25 I 
26 I 
27 There have been instances in other states where customers were told they would receive rate decreases which 

Pursuant to Decision No. 59601, dared April 24, 1996,0.68 percent of that decrease would have occurred on July 

6 

W m  then off& by a skanded cost add-on. 
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rate reductions while maintaining a relatively short transition period for collection of stranded costs 

followed shortly thereafter with a full rate case, At that point in time the collection of stranded cost! 

will be completed and unbundled rates can be modified based upon an updated cost study. 

* * * * * * * * * * 

Having considered the entire record herein and being hlly advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

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

State of Arizona. 

2. Decision No. 59943 enacted R14-2-1601 through -1616, the Retail Electric 

Competition Rules. ' 

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

Decision No. 60977, dated June 22,1998. 

4. 

5.  

6. 

7. 

8. 

Decision No. 61071 adopted the Emergency Rules on a permanentbasis. 

On August 21, 1998, APS filed its Stranded Costs plan. 

I>n November 5,1998, APS filed the Staff Settlement Proposal. 

Our November 24,1998 Procedural Order set the matter for hearing. 

Decision No. 61259 established an expedited procedural schedule for evidentiary 

hearings on the Staff Settlement Proposal. 

9. 

Proposal. 

The Court issued a Stay of the Commission's consideration of the Staff Settlement 

10. 

11. 

12. 

Staff withdrew the Staff Settlement Proposal from Commission consideration. 

On May 17,1999, APS filed its settlement requesting Cornmission approval. 

Our May 25, 1999 Procedural Order set the Settlement for hearing commencing on 

July 14,1999. 

13. Decision No. 61311 (January 11, 1999) stayed the effectiveness of the Emergency 

Rules and related Decisions, and ordered the Hearing Division to conduct further proceedings in this 

Docket. 
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14. In Decision No. 61634 (April 23, 1999), the Commission adopted modifications tl 

R14-2-201 thr0Ugh-207, -210 and 212 and Rl4-2-1601 through-1617. 

1 
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t 

I 

C 

1C 
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15. Pursuant to Decision No. 61677, dated April 27, 1999, the Commission modifiec 

Decision No. 60977 whereby each Affected Utility could choose one of the following options: (a 

Net Revenues Lost Methodology; (b) Divestiture/Auction Methodology; (c) Financial Integrit; 

Methodology; (d) Settlement Methodology; and (e) the Alternative Methodology. 

16. APS and other Affected Utilities filed with the Arizona Superior Court various appeal: 

3f Commission Orders adopting the Competition Rules and related Stranded Cost Decisions ( t h e  

'Outstanding Litigation"). 

17. Pursuant to Decision No. 61677, APS, RUCO, AECC, and ACAA entered into the 

Settlement to resolve numerous issues, including stranded costs and unbundled tariffs. 

18. The difference between market based prices and the cost of regulated power has been 

:eneraliy referred to as stranded costs. 

19. Any stranded cost recovery methodology must balance the interests of the Affected 

Jtilities, ratepayers, and the move toward competition. 

20. All current and fixture customers of the Affected Utilities should pay their fair share bf 

tranded costs. 

21. Pursuant to the terns of the Settlement Agreement, APS has agreed to the 

nodification of its CC&N in order to implement competitive retail access in its Service Territory. 

22. The Settlement Agreement provides for competitive retail access in APS' Service 

'emtory, establishes rate reductions for all APS customers, sets a mechanism for stranded cost 

ecovery, resolves contentious litigation, and therefore, is in the public interest and should be 

pproved. 

23. The information and formula for rate reductions ,contained in E%@.iit AP-3 Appended 

3 APS Exhibit No. 2 provides current financial support for the proposed rates. 

24. 

ustomers. 

25. 

RUCO, ACAA, and AECC coIlectively, represent residential and non-residential. 

... - . . - . ..- . -.-. - .., _. . . . . ... . 
According to AECC,' the Agreement results in higher shopping credits than in the Staff 
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Settlement Proposal as well as those offered by SRP. 

26. The decremental approach for metering and billins will not provide sufficient credits 

For competitors to compete. 

27. Pursuant to the Settlement, customers will receive substantial rate reductions without 

he necessity of a full rate case. 

28. An APS rate case would take a minimum of one year to complete. 

. 29. ESPs that have been certificated have shown more of an interest in serving larger 

msiness customers than residential customers. 

30. It is not in the public or customers' interests to forego guaranteed Standard Offer rate 

:eductions in order to have a higher shopping credit. 

3 i . The Settlement will permit competition in a timely and efficient manner and insure all 
I -  

:ustomen benefit during the transition period. 

32. Based on the evidence presvted, the FVRB and FVROR of APS is determined to be 

SS, 195,675,000 and 6.63 percent, respectively. 

33. The terms and conditions of the Settlement Agreement as modified herein are just and 

reasonable and in the public interest. 

CONCLUSIONS OF LAIT 

1. The Affected Utilities are public service corporations within the meaning of the 

Arizona Ccinstitution, Article XV, under A.R.S. $5 40-202, -203, -250, -321, -322, -3'31, -336, -361, - 

365, -367, and under the Arizona Revised Statutes, Title 40, generally. 

2. 

contained herein. 

3. 

4. 

The Commission has jurisdiction over the Affected Utilities and of the subject matter 

Notice of the proceeding has been given in the manner prescribed by law. 

The Settlement Agreement as modified herein is just and reasonable and in the pubIic 

interest and should be approved. 

5.  APS should be authorized to implement its Stranded Cost Recovery Plan as set forth 

in the Settlement Agreement. 

6. A X '  CC&N should be modified in order to permit competitive retail access in APS' 

17 DECISION NO. fb 9 7.7 
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CC&N service territory. 

7. The requested statutory waivers should not be granted at this time. A proceedir 

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

requested by APS in the Settlement should be granted as modified herein, except that the provisior 

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

ORDER 

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

ipproved and all Commission findings, approvals and authorizations requested therein are her& 

ranted. 

IT IS FURTHER ORDERED that Arizona Public Service Company’s CC&N is hereb: 

nodified to permit competitive retail access consistent with this Decision and the Competition Rules. 

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

lervice Company shall file a proposed Code of Conduct for Commission approval. 

IT IS FURTHER ORDERED that Arizona Public Service Company shaII file a revisec 

ettlement Agreement consistent with the modifications herein. 

.. 

.. 

.. 
,. 
.. 
I .  

,. 

I .  

I .  
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IT IS FURTHER ORDERED that within ten days of the date the proposed Code of Conduct 

filed, the Hearins Division shall issue a Procedural Order setting a procedural schedde for 

:onsideration of the Code of Conduct. 

IT IS m T H E R  ORDERED that this Decision shaI1 become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 

. hereunto set my hand and caused the official sed of the 
ComfjXsaon to the Capitol, in the City of Phoenix, 
tlllsb day 

DISSENT 
ILR:dap 
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May 14, 1999 

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

- 

i -  

s -  

~ O D U C T I O X  

In Decision No. 59943, dated December 26,1996, ;he Arizona Corporation 
Commission ('ACC" or the "Commission") established a "fkamework" for introduction of 
competitive electric services throughout the territories of public service  corporation^ in 
MOM in the rules adopted in A.A.C. R14-2-1601 et seq. (collectively, "Electric Competition 
Rules" as they may be amended from time to b e ) .  The Electric Competition Rules 
established by that order conternplattd future c h a n g ~  to such rules and the possibility of 
waivers or amendments for particular companies under appropriate circumstances. Since their 
initial issuance, the Electric Competition Rules have been amended several times and are 
currently stayed pursuant to Decision No..61311, dated January 5, 1999. During this time, 
APS, Commission Staff and other interested parties have participated in a number of 
proceedings, workshops, public comment sessions and individual negotiations in order to 
further refme and develop a restructured utility industry in Arizona that will pravide 
rne&=@l customer choice in a manner that is just, reasonable and the public interest. 

.. . .  

This Agreement establishes the ageed upon transition for Pips to a restructure( 
. entity and will'provide customers with competitive choices for generation and certain other 

retail services. The Parties believe this Agreement will produce benefits for all customers 
through implementing customer choice and providing rate reductions so that the APS service 
territory may benefit from economic growth. The Parties also believe this Agreement will 
fairly treat A P S  and its shareholders by providing a reasonable opportunity to recover 
prudently hcuned invesments and costs, includin,. stranded costs and regulatory assets. 

Specifically, the Parties believcthe Agreement is in the public interest for the 
fo1lowing reasons. E&, customers will receive substantial rate reductions. &GQZ!, 
competition will be promoted bough  the introduction of retail access faster than would have 

Agreement and by the functional separation of APS'  power 
production and delivery functions. w, economic development and the environment will 

. been possible without 

.. 
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benefit through guaranteed rate reductions and the continuation Of renewable and energy 
]OW 

income assisace programs and establishment of "provider of last resort" obligations on ~s 
for customers who do not wish to participate in retail access. Eifrb, A P S  wiI1 be able to 
recover its regulatory assers and stranded costs as provided for in this Agreement without the 
necessity of a general rate proceeding. W, subsrantid litigation and associated costs will be 
avoided by amicably resolving a number of important and contentious issues &at have already 
been raised in the courts and before the C o d s i o n .  Absent approval by the Commission of 
the settlement reflected by chis Agreement, A P S  would seek full stranded cost recovery and 
pursue other rate and competitive resmcturiug provisions different than provided f0r.herei.n. 
The other Parties would challenge at least portions of u s '  requested relief, including the 
recovery of all stranded costs. The resulting regulatory hearings and related COUK appeals 
would delay the start of competition and drain the resources of all Parties. 

0 efficiency pro,Prams. F o u a ,  universal senice coverage wiIl be maintained throua 

i 

NOW, THEREFORE, A P S  and the Paxties agree t: the following provisions 
which they believe to be just, reasonable and in the public berest: 

TERMS OFAGREEMENT . .  

ARTICLE I 
ATION OF RETAIT. ACCESS 

i. 1. The Aps ditriiution system shall be open for retail access on July 1 
1999; provided, however, that such retail access to electric generation and other competitive 
electric Services suppliers will be phased in for customers in MS' service territory la 
accordance with the proposed Electric Competition Rules, as and when such rules become 
effective, with an additional 140 MW being made available to eligible non-residential 
customers. The Parties shall urge the Comn&sion to approve Electric Competition Rules, at 
least on a emergency basis, $0 that meanin,o;ll retail access can begin by July 1, 1999. 
Unless subject to judicial or regulatory restraint, APS shall open its dis~but ion system to 
retail access for aI1 customen on Jarmary 1,2001. 

0 

1.2. APS will d e  retail access available to residential customers pursuant to 
its December 21, 1998, tiling with the Commission. I 

1.3, The Parties acknowledge that A.PS' ability to offer retail access is 
contingent upon numerous conditions and circumstances, a number of which are not within-the 
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to 
modify the terms of retail access to account for such factors, and they further agree to.address 
such matters in good faith and to cooperate in an effort to propose joint resolutions of any such 
matters. 

2 
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1.4. A ~ s  agrees to the amendmentand modification of its Certificate(s) of 
Convenience and Necessity to permit retail access consistent Wirh the term of this Agreement. 
The Commi_Fsion order adopting this Agreement shall constitute the necessary Commission 
Order amending and modifying APS’ CC&Ns to permit retail access consistent with the terms 
of this Agreement. 

ARTICLE 11 
TE MATTERS 

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

2.2. Future reductions of standard offer tariff rates of 1.5 % for customers 
having loads of less than 3 MW sb‘all be effective as of July 1, 1999, July 1,2000, July 1, 
2001, July 1,2002, and July 1,2003, upon the f h g  and Commission acceptance of revised 
tariff sheets reflecting such decreases. For customers hitvhg loads greater than 3 Mw served 
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5 % , effective 
July 1, 1999; 1.5% effective July 1,2000; 1.25% effective July I, 2001; and -75% effective 
July 1,2002. The 1.5 95 Standard Offer rate reduction to be effective July 1, 1999, includes 
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become 
effective by the filing with and acceptance by the Commission of revised tariff sheets reflecting 
each decrease. 

2.3. Customers greater than 3 MW who choose a direct access supplier must 
give APS one year’s advance notice before bekg eligible to return to Standard Offer service. 

2.4. 
forth in Exhibit A attached hereto upon the N b g  and Commission acceptance of revised tariff 
sheets reflecting such decreases. 

Unbundled rates shall be reduced in the amouts and at the dates set 

. 2.5. This Agreement shall not preclude APS from requesting, or the 
Commission from approving, changes to specific rate schedules or terms and conditions of 
service, or the approval of new rates or terms and conditions of service, that do not 
significantly affect the overall earnings of the Compaay or materially modify the tariffs or 
increase the rates approved in this Agreement. Nothin,o contained in this Agreement shall 
preclude APS from filing changes to its tariffs or t e r n  and conditions of service which are not 
inconsistent with its obligations under this Agreement. 

, 2.6. Notwithstanding the rate reduction provisions stated above, the 
- Commission shall, prior to December 3 I, 2002, approve an adjusament clause or clauses which 
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will provide full and timely recovery beginning JuIY 1 , 2004, of the reasonable and pmdent e costs of the following: 

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

(2) Standard Offer service to customers who have left Standard Offer 
service or a specid contract rate for a competitive generation 
supplier but who desire to return to Standard Offer service, which 
costs shall be recovered only from Standard Offer and ’provider 
of last resort” customen; 

‘ 

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

. .  

(4) Commission-approved system benefit programs or levels not . 
included in Standard Offer rates as of Junc 30,1999, which costs 
shall be recovered from all customers receiving services from 
APS . 

By June 1,2002, A P S  shall file an application for an adjustment clause or clauses, together 
with a proposed plan of administration, and supportkg testimony. The Commission shall 
thereafter issue a procedural order setting such adjustment clause application for hearing and 
includin,O reasonable provisions for participation by other parties. The Commission order 
approving the adjustment clauses shall also establish reasonable proce&res pursuant to which 
the Commission, Commission Staff and interested parties may review the costs to be 
recovered. . By June 30,2003, A P S  will file its requcst for the specific adjustment clause 
factors which shall, after hearing and C o d s i o n  approval, become effective July 1,2004. 
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later fit11 
recovery pursuant to such adjustment clause or clauses, including a reasonable return. 

. .  

2.7. By June 30,2003, A P S  shall file a general rate case with premed 
testimony and supporting schedules and exhibits; provided, however, that any rate changes . -  
resulting therefrom shall not become effective prior to July 1 , -2004. 

. . 

2,8. ApS s h d  not be prevented from seeking a change in unbundled or 
Standatd Offer rates prior to July 1,2004, 
constitute an emergency, such as the inability to finance on reasonable t e n ,  or (b) material 

the event of (a) conditions or circumstances which I changes in APS’ cost of service for Commission regulated services resulting from federal, tribal, 
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state or local laws, regufatory requirements, judicial decision, actions or orders. Except for the 
changes otherwise specifically contemplated by this Apemen6 unbundled and Standard Offer 
rates shall remain unchanged Until at least July I, 2004. 

ARTICLE m 
GULATORY A m m  STRANDED COSTS ’ 

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

3.2. APS has demonstrated that its allowable stranded costs after mitigation 
(which result from the impact of retail access), exclusive of regulatory assets, are at least 5533 
million net present value. 

$183 million get present value of the amounts included above. APS shall have a reasonable 
opportunity to recover $350 million net present value a competitive transition charge 
(“CTC”) set forth in Exhibit A attached hereto. Such CTC shall remain in effect until 
December 3 1,2004, at which time it wiIl terminate. If by that date APS has recovered more 
or less than $350 million net present value, as calculated in accordance with Exhibit B attached 

Y hereto, then the nominal dollars associated with any excess recoverylunder recovery shall be 
crediteudebited against the costs subject to recovery under the adjustment clause set forth in 

9 

13.3. The parties agree that APS should not be alfowed to recover 

Secuon 2.6(3). 

effect to the adjustments set forth in Section 3.3, shall be amortized in accordance with’ 
3.4. The regulatory assets to be recovered under this Agreement, after giving 

’ Schedule C of Exhibit A attached hereto. 

3.5. Neither the Parties nor-the C o d s i o n  shall take any action that would 
diminish the recovery of ApS’ stranded costs or reaplatory assets provided for herein. Tne 
Company’s willingness to enter into this Agreement i.~ based upon the Commission’s 
irrevocable promise to permit recovery of the Company’s replatory assets and stranded costs 
as provided herein. Such promise by the Commission shall survive the expiration of the 
Agreement and shall be specifically enforceable against this and any fiture Commission. 

. 

ARTICLE IV 
CORPORATESTRUCTURE 

4. I. - The Commission will approve, the formation of an affiliate or affiliates of 
APs to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. Ln order to facilitate the separation of such assets efficiently and 
at the lowest possible Cost, the Commission shall grant u s  a two-year extension of t h e  until 

5 



ecember 31,2002, to accomplish such separation.' A Sixni.lar two-year extension shall be 
W u t h o r b e d  for compliance with A.A.C. Rl42-1606@). 

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

a 

4.3. Pursuant to A.R.S. 3 40-2M(L), the Commission's approval of this 
Agreement shall exempt any competitive service provided by APS or its fidiates from the 
application of various provisions of A.R.S. Title 40, including A.R.S. $9 40-203,40-204(A), 
40-204@), 40-248,40-250,40-251,40-285,40-301,40-302,40-303, 40-321,40-322,40-331, 
40-332,40-334, 40-365,40-366,40-367 and 40-401- 

4.4. APS' subsid'raries and affiliates (mcluding'APS' parent) may take 
advantage of competitive business opportunities in both energy and non-energy related 
busineSses by.establishig such unregulated affiliates as they deem appropriate, which will be 
fret to operate in such places as they may determine. The A P S  affiliate or affiliates acquiring 
APS'  generating assets may be a participant in the energy supply market within and outside of 
Arizona. Approval of this Agreement by the Commission shall be deemed to include the 
following specific determinations required under Sections 32(c) and (k)(2) of the Public UtiIiPj 
Holdmg Company Act of 1935: 

' 

APS or an affiIiate is authorized to establish a subsidiary company, which will 
seek exempt wholesale generator ('EWG") status from the Federal Energy 
Regulatory Commission, for the purposes of acquiring and owning Generation 
Assets. 

Tbe Commission has dete&:d that allowing the Generation Assets to become 
"eligible facilities," within the meaning of Section 32 of the Pbblic Utility 
Holding Company Act ("PUHCA"), and owned by an APS EWG affdiate 
(1) will benefit consumers, (2) is in the public interest, and (3)  does not violate 
Arizona law. 

.. .. - *  . .  
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The Commission has sufficient regulatory authority, resources and access to the 
books and records of A P S  and any reIevant associate, affiiate, or subsidiary 
company to exercise its duties under Section 32(k) of PUHCA. 

A P S  will purchase any electric energy fkom its EWG affiliate at market based 
rates. This Commission has determined that (1) the proposed transaction will 
benefit consumers and does not violate ~ ~ z O M  law; (2) the proposed 
transaction wiIl not provide APS’ EWG affiliate an unfair competitive advantage 
by virtue of its affiliation with A P S ;  (3) the proposed transaction is in the pubIic 

. interest. 

The A P S  affdiate or affiliates acquiring APS’ generating assets will be subject to regulation by 
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than 
that manner and extent of Chimission regulation imposed upon o$er owners or operators of 
generating facilities. 

4.5. The Commission’s approval of this Agreement will constitute certain 
waivers to APS and its affiliates (including its parent) Of the Commission’s existing affiliate 
interest rules (A.A.C. Rl4-2-801, et seq.), and the rescission of all or portions of certain prior 
Commission decisions, all as set forth on ExhToit D attached hereto. .. .. -e 

d 

4.6. The Parties reserve their rights under Sections 205 and 206 of the 
Federal Power Act with respect to the rates of any A P S  affiliate formed under the provisions of 
this Article IV. 

ARTICLE v 

5.1. Upon receipt of a W  order of the Commission approving this 
Agreement that is no longer Subject to judicia! review, APS and the Parties shall withdraw with 
prejudice all of their various court appeals of the Commission’s competition orders. 

ARTICm VI 

6.1. This Agreement shall not become effective until the issuance of a final 
Cornmission order appro& chis Ageement without modification on or before August 1, 
1999. In the event that the Commission fails to approve this Agreement without modification 
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw 
from this Agreement and shall thereafter not be bound by its provisions; provided, however, 
that if A P S  withdraws from this Agreement, the Agreement shall be null and void and of no 
further force and effect. h any event, the rate reduction provisions of this Agreement shall not 
take effect until this Ageemeat is approved. Parties SO withdrawing shdl be free to pursue ’ .  

. .  



0 their respective positions without prejudice. Approvd of this Agreement by the Commission 
shall make the Commission a Party to this Agreement and fully bound by its provisions. 

6.2. ' h e  Parties agee that they shall make all  reasonable and good faith - 
:. efforrs necessary to (1) obtain frnal approval of chis Agreement by the Commission, and (2) 

ensure full implementation and enforcement of all the terms and conditions set forth in this 
Agreement. Neither the Parties nor the Commission shall take or propose any action which 
would be inconsistent with the provisions of this Agreement. All P q k s  shaU actively defend 
this Agreement in the event of any challenge to irs vaIidity or bplemenration. 

7. I. To the extent any provision of this Agreemept is inconsistent with any 
existing or future Commission order, rule or regdation or is inco&stent with the Electric 
Competition Rules as now existing or as m y  be amended in the future, the provisions of this 
Agreement shall control and the approval of this Agreement by the Conmission shall be 
deemed to constitute a Commission-approved variation or exemption to any' conflicting 
provision of the Electric Competition Rules. 

7.2. The provisions of this Agreement shall be implemented and enforceable 
notwithstandkg the pendency of a legal challenge to the C o d s i o n ' s  approval of this 

hzving jurisdiction over the matter. If my portion of the Commission order approviq this 
Agreement or any provision of this Agreement is declared by a COUR to be invalid or unlawful 
in any respect, then (1) A P S  shall have no fkrther obligations or liability under this 
Agreement, including, but not limited to, any obligation to implement any filture rate 
reductions under Article TI. not then in effect, and (2) the modifications to APS'  certificates of 
convenience and necessity referred to in Sectioli 1.4 shdl be automatically revoked, in which 
event A P S  shall use its best efforts' to continue to provide noncompetitive services (as defined 
in the proposed Electric Competition Rules) at then current rates With respect to customer 

. 

contracts then in effect for competitive generation (for the remainder of their term) to the 
extent not prohibited by law subject to applicable reNat0x-Y requirements. 

The terms and provisions of this Agreement appXy solely to and are * 
bindmg only in the context of the purposes and results of this Agreement and none of the 
positions taken herein by any party may be referred to, cited or relied upon by any other PGJ' . . 
in any fashion as precedent or otherwise in any other proceeding before this Cornmission or 
any other regulatory agency Or before any court of IaW for any purpose except in furtherance 

Agreement, unless such implementation and .enforcement is stayed or enjoined by a'court . .  .. 

7.3. 

. 

of the purposes and results of this Ageement. 

7.4. This Agreement represents an attempt to compromise and settle disputed 
d a h  re,oardims the prospective just and reasonable rate levels, and the terms and conditions 

. .  . 
. a  



. .  . .  

c 

of competitive retail access, for A P S  in a manner consistent with the public interest and 
appIicable legal requirements. Nothing contained in this A,sreement is an admission by A P S  
chat its current rate levels or rate design are unjust or unreasonable. 

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

7.6. A P S  shall actively support the Arizona Independent Scheduling 
Administrator (“AISA”) and the foxmation of the Desert Star Independent System Operator. 

‘ A P S  agrees to modify its OAT” to be consistent with any E R C  approved AISA protocols. 
The Panies reserve their rights with respect to any AISA protocols, including the right to 
chaIlenge or seek modifications to, or waivers from, such protocols. APS shall fde changes to 
its existing OATT consistent with this section within ten (10) days of Commission approval of 
this Agreement pursuant to Section 6.1. 

7.7. Within thirty (30) days of Commission approval of this Agreement 
pursuant to Section 6.1, A p S  shall serve on the Parties an Interim Code of Conduct to address 
inter-affiliate relationships involving A P S  as a utility distribution company. APS shall 
voluntarily comply with this b r i m  Code of Conduct until the Commission approves a code of 
conduct for A P S  in accordance with the Electric Competition Rules that is concurrently 
effective with codes of conduct for all oiher Affected Utilities (as defined the Electric 
Competition Rules). A p S  shall meet and confer with the Parties prior to serving its Interim 
Code of Conduct. 

. 

. .  

7.8. In the event of any disa=geement over the interpretation of this 
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall 
promptly convene a conference and in good faith shall attempt to resolve such disagreement. 

7.9. The obligations under this Agreement that apply for a specific term set 
forth herein shall expire automatically in accordance with the term specified and shall require 
no further action for their expiration. 

meetings and hearings for consideration of this Agreement. The fiZinp of this Agreement with 
the Cornmission shall be deemed to be the fdhg of a formal request for the expeditious 
issuance of a procedural schedule that establishes such formal hearings and public rneetbgs as 
may be necessary for the Commission to approve this Agreement in accordance with 

7.10. The Parties agree and recommend that the Commission schedule public 

- 
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Section 6.1 and that afford interested parties adequate Opportunity to c o m e  
the terms of this Agreement consistent with applicable legal requirements. 

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

and be heard on 

ZONA COMMUNITY A W O U  - 
n n 

companies and associations in support of 
competition that includes Cable Systems 
International; BHP Copper, Motorola, 
Chemical Lime. Intel, -, Honeywell, 
Allied Signal, Cyprus Climax Metals, Asarco, 
Phelps Dodge, 'ZERF. Homebuilders of 
Central Arizona, Arizona Mining Industry 
Gets Our Support, Arizona Food Marketing 
AlIiance. Arizona Association of Industries, 
A&QW Multi-housing Association, Arizona 
Rock Products Association, &OM Restaurant 
Association, 

TitIe 

Title 

and Arizona Retailers Association. x* 

Title 
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PRIMARY AND TR&VSSflSSION LEVELS ERVICE: 
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PETER.M"A~ ON OF KW 
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DAGS 12 

pmcr ACCESS 
BHP COPPEX 

TYPE OF SERVICq 
. .. . 4. 

fzJ30.00 p" month plus 51.74 per kW pa monk 

0 

I ..... . .  .. .. 

$.,*A " .p 
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Tide: Director. Prick0 ad Regulation 
I 

hC.C. No. ,y;'m 
T f l a r  Schedule No. DAGS15 
OrisioJ T a 3  
LTecrivc: Mcy XX. 1999 
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EXHIBIT C 

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

Palo Verde I. 
Four Corners 
Namj o 
Cholh 
S a m  -uaro 
Oco till0 
Wcs t P h o en ir 
Yucca 
Douglas 
Chiids 
Irving 

including aflocated common and genera1 plant, support assets, associated land, fuel 
supplies and contracts, etc. Generiation assets will not include fadities included in 
APS' FERC transmission rates. 

.. . 
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EXHIBIT D 
*A- 

RI4-2-801(5) and .Pl&-2-8Oj, strch that the te= " r c o r g h t i o n "  does not induce. uld no 
Commission approval is ;c?~red for, c o ~ o o t e  r m c h g  thzt does not airtcdy involve the 
uriIiry distribution compzny ("UDC") in chc holding compury. For exampie, &e holding 
company may rcorgwkt. form, buy or seIl non-mc affiliates, acquire or dives htrescs in 
non-UDC affifiates, etc., without Commission approval. 

R14-2-Q04(A) 
.. 

R14-2-805(.4) sM12ppll; only to the UDC 

Ri 4?-805(A)(2) 

RlC2-805(A)(9), (lo), 2nd (1 I) 

Recision . .  of Pn 'or Commission Or d ery 

StcUon X.C of the "Cogenemion and SmzIl Power Production Policy" ateached to Decision 
No. 52315 (July 27, 19s I) regding reponing requirements for cogeneration inLonation. 

Decision No. 551 18 (July 24, 1956) - Page 15, Lines 5-112 through 12-1D; Finding oFF2ct 
So. 24 relating to'reporcing requirements under che abolished PPFAC. 

Decision So. 55s 18 @cc:mber 14, 1957) in ics entirep. This decision related to APS Schedule 
9 (Indusuial Devt!opmeix bee) which wils terminated by the Commission in Decision 
Xo. 59329 (October 11, 1995). 

9th and lOrh Ordering Pzr2gnphs of Decision So. 56450 (April 13, 1989) rc&ing reponing 
requirernencs under the aboiished PPFAC. 

DECISION NO. (a f 9 7 7 
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33EFO)RE THE ARIZONA CORPOR4TION COMi'vITSSION 
Arinfla Corpaizticn Cornmission 

b DOCKETED wLULZAMA.MUNDELL 
Chairman 

JMDRVTN 
Commissioner FEB 082001 

MARCSPlTZER 
Commissioner DOCKElED sf m 

N THE MATTER OF ARIZONA PUBLIC 
SERVICE COMPANY - APPLICATION FOR 1 
PORTFOLIO SURCHARGE EPS- 1 ) 

) 

Open Meeting 
January 30 and 3 1,2001 
Phoenix. Arizona 

BY ?XE COMMISSION: 

DOCKET NO. E-0 1 335A-0 1 -0034 

APPROVAL OF ENVIRONMENTAL 1 DECISION NO. 63\ % f d  

ORDER 

FD4DNG.S OF FACT 

1. Arizona Public Service Company (APS) is certificatd to provide electric sewice as a 

public s h c e  corporation in the State ofArkona. 

3. On Janllary 10, 2001, APS fiIed an application for approvaI of a tariff, Environmental f 

Portfolio Surcharge EPS-1. The proposed tariff would be dependent on the Commission's adoption 

of the proposed rules on the Environmental Portfolio Standard. 

3. On August 2,2000 (Decision No. 62762). the Commission issued a notice o fp ropo jd  

ruIemking for rhe Environmental Portfolio Standard The proposed Environmencal Portfolio S ~ n d x d  

rules require a portion of electricity sold to be derived h n  solar resources or cnvimmentalIy ficndly 

renewable cechnologies. At least part of portfolio standard COS& are 10 be recovered b:r ai? 

Environmental Portfolio S u r c h q e  or! customer bills. The surcharse is to be 40.000875 per k%'h of 

retail ektricity purchased by the customer. There is 10 be a surcharge cap of S0.35 per month for 

residential customers. The surcharge cap for nonresidential customers is to be S13 per monr'n per 

meter, or per service i f  no meter is used. except for those nonresidmria1 cuzomers wiih demancis of 

3,000 kW or more for three consecutive months who will have a surcharge of '539.00 per month per 

meter. Ccstomer bills are to have a h e  irem enIitIed "Environmental Portfolio Surcharse, mar,dzt.ted . r  

by the Corporation Cornmission." 

# 

PkGE. 0 
II . 

i l k P  0 2  21301 1 2 : 0 7  6022503857  
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4. On Jarmary 2,2001, a procedural order Was issued in Docket NOS. ~ - O o ~ O C - O O - O 3  77 

banuary IO, 2001 - APS fiIed Environmental PortfoIio Surchqe  EPS- I in response to the procedura; 

order. 

5. On January 17,2001, the H k n g  Officer issued a proposed order on E-000100C-00- 

0377, suggesting certain modifications to the proposed Environmental PoKfoh Standard rules. 

6. Staff recommends the foIIowing: 

a. The proposed tariff shouId be approved because its featurs conform to rhe 
surcharge requirements discussed above. I 

The surcharge should be appIied to special contract service customers unless 
a previously approved special contract expIicitIy excluded any additional 

b. 

charses. 7 ,  

C. The proposed tariff should be approved on an interim basis, pending me-up in 
it rate review proceeding in which fair value findinss are determined by the 
Commission. The reason Staff is recommending, adoption of the surcharge on 
an interim basis is the urgent need for incresed energy czpaehy in the western 
United States at: this time. The proposed tariff would provide an inc&tive to 
the applicant to obtain solar resources and entironmentally fiendly gqemion 
capacity much sooner than would othenvise be possible. In a hture rate review 
proceeding, the Commission could evaluate the actual costs of acauinng 
environmentally friendiy generation capacity 2nd whether [he applicant used 
the surcharge funds appropriately. 

d. Ifthe applicant does not filz an application for a rate review proceeding that 
wouid provide sufficient information for a fair value determinaIion $thin 1 S 
months ofthe date of implemmtation of this tariff, Staff recommends thzt the 
applicant file such informarion, including as minimum the following: ' 

(i) 

# 

A dollar amount representing its total revenue for the fir 
months after implementation of the surcharge. 

Its tord actual operating expenses for the first twelve monrhs after 
implementation of the surcharge. 

?he value of 211 assets, listed by major catesorv, used for the first twety~e 
months after implementation of the surchqe to probide elecuk service 
to customers. The applicant should specifically identify the %sets, aid 
their value, acquircd to comply with ihe Environmental Porrfdio 
Srandard. 

(ii)' 

(iii) 
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4 

5 
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With this information. the interim s u r c h q e  and its impact on the applican:'s 
rates reIated to fair value can be reviewed and appropriate findings and rare 
detminations made by the Commission, including tmpup, rehnd. or the 
SeKing of permanent rates. 

The tariff should become eEective with the first APS standard billing cycle no. 
1 starting at leas1 45 days from the effective date of the En~ironmenra~ POrtfoIio 
Standard rule. 

e. 

Within the electric competition mles, R14-2-1615(A) requires generation assets 
to be separated from an Affected Utility prior to January I,  2001,: Staff 
recommends that the applicant be granted 2 waiver of R14-2-161S(A) zs 
needed to aIlow the appIicant to own "solar resources" and "en~ironmentaIIy 
fiendly renewabk electricity technologies" as those t e r n  are descritki in the 
Environmental Portfolio Smdard rules. The waiver would apply only to solar 
resources and environmentally friendly renewable electricity technologies. 

6 

7 

8 

9 

10 

The applicant should fiIe m u d  reports within 60 days of the end of a calendar 
year. The reports shouId Iist the amount of funds collected through the 
s u r c h q c  during the yea, the amount of surcharge funds spent during the year, 
and a brief description of the projects for which the Funds were spent. 

The applicant should be allowed up to 45 days to implement the rarifi as 
necessary to prepare its biIIing system to accommodate the surcharge. 

The tariff filed by the applicant should be modified to conform with the final 
Environmental Portfolio Standard rules adopted by the Commission. I ' 

h. 

1. 

f. 

17 

I8 

CONCLUSIONS OF LAW 

1. APS is an Ein'zona public sewice corporation within rhe meaning of .Article XV. Section 

19 

20 

2 1 

-- 37 

23 

24 

25 

26 

I 2. ofthe Arizona Consritution. 

2. The Commission has jurisdiction over APS and over [he subjtct matter of the 

application. 

3. The Commission, having reviewed rhe application and Staffs hlemoranduni daied 

January 12,2001, concludes that it is in the public interest io zpprove the application. 

ORDER 

THEREFORE, IT IS ORDERED that the proposed tariff be and hereby is approved. 

IT IS FURTHER ORDERED chat the surchwy shall be applied to speciai contract w v i c ~  
I 

17 

28 

cusmners unless a prsviousiy approved special contact explici tIy excluded any additional charges. 

IT IS FLRTHER ORDERED that the rariff is approvPd on an interim bsis.  



..' 

1 

2 

.. 

-0 

y"L1.b. . . Y .  ZI Y I .,7-.t?-!,i --a- . 

IT IS FUXTER ORDERED that if the applicant does not fiie an application for a rate rwiev, 

proceeding that would provide sufficient information for a fair value determination within IS rnonh: 

3 ofthe date ofimplementation of this tariff; the applicant shall file the information described in Finding 

4 of Fact Nos. 5(c)(i) througb S(c)(iii). I 
'If ' IT IS FURTHER 0R.DERED that the tariff shall become effective wkh the first ,US standard 

6Ilbiiling cycle no. 1 starting at least 45 days from the effzctive date of the Environmmtai Portfolio 

7 It Standardrule. 

TT IS FURTHER ORDERED that the appIicanr is ,p.nted a waiver of R14-2-16a15(Aj as 8w 
9llneedcd to allow the applicant to own "solar resources" and "environmentalfy friendly rcnewab!e 

i0/lelectricity technologies" as those terms are described in the Environmental Portfolio Standard rules. 

TT IS FURTHER ORDERED that the applicant shall file annual repons as described in Finding 

1311 IT IS FUR.THER ORDERED that the applicant shall file tariff pages consistent s.4th the terms 

14110fthis Decision within IS days h r n  the effective date of the Decision. 

Ii 
H G f ?  Q2 2001 12:08 5022503887  
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IT IS FURTHER ORDERED that the applicant shall modify its t i f f '  to conform to thl 

Commission's final Environmental Portfolio Standard rules. 

IT IS FURTHER ORDERED that this Decision shdl become effective immediately. 

BY ORDER OF 

COMM IS STONER 

IISSENT: 

12:Q8 

>RS:BEK: lhm 

. -  - 
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Manager, State Regulations 
Arizona Public Service Company 
MaiI Station 9905 
P. 0. Box 53999 
Phoenix, Arizona 85072-3999 

MRR 0 2  

' 
8 

1' 

11 

- "3' - 

SERVICE LIST FOR: Arizona Public Service Company 
DOCKET NO. E-01 345A-0 1-0034 * 

Arizona Corporation Commission 
1200 West Washingcon 
Phoenix, Arizona 55007 

iMs. Deborah Scott 
Director, Utifities Division 
Arizona Corporation Commission 
1200 West Washin,aton 
Phoenix, Arizona 55007 
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Ms. Lyn Farmer 611 Chief Counsel 

, 

II 
2601 12:Q13 60225031397 - F R f i E . 0 7  



MAR-02-01 10:ll FR0M:PINNACLE WEST 10:6022503e87 

.. 

MkR QZ 2061 12 :08  6822503887 P R t E .  OS 



MAR-02-0 

1 

ii 

7 

4 

5 

6 

7 

8 

9 

10 

I t  

12 

13 

14 

15 

16 

17 

I8  

19 

10 

21 

22 

23 

34 

25 

26 

27 

28 

MGP a2 ZBE 

L 0 : 1 1  FR0M:PINNACLE WEST ID:60225038B7 PAGE 9 / 1 5  

4.6.M “LinivcrsaI Nose Idcnaficr“ is a unique. permanenr. idenrificatlon number xs@ntd IO each :f:fr,i7 

delivery poim. 

“Urilrty Disniburion Company” (UDC) means rhe electric utility enrity regulated by the Ccmmissior 

thi opetars, con;tn~crs, and mainrains rhc disniburion systcrn for thc ddivcry of power to the ead u ; a  

47.G. 

point of delivery OQ the distribution system. 

“Utility Industry Gronp” (1-33) refers to t utiiiy indusuy association rhsr esrz~blishes nation? s ranrhdj  

for data formats. 

LIJ-2-16iS. Environmenul Ponfoiio Standard 

- 33.44. 

Gpon rhe effective imo!erntnradon of a Comjssion-approved Environrrtntal Ponfolio S:.ndard Snrchx- 

,any Load-Scrvino Entitv %e&- seIling elcctrictty 0; 

aggregnring customers f x  The purpose of srUing electricity under the provisions of this Ankle muss dew: a t  

kmt .2% of the rota1 reuii cncrsy sold tiom new sofar ccsourccs or en~~ronmentailp-friendly rzntwzbic 

electricity trchnologics, whether [hat energy is pixchased or Sencrated by rhe seller. Solar resources incbde 

photo~oltaic resources and solar t h e m 1  resourceo that gcncxtc electricity. Xew =Jar resources ani! 

en~ . i ro ; rmenra l ly - f~~ l~  rmmvablc ekmicitg :ethnologies are those insrailed on or air t i  January 1, IWf.  

I .  

” . .  

Elecrric Ser;ice Providers Gempewhe E&%. chat arc nor Lacs. are exmpr f;om panfolio 

requirements until 2GO4, bijc couId voluntariFy eIect w ganicipace. ESPs choosing 10 PaRiCipatc! ti  ould 

reccive a pro m a  share of funds co1:ecred from the Envuonmental Ponfolio Surcharee delineated in 

R lL2-161 S.A.2 for portfolio purposes 13 acquiis e!ipbie portfolio sysrmis or electricity gcmsted 

iromsuch system. 

2. L‘tility Disrribttcion Compmes woulG recover p3n or’ ihe t O S i S  of The portfolio standard through currer.1 

SySttrn ~m;lpfits Chxgps. if lhcy exist. includinz a :r-allocation of d e m m d  side msnagemrn; tnndrn; !: 

porrfolio web. Additioml panfolio sraadard cosrs wiiI be r x o i  e r d  by a cutonier Eni.ironmenu1 Pnrildro 

S 1 ~ c h g ?  on the customers’ inomhly bill. The Environniental Porifdio Surcharw h a i l  be Z S S C . ~ X ~  mo:~!h!v to 

m n ’  meiered a;rdi‘or nvn-mrrcred retail clwtric service This nionthlv as;csmat will be dx I;.ssec of 

5O.CfM.373 Der kwh or: 

I 

. Residential Custonmz $ 3 5  oer service 

. Non-Residential Customers: Sl5 D= service 

12:as 
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.) >. Cusromer bills rball reflect a line ir,m rntkled "Envnonmental Portf&o Surcharge, rnindaied by ihe 

Corporation Commission.'- 

UtiIity Disnibution Comptnies or ESPs rhar do not t u i r r i d y  have a rmtataF,le; progran may rrqiicsr 3 

wsiv~r or mociifiradon of rhis section due to e m m e  circumwnces ihat may exisr. 

.. 
4. 

The poRfQii0 prcentag? shall increase hfier Demnbcr SI. ZOOG. 

I. Starting January 1.2001. &e pmfoiio percemage sbll intreise annualiy and shall be set accordins IO 

rhe follov-kg schedule: 

YEAR PORTFOLIO PERCESTAGE 

ZOO I .2% 

2002 A%; 

10102 .e./, 
8' .' 2003 , ' 0  

2005 1.1??/, 

2006 1 .OS% 

2007-ZO! 2 1.1% 

12:63  
- -  ------ -...-a / 7 4 / / /  
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In 2001. thc Portfolio liWh nnktup shall be ar icast 30 prrccnt solar electric. and no mort: :hac 

59 perctnr o&er environmenn!ly.~tndly rtnexablc elecaicirj; technoioqics or s o h  hoc .;:a:2r 

or R&D on soh electric resources, but with no more [ban IO percent on RGiD 

In 2002 and 2003. the Podolio kIVh makcup shall be at least 50 percent S d X  deCUic. and no 

more than 50 ~ C X - C ~ ~ C  orher e n v i r o h n e n n l l ~ - f e n ~ l ~  rencwablc clearicky t~=hnolo~i.rs or 

solar hot warm or R%D on solar electric resources. but ai& no m r e  than 5 pcrcet: an PAD. 

I, 

In 2003, th~oiigh 2012, the porcfoIi0 kWh maktup shall be ar ieasr 60 perccrlt solar e;?ctnc 

wrh no more t h n  40 percat s o h  lior water or other cn~,ironrnenrally-irlci.lll,. rmeu .biz 

electricit\/ technologies. 

Load-S&vi..re Enricies shall be cli2xbIe for a number of r m a  credit mulrip1it.m rhat 

may be used to meet the portfotio sundard requirementsL+ Estra credits m v  be used to mer DOiTfOll t  

reouirements and ear3 credia from solar electric tcchnolosics will also coum toward the s o h  oleccic ira::il:n 

rwuircmena in R14-2-1618B 3. With the excecrion of the b r l v  Installation Exaa Credit &fuItiulter. rvhi,:h hzs 

a frve-yw i i f t  from operational start-im. all orhcr extra a d i t  nuhlrers are valid for the hfe rif the aenmiing 

eauimnxr. 

I. 

: 

- 1  

Ear!p instalkior! Exm Credit MulripIier. For n w  solar rlecriir systems insrailed and operaring prior [D 

Deceniber 3 I ,  2003. Loa;f-Son-ine Entitirs 1. --.: would qualify for nuinplt exf r i  

credirs for kh'h pcodtesd for 5 years fdlowin; operational smt-up of the s o h  etcrmc system. The 5- 

.. 

YEAR 

I937 

t99s 

1999 

2000 

2001  

EXTRA CREDIT MULTIPLIER. 

.s 

.j 

.5 

.4 

. .. 

..  . 

> ,  . .  

, -  

3 20c2 .- 

2003 . I  

MRR 02 2QE 12 :03  
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2. 

3.  

4. 

12:Q3 

adicablc e m 3  cndtr for &e f d l  five vezm 3Rer ooerarroiral stan-up. 

Solar Economic Dcvclopment Ema Credir Illultiptirrs: There arc 2 rqud parrs to this mdtiplier, 2n In 

state installation credir and an in-stn~ coment rnulripIier. 

a. In-State Power Plant Installation Extra Credit Muitiplicr: Solar c l c c ~ ~ s c  power plants ;catl!ec 

in AikO% shall receive a .5 extra cndit rnultiplizr. 

In-Steie bhiificturing and instaIIation Content Extra Credit ?.4cI~~plier: S o h  electric po \ -~ :  

pknrs shall receivr up ro 3 .5 : m a  crrdlr rnultrpiier rclsted to 'the mrnuhcrc:m:: a x i  

b. 

insratlation conrcnf th%t corncs from Arizona. The percm35e of .dinzons COntcfii 6f the rota! 

installed plant COS: shall bt mulapiitd by .5 to deternine tht: appropriate exrra CiZdiK 

niultipiicr. So,'for rnmncc, if a sohr installation included 80?*'0 .\rizona conrcnr. rhi rsulring 
. .  

exrra credit multiplier urould '69 .4 (which IS .S X 3). 

Distrrbu:ed Solar E!ecr;ic Gentrator and Solar Incentive Program Exaa Credtr Multipiicr: Any 

d1srribu:ed solar eltcuk genrraror char meta mre than one oithe elisbility condinon; will be Iinured 

to only one .5 exrra credu multiplicrr from this subsection. Approprhre mewrs \vi11 be anachcc! to each 

solir electric penerator and read ar ieast o w e  aAanuaily to v m f y  solar pcrfo:nlancr. 

a. 

b. 

c. 

d. 

P. 
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Load-Servine Entities selling electricity unda rhc provisions o f  chis Article shall 

provide rtportr on s3ks and portfolio power as required in ths Article, cIearIy demonstrahg the ourpiit uf 

ponfoh resources. thc installation date of porrfdio resourcts, and rhe uansmission of energy from rhos$ 

poflfolio resources TO Arizona consumers. rite Commission m y  conduct necessary monitoring to ensue tint 

sccuracy of these data. Repons shall be made according to the Reportins Schedule in R14-2-1 SI3.E 

If 3 ai? Load-Senme Znaty ' r 2- . . selling eiecriaty undzr the provzsmns of t!is .&Kick fails 

to meei the rzquimnents of&& d e  as modified by the Commission after considcratioa of the recommendations 

of &e Environmental Podolio Cost Evaluation Working Group, the Commission m ~ v  &&impose a deiicisncv 

..J 

. pavmnt w. beginning no earlier than January f .  ?OW, oil rhar Load-Scrvino Entiw 

P+WI-&F h t  the Load-Swine Entity pay an amount equal ID 305 per YGh IO the Solar 

Electric Fund for deficiencies in rhr provision of sohr electricit:;. This deficiency payment. which is in IICU of  

znny other mondary pavment p4q which m y  be imposed by the Commission, may not be imposed for any 

cahdar year prior to 2004. This Sokr Eiecmc Fund will be tstabfishrd and urilited to purchase ;oh eltrrnc 

gcncrarors or solar electricity in rhe following cilendsr year for the use by public entitics ~n Arizona such 3s 

schools. cities, counties. or state agencies. Title to any equipm-nc purchased by the Solar Elecri; Fund uiil be 

transferred to rhe public entity. In addition. if tht  provaion of solar energy is consntcnily det'kicnr. the- 

. ^  . a  * connaccs negonaed umier ;his 

. 

Commission m y  void g Load-Stpine Entrt-i's .% $--.k+kew&e -. 
Anide. 

1. The Director. Udlines Division shll e;ablnh a Solar Eloctric 'Fund in 264.3 to : c m c c  deficieczy 

FPYmentS and finance s o h  clecnicity prOJeCt5. 

The Director. Urilirics Division shl l  szleci an  indtptndtnr admnisnscor for tht ;ele:rion of pxjcjccis to 

be financed by the Solar EIocric Fund. A portion of the Solar Elxtric F:md shdl bc ilsed ?or 

Zarninisnarion of the Fund and a d-srgiatcd portion of  the Fund w i U  bc set aside fo: ongolng o?-racon 

and maimenancc of projects financed by the Fund. 

> 
L. 

P'mrovohic or solar thermal elcctic resource; that arc Iocaad on tine ccnssmtc's pcmjses shall couni tow2rd 

the solar portfolio standard appkablr to &I. current Load-Sctmne Enticll 

consmier. 

An). sohr electric generators instilted by an A f k t e d  Uiility to m:tt the enr'ao~ncntsl porifOllo sundud shall 

be conntcd rownd mcrting reoewble rtsourre soak for Affccred Utilities e;ab!i&:d in Decision ?.!a. 5364;. 

12:  i a  
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sold during the :akn&r year. 

- A As Load-Stwine Enrirv =cc& -- * shall k mciclrd to reczive 2 pamal credir zgamst rke 

consrructed or acquired a5er the standarcis a:< publicly asued. 

* - shall be enrirltd to mcet UF tn 20?(, of rh:: porrfolio e &t Load-Sminr Encitv h- 

requirement wth solar wrer  hesting systems or sohr atr condition:ny system purchase5 by i h t  Lozd-Senhq 
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clccrrrcity produced for each j,J15 British Thhrrmi Units o f  hcai produced by rhc Solar wtcr  heater and soia: ar, 
I L. 

reduction. Solar water headng systcwrs and solar air condjnoning sysrems shall be eligible for Early I ~ t d I a ~ i o p  

Exna Credit Muitipiiss as defined in RI4-2-1618 G0.t and Solar Ecomnic  Development Ex= Cxdil  

lLiulnpiicrs as defined in Rt4-2-1613 Q3.2.b. 

A +A Load-Sewhe Enriw ' shall be entitled to met the podolio r q u h & e n r  with 

elecrricity produced in Arizona by c n v i r o ~ ~ ~ a l i y - f ~ i e n ~ l ~  renevabk electricity technologies chi t  are defined 

2s in-snt- !andfill gas generators, wind generators, and biomass gen-mtors, consisrmr with the phase-in schedule 

in R1-1-2.1618 B.2. Systems using such kchnologies rball 1K eligible for Early 1nstaalla:ion E& Credir 

hfulripliers as defined in R13-2.1618 sQ.1 and Sola Economic DtveIopmn1 Extra Credir Mulriplitrs zs 

defined in RI4-2-1618 -B.L.b. 

:,' . 
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Morgan, Lewis ls00 M Street, N.W. 

Washington, D.C. 20036-5869 

202-467-7000 G B O C ~ U S  LLP 
F ~ x :  202-467-7176 C O U N S E L O R S  A T  L A W  

May 11,2001 

Snell & Wilnier L.L.P. 
One Arizona Center 
Phoenix, Arizona 85004 

Re: Pinnacle West Capital Corporation Form U-1 Application (File No. 070-09745) 

Ladies and Gentlemen: 

Morgan, Lewis & Bockius LLP serves as special counsel to Pinnacle West Capital 
Corporation (“PNW”) and its subsidiaries, Arizona Public Service Company (“APS”) and 
Pinnacle West Energy Corporation (“PWE”), on certain federal regulatory matters involving 
their electric utility operations, exempt wholesale generators (,‘EWG>, and power marketing 
activities. We are familiar with the “Development Activities,” as such term is defined in the 
Form U-1 Application (File No. 070-09745) filed with the Securities and Exchange Commission 
(the “SEC”) by PNW on September 12, 2000, as amended on December 8, 2000, January 17: 
2001, and April 27, 2001 (the “Appli~ation’~). We have been asked to provide an opinion that 
the regulatory applications and approvals that are required under the Public Utility Holding 
Company Act of 1935, as amended (“PUHCA”), and the Federal Power Act, as amended 
(‘‘FPA”), in connection with the Development Activities have been obtained fiom the SEC or the 
Federal Energy Regulatory Commission (“FERC”), as appropriate. 

0 

Capitalized terms used herein and not otherwise defined will have the meanings given in 
the Application. The term “Associate Companies,” when used herein, will have the meaning 
given in Section 2(a)( 10) of PUHCA. 

As described in the Application, the Development Activities involve PWE’s operation of 
its West Phoenix Unit No. 4 as a non-EWG under PUHCA. The Development Activities were 
completed on May 2, 2001, when PWE filed a Notice of Withdrawal of its Application for 
Determination of Exempt Wholesale Generator Status with FERC. Due to its ownership and 
operation as a non-EWG of facilities used for the generation of electric energy for sale (ie., the 
West Phoenix Unit No. 4 generating facility), PWE is now an “electric utility company’’ and a 
‘public-utility company,” as those terms are defined in Sections 2(a)(3) and 2(a)(5) of PUHCA. 

Philadelphia Washington New York !AS Angeles Miami Harrisburg Pittsburgh Princeton 

London Brussels Frankfurt Tokyo 



Snell & Wilmer LLP 
May 11,2001 Morgan, Lewis 
Page 2 CBockiuSlLp 

In preparing this opinion we have examined and relied solely upon: 

1. The Application for Authorization to Transfer Jurisdictional Facilities filed by 
Arizona Public Service Company, Pinnacle West Capital Corporation, and Pinnacle West Energy 
Corporation in Docket No. EC00-118-000 and FERC’s Order Authorizing Disposition of 
Jurisdictional Facilities reported at 93 FERC fi 6 1,2 16 (2000); 

2. The Application filed with the SEC and the SEC’s Order Authorizing the 
Acquisition of a Public Utility Company Subsidiary by an Exempt Holding Company, Holding 
Company Act Release No. 35-27386 (April 27,2001); 

3. The Notice of Withdrawal filed by PWE on May 2,2001, with FERC in Docket 
NO. EGO 1 - 1 63-000; 

4. In addition, we have examined the originals, or copies certified to our satisfaction, 
of such corporate records of PNW, APS and PWE and agreements, instruments, and other 
documents, as we have deemed necessary as a basis for the opinions expressed below. 

As to questions of fact material to our opinion, we have, relied upon the statements set 
forth in the various regulatory filings and corporate documents we examined. We have assumed 
that such documents accurately describe and contain the understanding of the parties, and that 
there are no oral or written statements or agreements that modify, amend, or vary, or purport to 
modify, amend, or vary, any of the terms of such documents. 

Based upon the foregoing, and subject to the assumptions and conditions set forth herein, 
we are of the opinion that all of the regulatory approvals required under PUHCA and the FPA to 
effect the Reorganization have been obtained. 

The opinion expressed herein is limited to the FPA and PUHCA, as interpreted and 
implemented by the decisions, rules and regulations of the SEC and FERC. We express no 
opinion on any other statute, or the laws of any other jurisdiction. The opinion expressed herein 
is based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the opinion 
expressed herein. This opinion letter is rendered solely for the benefit of b e l l &  Wiliner L.L.P. 
in connection with the transactions described above, and this opinion letter is not to be used, 
circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an attachment to an exhibit to the 
Application. 

Very truly yours, 

MORGAN, LEWIS & BOCKIUS LLP 



%ell& Wilmer 
L.LR 

LAW OFFICES 

One Arizona Gncer 
Phoenix, Arizona 85004.0001 

(602) 3a2-6000 
Fax: (602) 382-6070 
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Richard B. Stagg (602) 382-6363 
Internet: ntagg@rwlaw.com 

[PRELLMINARY - TRANSFER TRANSACTION] 

April 25,2001 

Securities and Exchange Cormnission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation Form U-1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Arizona counsel for Pinnacle West Capital Corporation, an Arizona corporation 
(the “Company”), and are familiar with the matters relating to the “Transfer Tramaction,” as 
such term is defined in the Forni U-1 Application / Declaration (File No. 070-09745) under the 
Public Utility Holding Company Act of 1935, as amended (the “Act”), filed with the Securities 
and Exchange Commission (the “Conz~~zissioiz”) by the Company on September 12, 2000, as 
amended by filings made on December 8, 2000, January 17, 2001 and April, 2001 (the 
“Apjdicatioiz”). Capitalized terms used herein and not otherwise defined will have the meanings 
given in the Application. The term “Assets,” when used herein will mean those assets actually 
contributed to Transitory Subsidiary in the Transfer Transaction, as contemplated in the 
Application. The term “Assumed Debt,” when used herein, will mean the indebtedness of APS 
actually assumed or agreed to be assumed by Transitory Subsidiary and ultimately by PWE in 
the Transfer Transaction, as contemplated in the Application. Insofar as the fossil assets of APS 
may be acquired by PWE at different times, it is understood that the temi “Tmzsfcr 
Trrmsaction,” when used herein, will refer oiily to the first transaction described herein and in 
the Application whereby P W  acquires Assets of APS. As described in the Application, the 
Transfer Transaction involves the following: 

1. The formation of Transitory Subsidiary as a wholly-owned subsidiary of APS (the 
“FO~~?Z~t iU~”) ;  

2. The contribution of the Assets and the Assumed Debt by APS to Transitory 
Subsidiary in exchange for the conmon stock of Transitory Subsidiary and the 
assumption of or agreement to assume the Assumed Debt (the “Cnpitaliznrion”); 

00099.3 165\lkegninc\PHX\89I 799.1 1 
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3. The distribution of the stock of Transitory Subsidiary by APS to the Company 
(the “Spin-off’); and 

4. The merger of Transitory Subsidiary into PWE, with PWE surviving (the 
“Merger”), 

Among other things, we have examined: 

(a) The Application; 

(b) The parties’ corporate proceedings and the proceedings before the Arizona 
Corporation Commission (the “ACC’) relative to the Transfer Transaction and 
related matters; and 

Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, niles, and regulations as we have 
deemed relevant. 

(c) 

In our examination of the documents referred to above, we have assumed (i) the 
genuineness of the signatures not witnessed, the authenticity of documents submitted to LIS as 
originals, and the conformity to originals of documents submitted to us as copies; (ii) the legal ‘ 
capacity of all natural persons executing such documents; (iii) that such documents accurately 
describe and contain the mutual understanding of the parties, and that there are no oral or written 
statements or agreements that modify, amend, or vary, or purport to modify, amend, or vary, any 
of the terms of such documents; (iv) with respect to the Assumed Debt, that each such entity 
(other than APS, PWE, and Transitory Subsidiary), and with respect to all such other documents, 
that each such entity, had the power to enter into and perform its obligations under such 
documents, and that such documents have been duly authorized, executed, and delivered by, and 
are valid, binding upon, and enforceable against, such entities; (v) that the pai-ties to such 
documents will receive no interest, charges, fees, or other benefits or compensation in the nature 
of interest in connection with the transactions other than those that the Company has agreed in 
writing in such documents to pay; and (vi) that no fraud has occurred in coimection with such 
transactions. 

Based upon the foregoing, and subject to the assumptions and conditions set fortli herein, 
we are of the opinion that, in the event that the Transfer Transaction is consummated in 
accordance with the Application: 

1. All laws of the State of Arizona applicable to the Conipany’s acquisition of PWE 
as a public utility company through the Transfer Transaction will have been 
complied with. 

OOOY9.3I65\lkegantc\PHX\891799.1 I 
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2. 

3. 

4. 

5 .  

6. 

7. 

a. 

9.  

Following the Fonnation and the Capitalization, Transitory Subsidiary will be 
validly organized and duly existing. 

The common stock of Transitory Subsidiary issued to APS in the Fonnation aid 
the Capitalization will be validly issued, fidly paid and non-assessable, and APS, 
as the holder of such stock following the Formation and the Capitalization, and 
the Conipany, as the holder of such stock immediately following the Spin-off, will 
be entitled to the rights and privileges appertaining thereto set forth in the articles 
of incorporation of Transitory Subsidiary. 

PWE is validly organized and duly existing. 

The common stock of PWE held by the Company is validly issued, fully paid and 
non-assessable, and the Company legally acquired such stock and is entitled to the 
rights and privileges appertaining thereto set forth in the articles of incorporation 
of PWE. 

The common stock of PWE to be held by the Company following the Transfer 
Transaction will be validly issued, fully paid and non-assessable, and the 
Company, as the holder of such stock immediately following the Merger, will be 
entitled to the rights and privileges appertaining thereto set forth in the articles of ‘ 

incorporation of PWE. 

Following the Capitalization, the Assumed Debt that is assumed effective as of 
the date of the Capitalization will be the valid and binding obligation of 
Transitory Subsidiary in accordance with its terms. Upon the effective time of the 
Merger, the Assumed Debt that is assumed effective as of the date of the Merger 
be the valid and binding obligation of PWE in accordance with its teims. 

Upon the effective time of the Spin-off, the Company will legally acquire the 
coiiunon stock of Transitory Subsidiary issued in the Capitalization. 

The coiisiinmiation of the Transfer Transaction will not violate the legal rights of 
the holders of any securities issued by the Company or any “associate company,” 
as defined in the Act, thereof. 

The opinions expressed above are subject to the following assumptions and conditions: 

(a) The Transfer Transaction, as contemplated by the Application, will be authorized 
by the Commission. The Commission will duly enter an appropriate order or 
orders with respect to the Transfer Transaction, as described in the Application, 
granting and permitting the Application to become effective under the Act and the 

00099.3 1G5\lkegrmc\PHX\891799.1 I 
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rules and regulations thereunder and the Transfer Transaction will be 
consummated in accordance with the Application. 

(b) The Transfer Transaction will be duly authorized and approved to the extent 
required by the governing documents and applicable federal and state laws, by the 
board of directors of each of APS, Transitory Subsidiary and PWE, and by the 
Company as the sole shareholder of APS, Transitory Subsidiary and PWE, and 
such authorizations.and approvals remain in full force and effect. 

(c) Without limitation of paragraph (b) above, the board of directors of Transitory , 

Subsidiary will authorize the issuance of the common stock to APS in the 
Capitalization in accordance with Arizona law, and the number of shares so 
issued will be authorized in the articles of incorporation of Transitory Subsidiary. 

(d) The Spin-off will be effected in accordance with Arizona law and the amount 
thereof will not exceed any limitation contained in APS’ articles of incorporation. 

(e) Instruments of merger will be duly and validly filed with the ACC, and such other 
corporate formalities as are required by the laws of the State of Arizona for the 
consummation of the Merger will be taken, and the Merger will become effective 
in accordance with the laws of the State of Arizona. 

( f )  None of the Capitalization, the Spin-off or the Merger will constitute a fraudulent 
conveyance and APS will not be rendered insolvent as a result of the Transfer 
Transaction. 

(9) All required approvals, authorizations, consents, Certificates, and orders of, and all 
filings and registrations with, all applicable federal and state commissions and 
regulatory authorities with respect to the Transfer Transaction will be obtained or 
made, as the case may be, and remain in effect (including the approval and 
authorization of the Commission under the Act, the Federal Energy Regulatoiy 
Commission under the Federal Power Act, as amended, and the rules and 
regulations thereunder, and the ACC under the applicable laws of the State of 
Arizona), and the Transfer Transaction will be accomplished in accordance with 
all such approvals, authorizations, consent, certificates, orders, filings and 
registrations. APS will not utilize utility funds to form Transitory Subsidiary or to 
divest itself of Transitory Subsidiary. 

The parties will comply with, or obtain all consents, waivers and releases, if any, 
required for the Transfer Transaction under all applicable governing corporate 
documents, contracts, agreements, debt instruments, indentures, fianclchises, 

(h) 
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licenses, and permits to be listed on a schedule to be provided by the Company 
andor any of its associate companies. 

Our opinions herein are given solely with respect to the actual effectuation of the 
Transfer Transaction, including with respect to consents, licenses, permits, filings 
with and approvals of governmental authorities that are required to effect the 
Transfer Transaction, and no opinion is given as to whether APS, the Company, 
Transitory Subsidiary, or PWE or their businesses or operations are currently in 
compliance with any laws or will be after the Transfer Transaction or as to any 
consents, Iicenses, permits, filings with or approvals of any governmental body or 
agency or other person required for the ownership or operation of the Assets 
before or following the Transfer Transaction. 

The opinions set forth in paragraph 7 herein are subject to, and limited by, the 
following: 

(0 

(ii) 

(iii) 

(3 

the effect of any applicable bankruptcy, insolvency, reorganization, 
arrangement, moratorium or other similar laws relating to or affecting 
creditors rights generally; 

the effect of general principles of equity, including (without limitation)' 
concepts of materiality, reasonableness, good faith and fair dealing 
(regardless of whether considered in a proceeding in equity or at law); 

the qualification that certain waivers, procedures, remedies, and other 
provisions of the documents governing the Assumed Debt may be 
unenforceable under or limited by the law of the State of Arizona; 
however, such law does not, in our opinion, substantially prevent the 
practical realization of the benefits intended by such documents; and 

we express no opinion as to the effect of the law of any jurisdiction other 
than the State of Arizona wherein any creditor may be located or wherein 
enforcement of the Assumed Debt may be sought which limits the rates of 
interest legally chargeable or collectible. 

No act or event other than as described herein shall have occurred subsequent to 
the date hereof that would change the opinions expressed herein. 

The Transfer Transaction will be consummated as described in the Application or 
with such changes as we have approved, and all legal matters incident thereto will 
be satisfactory to us. With respect to required approvals of the ACC, we note that 
two parties have filed legal actions challenging the validity of the Settlement as 
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approved by the ACC. However, under Arizona law, an ACC order remains in 
effect pending appeal. 

(m) In giving the final opinion required by the Commission in connection with the 
Transfer Transaction in the event that the Transfer Transaction occurs prior to the 
Development Activities and relinquishment by PWE of EWG status in connection 
therewith as described in the Application, we may rely exclusively upon opinions 
of other counsel to the Company as to certain matters, or such other counsel may 
provide certain of such opinions in separate opinion letters provided to the 
Commission concurrently with our final opinion. , 

The opinions expressed herein are limited to the laws of the State of Arizona and, except 
with respect to paragraphs 1, 2, and 4, the federal law of the United States of America and we 
express no opinion on the laws of any other jurisdiction. Without limiting the foregoing, 
opinions herein relating to labor/employment or employee benefit matters, environmental 
matters, tax matters, and real estate matters are limited to the laws of the State of Arizona. The 
opinions expressed herein are based upon the law in effect on the date hereof, and we assume no 
obligation to revise or supplement this opinion should such law be changed by legislative action, 
judicial decision, or in any other maimer, or otherwise to notify you of any changes in law or fact 
relevant to the opinions expressed herein. This opinion letter is rendered solely for your benefit 
in connection with the transactioiis described above, and this opinion letter is not to be used,' 
circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 
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[PRELIMINARY - DEVELOPMENT ACTIVITIES] 

April 25, 2001 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation Form U-1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Arizona counsel for Pinnacle West Capital Corporation, an Arizona corporation ‘ 

(the “Cornparzy”), and are familiar with the matters relating to the L‘Developnzerrt Activities,” as 
such term is defined in the Form U-1 Application / Declaration (File No. 070-09745) under the 
Public Utility Holding Company Act of 1935, as amended (the “Act”), filed with the Securities 
and Exchange Commission (the “Co~~rrtzission”) by the Company on September 12, 2000, as 
amended by filings made on December 8, 2000, January 17, 2001 and April, 2001 (the 
“Application”). Capitalized terms used herein and not otherwise defined will have tlie meanings 
given in the Application. 

Among other things, we have examined: 

(a) The Application; and 

(b) Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, rules, and regulations as we have 
deemed relevant. 

In our examination of the documents referred to above, we have assumed (i)  the 
genuineness of the signatures not witnessed, the authenticity of documents submitted to lis as 
originals, and the conformity to originals of documents submitted to LIS as copies; (ii) the legal 
capacity of all natural persons executing such documents; (iii) that such docunients accurately 
describe and contain the mutual understanding of the parties, and that there are no oral or written 
statements or agreements that modify, amend, or vary, or purport to modify, amend, or vary, any 
of the teniis o f  such documents; ( iv)  that each such party had tlie power to enter into and perforin 
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its obligations under such documents, and that such documents have been duly authorized, 
executed, and delivered by, and are valid. binding upon, and enforceable against, such party; (v) 
that the parties to such documents will receive no interest, charges, fees, or other benefits or 
compensation in the nature of interest in connection with the transactions other than those that 
the Company has agreed in writing in such documents to pay; and (vi) that no fraud has occurred 
in connection with such transactions. 

Based upon the foregoing, and subject to the assumptions and conditions set forth herein, 
we are of the opinion that, in the event that the Development Activities are consummated in 
accordance with the Application: 

1. All laws of the State of Arizona applicable to the Company’s acquisition of PWE 
as a public utility company through the Development Activities will have been 
complied with. 

PWE is validly organized and duly existing. 

The common stock of PWE held by the Company is validly issued, fully paid and 
non-assessable, and the Company legally acquired such stock and is entitled to the 
rights and privileges appertaining thereto set Forth in the articles of incorporation 
of PWE. 

2. 

3. 

4. The consummation of the Development Activities will not violate the legal rights 
OF the holders of any securities issued by the Company or any “associate 
company,” as defined in the Act, thereof. 

The opinions expressed above are subject to the following assumptions and conditions: 

The Development Activities, as contemplated by the Application, will be 
authorized by the Commission. The Commission will duly enter an appropriate 
order or orders with respect to the Development Activities, as described in the 
Application, granting and permitting the Application to become effective under 
the Act and the rules and regulations thereunder and the Development Activities 
will be consummated in accordance with the Application. 

The Development Activities will be duly authorized and approved to the extent 
required by the governing documents and applicable federal and state laws, by the 
board of directors of PWE, and such authorizations and approvals remain in F ~ l l  
force and effect. 

All required approvals, authorizations, consents, certificates, and orders of, and all 
filings and registrations with, all applicable federal and state commissions and 
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regulatory authorities with respect to the Development Activities will be obtained 
or made, as the case may be, and remain in effect (including the approval and 
authorization of the Commission under the Act, and any required approvals of the 
Federal Energy Replatory Commission under the Federal Power Act, as 
amended, and the rules and regulations thereunder, and the Arizona Corporation 
Commission under the applicable laws of the State of Arizona), and the 
Development Activities will be accomplished in accordance with all such 
approvals, authorizations, consent, certificates, orders, filings and registrations. 

The parties will comply with, or obtain all consents, waivers and releases, if any, 
required for the Development Activities under all applicable governing corporate 
documents, contracts, agreements, debt instruments, indentures, franchises, 
licenses, and permits to be listed on a schedule to be provided by the Company 
andor any of its associate companies. 

Our opinions herein are given solely with respect to the actual effectuation of the ~ 

Development Activities, including with respect to consents, licenses, permits, 
filings with and approvals of governmental authorities that are required to effect 
the Development Activities, and no opinion is given as to whether APS, the 
Company, or PWE or their businesses or operations are currently in compliance ‘I 

with any other laws or will be after the Development Activities. 

No act or event other than as described herein shall have occurred subsequent to 
the date hereof that would change the opinions expressed herein. 

The Development Activities will be consummated as described in the Application 
or with such changes as we have approved, and all legal matters incident thereto 
will be satisfactory to us. 

In giving the final opinion required by the Commission in connection with the 
Development Activities in the event that the Development Activities and the 
relinquishment by PWE of EWG status in connection therewith occurs prior to the 
Transfer Transaction as described in the Application, we may rely exclusively 
upon opinions of other counsel to the Company (including in-house counsel) as to 
certain matters, or such other counsel may provide certain of such opinions in 
separate opinion letters provided to the Commission concurrently with our filial 

opinion. 

The opinions expressed herein are limited to the laws of the State of Arizona and, with 
respect to paragraphs 3 and 4, the federal law of the United States of America and we express no 
opinion on the laws of any other jurisdiction. Without limiting the foregoing, opinions herein 
relating to labor/employmeiit or employee benefit matters, environmental matters, tax matters, 
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and real estate matters are limited to the laws of the State of Arizona. The opinions expressed 
herein are based upon the law in effect on the date hereof, and we assume no obligation to revise 
or supplement this opinion should such law be changed by legislative action, judicial decision, or 
in any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. This opinion letter is rendered solely for your benefit in connection 
with the transactions described above, and this opinion letter is not to be used, circulated, quoted, 
or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 
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April 26,2001 

Mary AM Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, NW 
Washington, DC 20036 

Re: Pinnacle West Capital Corporation 
Fom U-1 ApplicatiodDeclaration 
(File No. 070-09745), as amended (the “Application”) 

Dear Ms. Huntington: 

Enclosed please fmd one executed original and one copy of our revised 
preliminary opinion dated April 26, 2001, which we understand will be filed 
together with recent amendments to the Application. 

Very truly yours, 

KELEHER & McLEOD, P.A. 
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April 26,2001 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation 
Form U- 1 ApplicatiodDeclaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the “Company”), in regard to certain 
matters relating to the “Reorganization,” as such term is defined in the Form U- 
1 ApplicatiodDeclaration (File NO. 070-09745) under the Public Utility Holding 
Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchange Commission (the “Commission”) by the Company on September 12, 
2000, as amended by filings made on December 8, 2001, January 17, 2001 and 
April, 2001 (the “Application”). Capitalized terms used herein and not 
otherwise defined will have the meanings given in the Application, which we 
have examined. The term “Four Corners Transfer,” when used herein, will 
mean the transfer of the Four Corners Power Plant from APS, an Arizona 
corporation, to PWE, an Arizona corporation, pursuant to the Reorganization, as 
contemplated in the Application. 

We understand that the Company was formed in 1985 under the laws of 
Arizona as a holding company owning APS and certain other subsidiaries. We 
also understand that the Company formed PWE in 1999 under the laws of 
Arizona, as a wholly owned subsidiary of the Company. 

We have relied upon the following representations made to us by the 
Company: 

(A) The Company, itself, is not engaged in any business in the State of 
New Mexico, except that from October 1,2000 to the present, the Company has 
been engaged in the purchase and sale of power and energy, at wholesale, from 
the switchyard of the Four Comers Power Plant, located within the boundaries of 
the Navajo Reservation; and 
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(B) Only two subsidiaries of the Company conduct business in the State of New 
Mexico: (1) SunCor Development Company, an Arizona corporation, which owns and operates 
certain residential or commercial real estate properties in New Mexico; and (2) APS. 

APS has represented to us, and we have relied upon such representation, that the only 
business in which it is engaged in the State of New Mexico consists of and is limited to 
ownership and operation of electric generating units (or undivided interests therein) and electric 
transmission lines, sales of electricity at retail to BHP Navajo Coal Company (“BHP”) solely for 
its conduct of coal mining operations on the Navajo Reservation which provides coal to the Four 
Corners Power Plant for the generation of electricity (“BHP Contract”), transmission of 
electricity from Tucson Electric Power Company to the Navajo Tribal Utility Authority for 
resale, and wholesale transactions with other utilities. 

APS and PWE have represented to us, and we have relied upon such representation, that 
the only asset located in the State of New Mexico that is being transferred from A P S  to PWE 
pursuant to the Reorganization is the Four Comers Power Plant. 

PWE has represented to us, and we have relied upon such representation, that it is not 
currently engaged in any business in the State of New Mexico, and that the only business in 
which it will be engaged in the State of New Mexico immediately following the Reorganization 
consists of and is limited to ownership and operation of electric generating units (or undivided 
interests therein) at the Four Corners Power Plant and the sale of power and energy at wholesale 
from the Four Corners Power Plant. 

Our opinions herein are given solely with respect to the actual effectuation of tlie Four 
Corners Transfer, and no opinion is given as to whether APS, the Company, Transitory 
Subsidiary or PWE, or their businesses or operations, are currently in compliance with any laws, 
or will be after the Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the ownership or 
operation of the Four Comers Power Plant before or following the Reorganization. 

Our opinions relate only to the Four Corners Transfer. In respect only of the laws of New 
Mexico, and subject to the qualifications and limitations with respect to this opinion letter set 
forth above, we are of the opinion that: 

’3 

1. The activities of APS in the State of New Mexico to date do not constitute 
it a “public utility” as that term is defined in the relevant laws of the State 
of New Mexico, and accordingly, no approval, authorization, or consent of 
the New Mexico Public Regulation Commission is required by APS for 
the Four Corners Transfer contemplated in the Application. In addition, 
the rates and charges pursuant to the BHP Contract between APS and BHP 
are not subject to regulation by the New Mexico Public Regulation 
Commission. 
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2. The activities of PWE in the State of New Mexico to date do not, and 
immediately following the Reorganization will not, constitute it a “public 
utility” as that term is defined in the relevant laws of the State of New 
Mexico, and accordingly, no approval, authorization, or consent of the 
New Mexico Public Regulation Commission is required by PWE for the 
Four Comers Transfer contemplated in the Application. 

3. 

4. 

The activities of the Company in the State of New Mexico to date do not 
constitute it a “public utility” as that term is defined in the relevant laws of 
the State of New Mexico, and accordingly, no approval authorization, or 
consent of the New Mexico Public Regulation Commission is required by 
the Company for the Four Corners Transfer contemplated in the 
Application. 

All laws of the State of New Mexico applicable to PWE becoming, 
pursuant to the Reorganization, a “public utility company” under the Act 
and to the Company then holding, pursuant to the Reorganization, two 
such “public utility companies”, APS and PWE, if any, have been 
complied with. 

The opinions expressed herein are limited to the laws of the State of New Mexico and we‘ 
express no opinion about the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. Without limitation of the foregoing, we express no opinion on the 
requirements that might become applicable upon the implementation of open access in New 
Mexico, currently scheduled to begin January 1,2007. This opinion letter is rendered solely for 
your benefit in connection with the Four Comers Transfer described above, and this opinion 
letter is not to be used, circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Yours tl-uly, 

KELEI-JER & MCLEOD, P.A. 



Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation 
Form U-1 ApplicationDeclaration 
(File NO. 070-09745) 

Ladies and Gentlemen: 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the “Company”), in regard to certain 
matters relating to the “Reorganization,“ as such term is defined in the Form U- 
1 ApplicatiodDeclaration (File NO. 070-09745) under the Public Utility Holding 
Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchange Commission (the “Commission”) by the Company on September 12, 
2000, as amended by filings made on December 8,2001, January 17, 2001 and 
April, 2001 (the “Application”). Capitalized terms used herein and not 
otherwise defined will have the meanings given in the Application, which we 
have examined. The term “Four Comers Transfer,” when used herein, will 
mean the transfer of the Four Comers Power Plant from APS, an Arizona 
corporation, to PWE, an Arizona corporation, pursuant to the Reorganization, as 
contemplated in the Application. 

We understand that the Company was formed in 1985 under the laws of 
Arizona as a holding company owning APS and certain other subsidiaries. We 
also understand that the Company forrned PWE in 1999 under the laws of 
Arizona, as a wholly owned subsidiary of the Company. 

We have relied upon the following representations made to us by the 
company: 

(A) The Company, itself, is not engaged in any business in the State of 
New Mexico, except that from October 1, 2000 to the present, the Company has 
been engaged in the purchase and sale of power and energy, at wholesale, from 
the switchyard of the Four Comers Power Plant, located within the boundaries of 
the Navajo Reservation; and 
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(B) Only two subsidiaries of the Company conduct business in the State of New 
Mexico: (1) SunCor Development Company, an Arizona corporation, which owns and operates 
certain residential or commercial real estate properties in New Mexico: and (2) APS. 

APS has represented to us, and we have relied upon such representation, that the only 
business in which it is engaged in the State of New Mexico consists of and is limited to 
ownership and operation of electric generating units (or undivided interests therein) and electric 
transmission lines, sales of electricity at retail to BHP Navajo Coal Company (“BHP”) solely for 
its conduct of coal mining operations on the Navajo Reservation which provides coal to the Four 
Comers Power Plant for the generation of electricity (“BHP Contract”), transmission of 
electricity from Tucson Electric Power Company to the Navajo Tribal Utility Authority for 
resale, and wholesale transactions with other utilities. 

APS and PWE have represented to us, and we have relied upon such representation, that 
the only asset located in the State of New Mexico that is being transferred from APS to PWE 
pursuant to the Reorganization is the Four Comers Power Plant. 

PWE has represented to us, and we have relied upon such representation, that it is not 
currently engaged in any business in the State of New Mexico, and that the only business in 
which it will be engaged in the State of New Mexico immediately following the Reorganization 
consists of and is limited to ownership and operation of electric generating units (or undivided, 
interests therein) at the Four Comers Power Plant and the sale of power and energy at wholesale 
from the Four Comers Power Plant. 

Our opinions herein are given solely with respect to the actual effectuation of the Four 
Comers Transfer, and no opinion is given as to whether APS, the Company, Transitory 
Subsidiary or PWE, or their businesses or operations, are currently in compliance with any laws, 
or will be after the Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the ownership or 
operation of the Four Comers Power Plant before or following the Reorganization. 

Our opinions relate only to the Four Comers Transfer. In respect only of the laws of New 
Mexico, and subject to the qualifications and limitations with respect to this opinion letter set 
forth above, we are of the opinion that: 

1. The activities of APS in the State of New Mexico to date do not constitute 
it a “public utility” as that term is defined in the relevant laws of the State 
of New Mexico, and accordingly, no approval, authorization, or consent of 
the New Mexico Public Regulation Commission is required by APS for 
the Four Comers Transfer contemplated in the Application. In addition, 
the rates and charges pursuant to the BHP Contract between APS and BHP 
are not subject to regulation by the New Mexico Public Regulation 
Commission. 
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2. The activities of PWE in the State of New Mexico to date do not, and 
immediately following the Reorganization will not, constitute it a “public 
utility” as that term is defined in the relevant laws of the State of New 
Mexico, and accordingly, no approval, authorization, or consent of the 
New Mexico Public Regulation Commission is required by PWE for the 
Four Comers Transfer contemplated in the Application. 

3. The activities of the Company in the State of New Mexico to date do not 
constitute it a “public utility” as that term is defined in the relevant laws of 
the State of New Mexico, and accordingly, no approval authorization, or 
consent of the New Mexico Public Regulation Commission is required by 
the Company for the Four Comers Transfer contemplated in the 
Application. 

4. All laws of the State of New Mexico applicable to PWE becoming, 
pursuant to the Reorganization, a “public utility company” under the Act 
and to the Company then holding, pursuant to the Reorganization, two 
such “public utility companies”, APS and P W ,  if any, have been 
complied with. 

The opinions expressed herein are limited to the laws of the State of New Mexico and we 
express no opinion about the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. Without limitation of the foregoing, we express no opinion on the 
requirements that might become applicable upon the implementation of open access in New 
Mexico, currently scheduled to begin January 1,2007. This opinion letter is rendered solely for 
your benefit in connection with the Four Comers Transfer described above, and this opinion 
letter is not to be used, circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Yours truly, 

KELEHER & MCLEOD, P.A. 
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As filed with the Securities and Exchange 
Commission on May 11,2001 

File No. 070-9745 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

AMENDMENT NO. 4 TO 

APPLICATION 
UNDER 

THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

FORM U-1 

(Name and address of agents for service) 

The Commission is requested to send copies of all notices, orders, and communications in 
connection with this Application to: 

Herbert I. Zinn 
Pinnacle West Capita1 Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 



._.. 

Certificate Pursuant to Rule 24 

Pinnacle West Capital Corporation (PNW) hereby files this Certificate of Notification 
(the Certificate) in connection with the transactions proposed in the Form U-1 
Application dated September 12,2000, as amended by filings made on December 8, 
2000, January 17,2001 and April 27,2001, filed by PNW in File No. 70-9745. These 
transactions were authorized by order of the Securities and Exchange Commission (the 
Commission) dated April 27,2001 (Order). P W  hereby certifies the matters set forth 
below pursuant to 17 C.F.R. 250.24 of the Commission's regulations under the Public 
Utility Holding Company Act of 1935: 

1. 

2. 

3. 

On May 2,2001, Pinnacle West Energy Corporation (PWE), a wholly-owned 
subsidiary of PNW, filed with the Federal Energy Regulatory Commission 
(FERC) a Notice of Withdrawal of its Application for Determination of Exempt 
Wholesale Generator (EWG) Status. 

The Development Activities, as that term is defined in the Application, were 
carried out in accordance with the terms and conditions of and for the purposes 
represented by the Application of PNW to the Commission dated September 12, 
2000, as amended, and by the Order of the Commission, dated April 27,2001 
(Release No. 35-27386). 

Pursuant to paragraph F.(2) of the instructions as to exhibits for Form U-1, filed 
herewith as Exhibit F-2 to the Application are the "past tense" opinions of 
counsel. 

Dated May 11,2001. 

PINNACLE WEST CAPITAL CORPORATION 

BY: 
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May 1 1,2001 DmvEnl- 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation Form U-1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Arizona counsel for Pinnacle West Capital Corporation, an Arizona corporation 
(the “Company”), and are familiar with the matters relating to the “Development Activities,” as 
such term is defined in the Fonn U-1 Application / Declaration (File No. 070-09745) (the 
“Original Application”), under the Public Utility Holding Company Act of 1935, as amended 
(the “Act”), filed with the Securities and Exchange Commission (the “Commission”) by the 
Company on September 12, 2000, as amended by filings made by the Company with the 
Commission on December 8, 2000, January 17, 2001 and April 27, 2001 (the Original 
Application, as so amended, being referred to herein as the “Application”). The term “Associate 
Company” has the meaning given in the Act. Capitalized terms used herein and not otherwise 
defined will have the meanings given in the Application. 

Arnong other things, we have examined: 

(a) The Application; and 

(b) Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, rules, and regulations as we have 
deemed relevant. 

In giving the opinions herein, we have relied upon a certification by an appropriate 
officer of the Company as to the securities issued by the Company and each Associate Company 
of the Company in connection with the Development Activities and the documents evidencing 
the same (the “Securities Documentsyy). We have examined the originals, or copies certified to 
our satisfaction, of the Securities Documents. In addition, we have examined the originals, or 
copies certified to our satisfaction, of such corporate records of the Company and PWE, 
certificates of public officials and of officers of the Company or any of the Associate Companies, 
and agreements, instruments, and other documents, as we have deemed necessary as a basis for 
the opinions expressed below. As to questions of fact material to such opinions, we have, when 
relevant facts were not independently established by us, relied upon certificates of appropriate 
officers of the Company or an Associate Company or of public officials. 
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(c) In giving the opinion in paragraphs 1 and 5 hereof, we have relied solely on the 
opinion of Nancy Loftin, the General Counsel of the Company, filed concurrently 
herewith, and no other investigation of such matters has been made. 

The opinions expressed herein are limited to the laws of the State of Arizona and, with 
respect to paragraphs 3,4  and 5 herein, the federal law of the United States of America and we 
express no opinion on the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. This opinion letter is rendered solely for your benefit in connection 
with the transactions described above, and this opinion letter is not to be used, circulated, quoted, 
or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Very truly yours, 
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Re: Pinnacle West Capital Corporation Form U-1 ApplicatiodDeclaration 
Wle No. 070-09745) 

mnd Gentlemen: 

The Pinnacle West Capid Corporation Law Department provides and coordinates 
micas for Pinwle Wen Capital Corpoatiq an Arizona corporadw (the 
any”), and is familiar with the matrers relaiing to the “Devdiyrtlent Activitier,” as 
rm is defined in the Form U-1 ApplicationlKkdaration (Tile No. 070-09745) (the 
id Appficrrllon“), under the Public Utility Holding Company Act of 1935, as 
d (the “Ad‘), filed with the Securities and Exchange Commission (the 
Wad') by the Company on Scpremba 12, 2000, as amended by filings made by 
npany with the Commission on Decmnber 8,2000, January 17,2001 and April 27, 
,the Original Application, as sa amended, being referred to herein as the 
:&’on”). The term “Associate Company” has the mankg gven in the Act 
zed terms used herein and not athenvise dcfined will have the meanings given in 
Ilication. 

b o n g  other things, we hsve examined: 
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(a) The Application; and 

@) Such other documents and certificates (including those being delivend to 
you concurrently herewith) and such stawes, rules, and regulations as we 
have deemed relevant, 

In addition, we have examined the originals, or copies certified to our satisfaction, 
corporate records of the Company and PWE, cerrificates of public officials and of 

i of the Company or any of the Associate Companies, and agreements, instnunents, 
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t to the opinions expressed herein This -?inion lcttur is render% solely A V f  your 
in connectian with the rendaing of your E d  legal opinion to the Securities an$ 
ge Commission as it relates to the transactions described above, and this opinion 
not to be used, Circulated, quoted, or otherwise refkred ta for any other purpose. 
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May 7,2001 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation 
Form U- 1 Applicatiodlleclaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the “Company”), in regard to certain 
matters relating to the “Reorganization,” as such term is defined in the Form U- 
1 Applicatiodlleclaration (File NO. 070-09745) under the Public Utility Holding 
Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchange Commission (the “Commission”) by the Company on September 12, 
2000, as amended by filings made on December 8, 2001, January 17, 2001 and 
April 27, 2001 (the “Application”). Capitalized terms used herein and not 
otherwise defined will have the meanings given in the Application, which we 
have examined. The term “Four Corners Transfer,” when used herein, will 
mean the transfer of the Four Comers Power Plant from APS, an Arizona 
corporation, to PWE, an Arizona corporation, pursuant to the Reorganization, as 
contemplated in the Application. 

We understand that the Company was formed in 1985 under the laws of 
Arizona as a holding company owning APS and certain other subsidiaries. We 
also understand that the Company formed PWE in 1999 under the laws of 
Arizona, as a wholly owned subsidiary of the Company. 

We have relied upon the following representations made to us by the 
Company: 

(A) The Company, itself, is not engaged in any business in the State of 
New Mexico, except that from October 1, 2000 to the present, the Company has 
been engaged in the purchase and sale of power and energy, at wholesale, from 
the switchyard of the Four Comers Power Plant, located within the boundaries of 
the Navajo Reservation; and 
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(B) Only two subsidiaries of the Company conduct business in the State of New 
Mexico: (1) SunCor Development Company, an Arizona corporation, which owns and operates 
certain residential or commercial real estate properties in New Mexico; and (2) APS. 

APS has represented to us, and we have relied upon such representation, that the only 
business in which it is engaged in the State of New Mexico consists of and is limited to 
ownership and operation of electric generating units (or undivided interests therein) and electric 
transmission lines, sales of electricity at retail to BHP Navajo Coal Company (“BHP”) solely for 
its conduct of coal mining operations on the Navajo Reservation which provides coal to the Four 
Corners Power Plant for the generation of electricity (“BHP Contract”), transmission of 
electricity from Tucson Electric Power Company to the Navajo Tribal Utility Authority for 
resale, and wholesale transactions with other utilities. 

-5- 

APS and PWE have represented to us, and we have relied upon such representation, that 
the only asset located in the State of New Mexico that is being transferred from APS to PWE 
pursuant to the Reorganization is the Four Comers Power Plant. 

PWE has represented to us, and we have relied upon such representation, that it is not 
currently engaged in any business in the State of New Mexico, and that the only business in 
which it will be engaged in the State of New Mexico immediately following the Reorganization 
consists of and is limited to ownership and operation of electric generating units (or undivided 
interests therein) at the Four Comers Power Plant and the sale of power and energy at wholesale‘ 
from the Four Comers Power Plant. 

0 
Our opinions herein are given solely with respect to the actual effectuation of the Four 

Comers Transfer, and no opinion is given as to whether APS, the Company, Transitory 
Subsidiary or PWE, or their businesses or operations, are currently in compliance with any laws, 
or will be after the Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the ownership or 
operation of the Four Comers Power Plant before or following the Reorganization. 

Our opinions relate only to the Four Comers Transfer. In respect only of the laws of New 
Mexico, and subject to the qualifications and limitations with respect to this opinion letter set 
forth above, we are of the opinion that: 

1. The activities of APS in the State of New Mexico to date do not constitute 
it a “public utility” as that term is defined in the relevant laws of the State 
of New Mexico, and accordingly, no approval, authorization, or consent of 
the New Mexico Public Regulation Commission is required by APS for 
the Four Comers Transfer contemplated in the Application. In addition, 
the rates and charges pursuant to the BHP Contract between APS and BHP 
are not subject to regulation by the New Mexico Public Regulation 
Commission. 
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2. 

3.  

4. 

The activities of PWE in the State of New Mexico to date do not, and 
immediately following the Reorganization will not, constitute it a “public 
utility” as that term is defined in the relevant laws of the State of New 
Mexico, and accordingly, no approval, authorization, or consent of the 
New Mexico Public Regulation Commission is required by PWE for the 
Four Comers Transfer contemplated in the Application. 

The activities of the Company in the State of New Mexico to date do not 
constitute it a “public utility” as that term is defined in the relevant laws of 
the State of New Mexico, and accordingly, no approval authorization, or 
consent of the New Mexico Public Regulation Commission is required by 
the Company for the Four Corners Transfer contemplated in the 
Application. 

All laws of the State of New Mexico applicable to PWE becoming, 
pursuant to the Reorganization, a “public utility company” under the Act 
and to the Company then holding, pursuant to the Reorganization, two 
such “public utility companies”, APS and PWE, if any, have been 
complied with. 

The opinions expressed herein are limited to the laws of the State of New Mexico and wz 
express no opinion about the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. Without limitation of the foregoing, we express no opinioii on the 
requirements that might become applicable upon the implementation of open access in New 
Mexico, currently scheduled to begin January 1, 2007. This opinion letter is rendered solely for 
your benefit in connection with the Four Comers Transfer described above, and this opinion 
letter is not to be used, circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Yours truly, 

KELEHER & MCLEOD, P.A. 

By: &’m &&flu&- 
Susan M. McCormack 


