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IN THE MATTER OF THE APPLICATION OF THE| DOCKET NO. E-01032C-00-0751
ARIZONA ELECTRIC DIVISION OF CITIZENS
COMMUNICATIONS COMPANY TO CHANGE AMENDED APPLICATION
THE CURRENT PURCHASED POWER AND FUEL
ADJUSTMENT CLAUSE RATE, TO ESTABLISH A
NEW PURCHASED POWER AND FUEL
ADJUSTMENT CLAUSE BANK, AND TO
REQUEST APPROVED GUIDELINES FOR THE
RECOVERY OF COSTS INCURRED IN r
CONNECTION WITH ENERGY RISK e L
MANAGEMENT INITIATIVES. POTRETER

M
L.
S

The Arizona Electric Division (*AED”) of Citizens Communications Company
(“Citizens” or “Company”’) submits this amended application to the Arizona Corporation
Commission (“Commission”) to update its original application, which was filed on
September 28, 2000. In the present amended application, consistent with the original
application, AED seeks approval: (i.) to change the current Purchased Power and Fuel
Adjustment Clause (“PPFAC”) rate to recover the under-collected PPFAC bank balance and the
incremental cost of generation as it is reflected in a new contract with Arizona Public Service
(“APS”); (ii.) to begin accruing carrying charges on the accumulated balance of power supply
costs; and (iii.) to amortize the current PPFAC bank balance over a longer period than the
“traditional” 12-month recovery period.

During the period since Citizens’ original application was filed, the Company has been

engaged in a number of efforts seeking ways to mitigate the dramatic increase in power costs to
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AED customers. The most significant outcome was the negotiation of a new power supply
contract with Arizona Public Service (“APS”) that will result in substantial future savings for
customers. The new power supply agreement with APS will bring greater rate stability to
customers, and, for that reason, AED is no longer seeking all the approvals it had requested in
its initial application.1

L INTRODUCTION.

As described in AED’s original application, beginning in May 2000, extraordinary and
unexpected events in western power markets caused unprecedented increases in the cost of
electricity. These changes in the wholesale power market have dramatically increased the
balance of unrecovered costs reflected in Citizens’ PPFAC bank and continue to impact the
electric markets.

As a result, AED has experienced power supply costs through May 2001 that exceed the
amounts recovered in base rates through that period. AED’s current PPFAC bank balance now
exceeds $87 million.> AED recognizes that recovery of the uncollected bank balance through the
traditional application of the PPFAC surcharges over a period of twelve months would produce
increases in customer bills of unprecedented magnitudes, which would cause significant rate
shock for customers. The Company believes that the under-collection is the result of

extraordinary events that, in turn, require an innovative solution.

! AED is no longer requesting: (i.) approval for freezing the existing PPFAC bank; (ii.)
approval to establish a new bank for prospective power costs; (iii.) approval of its energy risk
management initiatives; or (iv.) guidelines for the recovery of costs associated with energy risk
management initiatives.

2 Tn its original filing, AED reported a projected bank balance of $52.3 million as of
September 2000. Exhibit 1 summarizes PPFAC bank activity for the period from August 2000 —
May 2001.




1 Accordingly, this amended application proposes a non-traditional approach to recovery
2| that mitigates the economic burden on customers and provides AED with a reasonable

3|| opportunity to recover its costs. In addition, AED is proposing special initiatives for its low-

4| income customers to further mitigate the impact on those customers who are least able to pay
5| increased electric costs.

6 1L EFFORTS TO MITIGATE INCREASED POWER COSTS.

7 The unprecedented increase in power costs prompted AED to undertake an expanded

8| effort to mitigate the effects on its customers. During the period since the initial PPFAC

9| application was filed, AED has:

10 . Undertaken an extensive review of APS billing data and procedures, as well as the
generation resources used to serve Citizens’ load;
11
. Developed a number of initiatives to reduce the amount of power needed;
12
. Initiated programs to assist customers that are unable financially to manage the
13 increased energy costs; and
14 o Engaged in the negotiation of a new power supply contract with APS.
15 Although APS and AED had fundamental differences in the interpretation of the former

16| contract, AED’s extensive data analysis failed to identify any significant practices that would

17| have resulted in excessive costs for AED. Because substantial portions of the power supply

181 costs billed to AED were based on contract interpretation, AED initiated an in-depth legal

191 analysis of the complex contract issues. AED and APS interpreted certain contract key

20|l provisions differently. Based on subsequent discussions between the parties, it became clear that
21|l it was not possible to resolve the interpretation issues short of litigation, which is both expensive
22 || and lengthy. Further, litigation would do nothing to address the continuing accumulation of

23 || unrecovered costs in the PPFAC bank.

24
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III. THE NEW POWER SUPPLY CONTRACT.

In an effort to achieve a more timely resolution to the excessive power cost problem,
AED shifted its focus to negotiating prospective changes in the contract. Following several
months of intensive negotiations on contract matters, AED and APS settled their outstanding
issues by replacing the existing power supply contract under which APS serves all AED’s
customer load. The new contract fundamentally alters the structure of the former contract and set
new pricing levels that will result in substantial savings to AED’s customers. For this summer
alone (June - September 2001), the new contract is projected to save $30 - $70 million.

As a wholesale power agreement, the new contract is subject to approval by the Federal
Energy Regulatory Commission (“FERC”). It was filed at FERC in July 2001, and requests a
retroactive effective date of June 1, 2001. A copy of the new agreement is attached as Exhibit 2.

A. Comparison of Contract Terms.

The new contract differs from the former contract in several important ways, as
summarized below:

° Structure — The former contract included three Service Schedules, Schedules A,
B, and C, which respectively provided for base load, intermediate, and peaking
resources, with energy and demand pricing, as appropriate. The new contract
provides all power and energy requirements as a single service, priced uniformly
on a $/kWh basis. This structure is more in conformance with the current pricing
structures used commonly in deregulated wholesale electric markets.

. Term — The term of the base load block of the former contract, Schedule A,
extended to 2011, while Schedules B & C could be cancelled by December 31,
2003. The term of the new contract is seven years, effective June 1, 2001 through
May 31, 2008.

o Pricing — In the former contract, all three Service Schedules contained nominal
pricing, subject to override by minimum or floor pricing that allowed billing
based on APS’ system incremental costs. During the period May 2000 — May
2001, APS bills to AED reflected volatile minimum pricing provisions and
resulted in unprecedented power costs. The new contract provides for a fixed
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energy charge ($.05879/kWh) for the entire term of the contract, and is not
subject to any minimum or floor pricing provisions.’

. Valencia Power Plant — Under the terms of the former contract, APS could call
on operation of the Valencia power plant only under emergency conditions when
its own resources were not adequate to meet its native load. Pursuant to the terms
of the new contract, APS may call for operation of Citizens’ Valencia generation
for economic reasons. However, Citizens reserves the right to operate the
Valencia turbines to generate power from this facility if it is necessary to ensure
area reliability.

B. Benefits to Customers Under the New Contract.

The new contract provides many tangible benefits to AED’s customers, including:

o Power Cost Savings — AED estimates that under the new contract there will be a
savings between $30 million and $70 million in power supply costs for the June
through September 2001 time period. These estimates are based on a range of
prices: at the low end, the average summer 2000 power costs; at the high end, the
average May 2001 power under the former contract. The new contract protects
AED and its customers from volatile short-term market prices, which they were
subject to under the former contract. In anticipation that the volatility of current
markets will continue for another two to three years, contract savings may exceed
two to three times the expected summer 2001 savings.

. Long-Term Price Stability — The Commission has recognized the value of price
stability and indicated that it is a goal for the industry. Because power costs
represent the major portion of retail electric rates, the seven-year fixed power
costs under the new contract will provide valuable price stability for AED’s
customers. Additionally, the benefit of relative price certainty afforded by the
new contract should increase the attractiveness of Citizens’ territory to businesses
and encourage economic development.

. Stranded Generation Cost Resolution — The new contract unambiguously
eliminates future generation stranded cost because power charges are 100%
variable ($/kWh charges only). As customers migrate to competitive suppliers,
no new stranded generation costs will be created, and the calculation of existing
stranded costs will be significantly simplified.

. Administrative Simplicity — Charges under the new contract are based simply on
total metered energy and a fixed, uniform unit price, which makes administration

3 While the actual range of prices in the market for electricity that will occur over the
period of the APS contract is uncertain, Citizens has determined that the fixed rate pricing is
favorable, particularly when compared to long-term power contracts recently entered into by the
California Department of Water Resources to serve California retail electric load.

5
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of the contract significantly less difficult. This should eliminate interpretation and
computation disputes. Moreover, alternative dispute resolution procedures
required by the contract provide for timely resolution, in the event any contract
disputes arise.

IV.  PROPOSED MODIFICATIONS TO PPFAC.

A. Changes in PPFAC Surcharge.

1. Extended Amortization Period.

In this amended filing, AED recognizes both that the PPFAC bank balance is now
substantially higher than it was in the original September 2000 filing, and that the new APS
contract eliminates future price volatility. Consequently, AED is proposing an extended
amortization period for the recovery of the PPFAC bank balance.’

Under the traditional operation of the PPFAC, AED would be requesting the
implementation of an adjustment factor to recover the under-recovered bank balance over a 12-
month period. Given the current bank balance of approximately $87 million and an annual sales
volume of 1,200,000 MWh, such a proposal would require a PPFAC factor exceeding $.07/kWh
to recover that balance. The current residential average retail electric rates are in the range of
$.085 - .095/kWh. A seven cent recovery factor, almost doubling rates, would undoubtedly
cause rate shock and hardship for AED’s customers.

To avoid significant rate shock and afford AED reasonable opportunity to recover its
power supply costs, AED is requesting that the Commission authorize a PPFAC factor that
would allow recovery of the bank balance over a seven-year period. This extended amortization

period will significantly reduce the size of the adjustor, which in turn will mitigate the increases

4 AED no longer believes that a 12-month rolling average adjustment factor for power
supply costs is necessary.
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in the customers’ monthly bills. A seven year recovery period is consistent with the term of the
new APS contract.

2. Carrying Costs.

In its recent decisions related to the new Purchased Gas Adjustment mechanisms for
Arizona local distribution companies, the Commission has recognized that there is an economic
cost associated with under-or over-recovered balances in utility commodity adjustment banks.
Consequently, Citizens and other Arizona gas utilities are now allowed to accrue carrying costs
and credits as part of their gas-cost adjustment mechanisms. Consistent with this policy, the AED
is requesting approval to implement a monthly accrual of carrying charges on the over- or under-
recovered PPFAC bank balances, based on a six percent interest rate’, compounded monthly.

3. Incremental Cost of Generation Under the New Contract.

Energy pricing under the new APS contract for all of Citizens’ purchased power
requirements is 5.879 cents per kWh. Calculations of power supply costs and recoveries are
made on a kWh of sales basis and, thus, it is necessary to account for the transmission and
distribution losses occurring between the point of power delivery and customers’ meters.

In making such line loss adjustment to the APS contract rate, Citizens determined the
energy loss rates experienced during the test year of its last rate case (10.69%) and used that
value to adjust the purchase cost of power to the cost as delivered to customers’ meters. Citizens

calculated this adjustment as follows:

$.05879/kWh/(1-loss rate)=$.05879/kWh/(1 - .1069)=.06583/kWh.

> A six percent interest rate is consistent with the rate used for accruing interest on
customer deposits.
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The cost of generation implicit in Citizens’ current service rates is $.04802/kWh.
Consequently, the necessary adjustment to recover the incremental cost of generation is
computed as follows:

$.06583/kWh - 3.04802/kWh = $.01781/kWh.

4, Incremental Cost of Transmission.

The total cost of power supply implicit in AED’s current basic service rates was intended
to recover both generation costs and the costs of transmission to import power into Citizens’

service areas. Basic service rates included a power supply cost component comprised of:
$.04802/kWh Electric generation (both Citizens and APS);

$.00392/kWh Cost of transporting power over the WAPA

transmission lines

$.05194/kWh Total power supply costs in basic service rates.

In serving Arizona’s second fastest growing county, Citizens’ Mohave County operations
have experienced extraordinary customer growth over the last decade (ranging from 3% - 5%
annually ). To meet the attendant growth in load requirements in Mohave County, AED has
recently entered a ten-year contract with WAPA for additional transmission capacity on its
Northwest-Southwest Intertie System. Therefore, this amended application includes, as a portion
of its proposed PPFAC adjustor, the incremental rate adjustment required to recover the cost of
transmission in excess of the amounts currently reflected in rates.

To calculate this amount, Citizens projected the costs of WAPA transmission over the
proposed seven-year recovery period, and based on the projected sales for the same period,
calculated the per-unit-sales recovery factor needed. The results indicate a WAPA recovery rate

of $.00436/kWh. Therefore, the adjustor needed to recover WAPA transmission costs is:
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.00436/kWh - 8.00392/kWh = $.00044/kWh.

In summary, AED is requesting a PPFAC adjustor that would incorporate the following
components: 1) the incremental cost of generation reflected in the new APS contract, adjusted
for losses; 2) the incremental cost of WAPA transmission; and 3) the amortization of the existing
PPFAC bank balance of approximately $87 million recovered with interest computed at six
percent over a period of seven years.

Attached Exhibit No. 3 sets forth AED’s projection of sales and power supply revenues
and costs for the proposed seven-year recovery period. These figures support the requested
PPFAC adjustment factor of $.0267/kWh. Exhibit No. 3 reflects the following components for

the proposed adjustment factor:

Incr. Generation Cost $5.01781/kWh
Incr. WAPA Cost $.00044/kWh
Bank Amortization $5.00843/kWh
(including carrying costs)

TOTAL 3.02668/kWh

Exhibit No. 4 to this application illustrates the impact of the proposed adjustor on
monthly bills of residential customers. For typical monthly consumption levels of 500 — 750
kWh/mo for customers in Kingman and Nogales, the adjustor would result in bill increases
ranging from $13 - $20 per month. For customers in Lake Havasu City, where average
consumption is approximately double this level, typical bill impacts would fall in the range of
$26 — $ 40 per month.

A comparison of the increase to customers under the former APS contract and under the
new contract is noteworthy. If the rates under the former contract were the basis for this

application, Citizens’ request would have been twice the requested PPFAC rate. To illustrate:

assuming that under the former contract the average power cost charges (on a per kWh sales
9
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basis) were 11.4 cents per kWh for the May 2000 — May 2001 period and the reasonable
expectation was that power costs would continue to be high for the foreseeable future, Citizens’
PPFAC application under the former contract would have sought an adjustment factor of
approximately 7.0 cents per kWh.

Under the new contract, AED is seeking an increase of only 2.7 cents per kWh. Had the
former contract still been in effect, customers’ electric bill impacts (with the required PPFAC
surcharge) would have been nearly 2.5 times greater than what is proposed in this application.
While Citizens recognizes that any increase in electric costs produces hardship for customers, the
outcome achieved through the negotiation of the new APS contract has greatly mitigated the

potential impact on rates.

V. CUSTOMER ASSISTANCE INITIATIVES.

Recognizing the significant financial impact of the requested new PPFAC adjustor on its
customers, Citizens has developed initiatives to assist custoniers to handle increases in their
electric bills. These initiatives include low-income customer assistance, customer payment
arrangements, and customer education.

A. Low Income Initiatives

To address the needs of financially disadvantaged customers, AED is developing two
new programs. In addition to its existing CARES residential tariff that provides bill discounts to
qualifying low-income customers, Citizens is establishing a low-income Electricity Assistance
Fund to supplement existing governmental programs. Citizens will direct $100,000 to the fund,
which will be distributed in an equitable manner among its three operating districts. The AED
will work with governmental agencies to administer the funds to qualifying low-income

residential customers. Citizens is now completing the process of establishing agency

relationships and the policies and criteria by which the funds will be distributed to customers.
10




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Citizens expects these arrangements to be finalized concurrent with the implementation of the
new PPFAC adjustor.

To supplement the Electricity Assistance Fund, Citizens plans to implement a second
assistance effort: the “Helping Hands” program. This program will allow customers to help
other needy customers by remitting additional funds directed to Helping Hands with their
monthly payment. Citizens will match all such customer contributions dollar-for-dollar. All
customer funds collected through Helping Hands and Citizens’ matching contributions will be
added to of the Electricity Assistance Fund.

B. Customer Payment Terms and Arrangements

The AED is continuing to implement payment options that were described in its
September 2000 application. Some of these efforts already have been initiated, and others will
be implemented in conjunction with the initiation of the PPFAC adjustor established through this
application. Under the Levelized Billing Option, all residential and small general service
customers can pay their annual electric costs in 12 equal monthly payments to avoid the
difficulty of facing high bills in the summer when usage is greatest. The Company currently is
educating its customers about the availability of the program; and, making sign-up criteria more
“user friendly.”

Citizens also is implementing flexibility in its payment arrangement procedures by:
extending the time period between disconnect notice and actual disconnect as special
circumstances dictate; allowing for monthly payments scheduled to coincide with the number
and date of paychecks received by customers; waiving 1-1/2% late payment fees in special

circumstances; and increasing low-income agency referrals.

11
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C. Customer Education Efforts

Similar to the action taken when the its original application in this docket was filed,
Citizens is planning an extensive communications effort to address the amended application.
The goal is to educate customers, media, community leaders, and employees about the status of
this filing and to assure that accurate information is available to the public. This will be
accomplished through a combination of press releases, press conferences, media advertising,

meetings, and other forms of communication.

V. CONCLUSION.

For the reasons stated above, Citizens respectfully requests that the Commission approve:
1) a new PPFAC rate of $.0267/kWh; 2) an amortization and recovery period of seven years for
the under-collected bank balance of $87 million; and 3) implementation of a monthly accrual of
carrying charges on the accumulated bank balance at a six percent interest rate.
RESPECTFULLY SUBMITTED this _/_Z day of September, 2001.

GALLAGHER & KENNEDY, P.A.

T WL

Michael M. Grant

Todd C. Wiley

2575 East Camelback Road

Phoenix, Arizona 85016-9225
Attorneys for Citizens Communications
Company

Original and ten copies filed this
&/day of September, 2001 with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007
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Copies of the foregoing mailed
this jo)#'lof September, 2001, to:

Lyn Farmer, Esq.

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Christopher Kempley, Esq.

Chief Counsel

Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Walter Meek, Esq.

Arizona Utility Investors Association
Suite 210

2100 North Central Avenue

Phoenix, Arizona 85004

Christine Nelson, Esq.

Deputy County Attorney

Post Office Box 7000
Kingman, Arizona 86402-7000

Daniel W. Pozefsky, Esq.
RUCO

Suite 1200

2828 North Central Avenue
Phoenix, Arizona 85004

Thomas Mumaw, Esq.
Snell & Wilmer

One Arizona Center
Phoenix, Arizona 85004
Attorneys for APS

Joann Zychlewicz

Citizens Communications Co.
Suite 1660

2901 North Central Avenue
Phoenix, Arizona 85004
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Sean Breen

Citizens Communications Company
1300 South Yale

Flagstaff, Arizona 86001

By: j: A RS e

3099-0039/956064v1
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Pinnacle West Capital Corporation

MARKET-BASED RATE TARIFF

Availability: Pinnacle West Capital Corporation (“PWCC”) makes electric
capacity or energy available for sale for resale under this Rate Schedule to
any purchaser.

Applicability: This schedule is applicable to all sales of electric capacity or
energy by PWCC not otherwise subject to a particular rate schedule of
PWCC.

This schedule is also available for purchases by the California Independent
System Operator Corporation and its suppliers and market participants of
Replacement Reserve Service and the following ancillary services as defined
by the Commission: Regulation and Frequency Response Service, Energy
Imbalance Service, Operating Reserve-Spinning Reserve Service, and
Operating Reserve-Supplemental Reserve Service.

This schedule also is applicable to the reassignment of transmission capacity,
transmission rights and associated ancillary services, that PWCC has acquired

for its own use on the transmission systems of transmission providers.

Rates: All sales of electric capacity or energy shall be made at rates
established by agreement between the purchaser and PWCC.

Other Terms and Conditions:

All other terms and conditions shall be established by agreement between the
purchaser and PWCC.

Effective Date:

This Rate Schedule shall be effective on the date established by FERC.




Reassignment of Transmission Rights:

PWCC may reassign transmission capacity, transmission rights, and
associated ancillary services that it has reserved for its own use at a price not
to exceed the highest of: (1) the original transmission rate paid by PWCC; (2)
the applicable transmission provider’s maximum stated firm transmission rate
on file at the time of the transmission reassignment; or (3) PWCC’s own
opportunity costs, capped at the applicable transmission provider’s cost of
expansion at the time of the sale to the eligible customer. PWCC will not
recover opportunity costs in connection with reassignment without making
a separate filing under Section 205. Except for the price, the terms and
conditions under which the reassignment is made shall be under the terms and
conditions governing the original grant by the transmission provider.
Transmission and associated ancillary services may only be reassigned to a
customer eligible to take service under the transmission provider’s open
access transmission tariff or other transmission rate schedules. PWCC will
report the name of the assignee in its quarterly reports.
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Pinnacle West Capital Corporation

MARKET-BASED RATE TARIFF
SERVICE AGREEMENT

This Service Agreement, dated as of June 1, 2001, is entered into by and between Pinnacle
West Capital Corporation (“PWCC”) and Citizens Communications Company (“Customer”),
pursuant to PWCC’s Market-Based Rate Tariff, FERC Electric Tariff No. 1 (“Tariff”).

Each transaction hereunder will be carried out under terms and conditions as agreed upon by
PWCC and the Customer in accordance with the terms and conditions of the Tariff.

IN WITNESS WHEREOF, PWCC and Customer have caused this Service Agreement to be

executed by their respective authorized officials as of the date first above written.

PINNACLE WEST CAPITAL CITIZENS COMMUNICATIONS COMPANY
CORPORATION (CUSTOMER)

By: By:

Name: Name:

Title: Title:

Date: Date:

Issued by: Alan Propper Effective: June 1, 2001

Director, Pricing
Issued on: July 16, 2001
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POWER SALE AGREEMENT
BETWEEN
PINNACLE WEST CAPITAL CORPORATION
AND
CITIZENS COMMUNICATIONS COMPANY
UNDER PWCC’s
MARKET RATE TARIFF
AND

SERVICE AGREEMENT

Issued by: Alan Propper Effective: June 1, 2001
Director, Pricing
Issued on: July 16, 2001
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POWER SALE AGREEMENT
BETWEEN
PINNACLE WEST CAPITAL CORPORATION
AND
CITIZENS COMMUNICATIONS COMPANY
UNDER
PWCC’S MARKET RATE TARIFF

THIS POWER SALE AGREEMENT UNDER PINNACLE WEST CAPITAL
CORPORATION’S MARKET RATE TARIFF AND SERVICE AGREEMENT, dated as of June
1, 2001, and including all exhibits and Service Schedules attached hereto (the “Agreement”), , is
entered into by and between Pinnacle West Capital Corporation (“Seller”), and Citizens
Communications Company(“Buyer”). In this Agreement, the Seller and the Buyer may be
individually referred to as a “Party” or collectively as “Parties”. All defined terms have the meanings
set forth on Exhibit “A” attached hereto and incorporated herein unless otherwise specifically
defined in this Agreement.

WHEREAS, the Parties desire to engage in a transaction with respect to the purchase and
sale of Energy Products;

WHEREAS, the Parties desire to enter into this Agreement in order to set forth the terms and
conditions relating to said transaction;

NOW, THEREFORE, in consideration of the mutual covenants contained herein, the Parties
agree as follows:

ARTICLE 1
SERVICES PROVIDED; FAILURE TO PERFORM

1.1 Transaction. The Seller agrees to sell Energy Products to Buyer, and Buyer agrees
to pay for such sales, as set forth on the attached Service Schedule 1, in accordance with the Seller’s
Market-Based Rate Power Sales Tariff (“Tariff”) on file with the Federal Energy Regulatory
Commission (“FERC”) and the Seller’s Service Agreement dated June 1, 2001 (the “Service
Agreement”). The Tariff and the Service Agreement are incorporated in this Agreement by
reference. The terms and conditions of this transaction hereunder shall be governed by this
Agreement and the Tariff as such Tariff is in effect at the date of execution of this Agreement. The
delivery of energy hereunder shall be firm and not subject to interruption except at the times and to
the extent Seller interrupts its native load customers.

Issued by: Alan Propper Effective: June 1, 2001
Director, Pricing
Issued on: July 16, 2001
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1.2 Single Agreement. Except as specifically provided in Section 2 of Service Schedule
1, if the terms of this Agreement are inconsistent with the Seller’s Tariff, the terms of such Tariff
shall control with respect to such inconsistent terms. This Agreement is entered into in reliance on
the fact that this Agreement, Exhibit “A”, Definitions; Exhibit “B”, Metering Points; Exhibit “C”,
Estimated Metering Point Demands; Exhibit “D”, Planet Tap Point(s) of Attachment, the Service
Schedule 1 and the Tariff form a single agreement between the Parties and, in the absence of the
same forming such a single agreement, the Parties would not otherwise enter into this Agreement.
The Parties intend for this Agreement to set forth terms applicable to this transaction under PWCC’s
Market Rate Tariff and do not intend for this Agreement to amend the Tariff.

1.3 Transfer. Unless otherwise agreed and except as otherwise expressly limited in the
attached Service Schedule 1, as between the Parties, Seller shall be deemed to be in exclusive
control and possession of the Energy Products deliverable hereunder and responsible for any damage
or injury caused prior to the time the same shall have been delivered to Buyer. At and after delivery
of the Energy Products to Buyer at the Delivery Point(s), Buyer shall be deemed to be in exclusive
control and possession thereof and responsible for any injury or damage caused thereby.

1.4  Ownership/Risk of Loss/Indemnity. Unless otherwise agreed and except as otherwise
expressly limited in the attached Service Schedule 1, ownership of the Energy Products and risk of
loss shall pass from Seller to Buyer at the Delivery Point. Seller and Buyer each assumes full
responsibility and liability for and shall indemnify and hold harmless the other Party from all
liability, cost, and expense (including court costs, reasonable attorneys’ fees and litigation expenses)
on account of any and all damages, claims, suits, judgments, demands, actions, penalties or liabilities
(including injury to and death of persons), growing out of the operations conducted or performance
hereunder by the indemnifying Party or arising from any act or incident occurring when title to said
Energy Product is in the possession of the indemnifying Party; provided that, the indemnifying Party
shall not be liable to the extent the same resulted from gross negligence or willful misconduct of the
indemnified Party or from the indemnified Party’s breach of this Agreement.

1.5 Transmission Arrangements. Unless otherwise agreed and except as otherwise
expressly limited in the attached Service Schedule 1, Seller shall be responsible for making the
arrangements necessary for transmission of Energy Products provided hereunder to all Delivery
Points and for all costs, including losses associated with such transmission, to such Delivery Points.
Buyer shall be responsible for all such arrangements and costs for the transmission of Energy
Products, including losses associated with such transmission, from the Delivery Points.

1.6 Metering.
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1.6.1 Seller shall cause to be provided and maintain the metering equipment for
measuring the power and energy delivered pursuant to the Service Schedule. Buyer may at
its option and at its own expense install check meters.

1.6.2  Seller shall cause, at its own expense, to make or provide for periodic
tests and inspections of meters involved hereunder as may be necessary to maintain
a commercial standard of accuracy, and will restore to a condition of accuracy any
meters found to be inadequate, and will advise Buyer promptly of the results of any
such test which show any inaccuracy more than 2% slow or fast. Buyer shall be given
notice of, and may have representatives present at, such tests and inspections. Seller
will make or cause to have made additional tests of meters at the request of Buyer and
in the presence of Buyer’s representatives.

1.6.3 If any such periodic or additional tests show that a meter is inaccurate
by more than 2% slow or fast, correction shall be made in the billing to Buyer for the
previous six (6) billing months, or from the date of the latest test if within the
previous billing month, and correction shall be made in meter records for the elapsed
period of the month during which the test was made.

1.6.4 The cost of any additional test requested by Buyer shall be borne by
Buyer if such test shows a meter accurate within 2% slow or fast, and by Seller if such
test shows a meter inaccurate by more than 2% slow or fast.

1.6.5 If at any time a meter should fail to register or its registration should be
so erratic as to be meaningless, the estimated correct registration for billing purposes
shall be based upon records of check meters, if available, or otherwise upon the best
obtainable data.

1.7 Damages for Failure to Deliver or Receive Energy Products.

1.7.1 Buyer Non-Performance. If the amount of Energy Products the Buyer accepts
or receives is less than the quantities of Energy Products due under Service Schedule 1 and
is not excused by Force Majeure as provided in Article 6 hereto, then the Buyer shall be
liable for (a) the amoundt, if any, by which the Purchase Price differed from the Sales Price
(Purchase Price - Sales Price) and the amount by which the quantity received by the Buyer
was less than the Energy Product quantity due under Service Schedule 1; plus (b) the amount
of transmission charge(s), if any, for firm transmission service upstream of the Delivery
Point, which the Seller incurred to achieve the Sales Price, less the reduction, if any, in
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transmission charge(s) achieved as a result of the reduction in the Buyer’s receipt of electric
energy (based on the Seller’s reasonable commercial efforts to achieve such reduction). If
the total amounts calculated under this article are negative, then neither the Seller nor the
Buyer shall pay any amount under this article.

1.7.2 Seller Non-Performance. Ifthe Non-Performing Party is the Seller, and the
Seller fails to deliver the quantities of Energy Products due under the Service Schedule 1 and
such failure is not excused by Force Majeure as provided by Article 6 hereto, then Seller
shall be liable for (a) the product of the amount, if any, by which the Replacement Price
differed from the Purchase Price (Replacement Price - Purchase Price) and the amount by
which the quantity delivered by the Seller was less than the contract quantity; plus (b) the
amount of transmission charge(s), if any, for firm transmission service downstream of the
Delivery Point, which Buyer incurred to achieve the Replacement Price, less the reduction,
if any, in transmission charge(s) achieved as a result of the reduction in Seller’s delivery
(based on the Buyer’s reasonable commercial effort to achieve such reduction). If the total
amounts calculated under this definition are negative, then neither the Buyer nor the Seller
shall pay any damages under this article.

1.8  Buyer’s Other Resources. Capacity and associated energy purchases made by Buyer
that are scheduled in advance by Buyer and received under contracts Buyer may have with other
entities that are associated with (a) purchases from the Department of Energy associated with service
to Aha Macav Power Service, (b) emergency interconnection purchases that cannot otherwise be
purchased from Seller and (c) temporary purchases of capacity and energy from a third party in such
amounts and of such duration as required to provide adequate and reliable electric service to Buyer’s
customers in its service area in Northern Santa Cruz County in and around the communities of Tubac
and Amado and including the Mount Hopkins National Observatory, which loads are currently
isolated from the Arizona Public Service Company (“APS”) control area.

1.9  Valencia Turbines. Seller shall have full authority, control and responsibility for
determining the times and seasons for the operation of the Buyer’s Valencia Turbines located near
Nogales, Arizona ("Turbines”). Seller shall determine when or if it is necessary or advantageous to
start up and/or utilize the Turbines and the corresponding duration of the operation of the Turbines.

In addition to the other charges specified in this Agreement including the attached Service Schedule
1, Buyer shall also be responsible for the cost of fuel consumed associated with Valencia Turbines
operation.

If Seller requestsoperation of the Valencia Turbines during storm conditions, which could
potentially jeopardize reliability in the Nogales region, Buyer will provide switching such that units
can be operated, but at a reduced level (i.e. 30 — 35 MW) maximum.
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Seller shall dispatch Buyer’s Valencia Turbines on an economic basis taking into account the
cost of Seller’s other resources and the cost of fuel and other operating costs for the Valencia
Turbines. Notwithstanding, it is understood that Buyer may require operation of the Valencia
Turbines for area reliability reasons even if operation may not be economically advantageous.

ARTICLE 2
BILLING, PAYMENT AND NETTING

2.1 Invoices. Seller shall endeavor to furnish Buyer with a written invoice reflecting the
Purchase Price, and any other charges due, on or before the fifteenth (15th) day of each calendar
month following the month in which delivery of the Energy Products to Buyer occurred. In the event
that underlying data needed to calculate an invoice is unavailable, such data shall be estimated. Such
estimates shall be revised when the underlying data becomes available and a true-up adjustment shall
be included in a subsequent invoice. Such invoices may be furnished to Buyer by facsimile
transmission or by such other method as the Parties agree. Buyer shall promptly provide all
information reasonably needed by Seller to calculate the invoices.

2.2 Payment. All invoices shall be due and payable by the later of the twentieth (20th)
of the calendar month in which the invoice is received or ten (10) calendar days after the receipt of
the invoice. All such payments shall be made by electronic transfer or by such other method as shall
cause such payment to be available for the account of Seller on or before the due date.

2.3 Next Business Day. If the last calendar day for a payment due under this Agreement
is not a Business Day, then such payment shall be due not later than the Business Day following that
calendar day.

2.4  Late Payment. If either Party fails to remit any amount payable by it when due,
interest on such Unpaid Amounts shall accrue at the Base Rate from and including the date such
payment was due to and including the day such payment is actually made.

2.5  Netting of Payments. If on any day both Parties would owe amounts to the other
accruing under this Agreement then, such amounts with respect to each Party shall be aggregated and
the Parties shall discharge their obligations to pay through netting, in which case the Party, if any,
owing the greater aggregate amount shall pay to the other Party the difference between the amounts
owed.

2.6  Disputed Invoices or Payments. If Buyer in good faith disputes the correctness of an
invoice, Buyer shall, nevertheless, pay the full amount when due and submit to Seller a written
statement detailing the items disputed. The Parties shall attempt in good faith to resolve the dispute

Issued by: Alan Propper Effective: June 1, 2001
Director, Pricing
Issued on: July 16, 2001




. Pinnacle West Capital Corporation

Rate Schedule FERC No. 4
Original Sheet No. 8

promptly through negotiation. Within fifteen (15) calendar days after delivery of the written
statement described above, the Seller shall send a written response to the Buyer. Both the statement
and the response shall include: () a statement of the Party’s position and a summary of arguments
supporting that position; and (b) the name and title of the person who will represent that Party and
of any other person who may accompany the representative. Within thirty (30) calendar days after
delivery of the Buyer’s notice, the Parties shall meet at a mutually acceptable time and place and,
thereafter, as often as they deem necessary to attempt to resolve the dispute. All negotiations
pursuant to this clause shall be confidential and treated as compromise and settlement negotiations
for purposes of the Federal Rules of Evidence and any corresponding state rules of evidence. If the
matter has not been resolved within sixty (60) calendar days of the Buyer’s notice, or if the Parties
fail to meet within thirty (30) calendar days after delivery of the Buyer’s notice, either Party may
initiate the alternative dispute resolution provisions provided in Article 10. Each Party shall pay its
own costs, fees and expenses in connection with this dispute resolution process except as otherwise
set forth in Article 10.3.

2.7  Refunds. In the event Seller must refund to Buyer in resolution of a dispute, such
refund shall include interest at the Base Rate, unless otherwise directed by FERC, accrued from and
including the original payment due date to and including the date such sums are refunded.

ARTICLE 3
REPRESENTATIONS AND WARRANTIES

3.1 Mutual Representations and Warranties. Each Party represents and warrants to the
other Party, as of the date of this Agreement and as of the date of each delivery of Energy Products
to or from the Delivery Point, as applicable, in connection with this Agreement, that:

3.1.1 TItis duly organized and validly existing under the laws of the jurisdiction of
its organization or incorporation and, if relevant under such laws, in good standing;

3.1.2 It has the corporate, governmental and/or other legal capacity, authority and
power to execute this Agreement to which it is a party and to perform its obligations under
this Agreement, or other document relating hereto to which it is a party;

3.1.3 Such execution, delivery and performance do not violate or conflict with any
law applicable to it, any provision of its constitutional documents, any order or judgment of
any court or other agency of government applicable to it or any of its assets or any
contractual restriction binding on or affecting it or any of its assets;

3.1.4 No Event of Default under Article 5, or event which with notice and/or lapse
of time would constitute such an Event of Default, has occurred and is continuing and no
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such event or circumstance would occur as a result of its entering into or performing its
obligations under this Agreement or any other document relating hereto to which it is a party;

3.1.5 All governmental and other authorizations, approvals, consents, notices and
filings that are required to have been obtained or submitted by it with respect to this
Agreement or any other document relating hereto to which it is a party have been or will be
obtained or submitted and are in full force and effect and all conditions of any such
authorizations, approvals, consents, notices and filings have been complied with;

3.1.6 Its obligations under this Agreement and any other document relating hereto
to which it is a party constitute its legal, valid and binding obligations, enforceable in
accordance with their respective terms (subject to applicable bankruptcy, reorganization,
insolvency, moratorium or similar laws affecting creditors’ rights generally and subject, as
to enforceability, to equitable principles of general application regardless of whether
enforcement is sought in a proceeding in equity or at law);

3.1.7 It has entered into this Agreement in connection with the conduct of its
business and it has the ability to make or take delivery of Energy Products;

3.1.8 It is not relying upon any representations of the other Party other than those
expressly set forth in this Agreement, or any written Credit Support of the obligations of such
other Party;

3.1.9 Tt has entered into this Agreement hereof with a full understanding of the
material terms and risks of the same, and it is capable of assuming those risks;

3.1.10 It has made its trading and investment decisions (including regarding the
suitability thereof) based upon its own judgment and any advice from such advisors, as it has
deemed necessary and not in reliance upon any view expressed by the other Party; and

3.1.11 It has not received from the other Party any assurances or promises regarding
any financial results or benefits under this Agreement hereof.

3.2  Warranties of Seller. Unless otherwise agreed and as expressly limited in the attached
Service Schedule 1, Seller further warrants with respect to this Agreement, as of the date of each
delivery of Energy Products in connection with such Agreement, that Seller is the owner of and has
good title to such Energy Products and that such Energy Products are transferred to Buyer and shall
pass to Buyer at the Delivery Point specified in the Agreement free and clear of any liens, taxes,
claims, security interests or other encumbrances, or any right or interest therein or thereto by any
person or entity of any kind whatsoever.
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3.3 Limitation of Warranties. ALL OTHER WARRANTIES, WRITTEN OR ORAL,
EXPRESS OR IMPLIED, INCLUDING WITHOUT LIMITATION ANY WARRANTY OF
MERCHANTABILITY OR OF FITNESS FOR ANY PARTICULAR PURPOSE, ARE
DISCLAIMED.

3.4  Survival. This Article 3 survives the expiration or termination of this Agreement.

ARTICLE 4
FINANCIAL RESPONSIBILITY AND INFORMATION

4.1 Material Adverse Change. A Material Adverse Change occurs with respect to either
Party or either Party’s Credit Support Provider if one exists, if (i) the senior, long-term, unsecured
debt rating of such Party falls below an investment grade rating by two (2) of the three (3) agreed
to major rating agencies (for purposes of this determination, the three (3) major rating agencies
agreed to and their corresponding minimum investment grade ratings are: Standard & Poor’s
Ratings Services (“S&P”), BBB-; Moody’s Investors Services, Inc. (“Moody’s”), Baa3; and Fitch
IBCA/Duff & Phelps (“Fitch”), BBB-); or (ii) there is any material change since the most recent
Transaction in the condition (financial or otherwise), net worth, assets, properties or operations, or
in economic conditions, which, taken as a whole, can reasonably be anticipated to impair the ability
of such Party to fulfill its obligations; or (iii) the senior, long-term, unsecured debt rating of such
Party’s Issuer, if any, falls below A by S&P, A2 by Moody’s, or A by Fitch, or such Issuer becomes
unrated; or (iv) there is reasonable grounds to believe that the creditworthiness of such Party has
become unsatisfactory or its ability to perform under this Agreement has been materially impaired.

42  Adequate Assurances. If a Material Adverse Change has occurred, the dissatisfied
Party (the “First Party”) may make a written request of the other Party (the “Second Party”) to
provide adequate assurance in an amount determined in a commercially reasonable manner, and in
a form acceptable to the First Party. Upon receipt of the request, the Second Party shall have three
(3) Business Days to provide such assurances before an Event of Default under Article 5 will be
deemed to have occurred and the First Party will be entitled to the remedies set forth in Article 5 of
this Agreement. If the Second Party provides adequate assurance to the First Party within three 3
Business Days, it is understood that the Second Party shall not in fact have defaulted under this
Agreement by incurring a Material Adverse Change.

43  Tinancial Information. If requested by either Party, the other Party shall deliver (i)
within 120 days following the end of each fiscal year, a copy of its annual report and the annual
report of its Credit Support Provider, if any, containing in each case audited consolidated financial
statements for such fiscal year certified by independent certified public accountants and (ii) within
90 days after the end of each of its (and its Credit Support Provider’s, if any) first three fiscal
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quarters of each fiscal year, a copy of its quarterly report and the quarterly report of its Credit
Support Provider, if any, containing unaudited consolidated financial statements for such fiscal
quarter. In all cases the statements shall be for the most recent accounting period and prepared in
accordance with generally accepted accounting principles in the country in which such Party is
organized provided that, should any such statements not be available timely due to a delay in
preparation or certification, such delay shall not be considered a default so long as such Party
diligently pursues the preparation, certification and delivery of the same. If at any time either Party
is required to file financial statements under the Securities Exchange Act of 1934, such Party need
not deliver financial information pursuant to this Article 4.3 but shall notify the other Party promptly
upon its filing of any Form 8-K.

ARTICLE 5
EVENTS OF DEFAULT; REMEDIES

5.1 Remedies Upon Event of Default. Upon an Event of Default, and so long as such
Event of Default is continuing and not cured for a period of three (3) Business Days following
written notice by the Performing Party of such Event of Default, the Performing Party may, at its sole
option, do one or more of the following with respect to the Defaulting Party:

5.1.1 Withhold or suspend all or part of the payments to the Defaulting Party
required hereunder, and/or withhold or suspend all or part of the deliveries of Energy
Products to the Defaulting Party required hereunder;

5.1.2 Designate by written notice to the Defaulting Party an Early Termination Date
(which shall be no earlier than two (2) Business Days following the date such written notice
is received) and liquidate, pursuant to Article 5.2, the transaction existing under this
Agreement as of such liquidation; or

5.1.3 Exercise any other rights or remedies available at law or in equity.

52  Remedies. Upon the Early Termination Date, the Performing Party shall liquidate
all transaction(s) (including any portion of a transaction not yet fully delivered) then outstanding by
closing out each transaction being liquidated so that each such transaction is canceled and a Net
Settlement Amount is calculated (or, to the extent that in the reasonable opinion of the Performing
Party certain of such terminated transactions are commercially impracticable to liquidate and
terminate or may not be liquidated and terminated under applicable law on the Early Termination
Date, then such transactions shall be terminated and liquidated as soon thereafter as is reasonably
practicable, the determination of such liquidated amount shall not delay the payment and calculation
of the Net Settlement Amount). No further planned payments or deliveries shall be required to be
made in respect to this Agreement after the Early Termination Date except the Net Settlement
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Amount. The Performing Party shall notify the Defaulting Party in writing of the amount and basis
for calculation of the Net Settlement Amount. If the Net Settlement Amount is a positive number,
the Defaulting Party shall, within five (5) Business Days of receipt of such notice, pay to the
Performing Party an amount equal to the Net Settlement Amount, which amount shall bear interest
at the Base Rate from and including the Early Termination Date to, and including, the date payment
is made. If the Net Settlement Amount is a negative number, the Performing Party shall pay to the
Defaulting Party an amount equal to the Net Settlement Amount within five (5) Business Days of
determining the Net Settlement Amount.

5.3  Disputes. If the Defaulting Party disputes the calculation of the Net Settlement
Amount by the Performing Party, such dispute shall be resolved as provided in Article 10. Pending
resolution of the dispute, the Defaulting Party shall pay the full amount of the Net Settlement
Amount calculated by the Performing Party within three (3) Business Days of receipt of the
calculation notice. In the event it is determined that any portion of the Net Settlement Amount
should be refunded to the Defaulting Party, the Performing Party shall refund the same within three
(3) Business Days of such determination together with interest at the Base Rate from and including
the date such payment was made to the Performing Party until and including the date such sums were
refunded.

54  Set-off. Any Net Settlement Amount payable to one Party (the “Payee”) by the other
Party (the “Payor”) will, at the option of the Performing Party (and without prior notice to the
Defaulting Party) be reduced by its set-off against any amount(s) payable (whether at such time or
in the future or upon the occurrence of a contingency) by the Payee to the Payor (irrespective of the
currency, place of payment or booking office of the obligation) under any other agreement(s)
between the Parties or instrument(s) or undertaking(s) issued or executed by one Party to, or in favor
of, the other Party. If the Performing Party exercises such option, it shall give notice to the
Defaulting Party of any set-off effected under this Article 5.4. If an obligation is unascertained, the
Performing Party may in good faith estimate that obligation and set-off in respect of that estimate,
subject to such Performing Party accounting to the Defaulting Party when the obligation is
ascertained.

5.5  Enforcement of Remedies. Except as provided in this Agreement, the rights, powers,
remedies and privileges provided in this Agreement are cumulative and not exclusive of any rights,
powers, remedies and privileges provided by law. A failure or delay in exercising any right, power
or privilege in respect of this Agreement will not be presumed to operate as a waiver, and a single
or partial exercise of any right, power or privilege will not be presumed to preclude any subsequent
or further exercise of that right, power or privilege or the exercise of any other right, power or
privilege.
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5.6  Notices of Default. Each Party agrees to notify the other Party promptly of any event
which, with the giving of notice or the passage of time, or both, would constitute an Event of Default
with respect to it.

5.7  Forward Contract. The Parties agree that transactions for the forward sale and
purchase of Energy Products entered into under this Agreement shall constitute “forward contracts,”
and that the Parties shall constitute “forward contract merchants,” within the meaning of the United
States Bankruptcy Code.

5.8  Duty to Mitigate. Each Party agrees that it has a duty to mitigate damages and
covenants that it will use commercially reasonable efforts to minimize any damages it may incur as
a result of an Event of Default involving the other Party.

5.9 Limitations of Liability. THE PARTIES CONFIRM AND AGREE THAT THE
EXPRESS REMEDIES AND MEASURES OF DAMAGES PROVIDED IN THIS AGREEMENT
SATISFY THE ESSENTIAL PURPOSES HEREOF. FOR BREACH OF ANY PROVISION FOR
WHICH AN EXPRESS REMEDY OR MEASURE OF DAMAGES IS PROVIDED, SUCH
EXPRESS REMEDY OR MEASURE OF DAMAGES SHALL BE THE SOLE AND EXCLUSIVE
REMEDY THEREFOR. IF NO REMEDY OR MEASURE OF DAMAGES IS EXPRESSLY
HEREIN PROVIDED, LIABILITY SHALL BE LIMITED TO DIRECT ACTUAL DAMAGES
ONLY, AND SUCH DIRECT ACTUAL DAMAGES SHALL BE THE SOLE AND EXCLUSIVE
REMEDY. EXCEPT AS OTHERWISE SPECIFICALLY SET FORTH IN THIS AGREEMENT,
THE PARTIES CONFIRM AND AGREE THAT UNDER THIS AGREEMENT, NEITHER
PARTY SHALL BE REQUIRED TO PAY OR BE LIABLE FOR SPECIAL, CONSEQUENTIAL,
INCIDENTAL, PUNITIVE, EXEMPLARY, OR INDIRECT DAMAGES, LOST PROFIT OR
BUSINESS INTERRUPTION DAMAGES, BY STATUTE, IN TORT, CONTRACT OR
OTHERWISE. IT IS THE INTENT OF THE PARTIES THAT THE LIMITATIONS HEREIN
IMPOSED ON REMEDIES AND THE MEASURE OF DAMAGES BE WITHOUT REGARD TO
THE CAUSE OR CAUSES RELATED THERETO, INCLUDING, BUT NOT LIMITED TO, THE
NEGLIGENCE OF ANY PARTY, WHETHER SUCH NEGLIGENCE BE SOLE, JOINT OR
CONCURRENT, OR ACTIVE OR PASSIVE. TO THE EXTENT ANY DAMAGES REQUIRED
TO BE PAID HEREUNDER ARE DEEMED LIQUIDATED, THE PARTIES ACKNOWLEDGE
THAT THE DAMAGES ARE DIFFICULT OR IMPOSSIBLE TO DETERMINE, OTHERWISE
OBTAINING AN ADEQUATE REMEDY IS INCONVENIENT AND THE LIQUIDATED
DAMAGES CONSTITUTE A REASONABLE APPROXIMATION OF THE HARM OR LOSS.

5.10 Survival. This Article 5 survives the expiration or termination of this Agreement.

ARTICLE 6
FORCE MAJEURE
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6.1 Suspension of Obligations. Except with regard to a Party’s obligation to make
payments under the Agreement, in the event either Party hereto is rendered unable, wholly or in part,
by Force Majeure to carry out its obligations with respect to this Agreement, it is agreed that upon
such Party’s (the “Claiming Party”) giving notice in writing or by facsimile and the full particulars
of such Force Majeure as soon as reasonably possible after the occurrence of the cause relied upon,
the obligations of the Claiming Party shall, to the extent, and only to the extent, they are affected by
such Force Majeure, be suspended during the continuance of said inability. During the pendency of
such Force Majeure, the Claiming Party shall not be liable to the other Party for any claims relating
directly or indirectly to the failure to perform under this Agreement, or for or on account of any loss,
damage, injury or expense resulting from, or arising out of, the event of Force Majeure. The Party
receiving notice of Force Majeure shall have two (2) Business Days following receipt to notify the
Claiming Party that it objects to or disputes the existence of an event of Force Majeure. If an event
of Force Majeure prevents Seller’s delivery of any of the Energy Products as contemplated in this
Agreement, Seller shall, at Buyer’s request, make its best efforts to secure, on Buyer’s behalf and
at Buyer’s cost, the replacement of the Energy Products which Seller is excused from delivering due
to the event of Force Majeure. Seller’s best efforts, as described herein, will be undertaken at
Seller’s discretion, and Seller will have no liability whatsoever for the costs, pricing, delivery, or
transmission of the replacement Energy Products secured or obtained, directly or indirectly, for the
benefit of Buyer except as expressly agreed to in a separate written agreement executed by the
Parties.

6.2  Due Diligence. A Party claiming an event of Force Majeure shall use due diligence
to fulfill its obligations hereunder and to remove any disability caused by such event at the earliest
practicable time. Nothing herein shall require a Party to settle any strike or labor dispute. The Party
claiming an event of Force Majeure shall continue to perform immediately after such cause has been
removed.

ARTICLE 7
TAXES AND OTHER CHARGES

7.1 Taxes and Other Charges. Seller shall pay or cause to be paid, all taxes, fees, levies,
licenses or charges imposed by any Government Authority (“Taxes”) on or with respect to any
Energy Products prior to its delivery to Buyer up to and at the Delivery Point, except as specifically
defined in this Article 7. Buyer shall pay or cause to be paid all Taxes on or with respect to Energy
Products from the Delivery Point (other than ad valorem, franchise, sales tax or income taxes which
are related to the sale of the Energy Products and therefore the responsibility of the Seller). In
addition, in the event Seller is required by law or regulation to remit or pay Taxes which are Buyer’s
responsibility hereunder, Buyer shall promptly reimburse Seller for such Taxes. If Buyer is required
by law or regulation to remit or pay Taxes, which are Seller’s responsibilities hereunder, Buyer may
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deduct the amount of any such Taxes from the sums due to Seller hereunder. Nothing shall obligate
or cause a Party to pay or be liable to pay any taxes for which it is exempt under the law. Each Party
shall indemnify, defend and hold the other Party harmless from any liability against all of any Taxes
for which the indemnifying Party is liable.

ARTICLE 8
NOTICES AND OTHER COMMUNICATIONS

8.1 Methods. All invoices, payments, statements, notices, and communications made
pursuant to this Agreement shall be in writing and made as follows:

8.1.1 All written communications (other than invoices and payments) to the other
Party shall be sent by first class, registered, certified or express mail, return receipt requested,
postage prepaid, or by comparable delivery service, or by hand, or by facsimile (with the
original sent by first class mail) to the following individuals:

8.1.1.1 For the Seller:

Contract Administration: PINNACLE WEST CAPITAL CORPORATION
400 N. 5th Street, Station 9860
Phoenix, AZ 85004
ATTN: Marketing & Trading Contracts Department

Payments to: PINNACLE WEST CAPITAL CORPORATION
Bank Name: Wells Fargo Bank
Power Marketing
Acct No: 437 567 7176
ABA No. 121 000 248

8.1.1.2 For Buyer:

Contract Administration: CITIZENS COMMUNICATIONS COMPANY
1300 South Yale St.
Flagstaff, AZ 86001
ATTN: Dan McCarthy
PHONE: (520) 774-4592, Ext. 2212
FAX: (520) 779-5338

Invoices to: CITIZENS COMMUNICATIONS COMPANY
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2202 Stockton Hill Road
Kingman, AZ 86401
ATTN: Teri Rice

8.1.2 Either Party may modify any information specified in Article 8.1.1 by giving
written notice to the other Party in accordance with this article.

8.2  Receipt. All written communications made as provided in Article 8.1 shall be
deemed given upon receipt by the Party to which it is addressed, which, in the case of facsimile, shall
be deemed to occur on the date that transmission is received by the addressee in legible form.

ARTICLE 9
EFFECTIVE DATE AND TERM

9.1 Effective Date. This Agreement shall become effective June 1, 2001, and the Parties
expressly agree to this effective date and to support it in any regulatory filings. However, if FERC
or any court on review of a FERC order imposes any condition, limitation, or qualification on its
approval of this Agreement which, individually, or in the aggregate, ecither Party reasonably
determines to have a material adverse effect on such Party with respect to this Agreement, as
applicable, such Party shall as soon as practicable, but in no case more than thirty (30) calendar days,
notify the other Party and the Parties shall cooperate on a commercially reasonable basis to
renegotiate the terms of this Agreement to preserve the original economic relationship of the Parties
with respect to this Agreement. Should the Parties fail to renegotiate the terms of this Agreement,
this Agreement shall be null and void and have no further force and effect.

9.2  Termination Date.  This Agreement shall terminate at midnight May 31, 2008,
unless this Agreement is terminated pursuant to Article 5.

9.3  Previous Obligations. For the period of June 1, 2001 through July 15, 2001, Seller
will assume the financial obligations of the Buyer that occurred under the existing Power Service
Agreement, dated January 5, 1995, between APS and Buyer and related Service Schedules. Buyer
will instruct APS to send invoices for the subject period to Seller.

9.4  QObtaining Regulatory Approval. Each Party will use commercially reasonable efforts
to take or cause to be taken, all actions required to obtain the necessary regulatory approvals so that
(1) this Agreement shall become effective and any actions taken hereunder shall be effective as
provided herein at the earliest practicable date and (2) termination of existing APS and Buyer’s
agreement, APS Rate Schedule No. 225, termination effective on July 15, 2001.
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ARTICLE 10
ALTERNATIVE DISPUTE RESOLUTION

10.1  Alternative Dispute Resolution. All disputes arising under or relating to the terms
of this Agreement are subject to the provisions of this Article 10.

10.2 Mediation. Any disputes between the Parties shall first be submitted to a non-binding
mediation. The mediation shall be commenced by written request of either Party and shall begin
within sixty (60) calendar days of such written notice. The mediator shall be chosen by mutual
agreement of the Parties within fifteen (15) calendar days of submission of the above written notice.
Any discussions or materials presented during or for purposes of the mediation shall be confidential
and governed by the limitations and restrictions of Rule 408 of the Federal and Arizona Rules of
Evidence and/or any like regulatory rules. Any arbitration commenced under this Article shall not
be initiated until following the completion of the mediation detailed herein.

10.3  Arbitration. Any disputes between the Parties and/or their respective representatives
involving or arising under claim, counterclaim, demand, cause of action, dispute, and/or controversy
relating to the terms of this Agreement, or the breach thereof (collectively “Claims™), shall be
submitted to binding arbitration, whether such Claims sound in contract, tort or otherwise. The
arbitration shall be conducted in accordance with the Federal Arbitration Act and by the then-
prevailing Commercial Arbitration Rules of the American Arbitration Association. The validity,
construction, and interpretation of this agreement to arbitrate and all procedural aspects of the
arbitration conducted pursuant hereto shall be decided by the arbitrators. Submission shall be made
upon the request of either Party. There shall be three (3) arbitrators. Both the claimant and the
respondent shall appoint one (1) arbitrator within twenty (20) calendar days of receipt by the
respondent of service of the notice of arbitration. The two (2) arbitrators so appointed shall select
the third arbitrator, the chairperson, of the tribunal within twenty (20) calendar days thereafter. The
chairperson shall be a person who has over cight (8) years of experience in energy-related
transactions, and none of the arbitrators shall have been previously employed by either Party or have
any direct interest in either Party or the subject matter of the arbitration, unless such conflict is
expressly acknowledged and waived in writing by both Parties. The chairperson shall be bound to
schedule and hear the dispute within six (6) months after his/her appointment and shall render the
panel’s decision within thirty (30) calendar days after the hearing concludes. It is agreed that the
arbitrators shall have no authority to award consequential, treble, exemplary, or punitive damages
of any type or kind regardless of whether such damages may be available under any law or right, with
the Parties hereby affirmatively waiving their rights, if any, to recover or claim such damages. The
compensation and any costs and expenses of the arbitrators shall be borne equally by the Parties.

Any arbitration proceedings, decision or award rendered hereunder and the validity, effect and
interpretation of this arbitration provision shall be governed by the Federal Arbitration Act. The
arbitration shall take place in Phoenix, Arizona. The award shall be final and binding on the Parties
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and judgment upon any award may be entered in any court of competent jurisdiction. The Parties
agree that all information exchanged as a result of any proceeding as described herein shall be
deemed confidential.

10.4  Either Party may petition a court of appropriate jurisdiction, as described in Article
11.6, for non-monetary relief relating to any claim of breach of this Agreement in order to prevent
undue hardship relating to any such claimed breach pending the appointment of an arbitration panel
as described in this Article 10.

ARTICLE 11
GENERAL PROVISIONS

11.1 Entire Agreement, Amendments and Counterparts. The terms of this Agreement
constitute the entire agreement between the Parties with regard to its subject matter and may be
changed only by mutual written agreement executed by both Parties after the date of this Agreement.

11.2  No Waiver. No waiver by either Party of any one or more defaults by the other Party
in the performance of any of the provisions of this Agreement shall operate or be construed as a
waiver of any other default or defaults whether of a like kind or different nature. Any delay, short
of the maximum statutory period of limitation, in asserting or enforcing any right under this
Agreement shall not be deemed a waiver of such right.

11.3  Headings. The headings used for the sections and articles herein are for convenience
only and shall not affect the meaning or interpretation of the provisions of this Agreement.

11.4 Confidentiality. All Confidential Information shall be held and treated by the Parties
and their agents in confidence, used solely in connection with this Agreement, and shall not, except
as hereinafter provided, be disclosed without the other Party’s prior written consent.
Notwithstanding the foregoing, Confidential Information may be disclosed to a third party to the
extent necessary to effectuate the transfer of Energy Products subject to this Agreement, or if
necessary, in order to satisfy any regulatory requirement on the part of either Party. In the event that
either Party (“Disclosing Party”) is requested or required to disclose any Confidential Information,
the Disclosing Party shall provide the other Party with prompt written notice of any such request or
requirement. This article shall survive the expiration or termination of this Agreement for a period
of one (1) year.

11.5 Governing Law. This Agreement shall be governed by, construed and enforced in
accordance with the laws of the State of Arizona without regard to principles of conflict of laws. The
Parties agree that the Energy Products sold herein are not a “good” within the meaning of the
Arizona Uniform Commercial Code.
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11.6  Jurisdiction and Costs. Any judicial action arising out of, resulting from or in any
way relating to this Agreement or any related agreement or any alleged breach or default under the
same or the warranties and representations contained in the same shall be brought only in a state or
federal court of competent jurisdiction located in the state of Arizona, county of Maricopa and city
of Phoenix, and both Parties waive any right to trial by jury in such action. Any action to enforce
an arbitration award may be brought in any jurisdiction. In the event such judicial proceedings are
instituted by either Party, the prevailing Party shall be entitled to award of its costs and reasonable
attorneys’ fees incurred in connection with such proceedings. '

11.7 No Third Party Beneficiaries. This Agreement confers no rights whatsoever upon any
person or entity other than the Parties and shall not create, or be interpreted as creating, any standard
of care, duty or liability to any person or entity not a Party hereto.

11.8 Binding Effect. This Agreement shall be binding on and inure to the benefit of the
Parties and their respective successors and permitted assigns, except as expressly provided in this
Agreement.

11.9 Recording. Each Party acknowledges and agrees that the other may record telephone
conversations and other discussions regarding matters arising under this Agreement. Each Party
agrees to obtain the consent of its employees and agents to such recording to the extent required by
applicable law. All recordings shall be deemed Confidential Information under this Agreement.

11.10 Regulation of the Parties. Nothing contained in this Agreement shall be construed
as subjecting either Party to the jurisdiction of any regulatory agency which would not otherwise
normally have jurisdiction over such Party.

11.11 Assignment. Neither Party shall transfer or assign all or any part of this Agreement
or its rights or obligations hereunder or thereunder or otherwise dispose of any right, title or interest
herein or therein without the prior written consent of the other Party, which consent shall not be
unreasonably withheld or delayed. Notwithstanding the foregoing, either Party may, without the
need for consent from the other Party, (a) transfer, pledge, or assign this Agreement as security for
any financing; or (b) transfer, assign or delegate this Agreement or its rights or obligations hereunder
and thereunder to an Affiliate of such party; provided, however, that any such assignee shall agree
to be bound by the terms and conditions hereof and meets the Credit Support requirements of the
other Party, and, provided, further, that any transfer, assignment or delegation that does not require
consent hereunder shall not, in any way, release the assignor from liability for full performance of
any obligations (and only those obligations) arising under this Agreement prior to the effective date
of the transfer, assignment or delegation. To the extent a transfer does not require consent, the
transferring Party shall provide prompt notice to the other Party of the transfer and the effective date
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thereof. Any transfer in violation of this article shall be deemed null and void.

11.12 Records. The Parties shall maintain records of all transactions for a period of three
years from the billing date. Each Party has the right, to require the other Party to produce records
of such Party’s place of business and during regular office hours to the extent reasonably necessary
to verify the accuracy of any statement, charge or computation made pursuant to this Agreement.

If any such documentation reveals any inaccuracy in any statement, the necessary adjustments in
such statement and the payments thereof will be made promptly and shall bear interest calculated
at the Base Rate from the date the overpayment or underpayment was made until paid; provided,
however, that no adjustment for any statement or payment will be made unless objection to the
accuracy thereof was made prior to the lapse of twelve (12) months from the rendition thereof.

11.13 Negotiated Agreement. The Parties hereto agree that they have had meaningful
discussion and/or negotiation of the provisions, terms and conditions contained in this Agreement.
Therefore, doubtful or ambiguous provisions, if any, contained in this Agreement shall not be
construed against the Party who physically drafted and prepared this Agreement.

11.14 Severability. Should any provision of this Agreement be determined to be
unenforceable, illegal or otherwise invalid, then said provision(s) or amendment(s) thereto shall be
severed from this Agreement, and the remainder shall remain in full force and effect provided the
Parties can legally, practically, and commercially continue without such severed provision and that such
severance does not defeat the purpose of either or both Parties in entering into this Agreement, unless
mutually agreed between the parties.

IN WITNESS THEREOQF, the Parties hereto made and executed this Agreement, signed by
their duly authorized officers or individuals, as of the day and year first above written.

PINNACLE WEST CAPITAL CORPORATION  CITIZENS COMMUNICATIONS COMPANY

By: By:

Name: Name:

Title: Title:

Date: Date:
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EXHIBIT “A”
DEFINITIONS

As used in this Agreement to which this is Exhibit “A,” and the attached Service Schedule
1, the following defined terms have the meanings set forth below:

“Affiliate” means, with respect to any person, any entity controlled, directly or indirectly,
by such person, any entity that controls, directly or indirectly, such person, or any entity directly or
indirectly under common control with such person. For this purpose, “control” of any entity or
person means ownership of a majority of the voting power of the entity or person.

“Base Rate” means the lesser of (i) the interest rate per annum published from time to time
in the Wall Street Journal under “Money Rates” as the “Prime Rate” (or if such rate is no longer
published by such entity, a successor or comparable rate agreed to by the Parties) plus two percent
(2%) per annum, or (ii) the maximum rate of interest allowed by law. Interest at the Base Rate shall
accrue and compound daily based on a 360-day year.

“Business Day” means a 24-hour period ending at 5:00 p.m. Phoenix prevailing time on a
weekday on which banks are open for general commercial business in Phoenix, Arizona.

“Buyer’s Full Load Requirements” means Buyer’s full Energy Products requirements
needed to serve Buyer’s Customers, as expressly limited herein, excluding Buyer’s other resources
as referenced and defined in Article 1.8 to this Agreement. “Customers” as used herein, shall be
limited to (1) Buyer’s retail customers in the current geographic and service areas served by Buyer
as of the date of the execution of this Agreement and (2) reasonable and anticipated load growth or
load reduction in Buyer’s current geographic and service areas as to the foregoing. Buyer is
expressly forbidden, and shall make best efforts to prevent its customers, from reselling, directly or
indirectly, on a wholesale basis any of the Energy Products provided pursuant to this Agreement.

“Buyer’s Transmission Agreement” means Buyer’s agreement with the DOE to wheel its
Energy Products from the Delivery Points to the Metering Points.
gy ry

“Capacity” means the electric generating capability, expressed in megawatts (MW) or
kilowatt (kW).

“CESP” means an electric service provider supplying Energy Products to retail direct access
customer within Buyers’ ACC certified area.
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“Claiming Party” means the Party which claims that its performance is suspended by Force
Majeure.

“Confidential Information” > means the terms of the Transaction, including but not limited
to, all other material terms thereof. Notwithstanding the foregoing, the following shall not constitute
Confidential Information:

(D Information which was already in a Party’s possession prior to its receipt from the
other Party;

2) Information which is obtained from a third person who, insofar as is known to the
Party, is not prohibited from transmitting the information to the Party by a contractual, legal
or fiduciary obligation to the Party;

3) Information which is or becomes publicly available through no fault of the Party; and

(4) Information which a Party is required to disclose by law, regulation or judicial or
administrative order.

“Credit Support” means (i) a Letter of Credit; (ii) a Guaranty; or (iii) such other form of
Credit Support, all of which shall be acceptable to the secured Party.

“Credit Support Provider” means (i) a Guarantor; (ii) an Issuer; or (iii) a provider of other
form of Credit Support, all of which shall be acceptable to the secured Party.

“Defaulting Party” means the Party with respect to which (or whose Credit Support
Provider with respect to which) an Event of Default has occurred.

“Delivery Point” means that delivery point(s) for Energy Products to one or more point(s)
at which APS’ facilities are interconnected to the facilities of the DOE, provided that such point(s)
are mutually acceptable to the DOE and Seller, or at such other point(s) of delivery as may be agreed
upon in writing by authorized representatives of Seller and Buyer.

“DOE” means the United States of America Department of Energy.

“Early Termination Date” means a date for termination of this Agreement, except as
otherwise specifically set forth herein.

“Energy” means electric energy of the character commonly known as three-phase, sixty-
hertz electric energy that is delivered at the nominal voltage of the Delivery Point expressed in
megawatt hours (MWh) or kilowatt hours (kWh).

“Energy Products” means Energy, Capacity and/or ancillary services.
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“Event of Default” means, with respect to a Party:

(1)  Payment Default. Failure by the Party (and if applicable, its Credit Support
Provider) to: (i) make, when due, any payment under this Agreement or, if applicable under
Credit Support, or (ii) deliver collateral when required by this Agreement pursuant to
arrangements entered into in accordance with Article 4, if such failure is not remedied on or
before the third (3') Business Day after written notice of such failure is given to the Party;

) Breach of Other Agreement. Failure by the Party to comply with or perform any
agreement or obligation (other than an obligation to make any payment under this
Agreement) to be complied with or performed by the Party in accordance with this
Agreement if such failure is not remedied on or before the fifth (5™ Business Day after
notice of such failure is given to the Party;

3) Credit Support Default. (i) the expiration or termination of any Credit Support of
such Party’s obligations hereunder or the failing or ceasing of such Credit Support to be in
full force and effect for the purpose of this Agreement (in either case other than in
accordance with its terms) prior to the satisfaction of all obligations of such Party under this
Agreement to which such Credit Support relates without the written consent of the other
Party; or (ii) the Credit Support Provider disaffirms, disclaims, repudiates or rejects, in whole
or in part, or challenges the validity of, such Credit Support;

4) Bankruptcy. The Party or any Credit Support Provider of such Party:

(1) is dissolved (other than pursuant to a consolidation, amalgamation or merger); (2)
becomes insolvent or is unable to pay its debts or fails or admits in writing its inability
generally to pay its debts as they become due; (3) makes a general assignment, arrangement
or composition with or for the benefit of its creditors; (4) institutes or has instituted against
it a proceeding seeking a judgment of insolvency or bankruptcy or any other relief under any
bankruptcy or insolvency law or other similar law affecting creditors’ rights; (5) has a
resolution passed for its winding-up, official management or liquidation (other than pursuant
to a consolidation, amalgamation or merger); (6) seeks or becomes subject to the
appointment of an administrator, provisional liquidation, conservator, receiver, trustee,
custodian or other similar official for it or for all or substantially all its assets; (7) has a
secured party take possession of all or substantially all its assets or has a distress, execution,
attachment, sequestration or other legal process levied, enforced or sued on or against all or
substantially all its assets and such secured party maintains possession, or any such process
is not dismissed, discharged, stayed or restrained, in each case within thirty (30) calendar
days thereafter; (8) causes or is subject to any event with respect to it which, under the
applicable laws of any jurisdiction, has an analogous effect to any of the events specified in
clauses (1) to (4) (inclusive); or (5) takes any action in furtherance of, or indicating its
consent to, approval of, or acquiescence in, any of the foregoing acts;

(5) Merger Without Assumption. The Party or any Credit Support Provider of such
Party consolidates or amalgamates with, or merges with or into, or transfers all or
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substantially all its assets to, another entity and, at the time of such consolidation,
amalgamation, merger or transfer: (a) the resulting, surviving or transferee entity fails to
assume all the obligations of such Party or such Credit Support Provider under this
Agreement or any Credit Support to which it or its predecessor was a party by operation of
law or pursuant to an agreement reasonably satisfactory to the other Party to this Agreement;
or (b) the benefits of any Credit Support fail to extend (without the consent of the other
Party) to the performance by such resulting, surviving or transferee entity of its obligations
under this Agreement entered into pursuant thereto; or

(6) Credit Event Upon Merger. The Party or any Credit Support Provider consolidates
or amalgamates with, or merges with or into, or transfers all or substantially all its assets to,
another entity in a transaction that is not an Event of Default under the definition thereof, but
the creditworthiness of such successor is materially weaker (taking into consideration any
Credit Support) than the creditworthiness of the assignor before such transfer and
assumption, unless the transferee within three (3) Business Days of receiving notice of such
event from the other Party has entered into collateral arrangements (and delivered collateral
pursuant thereto to such other Party or its custodian) or provided other assurances satisfactory
to the other Party as described in Article 4.

@) Failure to Deliver or Receive Energy Product. The failure by either Party to deliver
or receive all or a substantial portion of the required Energy Products, except as excused by
the terms of this Agreement, if such failure is continuing for a period of five (5) calendar
days or longer after receipt of written notice by the Non-Defaulting Party as to such failure.
The Defaulting Party shall, in any event, be responsible and liable to the Non-Defaulting
Party for any and all damages and/or costs arising out of or relating to such default as
described by the terms of this Agreement.

“Force Majeure” means an event that (a) is not anticipated as of the effective date of the
execution of this Agreement, (b) is not within the reasonable control of the Party claiming Force
Majeure (the “Claiming Party”), and (c) could not, in the exercise of reasonable due diligence and
Good Utility Practice by the Claiming Party, been prevented or avoided, and which renders the
Claiming Party unable to carry out wholly or in part its obligations under this Agreement. Subject
to the foregoing, Force Majeure includes, but is not restricted to: an act of God, government
priority, material shortage, act or omission of civil or military authority, strike, lockout or other
industrial disturbance, act of the public enemy, war, blockade, insurrection, civil disturbances or
disobedience, riot, epidemic, landslide, earthquake, fire, storm, lightning, flood, other natural
catastrophe, civil disturbance, action or restraint by court order or public authority, judicial,
regulatory or governmental action, authority or award, including action by, or inability to obtain
necessary authorization or approval from, any governmental agency or authority (so long as the
Claiming Party has acted to the fullest extent reasonable to prevent such actions or restraints), failure
of the transmission and/or distribution grid to transmit or distribute Energy, including third parties’
transmission facilities, reductions or interruptions in services which may be required by the control
area operator or regional transmission organization, material failure of performance by a supplier,
including as a result of Force Majeure, of Seller which results in a shutdown or material reduction
of any of the generation capacity or output which is owned or controlled by Seller or Seller’s

Issued by: Alan Propper Effective: June 1, 2001
Director, Pricing
Issued on: July 16, 2001




Pinnacle West Capital Corporation
Rate Schedule FERC No. 4
Original Sheet No. 25

Affiliate, shutdown or reduction by the Nuclear Regulatory Commission of any of the generation
capacity or output which is owned or controlled by Seller or Seller’s Affiliate, and any other act or
omission similar to the kind herein enumerated not within the control of the affected Party and which
by the exercise of reasonable diligence said Party is unable to overcome.

“Good Utility Practice” means any of the practices, methods, and acts engaged in or
approved by a significant portion of the electric utility industry during the relevant time period, or
any of the practices, methods, and acts which, in the exercise of reasonable judgment in light of the
facts known at the time the decision was made, could have been expected to accomplish the desired
result at a reasonable cost consistent with good business practices, reliability, safety, and expedition.

Good Utility Practice is not intended to be limited to the optimum practice, method, or act to the
exclusion of all others, but rather to be acceptable practices, methods, or acts generally accepted in
the region. As used in this Agreement, Good Utility Practice shall include a requirement that Seller
provide installed and/or purchased generating reserves reasonable needed to supply Fixed Priced
Energy Products to Buyer.

“Governmental Authority” means (a) a city, municipality, county, state, or other
governmental board or authority, (b) a regulatory or public power board or authority, (c) a public
utility district, (d) a joint action agency, (¢) a tribal board, authority or agency, or (f) other similar
or like political subdivision or public entity of the United States, one or more States or territories or
any combination thereof.

“Guarantor” means the entity(ies), if any, executing a Guaranty of the obligations of one
Party to the other Party (the “Secured Party”); such Guarantor shall be reasonably acceptable to the
Secured Party.

“Guaranty” means a guaranty, hypothecation agreement, or security agreement or any other
document containing an obligation of a Guarantor in favor of, and supporting any obligations of, one
Party to the other Party (the “Secured Party”) in a form and substance reasonably acceptable to the
Secured Party.

“Issuer” means as to a Party (the “first Party”), the person(s), if any, executing and
delivering to the other Party (the “second Party”) a Letter of Credit, Surety Bond or other form of
Credit Support document, other than a Guaranty, which Issuer shall be reasonably acceptable to the
second Party.

“Market Quotation” means, with respect to the termination of the Transactions under this
Agreement and the Performing Party, an amount determined on the basis of quotations from
Reference Market-makers. Each quotation will be for an amount, if any, that would be paid to the
Performing Party (expressed as a negative number) or by the Performing Party (expressed as a
positive number) in consideration of an agreement between the Performing Party (taking into account
any existing credit support arrangements with respect to the obligations of such Party) and the
quoting Reference Market-maker to enter into a transaction (the “Replacement Transaction) that
would have the effect of preserving for the Performing Party the economic equivalent of any
payment or delivery (whether the underlying obligation was absolute or contingent and assuming the

Issued by: Alan Propper Effective: June 1, 2001
Director, Pricing
Issued on: July 16, 2001




Pinnacle West Capital Corporation
. Rate Schedule FERC No. 4
Original Sheet No. 26

satisfaction of each applicable condition precedent) by the Parties in respect of the Transactions that
would, but for the occurrence of the relevant Early Termination Date, have been required after that
date. For this purpose, Unpaid Amounts in respect of the Transactions are to be excluded but,
without limitation, any payment or delivery that would, but for the relevant Early Termination Date,
have been required (assuming satisfaction of each applicable condition precedent) after that Early
Termination Date is to be included. The Replacement Transaction would be subject to such
documentation as such Party and the Reference Market-maker may, in good faith, agree. The
Performing Party (or its agent) will request each Reference Market-maker to provide its quotation
to the extent reasonably practicable as of the same day and time (without regard to different time
zones) on or as soon as reasonably practicable after the relevant Early Termination Date. The day
and time as of which those quotations are to be obtained will be selected in good faith by the
Performing Party. If more than three quotations are provided, the Market Quotation will be the
arithmetic mean of the quotations, without regard to the quotations having the highest and lowest
values. If exactly three such quotations are provided, the Market Quotation will be the quotation
remaining after disregarding the highest and lowest quotations. For this purpose, if more than one
quotation has the same highest value or lowest value, then one of such quotations shall be
disregarded. If fewer than three quotations are provided, it will be deemed that the Market Quotation
in respect of the Transactions cannot be determined.

“Metering Points” see Exhibit “B”.

“Net Settlement Amount” means, with respect to the termination of the Transaction under
this Agreement and the Performing Party, the amount payable after netting the following amounts
with respect to the Transaction: the Market Quotations (whether positive or negative) for the
Transaction, plus any Unpaid Amounts owing to such Performing Party by the Defaulting Party, less
any Unpaid Amounts owing by the Performing Party to the Defaulting Party; provided, however,

a Market Quotation cannot be determined or would not (in the reasonable belief of the Performing
Party) produce a commercially reasonable result, the Net Settlement Amount shall be determined
using the amount the Performing Party reasonably determines in good faith to be its total aggregate
losses and costs, including, but not limited to, brokerage fees and commissions (or gains, in which
case expressed as a negative number), in connection with this Agreement, including any loss of
bargain, cost of funding or, at the election of the Performing Party but without duplication, loss or
cost incurred as a result of its terminating, liquidating, obtaining or reestablishing any hedge or
related trading position (or any gain resulting from any of them in which case expressed as a negative
number). If the Performing Party is calculating its losses, costs or gains according to the proviso
above, the amount calculated shall include losses and costs (or gains, in which case expressed as a
negative number), in respect of any payment or delivery that would have been required to have been
made on or before the Early Termination Date, including payments or deliveries that were not made
due to the application of Article 5. In determining a Performing Party’s losses, costs or gains, the
Performing Party may, but need not, make such determinations by reference to quotations of relevant
rates or prices from one or more leading dealers in the relevant markets. A Party will determine its
Net Settlement Amount as of the relevant Early Termination Date, or, if that is not reasonably
practicable, as of the carliest date thereafter as is reasonably practicable. Nothing in this provision
requires the Performing Party to enter into a replacement transaction.
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“Qperating Year” means the 12 month period of time beginning 12:01 A.M. each June 1
and ending 12:00 Midnight May 31 of the following calendar year.

“Performing Party” means, upon the occurrence of an Event of Default, the non-Defaulting
Party with respect to such Event of Default.

"Point of Attachment No. 1" means that point beyond the Planet Tap Metering Point
where Buyer’s facilities connect to APS' facilities 900 feet East of Planet Substation as shown on
Exhibit D.

“Point of Attachment No. 2” means that point beyond the Planet Tap Metering Point where
Buyer's facilities connect to APS' facilities located on the existing APS 12.5 kV overhead line near
the center of Section 32, Township 11 North, Range 16 West, said point being approximately the
second pole North of the transition pole from the underground to overhead circuit as shown on
Exhibit D.

“Purchase Price” means the price in United States Dollars (unless otherwise agreed) to be
paid by the Buyer to the Seller for the purchase of Energy Products. The Purchase Price may be
stated in either a per unit Energy Product purchase price or the total purchase price for all Energy
Products pursuant to this Agreement.

“Reference Market-makers” means four leading dealers in the relevant market selected by
the Party determining a Market Quotation in good faith from among dealers of the highest credit
standing which satisfy all the criteria that such Party applies generally at the time in deciding whether
to enter into transactions similar to the Transactions.

“Replacement Price” means the price at which the Performing Party, acting in a
commercially reasonable manner, effects a purchase of substitute Energy Products in place of the
Energy Products not delivered by the Non-Performing Party (plus amounts reasonably incurred by the
Performing Party in purchasing such substitute Energy Products including additional transmission
charges, if any, incurred by the Performing Party to the Delivery Point), or, absent such a purchase, the
market price for such quantity of Energy Products, as determined by the Performing Party in a
commercially reasonable manner at the Delivery Point agreed upon by the Performing Party and the
Non-Performing Party for the Transaction, provided, however, in no event shall such price include any
penalties, ratcheted demand or other similar transmission charges, and provided further, a Party shall
not be required to utilize or change its utilization of its owned or controlled assets, including contractual
assets, or market positions to minimize the other Party’s liability for damages. For the purpose of this
definition, the Performing Party shall be considered to have purchased substitute Energy Product to the
extent the Performing Party shall have entered into one or more arrangements in a commercially
reasonable manner whereby the Performing Party repurchases its obligation to sell and deliver the
Energy Product at the Delivery Point.

“Sales Price” means the price at which the Performing Party, acting in a commercially
reasonable manner, effects a resale of the Energy Products not received by the Non-Performing Party
(excluding costs reasonably incurred by the Performing Party in reselling such Energy Product, and
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excluding additional transmission charges, if any, incurred by the Performing Party in delivering such
Energy Product to third party Buyers), or, absent such a resale, the market price for such quantity of
Energy Products at the Delivery Point agreed upon by the Performing Party and the Non-Performing
Party, as determined by the Performing Party in a commercially reasonable manner, provided, however,
in no event shall such price include any penalties, ratcheted demand or similar transmission charges,
and provided further, a Party shall not be required to utilize or change its utilization of its owned or
controlled assets, including contractual assets, or market positions to minimize the other Party’s
liability for damages. For purposes of this definition, the Performing Party shall be considered to have
resold such Energy Product to the extent the Performing Party shall have entered into one or more
arrangements in a commercially reasonable manner whereby the Performing Party repurchases its
obligation to purchase and receive the Energy Product at the Delivery Point.

“SC” means competitive scheduling coordinator.

"Transmission Losses" or "TL" means the applicable losses in kilowatts and kilowatthours
incurred in the transmission of Energy Products over the DOE's Parker-Davis System or other third
party(ies) system from the Delivery Point to the Metering Point.

“Unpaid Amounts” means, with respect to an Early Termination Date, the aggregate of (a)
in respect of all terminated transactions, the amounts that became payable (or that would have
become payable but for Article 5) to such Party on or prior to such Early Termination Date and
which remain unpaid as of the Early Termination Date and (b) in respect of each terminated
transaction, for each obligation to deliver Energy Products which was (or would have been but for
Article 5) required to be made on or prior to such Early Termination Date and which has not been
so settled as at such Early Termination Date, an amount equal to the fair market value of that which
was (or would have been) required to be delivered as of the originally scheduled date for delivery,
in each case together with (to the extent permitted under applicable law) interest at the Base Rate.
The fair market value of any obligation referred to in clause (b) above shall be reasonably determined
by the Performing Party.
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SERVICE SCHEDULE 1
TO THE
POWER SALE AGREEMENT
BETWEEN
PINNACLE WEST CAPITAL CORPORATION
AND
CITIZENS COMMUNICATIONS COMPANY

All terms and provisions contained in the Power Sale Agreement between Pinnacle West Capital
Corporation ("Seller") and Citizens Communications Company ("Buyer") (the “Agreement”) shall
govern this Service Schedule, which further defines the specific terms and conditions as to the sales
and purchase of the Energy Products as expressly detailed below:

1. This Agreement will be for the sale and purchase of Buyer’s Full Load Requirements (as
defined in Exhibit A to this Agreement), beginning 12:01am on June 1, 2001 and continuing through
midnight on May 31, 2008; provided, however, in the event the Effective Date (as specified in
Atrticle 9 of this Agreement) occurs following midnight on June 1, 2001, the sale of Buyer’s Full
Load Requirements will commence upon the Effective Date of this Agreement.

2. Rates: The following rates and charges shall be applicable to Buyer for the Energy Product
provided Buyer under this Agreement. Such rates and charges shall be fixed for the period 12:01
AM. on June 1, 2001 through 12:00 midnight on May 31, 2008. Notwithstanding anything
expressed or implied to the contrary in the Tariff, Buyer and Seller each agrees not to seek under the
terms of the Federal Power Act or successor authority or to support any unilateral changes or
additions to the rates and charges hereunder for the term of this Agreement.

2.1 Base Monthly Rate:
2.1.1 Energy Charge: $58.79 per MWh of Wholesale Billing Energy

3. Wholesale Billing Energy: Monthly Wholesale Billing Energy (WBE) will be determined as
follows:

3.1 WBE = ZAE for all hours.

Where: 2 = The aggregate of the items specified after this sign. In this case, it sums
HWRBE for all hours at all Metering Points during the billing month.

AE = The Seller supplied energy under this Agreement for each hour
which is the sum of the Planet Tap Metering Point's PTHWBE plus
HWRBE for all other Metering Points including Transmission
Losses.

32 Where for each Metering Point, except Planet Tap Metering Point (see Section 3.3
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for Planet Tap in this Service Schedule):

HWBE = (IDE - ECOR - CSCE) + TL

Where: HWBE = Wholesale billing energy (kWh) supplied by Seller under this

Agreement for each hour during the billing month, plus applicable
Transmission Losses, provided however, that HWBE for any Metering
Point for any hour shall not be less than zero.

IDE =  The energy (kWh) metered each hour during the current billing month
as determined from hourly interval data.

ECOR = The energy (kWh) scheduled for each corresponding hour during the
billing month from Citizens' other resources, as set forth in Article 1.8,
less the applicable transmission losses to the Metering Point.

CSCE = The energy (kWh) aggregated by all SCs for CESPs scheduled for
each corresponding hour during the billing month less the applicable
transmission losses to the Metering Point.

TL = Transmission Losses.

Where for the Planet Tap Metering Point (including Points of Attachment No. 1
and 2):

The quantity of energy supplied by Seller to Buyer shall be determined from the formula
below, provided, (a) the SC(s) has contracted under APS' Open Access Transmission
Tariff, or successor Open Access Transmission Tariff, for the delivery of Power over APS'
system, and (b) that Transmission Losses shall be added as appropriate and in no event
shall the Seller supplied energy be less than zero at a Point of Attachment for any hour in
the billing month:

3.3.1 PTHWBE = [(IDE - ECOR - CSCE) + (1-DL)] + TL
Where for this Metering Point,

PTHWBE = Hourly wholesale billing energy (kWh) for the Planet Tap Metering Point
(Points of Attachment No. 1 and 2 as shown on Exhibit D to this Agreement)
supplied by Seller under this Agreement for each hour during the billing
month, plus applicable APS distribution losses and Transmission Losses,
provided however, that neither Point of Attachment No. 1 nor Point of
Attachment No. 2 for any hour shall be less than zero.

IDE = The energy (kWh) metered at the Planet Tap Metering for Points of
Attachment No. 1 and 2 for each hour during the current billing month as
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ECOR =

CSCE =

TL =

determined from hourly interval data.

The energy (kWh) scheduled at the Planet Tap Metering Point for Points of
Attachment No. 1 and 2 for each corresponding hour during the billing month
from Citizens' other resources, as set forth in Article 1.8, less the applicable
transmission losses.

The energy (kWh) aggregated for all SCs for CESPs scheduled at the Planet
Tap Metering Point for Points of Attachment No. 1 and 2 for each
corresponding hour during the billing month.

Transmission Losses.

The applicable APS distribution loss factors for Point of Attachment No. 1 and
Point of Attachment No. 2 that are currently in effect at the time of the monthly
billing. The loss factors are currently 2% at Point of Attachment No. 1 and 4%
at Point of Attachment No. 2.
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POWER SALE AGREEMENT

BETWEEN
PINNACLE WEST CAPITAL CORPORATION
AND
CITIZENS COMMUNICATIONS COMPANY

EXHIBIT B
METERING POINTS

“Metering Points” mean:

1. The 230 kV bus at Citizens’ Hilltop Substation located near Kingman, Arizona;
identified as Hilltop 230 kV Tap of U.S. in Buyer's Transmission Agreement;

2. C.U. Tap (Kingman) on the DOE’s 69 kV line from Davis Dam to Kingman;
identified as Duval-Warm Springs 69 kV Tap of U. S. in Buyer's Transmission Agreement;

3. The Katherine Wash Tap on the 4 kV line off the DOE’s 69 kV bus at Davis Dam;
identified as Davis 4.16 kV Tap Katherine Wash on U.S. Davis Dam in Buyer's Transmission
Agreement;

4. The 115 kV Bus at the DOE’s Nogales Tap Substation located approximately one
mile east of the border of the San Xavier Indian Reservation; identified as Nogales 115 kV
Tap of U.S. in Buyer's Transmission Agreement;

5. The Planet Tap on the DOE’s 69 kV line from Parker Dam to Bagdad; identified
as Planet Tap at the point where APS’ facilities interconnect with DOE’s 69 kV facilities in
Buyer's Transmission Agreement;

6. The 230 kV Bus at Citizens’ Black Mesa Substation Tap on the DOE’s No. 2 230
kV line from Davis Dam to Parker Dam; identified as Black Mesa Substation of CUC 230
kV Tap on Davis Parker Line No. 2 of U.S. in Buyer's Transmission Agreement.

7. The 230 kV bus at Citizens' Griffith Substation located immediately adjacent to
the Western Area Power Administration's Griffith 230 kV Switch Yard and the Griffith
Energy Project Power Plant near the Griffith Interchange on Interstate Highway 40 in
Mohave County AZ.
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POWER SALE AGREEMENT
BETWEEN

PINNACLE WEST CAPITAL CORPORATION

AND

CITIZENS COMMUNICATIONS COMPANY

EXHIBIT C

ESTIMATED METERING POINT DEMANDS BY MONTH - MW

Prior to June 1 of each Operating Year, beginning with the 2002 Operating Year, Buyer will give Seller
notice in writing of the Estimated Metering Point Demands by month desired by Buyer. Seller will
supply or make power available, pursuant to this Agreement, to Buyer at the Metering Points specified

herein.

Operating
Month

Jun 2001
Jul 2001
Aug 2001
Sep 2001
Oct 2001
Nov 2001
Dec 2001
Jan 2002
Feb 2002
Mar 2002
Apr 2002
May 2002

CITIZENS COMMUNICATIONS COMPANY

Date:

Signature:

Hilltop CU Tap Black Mesa Griffith Planet Nogales
Tap (Kingman) Tap Sub. Tap Tap
53.956 3.890 129.339 39.036 0.024 50.399
59.249 3.814 135.801 40.000 0.037 48.497
62.788 4.000 141.933 39.349 0.036 50.234
56.234 3.164 120.920 36.508 0.030 41.108
43.010 2.407 93.374 31.417 0.026 39.484
41.941 2.083 65.952 25.843 0.010 38.001
44.615 2.583 88.122 28.828 0.015 42.510
48.389 2.447 95.283 25.790 0.032 45.108
45.483 2.386 88.032 24.913 0.031 42.370
42435 1.969 73.705 21.921 0.028 40.388
42.594 2.149 89.461 20.900 0.020 38.154
50.661 3.367 86.088 21.984 0.030 46.506

Title:

PINNACLEWEST CAPITAL CORPORATION

Date:

Signature:
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Citizens Utilities Company

AED Proposed PPFAC Adjustor

Residential Bill Impacts
August 2001

250 $25.44 $32.11 $6.67
500 $44.30 $57.64 $13.34
750 $63.03 $83.03 $20.01
1000 $81.75| $108.43 $26.68

250 $26.54 $33.21 $6.67
500 $46.50 $59.84 $13.34
750 $66.33 $86.33 $20.01
1000 $86.15[ $112.83 $26.68

Note: Bill amounts include the EFPS surcharge (per ACC Decision No. 63364)
but do not include taxes or assesments.

Exhibit No. 4




