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TRANSITION BY ARIZONA PUBLIC SERVICE TO
ELECTRICAL DISTRICT no. 3 OF CERTAIN
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APPLICATION OF ARIZONA PUBLIC SERVICE COMPANY TO SELL
CERTAIN FACILITIES IN PINAL COUNTY AND FOR DELETION FROM ITS
CERTIFICATE OF CONVENIENCE AND NECESSITY CERTAIN AREAS IN

PINAL COUNTY13
14 ! Arizona Public Service Company ("APS" or "Company") hereby submits this

15 application ("Application") to the Arizona Corporation Commission ("Commission") for

15 authorization to sell or transfer certain electric transmission and distribution facilities in

17 Pinal County, Arizona to Electrical District No. 3 ("ED-3") pursuant to A.R.S. § 40-

18 8 285(A), and to delete Horn its Certificate of Convenience and Necessity ("CC&N") all

19 areas served by ED-3 and contained within the Ak-Chin Indian Community lands (as

20 described herein) pursuant to A.A.C. § R14~2-202(B). For the reasons set forth below,

21 APS's Application should be approved because the proposed matters are not contrary to

the public interest and are consistent with the Commission's past practice.
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2 APS has a CC&N for the relevant areas of Pinal County, Arizona affected by this

Application. ED- is an Electrical District located in Pinal County organized under

4 A.R.S. § 48-1701, et seq., and is a municipal corporation not subject to the Commission's

5 general regulatory jurisdiction. See Ariz. Const. Art. 15, § 2. Since 1960, both APS and

6 ED-3 have served customers located within ED-3's district boundaries. APS has

7 primarily served the area's residential, commercial and industrial load, while ED-3 has

8 | historically served the area's irrigation pumping loads. A map depicting the current ED-3

9 district boundaries is attached to the Testimony of Daniel Froetscher supporting this

10 Application at Attachment B. The ED-3 service area proposed by this Application (the

11 "Proposed ED-3 Service Area," which differs slightly Igor the present ED-3 district

12 boundaries, as described herein) is also attached to Mr. Froetscher's testimony, at

13 2 Attachment A. An itemization of the major electrical facilities located in the area is

14 i attached to Mr. Froetscher's testimony at Attachments H and I.

15 . Prior to 1960, only APS provided electric service to the area now also served by

16 ED-3, and, accordingly, owned the area's infrastructure. On December 21, 1960, the

17 . Commission approved a Power Agreement between APS and ED-3, pursuant to which

18 5 APS agreed, for a fixed charge, to transfer its irrigation pumping customers to ED-3 and

19 to serve those customers on behalf of ED-3. The following year, the Commission

20 approved the sale to .ED-3 and lease-back to APS of the facilities and infrastructure

21 ! located within the ED-3 district boundaries that APS used to serve ED-3's irrigation

22 customers.

23 . Following that authorization, in July of 1961, APS and ED-3 entered into a Lease

24 i Agreement that allowed APS to lease ED-3's transmission and distribution facilities and

25 to operate and maintain the area's entire electric system. Under a separate but related

26
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LeasePower Agreement entered Into at the same tune, APS sold and dellvered power to

2 • • • 1
ED-3 over the leased facllltles, Under the provisions of the Lease Agreement and Lease

!
!
I

!
I

3

4

5

6

7

8

10

11

Power Agreement, APS exercised full operational control over the ED-3 system and

served both APS's customers and, on behalf of ED-3, ED-3's irrigation pumping

customers. In addition, APS retained ownership of other limited distribution facilities in

the ED-3 district boundaries that were not used for irrigation pumping service.

Subsequent to that transaction, APS constructed various line extensions used to

serve new, non-irrigation retail load. Except for a single substation (the "'Sexton

Substation"), these limited distribution facilities are the only facilities in the ED-3 district

boundaries that are still owned by APS. Ranging from simple pole-mounted transformers

with service drops to more extensive overhead and underground distribution systems, the

;

12 i » » I » o l I
: APS-owned fac111t1es radiate Hom and are interconnected to the electrical1n&astructure

1
3 owned by ED-3. For this reason, the APS-owned distribution systems are commonly

4 I • . l
1 g referred to by both APS and ED-3 and wlll be referred to herein as the "Spllt Ends."

16

15

possession and operational control of its electric system.

In October of 2001, the Lease Agreement expired, and ED-3 assumed complete

In an Order issued by the
17

18
Federal Energy Regulatory Commission ("FERC") on February 15, 2002, FERC noted

that the expiration of the Lease Agreement requiredED-3 to resume operational control

20

At the time that operational control of ED-3's system reverted to ED-3, ED-3

19 ! over its transmission system, and expressly commented that "EDS is a transmitting utility

and there is no evidence that it cannot properly operate and maintain its transmission

21 ! system." Arizona Public Service Company,98 FERC 'II 61, 172.
22

23 Ii I
expressed its intent to enter into the retail electlie service business for all classes of

24

25 3
i

26 i
!

9

customers. It has since done so, and has invested significant capital in iniiastructure that

allows it to offer bundled retail electric service to all customer classes located its
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E district boundaries, including those customers that had historically been served primarily

; by APS. The system used to distribute energy to all customers within the ED-3 district

boundaries can best be described as a complex mix of ED-3 owned facllltles and APS
l

4

5

to the area's residential, commercial, and industrial classes I

7

owned facilities. To this day, APS still owns electric distribution facilities that it

constructed in the ED13 service area andretains the obligation to provide electric service

6 - even if those loads are

already served byED-3. ED-3 owns the subtransmission system, distribution substations

and most of the area's distribution system, and serves those customers in the area that are

not already served by APS. ED-3 also provides transmission service to APS for the

8
I
I

!

9
i

10 g • I U I
: delivery of eleetnclty to APS loads in the area served from the ED-3 system pursuant to a

11 . » , |
May, 2, 2002 Transmlsslon Service Agreement approved by FERC on August 2, 2002.

I

See FERC Docket No. TX02-l-000.
12

13
|

Over time, it became clear to both ED-3 and APS that the intermingled ownership

14 of electric distribution facilities between the two service providers gave rise to a litany of

15 problems that negatively impact both the utilities and their customers. Specifically,

16 blended ownership of electrical facilities by two utilities within overlapping servllce areas

17 - particularly where the facilities are interconnected at virtually hundreds of locations -

18 raises various operational, safety, coordination, and administrative concerns.. The

19 intermingled service obligation fuNnier requires the utilities to duplicate the cost and

I
I

!

21 .
I

22 i

20 responsibility for planning the transmission and distribution infrastructure necessary to

serve the area, results in operational inefficiencies, confuses retail customers, and

ultimately increases the cost of operations for each utility (and increases customer costs

23 accordingly). The arrangement also presents potential reliability problems in the area,

24 because both ED-3 andAPS have overlapping responsibilities for providing energy
25

26 =
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4

1 service and responding to operational issues (an issue left unresolved by the 1998 Arizona

2 3 Electric Competition Aet).

In attempt to eliminate some of these difficulties, in March of 2002, ED-3 and APS

entered into an agreement (the "Settlement Agreelnerlt"), in which the parties agreed,

among other things, that, upon approval by this Commission, APS would sell ED-3 the

APS-owned electric facilities located within the ED-3 district boundaries, and that ED-3

would furnish transmission service to APS ("wheel") over ED-3's transmission lines for a

5

6

7

8 'Q
. set rate in order to allow APS to continue to serve the APS custornems residing in the area

9 5
' The Settlement: (an arrangement approved by the FERC, as previously described).

10 I Agreement is attached to Mr. Froetscher's testimony at Attachment C.

11 To effectuate the Settlement Agreement, on April 15, 2002, APS applied to .this

12 Commission for approval to sell its electric distribution facilities located within the ED-3

13 district boundaries to ED-3. ED-3 intervened in support of that application on February 4,

14 | 2003. Consistent with the Settlement Agreement, APS's initial application sought

15 approval only to sell and transfer to ED-3 the APS-owned facilities witdiiin ED-3's district

boundaries and did not seek to rescind the ED-3 service area Hom APS's CC&N.
16

Since that time, the operational challenges in the area have proven more complex

- than anticipated, and the parties realized that the Settlement Agreement's somewhat

19 I limited terms would not resolve all of the issues that have arisen. Although the terns of

.20 the Settlement Agreement resolved some of the issues arising from the intermingled

17

18

21 ownership of facilities, many of the safety and efficiency concerns that inspired the

22 execution of the Settlement Agreement in the f irst place remain. As the area has

23 urbanized, the complexities of operating two electric utility systems interconnected at so

24 many diverse points have increased, furthering the safety, operational, coordination,

25 customer service and administrative challenges the two utilities face. For example, field
26
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2
I3 safety issues apse when crews Hom two separate utllltles operate and malntaln different

3

4

5

parts of the same system. In addition, operational inefficiencies and customer confusion

are virhlally guaranteed when two utilities are required to respond to a single customer

call regarding a faulty line (as they must, when it is dif f icult to ascertain which utility

owns the line in question without driving to the worksite).
6

7

8

9

10

From an operational perspective, and despite the challenges presented by two

interconnected utility systems, the parties have managed to cooperate in order to serve the

area's customers to this point. Nevertheless, to minimize if not eliminate such safety and

5 operations impacts, APS and ED-3 have expanded the terms of the Settlement Agreement

in order to better define the parameters regarding which utility would be responsible for
11 • I • | »

serving the area's customers going forward and how each utlllty would operate in the area

1 2 u » a | I | U
; pending the films and resolution of this Apphcatmon. Thls broadened agreement, which

13 • • » I » »
the parties believe is necessary to fully address the operational inefficiencies and safety

14

15

16

17

18

19

20. 3

concerns existing in the proposedED-3 Service Area, was documentedby the parties in a

. "Supplemental Agreement to the Implementation of the Settlement Agreement" (the

"Supplemental Agreement"), dated September 20, 2007, and is attached to Mr.

Froetscher's testimonyat Attachment D.

In the Supplemental Agreement, APS and ED-3 concluded that the interests of

their respective customers inreliable and efficient energyservice are best served by ED~3

3 assuming sole responsibility both for the operation and maintenance of the area's electric
21
22 i
23
24 i

system and for service to the area's customers (as ED-3 has had with respect to the

majority of the alea's customers since the expiration of the Lease Agreement in 2001).1

ED-3 was the logical choice to assume this role because: that utility currently owns the

.25
; 1 Indeed, because APS currently relies on the ED-3 distribution system to serve its customers in the ED-3

26 g district boundaries, even now, APS's service to that area is only as reliable as ED-3's system.

I
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i greatly reduced compared to what it is now,

18 I • »
I the Intermingled electric system -

bulk of the distribution infrastructure now serving the area and already serves the

significant majority of the area's customers. To effectuate that end, the parties agreed in

relevant part that APS will, with this Conlmission's approval: (1) sell APS's portion of

the electric distribution system located within or immediately adjacent to the proposed

ED-3 Service Area to ED-3 for the net book value of that property at the time of the

transfers ($13.1 million as of October, 2007) - an amount that the parties have determined

in good faith is the fair' market value of the property; and (2) discontinue service to current

and prospective APS customers residing within the proposed ED-3 Service Area

By broadening the ED-3 service area beyond the ED-3 district boundaries as

proposed, APS has agreed to sell all of the APS-owned infrastructure that exists within the

area that it makes economic and operational sense for APS to sell, thus resolving most if

not all of the operational problems currently existing in the area. APS will continue to

serve its customers in the vicinities immediately adjacent to the proposed ED-3 Service

I Area (where APS continues to see growth), and will continue to 'A/heel" power to those

areas over the ED-3 infrastructure (as approved by the FERC). Although this arrangement

will still require some coordination between the utilities, the administrative burden Will be

which - because of the convoluted nature of

requires the exhaustive administrative burden of

monthly, aggregated accounting for transmission services. Moreover, this continued

coordination will be required only until it makes economic sense for APS to construct its

own distribution infrastructure to serve the vicinity surrounding the proposed ED-3

Service Area

26

If this Application is approved by the Colmnission, a ina] depreciation calculation along with
adjustments for any new facilities constructed between the filing of the Application and its final resolution
will be reflected in the parties' adjusted sales price



2
. ED-3 Service Area as contemplated by this Application will have the iilrther benefits of
!
Q "completing" the ED-3 12 kV distribution system in the area, consolidating all

5 one provider, and avoiding the potential risk that ED-3 will bypass APS's existing

i
7 | . . . .

current APS customer who may ultimately seek service tram ED-3 rrresapectlve of whether

9 new stranded costs. APS and ED-3 firmly believe that this resolution - once effecmated

11 / / I » I u
eHlectlve provlslon of energy selvlce to the area's customers. APS thus withdrew its poor

13 • • » • v
approve the requests presentedby thls Application, which APS believes to be in the best

15
REQUEST FOR APPROVAL TO DELETE PORTIONS OF APS'S CC&N

PURSUANT TO R14-2-202(IB)

17
1. PROPOSED ED-3 SERVICE AREA

I

-

1 .. . . .
I In addltlon, transfemng the Company's assets and customers wltlnn the proposed

3

operatwnad, construction, maintenance and customer service respons1b1l1t1es 111 the area to
5

6 » | | |
lniirastructure by constructing its own, duphcatlve 1nIi'astructu;re in order to serve any

the Commlsslon approves thls Apphcatlon, thus allowing APS to avoid the potential for

10 I » , » »
by approval of thls Appllcation - wlll result in the most eff icient, refable, and cost-

12 1 I U l  »
appllcatlon m Docket No. E-01345A-02-0285, and respectfully asks that the Commission

14 4 I
interests of both APS and its customers.

16  i

18 2

19 i
! To serve the best interests of the customers located within the proposed ED-3

Service Area, for the reasons described above, APS requests that the Commission

authorize APS to delete those parts of its certificated service area in Pinal County in

which ED-3 also provides electric service. The proposed ED-3 Service Area includes all

; lands within the ED-3 district boundaries along with additional properties immediately

adjacent to those boundaries, and for which service is provided todayby APS via facilities

| that are interconnected to ED-3's distribution system.

2 0

2 1

2 2

23

2 4

25

2 6

I
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5

6  I

1 The two parties, following discussions with Commission Staff on the issue, have

2 i determined that any effort to consolidate utility responsibility for the necessary

3 construction, operations, and maintenance in the area, as well as the obligation to serve

the area's customers, should be as complete and final as possible. Inclusion of the

contiguous and adjacent properties within the proposed ED-3 SeMce Area achieves that

objective and results in only limited customers continuing to receive service from APS by

7 ! way of a wheeling and interconnection arrangement with ED-3. The number of APS and

: ED-3 interconnection points is reduced to only the minimum necessary, and operating,
8

10

9 . . . .... . .
I; constructlon, maintenance, safety and other respons1b1l1t1es wlll be much moree$c1mt

. and simple to define and functionalize compared to what they currently are. In addition,

I
I
I

!! to have a two-tieredrate structure and that it will not treat customers located outside the
I
! ED 3 district boundaries any differently than it does customers lying inside of those

l l . I I ¢ a I
as described 111 Mr. Froetscher's testunony, ED 3 has informed APS that it does not intend

12

13

14
I

I

21

24

boundaries. ED-3 has assured APS that it will also make such commitments to this

Commission.

16 ; ED-3 currently serves 17,031 of the approximated 21,024 customers residing in the

17 proposed ED-3 Service Area as of the time of filing. APS serves the other 3,993

18 customers. Under the terms of this Application, if approved by the Commission, APS will

19 transfer all of its customers who reside inside the proposed ED~3 ServiceAreato ED-3, as

20 described in Mr. Froetscher's testimony. APS and ED~3 have agreed to work together

! cooperatively and in good faith to ensure that the transition of responsibility for providing

22 3 semlceto all customers within the proposed ED-3 Service Area to ED-3 is smoothone,

23 awhich has no impact on electric service or distribution reliability and of which all affected

i' customers are aware. ED-3 has stated to APS and has shown in practice that it is strongly

25 : committed to providing reliable energy service to all of the area's customers, and has
26

15 i I

I
I



1

2

3

4

invested a significant sum of money in developing its 'system and constructing the

necessary infrastructure to reliably meet its new load growth. Also, as indicated in the

Intervening Testimony of Mr. Jeff Woner Hom ED-3,ED-3 rates appear to be comparable

to those that APS offers.
i

8

11

5 Moreover, both ED-3 and APS are committed to educating their respective

6 I customers of the transfer. For its part, as Mr. Froetscher describes in detail in his

7 tesdrnony, APS will duly and promptly notify its current customers of the transfer by,

! among other things, publishing a notification in the newspapers circulated in the relevant

area and by sending a direct mail notice to all current APS customers.

10 For the reasons described above, the deletion of the proposed ED-3 Service Area

i from APS's CC&N is in the public interest. It is also consistent with the Comlnission's

12 past practice. In Decision No. 58472, for example, the Commission authorized APS to

delete a number of its certificated service areas in Coconino, Pink, Yavapai, and other

14 counties from its CC&N where other electric service entities could or already did provide

15 service to the relevant areas' customers, thus eliminating the need for APS to provide such

13

16
sen/ice. See Decision No. 58472 (Nov.30,1993).

I.-
;
I

17 Similarly, here, ED-3 provides reliable energy service to all customer classes

18 = located withinthe proposed ED-3 Service Area, and the customersresiding in that area do

19 not need APS also to provideelectric service. Clarifying that the exclusive responsibility

20 for providingreliable service to all customers in that region rests withED-3 willeliminate

21 the duplication of responsibilities for planning and constructing expensive transmission

22 : and distributioninfrastructure required to reliably serve the area, eliminate confusion for
23

26

retail customers, promote safety to field personnel by consolidating the design,
24 » • a on I

i construction, operations and maintenance and related efforts to one utility, and provide
25 2

i

_10_



1
cost benefits to both the utilities and the customers in the area. APS thus seeks approval

2 9 I |
i of its request to delete the proposed ED-3 Service Area &om its  CC&N.

3 3 2. AK-C1-HN INDIAN COMMUNITY LANDS
4

i
!

i
!
!

As a logical extension of this Application, APS also requests approval to remove

which area is contained entirely within the5 the Ak-Chin Indian Community lands
E
I6 I

E

8  i

13

I

17

:

l

!

19

i

| Proposed ED-3 Service Area, as shown on Attachment A to Mr. Froetscher's testimony -

7 from the Company's CC&N. The general area of the Ak-Chin Indian'Community is -

- southwest of the Gila River Indian Community, and in the north central portion of the

9 E proposed ED-3 Service Area. See Attachment A to Testimony Of Mr. Froetscher. The Ak-

10 ! Chin Indian Community lands cover approximately 20,500 acres or 32 square miles. A

11 ! legal description of the Ak~Chin Indian Community lands is attached to Mr. Froetscher's

12 testimony at Attachment G

In Decision No. 60433 (Sept. 29, 1997), this Commission approved the sale from

14 APS to the Ak-chih Indian Community of all the APS assets existing within the Ak-Chin

15 boundaries. This sale and transfer was motivated by the As-Chin Community's decision

16 | to form its own utility, now known as Ak-Chin Energy Services ("ACES"). Since that

sale and transfer, ACES has served the entire area within the Community's boundaries,

18 using the AK-Chin-owned electric facilities.

! APS currently operates the Ak-Chin system as ACES's "control area operator"

20 I pursuant to a Maintenance and Construction Agreement and a Service Agreement. Those

21 agreements, however, will tenninate on December 31, 2008 and will not be renewed.

22 ; APS assumed the role of "control area operator" for ACES ten years ago, when Ak-Chin

decided to take over the electric system within the Community's boundaries, as a means

of transitioning the new As-Chin utility to its newly assumed responsibilities. More than

a decade has passed since then, and Ak-Chin no longer requires APS's transitional

23

24
25 !
26

g
-11_
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On the other hand, the balance of the APSservice area in Pinal County has seen

extensive growth, and APS believes that its resources are better deployed serving its own

l l | customers. Given the diseconomies of continuing to maintain its diminished, contractual

presence on the Ak-Chin Indian Community's lands, particularly compared to the

13 | obligations and responsibilities existing in the surrounding area, APS requests that the

14 Commission delete the Ak-Chin Indian Corrnnunity from the Company's CC&N, thereby

15 completing the total transition of electric service to ACES that the Commissionbegan in

Because the Ak-Chin Community lands fall wholly
l

_

1 support. APS has no customers on the As-Chin lands and has no reasonable prospect for

2 acquiring any customers in that area in the future. Moreover, the Company realizes little

3 to no profit margin in continuing its contractual relationship with ACES; In fact, with

4 _ ED-3 serving the majority Of the area surrounding the Ak-Chin Community and providing

5 : "wheeling" services to ACES as necessary, APS's presence throughout the total internal

6 boundaries of the proposed ED-3 Service Area - which includes the Ak-Chin lands - has

7 diminished substantially Horn what it was ten years ago, when APS first sold its system to

8 . As-chin. .
9

10 9

E
12

16 1997 with Decision No. 60433.

17 within the Proposed ED-3 Service Area, APS believes it makes practical sense to "clean

18 up" its CC&N relating to the area as a whole by also formally deleting the As-Chin Indian

19 Community boundaries at the same time that it modifies its CC&Nto account for the

20 requested deletion of the proposed ED-3 Service Area.

21 As noted above, APS has no current customers residing with the As-Chin Indian

22 2 Community, and no realistic prospects of obtaining future customers. For that reason,

23 APS will notify Ak-Chin of the requested deletion by sending written notification of its

24 intent to remove its service obligations in that area to the Chairman of the Ak-Chin Indian

Community Tribal Council, the Utility Manager of ACES, and also to the Chairman of the



. Board of ACES. Because the As-Chin Indian Community has already been notified that

2 APS intends to terminate its contractual, operational relationship With As-Chin, APS does

3 not anticipate that the Community will oppose the proposed removal of the Community's

4 I lands f rom the Company's CC&N.

5 !6  ;

1

REQUEST FOR APPROVAL TO SELL PROPERTY
PURSUANT TO A.R.S. §40-285

=

=

=

7 Finally, the Company respectiiully requests that the Commission also grant APS

8 approval to sell and transfer to ED-3 the facilities APS owns that are located within the

9 Proposed ED-3 Service Area, including the Sexton Substation, an inoperative 69kV line,

10 and the "Split Ends."

11

I
Ia 1. SEXTON SUBSTATION

The Sexton Substation is located at Highway 84 and Anderson Road, within the

13 E current ED-3 district boundaries and the proposed ED-3 Service Area. ED~3 owns a

14 69kV line that enters and exits the substation, while APS owns the fuses, transformers

15 and breakers comprising the substation. A list identifying the principal APS-owned

16 i. equipment related to the Sexton Substation and inoperative 69 kV sub-transmiSsion line

17 3 (described below) is attached to Mr. FroetScher's testimony at Attachment I

18 APS also currently owns an inoperative 69kV line that extends east from the

19 i Sexton substation. The sale of the inoperative 69kV line to ED-3 will not impact APS's

20 ability to serve its customers, irrespective of whether the requested deletion of the relevant

21 portion of APS's CC&N is approved. The line is not in service, and is not used to serve

22 any APS customers. At present, the only gaining APS equipment associated with the

23 line are roughly twenty one 60-65 foot poles and a conductor that is not used to conduct

24 any electric load. Although the structures supporting the APS line are currently used by

i

13
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I

I

1 | » l 1
; ED-3 to hold ED-3 1n&astructure, the one and assoclated structures are neither necessary

2 I

i

I
l

4 I
3

5

6

7

8

9

| nor useful to APS.

APS and ED-3 have arrived at a negotiated sales price of $100,000.00 for both the

Sexton Substation and inoperative 69kV sub-transmission line. The original cost of the

Sexton Substation was $206,236. It has accumulated depreciation of $120,788, resulting

I in a current net book value of $85,448 (as of June 30, 2007). The inoperative 69kV line

: and supporting structures were installed in 1974, with an original cost of $19,294. This

property is fully depreciated. Because ED-3 has infrastructure attached to the line, were

APS to remove the line rather than include it in the sale to ED-3, APS would have to incur

. additional expenses for such removal, and ED-3 would incur additional cost for the

: construction of a 12 kV distribution system necessary to provide service to customers.

8 Since the line has nO book value, and removal of the line would result in added costs to

APS, the line was included as part of the negotiated sales package to ED-3 .

The requested transfer would not be contrary to the public interest and would be

i consistent with past Cormnission precedent for sales of facilities (including the sale of

.
i

10

11

12

13

14 i

15 !
16 . 4 1 | I A a . 1

fac111t1es to ED-3 speclticdly, whlch was approved m Declslon No. 33182, as described
17

above).
18

~i
I

2. THE "SPLIT ENDS

APS also requests authorization pursuant to A.R.S. § 40-285 to sell ED-3 the Split

Ends. A description of the equipment involved in the sale of the Split Ends is attached to

MI. Froetscher's testimony at Attachment H. The original cost of the split ends in total is

$l9,646,489. After accounting for depreciation, the net book value of the property, as of

October 2007, totals $l3,07l,499, which is also the negotiated sales price for all of the

14



2 |

7

9

11

13

15

1 equipment included in the Split Ends. The net gain to APS from the total sale to ED-3 ,

! alter accounting for a tax impact, is $8,824.

. APS's sale of the Split Ends will not impact its ability to serve its customers,

4 ; irrespective of whether the Commission approves the deletion of the relevant portion of its

i  CC&N. As previously noted, ED-3 currently owns most of the electric distribution

6 I system used to serve the area's customers, and ED-3 wheels energy for APS on that

: system. For that reason, APS's ability to serve its customers already depends on ED-3's

maintenance and operation of that system. By approving the sale to ED-3 of the .

_ remaining APS-owned infrastructure (which is interwoven with ED-3's system), the

| Commission would, in essence, be completing the sale of an electric system that was

i already sold to ED-3 back in 1960 and approved by this Commission in Decision No.

! 32690. In doing so, the Commission will also be approving an arrangement that will

8 clarify responsibility for operating and maintaining the system, will improve the safe

1 operation of the system by defining these responsibilities, will eliminate customer

: contusion resulting from the combined (and convoluted) ownership, and will further the

17

3

3

5

8

10

12

14

16 1 . » n n I
i pubic policy goad of resolving disputes through settlement. Moreover, because there is a

risk that, if this sale is not a roved, ED-3 will choose to serve new or existing customerspp g
18 . l . » •

who re est ED-3's service b b assn current APS mfirastructure and construction itsqu y  u p g g

20 : . . . . . . .
! w1l1 also avoid the potential that APS will suffer stranded costs associated with lines that

2 2 s 1
! be borne by remammg APS customers.

24 3 Due to the relatively small amount of the gain contemplated by this Application, APS proposes that the
_ amount of the gain traditionally shared with customers be treated consistently with past treatment of utility

25 i. property sades as authorized by the Commission in Decision Nos. 60481 (November 25, 2997), 61708
` (May 13, 1999), and 69670 (June 28, 2007). The sale will be recorded and filed as part of APS's Sale of

Utility Property (Net GainS) quarterly report.

19 • • 0 »
own, duphcatlve distribution ones, approval of the Company's requested sale of assets

21 » » I
may ultimately prove unnecessary to serve any APS customers - costs that w11l ultlrnately

23

26

1

i
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I above).

The sale of the Split Ends would thus not be contrary to the public interest and

would be consistent with past Commission precedent for sales of facilities (including the

sale of facilities to ED-3 specifically, approved in Decision No. 33182, as described

APS thus respectfully requests the Commission's authorization of the sale

pursuant to A.R.S. §40-285

CONCLUSION

APS Enrdy believes that approval of the requests contained in the Application will

largely resolve the current inefficiencies and safety concerns now existing in the Proposed

i ED-3 Service Area in a manner that will not negatively impact customers For its part

ED-3 has represented to APS that it will: (1) assume all remaining outstanding

obligations ofAPS to its customers (including any applicable line extension refunds, etc.)

if any, (2) treat all ED-3 customers equally, both in rate structure and other applicable

terms of service, regardless of whether such customers reside inside or outside of the ED

3 district boundaries, and (3) continue to operate as a reliable utility and obtain all

necessaryFERC approvals for wheeling arrangements,as it has historically done

In addition, the deletion of the Ak-Chin Indian Community lands from the

Company's CC&N is also in the public interest. Because APS neitherowns any electric

infrastructure in thatarea nor serves any customers in -its ownright (nor does it have any

realistic prospect of serving any future customers), the Company believes it makes

economic sense for both it and its customers to discontinue its presence in the Ak-Chin

area and formally delete that area from its CC&N. The Ak-Chin utility has served the

entire area's customers since the sale of APS assets to Ak-Chin more than a decade ago

and, as such, the Company's request to clean up its CC&N as it relates to this area is

logical and appropriate

16
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For the foregoing reasons, APS believes that it is in the public interest to sell APS's

distribution facilities and the transmission facilities described in this Application, all of

which are located within the Proposed ED-3 Service Area, and to delete the ED-3 Service

Area and Ak-Chin Indian Community Lands from APS's present CC&N. The Company

therefore asks the Commission to approve this Application.

RESPECTFULLY SUBMITTED this 11"' day of August, 2008.
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TESTIMONY OF DANIEL FROETSCHER
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY

(Docket No. E-01345A-08- )

1.

Q-

A .

INTRODUCTION

PLEASE STATE YOUR NAME, OCCUPATION, AND ADDRESS.

My name is Daniel Froetscher. I am the General Manager of Rural Arizona

Delivery for Arizona Public Service Company ("APS" or the "Company"). In

my professional capacity, I am responsible for APS's daily operations,

maintenance, construction, customer and community leader business inunctions

as they relate to the State Region of APS's service area (other than Metro-

Phoenix), including the Pinal County area. My business address is 400 N. 5m

Street, Phoenix, Arizona 85004.

WHAT IS YOUR
BACKGROUND?

EDUCATIONAL AND PROFESSIONAL

A. I received an Associate of Art degree and an Associate of Business degree from

Central Arizona College in 2002. I am currently enrolled in my senior year at

Northern Arizona University, where I am earning my Bachelor of Arts degree in

Liberal Studies and Public Administration.
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I began employment with APS in 1980 and have served in numerous

management and leadership capacities during my tenure with the Company,

including a seven-year stint (1996 - 2003) as the Southeast Division Manager.

In that capacity, I was responsible for the day-to-day customer service activities

for APS in Pinal County, many of which were specifically related to Electric

District No. 3 ("ED-3"). I have completed numerous professional development

1



courses in utility finance, operations, construction, customer service and

leadership.

Q, HAVE YOU TESTIFIED BEFORE THE ARIZONA CORPORATION
COMMISSION ("COMMISSION") PREVIOUSLY?

A. I have never presented formal testimony in a hearing before this Commission,

although I spoke on behalf of APS at the Commission's 2008 Summer

Preparedness Meeting this past May.

Q- WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
PROCEEDING?
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A. The purpose of my direct testimony is to support the Company's application

relating to the proposed sale of APS facilities to Electrical District No. 3 ("ED-

3") and the deletion of the proposed ED-3 Service Area and lands confined

within the Ak-Chin Indian Community from APS's Certificate of Convenience

and Necessity ("CC&N"). In particular, I describe the local operational and

construction challenges currently existing in the general ED-3 service area,

affecting both APS and its customers. I will also describe the proposed solution

to these challenges that both APS and ED-3 believe will result in efficient

system operations and the provision of reliable energy service to customers

located in the proposed ED-3 service area, and that will therefore be in the

public interest, as well as benefiting APS and its other customers.

SUMMARY OF DIRECT TESTIMONY

PLEASE SUMMARIZE YOUR TESTIMONY.

Prior to 1960, APS was the sole provider of electric service to the general

service area shown on the map attached hereto at Attachment A, and owned all

of the then-existing electrical infrastructure in that area. In 1960 and 1961, the

Commission approved a series of agreements between APS and ED-3, pursuant

2



to which APS agreed to transfer its irrigation pumping customers located within

ED-3's district boundaries to ED-3, and to sell to and then lease back from ED-3

the infrastructure used to serve those and other customers. Under the sale and

leaseback arrangement, APS continued to provide service to ED-3's customers

on behalf of ED-3, and continued to serve all load (including residential,

commercial and industrial customers), with the exception of irrigation pumping

load. In October of 2001, ED-3 assumed operational control of its system and

began to serve residential, commercial and industrial load in addition to its

irrigation pumping customers, transforming ED-3 into a full service Electric

Utility Provider, which continues to expand operations and reliable service to

customers today.

Upon the formal introduction of ED-3 to the area in 1961, load growth and

system upgrade needs within ED-3's district boundaries and the surrounding

area required both APS and ED-3 to add to the system's existing infrastructure

in order to continue providing reliable electric service to the area's customers.

The result is that the system used today to serve the area's customers is now a

complex mix of ED-3 and APS-owned facilities. The intermingled nature of the

utilities' electric distribution facilities, both physically and operationally, as well

as the utilities' overlapping service obligations, negatively impact body the

utilities and their customers, raising operational, safety, coordination, and

administrative concerns, as well as increasing costs to customers of both

utilities.
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To provide a solution that is in the best interests of the customers in the area as

well as APS and ED-3, APS and ED-3 have negotiated an agreement, effective

upon this Commission's approval,  that  APS will sell APS's port ion of the

3



electric distribution system located within or immediately adjacent to ED-3's

district boundaries to ED-3 for the net book value at the time of the transfer .- an

amount that the parties have determined in good faith to be the fair value of the

property. As of October 2007, the net book value was approximately $13

million? In addition, the parties have agreed that, upon Commission approval,

APS will discontinue service to current and prospective APS customers residing

within the area that the parties have designated as the proposed ED-3 "Service

Area" (outlined in blue on the map and detailed in the legal description attached

hereto at Attachment A). This proposal completes the transition of electric

service to the area's customers from APS to ED-3that began in 1960 and which

was previously approved by this Commission. Both APS and ED-3 firmly

believe this transaction will increase the efficiency of system operations while

allowing the provision of reliable energy service to all customers to continue.

111.

Q-

A.

M

BACKGROUND.

WHAT IS "ED-3"?

ED-3 is a municipal corporation, organized under A.R.S. § 48-1701, that serves

both meal and urban electric needs in western Pinal County. Specifically, the

ED-3 district boundaries (which are generally identical to its current service

area) are located directly south of the Gila River Indian Community and in the

vicinity of the City of Maricopa. A map illustrating the current ED~3 district

boundaries is attached to the Company's Application at Attachment B. In the

Company's Application, and for reasons that I will describe, the parties propose
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1 If this Application is approved by the Commission, the final sales price will be adjusted to account for an
updated depreciation calculation along with ac§ustments for any new iinliastructure installed between October of
2007 and the sale date.
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I

to expand the ED-3 Service Area to include the areas contained within the blue

outline on the map at Attachment A (the "proposed ED-3 Service Area").

Q- SUMMARIZE THE HISTORY OF APS'S PROVISION OF ELECTRIC
SERVICE TO THE ED-3 SERVICE AREA.

A. APS has a CC&N for much of the relevant areas of Pinal County, Arizona that

are affected by this Application. Since 1960, both APS and ED-3 have served

customers located within ED-3's proposed Service Area. APS has primarily

served the area's residential, commercial and industrial load, while ED-3 has

historically served the area's in°igation pumping loads.

Prior to 1960, only APS provided electric service to the area now also served by

ED-3, and, accordingly, owned the area's infrastructure. On December 21,

1960, the Commission approved a Power Agreement between APS and ED-3,

pursuant to which APS agreed, for a f ixed charge, to transfer its irrigation

pumping customers to ED-3 and to serve those customers on behalf of ED-3.

The following year, the Commission approved the sale to ED-3 and lease~back

to APS of the facilit ies and infrastructure located within the ED-3 district

boundaries that APS used to serve ED-3's in'igation customers.
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Following that authorization, in July of 1961, APS and ED-3 eNtered into a

Lease Agreement that allowed APS to lease ED-3's transmission and

distribution facilities and to operate and maintain the area's entire electric

system. Under a separate but related Lease Power Agreement entered into at the

same time, APS sold and delivered power to ED-3 over the leased facilities.

Under die provisions of the Lease Agreement and Lease Power Agreement, APS

exercised full operational control over the ED-3 system and served both APS's

customers and ED-3's irrigation pumping customers (on behalf of ED-3). In
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addition, APS retained ownership of other limited distribution facilities in the

ED-3 district boundaries that were not used for irrigation pumping service.

Subsequent to that transaction, APS constructed various line extensions used to

serve new, non-inigation retail load. Except for a single substation (the "Sexton

Substation"), these limited distribution facilities are the only facilities in the ED-

3 district boundaries that are still owned by APS. Ranging from simple pole-

mounted transformers wide service drops to more extensive overhead and

underground distribution systems, the APS-owned facilities radiate from and are

interconnected to the electrical infrastructure owned by ED-3. For this reason,

die APS-owned distribution systems are commonly referred to by both APS and

ED-3 as the "Split Ends."
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In October of 2001, the Lease Agreement expired, and ED-3 assumed complete

possession and operational control of its electric system. In an Order issued by

the Federal Energy Regulatory Commission ("FERC") on February 15, 2002,

FERC noted that the expiration of the Lease Agreement required ED-3 to

resume operational control over its transmission system, and expressly

commented that "EDS is a transmitting utility and there is no evidence that it

cannot properly operate and maintain its transmission system." Arizona Public

Service Company,98 FERC 1161, 172.

At the time that operational control of ED-3's system reverted to ED-3, ED-3

expressed its intent to enter into the retail electric service business for all classes

of customers, which it has since done, concurrent with the investment of

significant capital in infrastructure that allows it to offer bundled retail electric

service to all customer classes located within the proposed ED-3 Service Area,

including those that had been served primarily by APS. The system used to
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distribute energy to all customers within the proposed ED-3 Service Area can

best be described as a complex mix of ED-3 owned facilities and APS owned

facilities. To this day, APS still owns electric distribution facilities that it

constructed in the proposed ED-3 Service Area, and retains the obligation to

provide electric service to the area's residential, commercial, and industrial

classes - potentially even if those loads are already served by ED-3. ED-3 owns

the subtransmission system, distribution substations and most of the area's

distribution system, and serves those customers in its district boundaries that are

not alreadyserved by APS. ED-3 also provides transmission service to APS for

the delivery of electricity to APS loads in the area served from the ED-3 system,

pursuant to a May, 2, 2002 Transmission Service Agreement approved by FERC

on August 2, 2002. See FERC Docket No. TX02-1-000.

Q. HAS APS PREWOUSLY TRANSFERRED ANY OF ITS CUSTOMERS
TO ED-3 •

Yes. As noted previously, the Commission approved the Power Agreement

between APS and ED-3, pursuant to which APS agreed to transfer its irrigation

pumping customers to ED-3 and to serve those customers on behalf of ED-3.

See Decision No. 32690 (December 21, 1960). In addition, since March 1, 2002

(the date on which APS and ED-3 executed an agreement that attempted to

resolve some issues that had arisen in this complex service area by that time, as

will be discussed below), approximately 306 retail customers in the current APS

service area have actively requested service from ED-3 and have thus been

transferred to ED-3 in a cooperative arrangement between the two utilities.

Q- HAS APS PREVIOUSLY SOLD ANY ASSETS TO ED-3?
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A. Yes.  As discussed earlier, the Commission approved the sale to ED-3 and

lease-back to APS of the facilities and infrastructure located within the ED-3

A.
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district boundaries that APS used to serve ED-3's initiation customers. See

Decision No. 33182 (June 9, 1961).

Q~ YOU MENTIONED PREVIOUSLY THAT THE LEASE AGREEMENT
BETWEEN APS AND ED-3 TERMINATED IN 2001. DID ED-3'S ROLE
WITH RESPECT TO PROVIDING ELECTRIC SERVICE WITHIN THE
ED-3 DISTRICT BOUNDARIES CHANGE AFTER THAT TIME?

A. Yes, significantly. As previously discussed, when the Lease Agreement

terminated in October of 2001, ED-3 assumed possession and operational

control of its electric system. At that time, ED-3 also expressed its intent to

enter into the retail electric business, which it has since done. The portion of

Western Pinal County relevant to the Company's Application has experienced

unprecedented growth over the last four years, and ED-3 has been the customer-

chosen service provider for virtually all of such growth. As a result, ED-3

currently serves the great majority of customers in the area.

Q. WHO CURRENTLY OWNS THE FACILITIES THAT ARE USED TO
SERVE ELECTRICITY WITHIN THE PROPOSED ED-3 SERVICE
AREA?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. As previously indicated, APS owns limited electric distribution facilities that it

constructed in the proposed ED-3 Service Area and retains the obligation to

provide electnlc service to the area's residential, commercial, and inrush°ial

classes. ED-3 owns the area's subtransmission (69 kg) system, distribution

substations and most of the local distribution system, including the main

electrical feeders and backbone facilities. ED-3 serves those customers in its

district boundaries that are not alreadyservedby APS.
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Q- HAVE ANY DIFFICULTIES ARISEN IN THIS SITUATION, IN WHICH
APS AND ED-3 EACH OWN INTERCONNECTED PORTIONS OF THE
SAME ELECTRIC SYSTEM?

A. Yes, intermingled ownership of electric distribution facilities and service

obligations between the two service providers gives rise to a litany of problems

that negatively impact both the utilities and their customers. Specifically,

blended ownership of electrical facilities by two utilities within overlapping

service areas, particularly where the facilities are interconnected at literally

hundreds of locations, poses operational, safety, coordination and admiNistrative

concerns. The intermingled service obligation also requires the utilities to

duplicate the cost and responsibility for planning transmission and distribution

infrastructure to serve the area, results in operational and resource inefficiencies,

confuses retail customers, and increases the cost of operations for both utilities

(and increases customer costs accordingly). The current arrangement also gives

rise to the potential for reliability problems in the proposed ED-3 Service Area,

because both ED-3 and APS have overlapping responsibilities for providing

energy service and responding to operational issues. APS believes that the

proposal outlined in its Application will generally resolve these concerns.

Q, THE MARCH
AND
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A.

GENERALLY DESCRIBE THE TERMS. OF 2002
SETTLEMENT AGREEMENT BETWEEN ED-3 APS
("SETTLEMENT AGREEMENT").

In attempt to resolve some of the issues that had arisen as a result of the

intermingled nature of the facilities and service obligations in the proposed ED-

3 Service Area, APS and ED-3 entered into a Settlement Agreement, executed in

March of 2002, in which the parties agreed, among other things, that (upon

approval by this Commission) APS would sell to ED-3 specified electric

distribution facilities located within the proposed ED-3 Service Area, and that

ED-3 would furnish transmission service to APS ("wheel") over ED-3's
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I

transmission lines for a set rate in order to allow APS to continue to serve the

APS customers residing in the area (an arrangement approved by the FERC, as

previously mentioned). The Settlement Agreement, attached hereto at

Attachment C, did not then contemplate that APS would request deletion of the

proposed ED-3 Service Area fromitsCC&N.

I
II

DID THE SETTLEMENT AGREEMENT RESOLVE ALL OF THE
DIFFICULTIES EXPERIENCED BY APS IN THE PROPOSED ED-3
SERVICE AREA?

|
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No. The implementation of the Settlement Agreement proved more complex

than anticipated. Although the terms of that Agreement, by requiring APS (upon

approval of this Commission) to transfer ownership of its distribution facilities

to ED-3, resolved some of the issues regarding intermingled ownership of the

facilities, many of the safety and efficiency concerns arising from the

overlapping operational responsibilities in the proposed .ED-3 Service Area

remained, which were unresolved by the relatively limited nature of the

Settlement Agreement. As the area has urbanized, the complexities of operating

two electric utility systems interconnected at literally hundreds of points have

increased, furthering the safety, operational, coordination, customer service and

administrative challenges the two utilities face.

20
I21 i

For example, field safety issues arise when crews from two separate utilities

operate and maintain different parts of the same system. Operational

inefficiencies and customer confusion are virtually guaranteed when two utilities

are required to respond to a single customer call regarding a faulty line (as they

must, when it is difficult to ascertain which utility owns the line in question

without driving to the worksite). From an operational perspective, and despite

the challenges presented by two interconnected utility systems, the parties have

22

23

24

25

26

10



managed to cooperate in order to serve the area's customers to this point.

Nevertheless, to minimize if not eliminate such safety and operational impacts,

APS and ED-3 have expanded the terms of their Settlement Agreement in order

to better define the parameters regarding which utility was going to serve the

area's customers and how operational elements for both utilities were to be

implemented. This broadened resolution, which the parties believe is necessary

to fully address the operational inefficiencies and safety concerns existing in the

proposed ED-3 Service Area, was documented in a "Supplemental Agreement"

between the parties, dated September 20, 2007 and is attached hereto as

Attachment D.

Q, GENERALLY DESCRIBE THE TERMS OF THE SUPPLEMENTAL
AGREEMENT NEGOTIATED BETWEEN ED-3 AND APS
("SUPPLEMENTAL AGREEMENT").

The parties believe that the Supplemental Agreement will generally resolve the

intermingled service obligations in the Service Area on an interim basis. (The

parties believe that the long-term solution is represented by the requests for

approval made in this Application). In the Supplemental Agreement, for the

benefit of both the utilities and all customers residing in the proposed ED-3

Service Area (APS and ED-3 customers alike), the parties have agreed as

follows: (1) that, consistent with the terms of the Settlement Agreement, APS

will sell its portion of the electric distribution system located within or

immediately adjacent to the proposed ED-3 Service Area to ED-3 for the net

book value of that property at the time of the transfers (calculated to be roughly
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2 As previously explained, if this Applieation is approved by the Commission, a final depreciation calculation
along with adjustments for any new facilities constructed between the filing of the Application and its anal
resolution will be reflected in the parties' adjusted sades price.
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$13.1 million as of October, 2007) - an amount that the parties have determined

in good faith is the fair market value of the property, and (2) that APS will

discontinue service to current and prospective APS customers residing within

the proposed ED-3 Service Area.

APS will continue to serve its customers in the areas immediately adjacent to the

proposed ED-3 Service Area, and will continue to "wheel" power to them over

the ED-3 infrastructure (an arrangement approved by the Federal Energy

Regulatory Commission). Unlike the current ED-3 Service Area, the geography

of the proposed ED-3 Service Area will require the sale to ED-3 of all but a

handful of APS Split Ends, thus resolving most if  not all of the operational

problems currently existing in the area. See Attachment A. And although APS

will still wheel on ED-3's system for the purpose of serving the load emanating

from the limited remaining APS distribution facilities immediately adjacent to

the proposed ED-3 Service Area, that arrangement can easily be accounted for

by placing a handful of master meters on the APS infrastructure (compared to

the current situation, requiring the exhaustive administrative burden of monthly,

aggregated accounting for transmission services), and will be required only until

it makes economic sense for APS to construct its own distribution infrastructure

to serve that area. Transferring the Company's assets and customers within this

proposed ED-3 Service Area as contemplated will "complete" the ED-3 12 kV

distribution system, consolidate all operational, construction, maintenance and

customer service responsibilities in the area to one provider and will avoid the

poten t ia l  r isk  tha t  ED-3  wi l l  bypass APS's  ex is t ing  in f rast ructu re  by

constructing its own, duplicative infrastructure in order to serve any current APS

customer who may ultimately seek service from ED-3 irrespective of whether

the Commission approves the parties' present Agreement, thus allowing APS to
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avoid the potential for new stranded costs. APS and ED-3 believe that this

resolution will result in the most efficient, reliable, and cost-effective provision

of energy service to the area's customers.

Q. DO APS'S CUSTOMERS BENEFIT FROM THE TERMS OF THE
SETTLEMENT AND SUPPLEMENTAL AGREEMENTS?
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A. Yes. As discussed earlier, ownership of electrical facilities by two utilities,

particularly where the facilities are interconnected at literally hundreds of

locations, poses operational, safety, coordination, customer service and

administrative concerns. Customer confusion is a common theme under the

current scenario, as existing customers routinely see two service providers

working in the area on service and reliability-related issues and do not

understand that either utility may have a system issue that impacts the

customer's electric service. New customers can be further confused, as one

provider (APS) has the obligation to serve, yet has limited electrical facilities

with which to do so, while the other provider owns the majority of facilities and

would prefer to serve new customers. Administrative elements, such as whether

any one utility's line extension policy should apply given the convoluted nature

of the system, and to which new customers, are also problematic. The parties

believe that the implementation of the Settlement and Supplemental Agreements

will generally remedy many of these concerns. To the extent the express terms

of the Agreements themselves do not resolve any single issue, the parties have

agreed to continue their mutually cooperative relationship if and when this

Application is approved in order to ensure that the electric system in the

proposed ED-3 Service Area continues to provide reliable service to the area's

customers.
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Q- THE COMPANY PREVIOUSLY FILED A SINIILAR APPLICATION
WITH THIS coMmissIon THAT WOULD HAVE ALLOWED APS TO
SELL CERTAIN FACILITIES TO ED-3, BUT SUBSEQUENTLY
WITHDREW IT. PLEASE EXPLAIN.

A. The parties' original Settlement Agreement naturally required that APS seek this

Commission's approval of its terms. Thus, on April 15, 2002, APS applied to

this Commission for approval to sell its electric distribution facilities located

within the ED-3 district boundaries to ED-3. ED-3 intervened in support of that

Application on February 4, 2003. APS's initial Application sought approval

only to sell and transfer to ED-3 the APS-owned facilities and did not seek to

rescind the ED-3 Service Area from APS' CC&N.

However, as previously described, in working towards implementation of both

Agreements, APS and ED-3 have concluded that unless one provider is

identified within the service territory and charged with the obligation to perform

all electric utility functions, confusion would continue to exist with customers,

along with the ongoing operational, safety, reliability, customer service and

administrative concerns. Thus, APS, with ED-3's support, voluntarily withdrew

the original Application.

IV. APS'S REQUEST FOR DELETION OF THE PROPOSED ED-3 SERVICE
AREA FROM ITS CC&N.

Q- SPECIFICALLY DESCRIBE THE BOUNDARIES OF THE PROPOSED
ED-3 SERVICE AREA.

A. The general area of the service territory is south of the Gila River Indian

l

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Community, north of the Toho ro Indian Community, east of the Pina]-Maricopa

County line, and west of the City of Casa Grande. See Attachment A. The ED-3

service area encompasses 149,309 acres or 233 square miles. A legal description

o f APS's current CC&N within the proposed ED-3 Service Area is attached

hereto at Attachment E.
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Q- HOW MANY TOTAL CUSTOMERS RESIDE IN THE PROPOSED ED-3
SERVICE AREA?

The Company believes that, as of June 2008, 21,024 customers reside in the

proposed ED-3 Service Area. Of that total, APS serves an approximated 3,993

customers, while ED-3 serves 17,031.

Q. YOU HAVE INTIMATED THAT THE PROPOSED ED-3 SERVICE
AREA INCLUDES LAND THAT DOES NOT FALL WITHIN ED-3'S
DISTRICT BOUNDARIES. DOES APS BELIEVE THAT ED-3 WILL
TREAT THOSE CUSTOMERS EQUALLY TO THE CUSTOMERS
CURRENTLY VVITHIN THE DISTRICT?

Yes. ED~3 has informed APS that it does not intend to have a two-dered rate

structure or that it will otherwise treat customers located outside the ED-3

district boundaries any differently than it does customers lying inside of those

boundaries. ED-3 has also indicated that it will make such commitments to this

Commission in this proceeding.

Q- HOW MANY APS CUSTOMERS WILL BE TRANSFERRED TO ED-3 IF
THIS APPLICATION IS APPROVED?

All of the APS customers residing in the proposed ED-3 Service Area will be

transferred to ED-3 if this Application is approved, a variable number currently

estimated to be just under 4,000.
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Q- SPECIFICALLY DESCRIBE HOW THE APS CUSTOMERS AFFECTED
BY THIS APPLICATION WILL BE NOTIFIED OF THEIR TRANSFER
TO ED-3.

Both ED-3 and APS are committed to educating their respective customers of

the transfer. As described in the Communication Plan, attached hereto at

Attachment F, APS will, among other things, notify both its current customers

and surrounding landowners of this Application and proposal by publishing

notification in the newspapers circulated in the proposed ED-3 Service Area and

by sending a direct mail notice to all current APS customers that will be

A.

A.

A.

A.
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affected. In addition, APS and ED-3 will jointly advertise and conduct at least

one "community open house" to discuss the background, current status and

proposed remedies (as described within the Application) of this issue. APS will

also provide a website, complete with a thorough explanation of the terms of and

reasons for the Agreement and serving as a conduit for customer questions or

concerns.

Q- ASSUMING THAT THE REQUESTED DELETION OF THE PROPOSED
ED-3 SERVICE AREA FROM APS'S CC&N IS APPROVED, HOW DO
THE UTILITIES PROPOSE TO TRANSITION SERVICE OF Apsfg
EXISTING CUSTOMERS FROM APS TO ED-3?

A. APS and ED-3 are worldng together to identify a transition process that

includes: (1) the transfer of meter read routes, (2) the transfer of easements,

rights-of-way and permits, (3) the transfer of all operations maps, (4)

descriptions of addresses and types of services, (5) load information, (6)

construction advances, and (7) an appropriate communications plan. The

Company will provide further details regarding this transition process as the

proceedings in this matter progress.

WILL APS CONTINUE TO SERVE ANY CUSTOMERS IN THE
VICINITY SURROUNDING THE PROPOSED ED-3 SERWCE AREA?
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A. Yes, as indicated previously, APS will continue to serve customers that reside in

areas that are adjacent to but outside of the proposed ED-3 Service Area by

wheeling on the ED-3 system, under the FERC-approved wheeling agreement.

APS will continue to wheel on the ED-3 system in order to serve these

customers only until sufficient growth is reached in the area to justify the

construction of additional APS infrastructure that will enable APS to transmit

energy to that area without the need for a wheeling arrangement with ED-3 .
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Q- WILL ELECTRIC SERVICE RELIABILITY TO THE AREA
IMPROVED IF THE REQUESTED DELETION IS APPROVED?

BE

A. Yes, I believe that it will. By eliminating duplicative and confusing obligations

regarding the proposed ED-3 Service Area's electric systems, ED-3 will be in a

better position to plan, finance, maintain, operate and construct a cohesive

electric system in the designated service area. Additionally, the need for both

utilities to respond to certain emergency and service issues will be eliminated,

thus increasing service response times and improving operational efficiencies.

Finally, confilsion over the ownership of electrical distribution facilities and the

obligation to repair or maintain said facilities should also be eliminated.

Q- IN SUM, WHY SHOULD THE COMMISSION APPROVE APS'S
REQUEST TO ALLOW APS TO DELETE THE PROPOSED ED-3
SERWCE AREA FROM ITS CC&N?

A. Clarifying that ED-3 is responsible for providing reliable electric service to all

customers in the region will eliminate the duplication of responsibilities for

planning and constructing expensive transmission and distribution infrastructure

required to serve the area, eliminate confusion for retail customers, promote

safety to field personnel by consolidating the design, construction, operation,

maintenance, access, and related responsibilities to one utility, and provide cost

benefits to both the utilities and the customers in the area.

v. APS'S REQUEST FOR DELETION
COMMUNITYLANDS FROM ITSCC&N.

OF THE AK-CHIN INDIAN

Q. SPECIFICALLY DESCRIBE THE BOUNDARIES OF THE AK-CHIN
INDIAN COMMUNITY.
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A. The general area of the Ak-Chin Indian Community is southwest of the Gila

River Indian Community, and in the north central portion of the proposed ED-3

Service Area. See Attachment A. The Ak-Chin Indian Community lands cover

17



approximately 20,500 acres or 32 square miles. A legal description of the Ak-

Chin Indian Community lands is attached hereto at Attachment G.

Q. WHY SHOULD THE COMMISSION APPROVE APS'S REQUEST TO
ALLOW APS TO DELETE THE AK-CHIN INDIAN COMMUNITY
LANDS FROM ITS CC&N?

A. In Decision No. 60433 (Sept. 29, 1997), this Commission approved the sale

from APS to the Ak-Chin Indian Community of all APS assets existing within

the Ak-Chin's boundaries. This sale and transfer was motivated by the Ak-Chin

Community's decision to form its own utility, now known as Ak-Chin Energy

Services ("ACES"). Since that sale and transfer, ACES has served the entire

area within the Community's boundaries, using the AK-Chin-owned electnlc

facilities.
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APS currently operates the Ak-Chin system as ACES's "control area operator"

pursuant to a Maintenance and Construction Agreement and a Service

Agreement. Those agreements, however, will terminate on December 31, 2008

and will not be renewed. APS assumed the role of "control area operator" for

ACES ten years ago, when Ak-Chin decided to take over the electric system

within the Community's boundaries, as a means of transitioning the new Ak-

Chin utility to its newly assumed responsibilities.

More than a decade has passed since then, and As-Chin no longer requires

APS's transitional support. APS has no customers on the Ak-Chin lands and has

no reasonable prospect for acquiring any customers in that area in the iiiture.

Moreover, the Company realizes little to no profit margin in continuing its

contractual relationship with ACES. In fact, with ED-3 serving the majority of

the area surrounding the Ak-Chin Community (as previously described), and

providing "wheeling" services to ACES as necessary, APS's presence

18



throughout the total internal boundaries of the proposed ED-3 Service Area

which includes t he Ak-Chin lands,  as depict ed on At t achment  A -  has

diminished substantially from what it was ten years ago, when APS first sold its

system to As-Chin.

On the other hand, the balance of the APS service area in Pinal County has seen

extensive growth, and APS believes that its resources are better deployed

serving its own customers. Given the diseconomies of continuing to maintain its

diminished, contractual presence on the Ak-Chin Indian Community's lands,

particularly compared to the obligations and responsibilities existing in the

surrounding area, APS requests that the Commission delete the Ak-Chin Indian

Community from the Company's CC&N, thereby completing the total transition

of electric service to ACES that the Commission began in 1997 with Decision

No. 60433. Because the.Ak-Chin Community lands fall wholly within the

proposed ED-3 Service Area, APS believes it makes practical sense to "clean

up" its CC&N relating to the area as a whole by also formally deleting the Ak-

Chin Indian Community boundaries at the same time that it modifies its CC&N

to account for the deletion of the proposed ED-3 Service Area.

Q. SPECIFICALLY DESCRIBE HOW THE APS CUSTOMERS AFFECTED
BY THE REQUESTED DELETION OF THE AK-CI-IIN COMMUNITY
LANDS FROM APS'S CC&N WILL BE NOTIFIED OF THE REQUEST.
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A. APS has no current customers residing with the Ak-Chin Indian Community,

and no realistic prospects of obtaining future customers. For that reason, APS

will notify Ak-Chin of the requested deletion by sending written notification of

its intent to remove its service obligations in that area to the Chairman of the

Ak-chin Indian Community Tribal Council, to Leonard Gold, Utility Manager

of ACES, and also to the Chairman of the Board of ACES. Because the Ak-
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Chin Indian Community has already been notified that APS intends to terminate

its contractual, operational relationship with As-Chin, APS does not anticipate

that  the Community will react  negat ively to  the proposed removal of the

Community's lands from the Company's CC&N.

VI. APS REQUEST TO SELL PROPERTY TO ED-3 •

A. SelxtonSubstation and the Inoperative APS 69kVLine.

Q. DESCRIBE THE NATURE AND OWNERSHIP OF THE PROPERTY
RELATED TO THE SEXTON SUBSTATION AND 69KV LINE AT ISSUE
IN THIS APPLICATION.

A. The Sexton Substation is located at Highway 84 and Anderson Road, within the

current ED-3 district boundaries and the proposed ED-3 Service Area. ED-3

owns an operative 69kV line that enters the substation, while APS owns the

fuses, transformers, and breakers comprising the substation. APS also owns an

inoperative 69kV sub-transmission line that exits the substation - a line that is

1.3 miles in length, is radial in nature and, because it is inoperative, is not used

to serve any APS customers. The only remaining APS equipment associated

with the line are roughly twenty one 60-65 foot poles and a conductor that is not

used to transmit any electric load. The structures supporting the APS line are

currently used by ED-3 to support ED-3 infrastructure, but are neither necessary

nor useful to APS. A list identifying the principal equipment related to the

Sexton Substation and inoperative 69 kV sub-tiansmission line owned by APS,

as well as their aggregated original cost and remaining net book value, is

attached hereto as Attachment I.

Q. WILL THE SALE OF APS'S PORTION OF THIS PROPERTY TO ED-3
IMPACT THE COMPANY'S ABILITY TO SERVE ITS CUSTOMERS?
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A. No, it will not. Both APS and ED-3 customers are already served by the ED-3-

owned l2kv line emerging from the Sexton Substation, and APS pays ED-3
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(pursuant to a FERC-approved wheeling agreement) to wheel power over ED-3

lines in order to serve APS's customers in the area. This arrangement will

continue after the sale of the Sexton Substation whether or not the requested

deletion from APS's CC&N is granted. Moreover, the sale of the Sexton

Substation to ED-3 will have the benefit of malting contiguous ED-3's existing

69kV subtransmission and distribution system, consolidating all such facilities

under common ownership with common operating, maintenance and other

service responsibilities. Clearly, the sale of the inoperative 69kV sub-

transmission line to ED-3 will not impact APS' ability to serve its customers.

Q- FOR WHAT PURCHASE PRICE DOES APS INTEND TO SELL THIS
PROPERTY?

A. APS and ED-3 have arrived at a negotiated sales price of $100,000 for both the

Sexton Substation and inoperative APS 69kV sub-transmission line.

Q- HOW WAS THAT SALES PRICE DETERMINED?
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A. The original cost of the Sexton Substation was $206,236. It has now

depreciated in value by $l20,788, resulting in a current net book value of

$85,448, as of June 30, 2008. The inoperative 69kV line and supporting

structures were installed in 1974, with an original cost of $19,294. This

property is now tilly depreciated. Because ED-3 has infrastructure attached to

the line, were APS to remove the line rather than include it in the sale to ED-3,

APS would have to incur additional expenses for such removal, and ED-3 would

incur additional costs for the construction of a 12 kV distribution system

necessary to provide service to customers. Since the line has no book value, and

removal of the line would result in added removal costs for APS as well as

added construction costs for a similar line for ED-3, APS included the line as

part of the negotiated sales package to ED-3.
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B. T7ze "Split Ends

Q- SPECIFICALLY DESCRIBE THE EQUIPMENT COMPRISING THE
SPLIT ENDS.

As previously described, the Split Ends consist of equipment such as a

transformer on an ED-3 pole, the service and meter for an individual customer,

miles of primary conductors, and the like. An itemization of the equipment

encompassing the "Split Ends," as well as their aggregated original cost and

remaining net book value, is attached at Attachment H.

Q- WILL THE SALE OF THE SPLIT ENDS BY APS TO ED-3 IMPACT
SERWCE TO CUSTOMERS?
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A. No, it will not. As previously noted, ED-3 currently owns most of the electric

distribution system used to serve the area's customers, and ED-3 wheels energy

for APS on that system. For that reason, APS's ability to serve its customers

already depends on ED-3's maintenance and operation of that system. By

approving the sale to ED-3 of the remaining APS-owned infrastructure (which is

interwoven with ED-3's system), the Commission would, in essence, be

completing the sale of an electric system that was already sold to ED-3 back in

1960 and approved by this Commission in Decision No. 32690. In doing so, the

Commission wi l l  also be approving an arrangement that wi l l  clari fy

responsibility for operating and maintaining the aggregated system, will improve

the safe operation of the system by defining these responsibilities, will eliminate

customer confusion resulting from the combined (and convoluted) ownership,

and will further the public policy goal of resolving disputes through settlement.

Moreover, because there is a risk that, if this sale is not approved, ED-3 will

choose to serve new or existing customers who request ED-3's service by

bypassing current APS infrastructure and constructing its own, duplicative

distribution lines, approval of the Company's requested sale of assets will also

A.
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I

avoid the potential that APS will suffer stranded costs associated with lines that

may ultimately prove unnecessary to serve any APS customers ... stranded costs

that would ultimately be home by APS customers.

Q-

A. The original cost of the Split Ends was $19,646,489.

WHAT IS THE ORIGINAL COST OF THE SPLIT ENDS?

Q- WHAT IS THE SALES PRICE OF THE SPLIT ENDS?

A. APS and ED-3 have arrived at a negotiated sales price for all of the equipment

included in the Split Ends of the current net book value of these assets - a total

of approximately $13.1 million, as of October, 2007. This amount will be

adjusted, as previously discussed, as necessary upon approval of this Application

to account for additional depreciation and any new facility additions. The net

gain to APS from this total sale, calculated as of June 2008, after accounting for

a tax impact of $5,728 is $8,824. This amount will vary slightly based on net

book value at the time the Company's Application is approved, as previously

discussed.

Q- HOW WILLANY GAIN BE TREATED BY APS?
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A. Due to the relatively small amount of the gain contemplated by this Application,

APS proposes that the amount shared with customers be treated consistently

with past treatment of utility property sales, as authorized by the Commission in

Decision Nos. 60481 (November 25, 1997), 61708 (May 13, 1999) and 69670

(June 28, 2007). APS thus suggests that the gain be recorded and tiled as part of

APS's Sale of Utility Property (Net Gains) quarterly report.
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Q- IN GENERAL, WILL APPROVAL OF APS'S OVERALL REQUEST TO
SELL PROPERTY CONTAINED IN THIS APPLICATION DISPOSE OF
ALL APS-OWNED PROPERTY LOCATED IN THE PROPOSED ED-3
SERVICE AREA?

No. Approval of the Company's Application will dispose only of APS's

distribution and sub-transmission infrastructure in the proposed ED-3 Service

Area. APS owns 230 kV transmission lines and a 230 / 69 kV substation, the

Santa Rosa Substation, within the proposed ED-3 Service Area. These facilities

are necessary for APS to serve its broader customer base in Pinal County, and

are thus not included in the requested sale of assets to ED-3 .

Q- IN SUM, WHY SHOULD THE COMMISSION APPROVE APS'S
REQUEST TO SELL PROPERTY?
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By approving the sale to ED-3 of the remaining APS-owned infrastructure

(which is interwoven with ED-3's system), the Commission would, in essence,

be completing the sale of an electric system that was already sold to ED-3 back

in 1961 and approved by this Commission in Decision No. 32690. In doing so,

the Commission will also be approving an arrangement that will clarify

responsibility for operating and maintaining the aggregated system, will improve

the safe operation of the system by defining these responsibilities, will eliminate

customer confusion resulting from the combined (and convoluted) ownership,

and will improve the area's environmental and esthetic landscape by abolishing

the need for two sets of wires. Commission approval of the requested sale will

also allow APS to avoid the risk that ED-3, unable to purchase APS's property,

will bypass the Company's existing distribution infrastructure and construct its

own lines to serve new or existing customers who choose to be served by ED-3

rather than APS, thus duplicating the area's infrastructure and enhancing the risk

that APS will suffer stranded costs in the future if its equipment is no longer

necessary to serve any APS customers.
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CONCLUSIONVII.

Q-

A.

DO YOU HAVE ANY CONCLUDING REMARKS?

APS firmly believes that approval of the requests contained in the Application

will largely resolve the current inefficiencies and safety concerns now existing

in the area, in a manner that will not negatively impact customers. For its part,

as described in ED-3's intervening testimony, ED-3 has represented to APS that

it will: (1) assume all remaining outstanding obligations ofAPS to its customers

(including any applicable line extension refunds, etc.), if any, (2) treat all ED-3

customers equally, both in rate structure and other applicable terms of service,

regardless of whether such customers reside inside or outside of the ED-3

district boundaries, and (3) continue to operate as a reliable utility, obtaining all

necessary FERC approvals for wheeling arrangements as it has historically

done.

In addition, the deletion of the Ak-Chin Indian Community lands from the

Company's CC&N is in the public interest. Because APS neither owns any

electric infrastructure in that area nor serves any customers in its own right (nor

does it have any realistic prospect of sewing any nature customers), the

Company believes it maces economic sense for both it and its customers to

discontinue its presence in the Ak-Chin area and formally delete that area from

its CC&N. The Ak-Chin utility has served the entire area's customers since the

sale of APS assets to Ak-Chin more than a decade ago, and as such the

Company's request to clean up its CC&N as it relates to this area is logical and

appropriate.
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For these reasons, APS asks the Commission's approval of both the sale of

facilities and the deletion of the CC&N. APS and ED-3 can then focus planning

25



I
I

efforts and resources towards strengthening our abilities to provide reliable and

affordable electricity to each of our respective customers with clearly defined

ten°itories and facilities. If  the Company's Applicat ion is approved, the

Company and ED-3 are committed to continuing their cooperative working

relationship to ensure that any problems that may arise in the proposed ED-3

Service Area thereaiier are appropriately and timely resolved, and that reliable

service to the area continues. In sum, APS and ED 3 believe that approval of the

requests made in this Application will allow each utility to be poised to provide

foundational electrical infrastructure for all current and future customers in the

region.

Q, DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?
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A. Yes

26



pxwu°!=\°n"ll1!d'sd \"€CI3\Sd\*°£Cl3\€G3l5S §
S
S

III
z w

g
Sn

.-3
E In

sq
N

IDN
1 -

m
as
L .

<
m
o

E
asU)

¢~'>n
l.u
'c
ea
Ia
c
Q.
o
D.



Attachment A

Legal Description of Proposed
ELECTRICAL DISTRICT NO.3 OF PINAL COUNTY

Service Area

The described areas illustrate the proposed service area of Electrical District No. 3.

Township 4 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 13 to 23 and26 to 35.

Township 4 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 13 to 29 and 33 to 36;
EXCEPT the following:

The SW4 and the SO of the SE4 of Section 18, and
The NW4 and the SO of Section 19, and
The WE of the NW4 and the SO of Section 29, and
The S2 of the NW4 and the SO of Section 33.

Township 4 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 15 to 22, 27 to34.

Township 5 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 2 to 11 and 13 to 36.

Township 5 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1, 2, 3, 11, 12, 16 to 21, 25 to 36;
EXCEPT the following:

The NO of Section 25, and
The NO of Section 26, and
The NO of Section 27.

Township 5 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 3 to 15, 22 to 36 and Tracts 37 to 52;
EXCEPT the following:

The W2 of Section 15, and
The WE of Section 22, and
The SE4 of Section 24, and
The ET of the ET of Section 25, and
That portion of the NEW of Section 25 lying north of the MARICOPA-CASA GRANDE
HWY right of way, and
Those portions of Section 27, 28, 29 and 30 lying north of the following described line:
BEGINNING at the NW comer of Tract 43; Thence North 89°07'55" East 2123.92 feet to
the NE comer of Tract 43 also being the NW comer of Tract 42, Thence North 89°56'03"
East 2620.70 feet to the NE comer of Tract 42, Thence South 00°02'28" West along the east
line of Tract 42 1814.83 feet, Thence North 89°50'01" East 1318.19 feet to a point on the
west line of Tract 53, Thence North 00°01 '36" East 1883.45 feet to the NW corner of Tract
53, Thence South 89°05'54" East 5272.86 feet to the NE comer of Tract 53, Thence South
00°07'59" East along the east line of Tract 53 1808.01 feet, Thence South 89°37'54" East
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4235.51 feet to a point on the west line of Tract 40, Thence North 00°01 ' 12" West 1861.85
feet along the west line of Tract 40 to the NW comer of Tract 40, Thence North 89"59'58"
East 2601 .95 feet to the NE comer of Tract 40, Thence North 00°03'58" East 827.35 feet to
the N4 comer of Section 27 and POINT OF TERMINUS.

Township 5 South, Range 5 East of the Gila and Salt  River Meridian, Pinal County, Arizona,
The SO of the SW4 of the SW4 of Section 31, and
That portion of Section 31 described as follows:
BEGINNING at the NW comer of Section 31, Thence East along the North line of said Section 31
50.00 feet, Thence South on a line parallel with and 50 feet east of the west line of said Section 31
to a point on the North line of the SO of the SW4 of the SW4 of Section 31, said point also being the
POINT OF TERMINUS.

Township 6 South, Range 2 East of the Gila and Salt  River Meridian, Pinal County, Arizona,
All of Sections 1 to 36.

Township 6 South, Range 3 East of the Gila and Salt  River Meridian, Pinal County, Arizona,
All of Sections 1 to 36.

Township 6 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to 36;
EXCEPT the following:

The ET of Section 1, and
That portion lying Northeasterly of the following described line:
BEGINNING at the N4 comer of Section 12, Thence South 00°08'22" East along the
North-South Mid#Section line of 12 657.59 feet to the SW comer of the NW4 of the NW4 of
the NE4 of Section 12, Thence South 44°47'5l" East to a POINT OF TERMINUS on the
east line of the SE4 of Section 12.

Township 6 South, Range 5 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 7, 17, 18, 19, 30, 31;
EXCEPT the following:

That portion of Sections 7, 17 and 18 lying Northeasterly of the following described line:
BEGINNING at the S4 comer of Section 17; Thence North 00°50'50" West along the
North-South mid Section line of Section 17 1333.11 feet to the NE comer of the SE 4 of the
SW4 of Section 17, Thence North 63°40'56" West through Section 17 and Section 18
4472.70 feet; Thence North 44°47'51" West through Sections 18 and 7 to a POINT OF
TERMINUS on the west line of the SW4 of Section 7.

Township 7 South, Range 2 East of the Gila and Salt  River Meridian, Pinal County, Arizona,
All of Sections 1 to 36.

Township 7 South, Range 3 East of the Gila and Salt  River Meridian, Pinal County, Arizona,
All of Sections 1 to 36.

Township 7 South, Range 4 East of the Gila and Salt  River Meridian, Pinal County, Arizona,
All of Sections 1 to 36.
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Township 7 South, Range 5 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 6, 7, 9, 10, 15 to 24;
EXCEPT the following:

The WE of Section 9.
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Attachment CDUPLI-CATE
ORIGINAL

EXECUTION COPY

SETTLEMENT AGREEMWT

THIS AGREEMENT, dated as of the let day of Malrcb, 2002, is made by and among
Electrical District No. 3 of the County of Penal, State of Arizona in its own behalf and in its
capacity as suoccssor in interest to Electric Disuirrz No. 1 of the County of final, State of
Arizona ("ED1") as to allymaters affected by this Agreement ("EDS"),Arizona Public Service
Company ("APS"), and Pinnacle West Capital Corporation ("PWCC") (each individually, a
"Party," mudcollectively, the "Parties").

ThisAgreementis made with reference to the following facts, among othersz

1.1 On July 7, 1961, EDS and APS executed a Lease Power Agreement (the "EDS
LPA"). Pursuant to noticeof termination duly given by EDS on Jame 23, 1998, the EDS LPA is
due to expire by its terms on February 3, 2003.

1..2 On Jdy 7, 1961,ED 3 and APS executed a. Lease Agreenncnt (the"ED 3 Lease")
which, pursuant to notice of tcunination, terminatedmidnight, October 8, 2001 .

1.3 . On Mszeh 29, 1977, EDI and APS executed a Lease Agreement gzraniing a
twenty-Eve year lease of certain electrical facilities ownedby EDI (the "Hr Lease"). Pursuant
tonotice of terminationduly given byEDS on June 23, 1998, the EDI Lease is due to expire on
Manzh 29,2002.

1.4 on Manrch 29, 1977, EDI and APS executed a Lease Power Agreement (the "EDI
LPA"). Pulslllant to notice of termination duly given on behalf of EDI on June 23, 1998, the
EDI LPA is due to expire by its terms on August 17, 2002.

1.5 Both the EDI Lease and the ED3 Lease allowed APS to extend its own facilities
Eoin thoseEDI and EDS electrical facilities that were leasedto APS.

1.6 Tbc termination of the EDS Lease Md the imminent termination oftheED1Lease
create a need on the part of dl of the Parties to provide for orderly contractual arrangements,
'mcludinng anagrecd schcdnde for the termination of the ED1 LPAland the EDS LPA. and the
orderly configuration of systems and facilities for serving their respective customers following
the termination of the EDI Lease and the EDS Lease.

1.7 PWCC has previously initiated proceedings to obtain an order for mandatory
transmission service pllrsuant to Sections 211 and 212 of the Federal Power Act (16 U.S.C. §§
824j, 824k) in contemplation of the termination of the EDS Lease in FERC Docket No. TXO2-1-
000. On January 17, 2002, the Fedaad Energy Regulatory Commission ("FERC") issued a
preliminary order directing transmission services and ordering funiler procedures 'm its Docket
No. TX02-1-000 (Pinnacle West Capital Corp., 1
2002, PWCC tendered to EDS a request for transmission service over the facilities subject to the
EDI Lease. - '

1.

98 FERC 61,039 (200z)). on Fehmry 12,
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1.8 EDS plans to move its transmission ad distribution system and associated loads
electrically from the Control Area of APS to the Control Area of the Saint River Project
Agricultural ImprovementDistrict.

2. AGREEMENT:

Now ilzemfore, in consideration of the mutual covenants set forth herein, the mutual
ben¢.ts to be derived Brow the implementation of this Agreement and in the interest of
tcrminadang pending Md potential fixture litigation between Md mnong the Parties, it is hereby
agreed as follows:

3. wAR1=.An11Bs AND REPB1=,.s18;~1TA'nons:

EDS warrants and :epmcsents that it is the successor 'm interest to ED1 as to all matins
a8'eGted by this Agreement.

4. TFFMWATIWN OP FDI LEASE:

The ED1 Lease shall terminate in accordance with its terms elective midnight on March
31, 2002. APS sllall surrender to EDS all facilities and property previously subject to the EDI
Lease to EDS at 12:01 mm. April 1, 2002. APS shallprepare and tile, at its own cuqamse, all
notices required to be Bled with FERC 'm Erda to cause the E D I Lease termination. ED3 shall
51e a notice of concurrence with respect to the notice of termination to be ilea by APS, and both
APS and EDS shall cooperate in seeking expeditious acceptance by FERC of the notice of
termination of the ED1 Lease. -

5. MODIFICATION AND IERMINAHON QF LEASE PQWER AGREEMENTS:

5.1 The ED1 LPA and the EDS LPA shall terminate e&lective upon the purchase by
ED 3 of APS's Sexton Substation 'maecomdance with the terms of this Agreement. APS will tile
notices of termination of the EDI LPA and the BD3 LPA with FERC, which notices will request
a termination effective date concurrent with the purchase date of the Sexton Substation. In the
event a required regulatory approval for the transfer of the Sexton Substation is denied, the
Parties shall inmnnediately negotiate in good faith to reach a.ltcr'na1iVe arrangements that will place
the Parties in the same relative economic position as provided by the transfer of said substation.

5.2 The Parties shall cooperate in malling whatever regulatory Slings arc required to
cause the termination of the ED1 LPA and the EDS LPA to be eicctivc as contemplated by
Section 5. 1. -

5.3. Pending termination of the BD1 LPA and the EDS LPA and as an integral part of
the overall settlement, the Parties =s1¢<= to amend the EDI LPA and the EDS LPA to remove,
effective as of March 1, 2002, any restriction on the type of loads that can be served by a Party
within the district boundaries opED 1 and ED 3.

2
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5.4
loads.

EDS will not apply its 15 mill transmission charge to APS for ED1 andEDS

5.5 ED3 will erect a nefvnud or transmission billing credit, atAPS' option, to APS of
all aments collected by EDS Erma Ummisdon biHilugs rendered at EDS's 15 nail] per kph rate

for transmission service provided by EDS to APS to enableAPS to transmit and deliver power
uundcr the EDI LPA and the ED3 LPA to the EDS and EDI loads during November and
December2001.

5.6 APS will process pending customer applications for service from ED3, and will
facilitate, subject to any necessary regulatory approvals, ED3's purclmse of Aps-owned
extensions of its distribution facilities iron thoseof EDS (herein, "split elude") that are used to
serve customers twlnsfezriing to EDS service. EDS will be responsible for meter reading and
billiiugtoretalilcustomerstransferringtoitssystemfromthedate of customer transferal

ilmereafter.

I I '1W pp OF FAGII ITIFS=

As consideration for EDS's agreement to the termination of the ED1 LPA and the ED3
LPA as set forth in A11ic1e 5 above, and ED3'selixunination oftransmissioncharges for EDI and
EDS loads under the ED1 LPA and the Eos LPA, APS win provide BD3 with a credit of
$650,000 (sixhundred lily thousand dollars)to be applied as fbllowsz

6.1. Subject to the mthorizatiom of the Arizona Corporation Commission ("ACC")
pursuant to Arizona Revised Statutes ("A.R.S.") § 40-285, ANS shall convey to EDS and ED3
shall purchase the Sexton Substation for a stipulated price of $100,000 (one hundred thousand
dollars). APS shallberesponsible for all necessary Slings with the ACC for the sale of Sexton
Substation to ED 3 on or before April 15, 2002, and shall prosecute such applications vigorously
to conclusion. On the request of APS, EDS shall use a.1lreasonable cHloris to cooperate with
APS inthe tiling and prosecution of such applications.

6.2. Subject to the approval of FERC under Section 203 of the Federal Power Act (16
U.S.C. § 82,4b) ad such authorization of the ACC (if any) as may be necessary to enable APS
lawfully to e&lectuate the conveyance, APS shall convey to EDS the 69 kV line extending east
from Sexton Substation. APS and EDS shall negotiate in good faith the price to be paid by ED3
for the conveyance of the 69 kV ljnc. APS shall be responsible for filing all necessary
applications for FERC and.if necessary, ACC, authorization of the conveyance of the 69 kV line
within thirty days of the Parties' ogre end as to the price to be paid by EDS to APS for such
purchase and shall prosecute such applications vigorously to conclusion. On the request of APS,
EDS shall use all reasonable efforts to cooperate m'th APS in the Sling and prosecution of such
applications.

-up

6.3. The balanceof the $650,000 (six hundred if try thousand dollars) remaining aflcr
application to ED3's purchase of the Sexton Substaitiozn Md EDS's purchase of the 69 kV
transmission line extending easxwaijd from the Sexton Substaition shall be applied to the purchase
of APS-owned extensions of its distribution facilities firm those of BD3 ("spl.it ends"). Values

3

6.
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for speeiNc facilities shall be determined by mutual agreement of APS and EDS. APS and EDS
will cooperate on "split end" selection and the allocation of the remaining balance among
specific facilities. APS and EDS small cooperate 'm obtaining arty required regulatory approvals
related to the sale by APS of"split end" facilities in the manner set forth in Sections 6.1 and 6.2
of this Agreement

6.4. Following application of the 11111 balance of the $650,000 (six hundred Entry
thousand dollar) credit linda M Article 5, APS and ED3 will continue to cooperate and
negotiate in good &it for the sale of other "split ends" with'm the combined boundaries of EDI
andED bAPS to ED3.

nzAnsm1ssIon SERWCE OVER E151 FACILITIES;
WITHDRAWAL Np RBOUFST FOR TR ANSM:l9SIl"lN SERVICE;

7.1 EDS shall provide transmission service, \m.d»er the tansmisdon saviceagreement
accepted by FERC 'm Docket No. TX02-1-000, tO PWCC tO enable PWCC w d¢]fvcl' electric
power and energy to APS loads served over facilities formal subject to the EDI Lcase.

7.2 The ED 3 wheeling rate for PWCC (including wheeling for APS loads served
over the ED 1 system following tmnination of the ED 1 Lease Agreement) shall not exceed 15
mills per kph throughDecanber 31, 2003 .

7.3. The Parties agree that EJ3's undextaldng to provide transmission service in
accordance m'th Section 7.1 above fulfills the obligation of ED1 under paragraph 5.1.2 of the
BD1 Lease to tar into or offer in good faith to enter into a wheeling agreement with APS as a
condition of termination of the ED1 Lease.

-al

7.4. PWCC hereby withdraws its good faith request for transmission service to EDI,
dated February 12, 2002.

8. MISCELLANEOUS:

8.1 Legal, ccmsdting, Md engineering expenses inclrrred by EDS in connection with
processing PWCC's Section 211 applications through the date on which a form bf tramsmisdon
service agreement mutually agreedbetween EDS and PWCC is feed with the FERC in Docket
No. TX02-1-000 will not be directly assigned to PWCC Md shall not be carried over or
amortized in ihture years.

8.2 Each Party reserves all rights with respect to any claims that may be asserted by
the As Chin Lydian Community. -

8.3
Substation.

EDS shall not charge control areas until af ter it purchases APS's Sexton

7.

4
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8.4 Assignment. This Agra ant shall be binding upon fund inure to the benefit of the
Parties hereto and their respective successors and assigns where permitted by this Agreement.
NczithezrPartyshall as .gr, Transfer, delegate or in any other manna dispose 012 any of its rights,
privileges or obligations under this Agreeancnt without the other Party's written consent, which
will not he unreasonably withheld; except a.Party may assign this Agreement (the "Assign°t')
withcmlt consent in ccnnedion with a transfer, pledge or assignunnent of its rights to receive
performance \oder a transactionassecurity for any financing with Financial institutions, as long
as such assignee has the same technical and iinauucial ability as the Assignor to perform all of
Assignor's obligations ida the Agra cut, such assignee undertakes the legal obligations to
perform all of Assignor's obligatiomas under the Agreement and Assignor shall remain liable for
all of its obligations under the Agremnent, and any atteunnpt to make any such assigmnnent,
transfer or disposition without consent shall benull Asa void

-an

8.5 H9844

(a) Form and llkddress. A11 notices, invoices and other communications
Eom either Party to the other hereunder shall be 'm writing Md shall be deaned received (i) upon
actual receipt when pasonaally delivered, (ii) upon acknowledgment of receipt if sent by
facsimile, (iii) upon the expiration of the third business day after being deposited in the United
States md, postage prepaid, certiiicd or registered mail, or (iv) upon the expiration of one
business day after being deported during the regular badness hours for next-day delivery and
Pr=p=id for overnight delivery with a national overnight courier company, addressed to the otdaeir
Party as follows:

(1) AstoED3:

General Manager
Electrical District No. 3
41630 West Lewis Johnson Drive
Maricopa, Az a5239
FAX: (520)424.3281

(2) A; to rwcc;

Secretary
Pinnacle West Capital Corporation
P. o.Box 53999
Phoenix, Az 85072-3999
FAX: (602)250-3002

with a copy to:

5
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Vice Preddeut
Pinnacle West Capital Corporation
Marketing and Tradillng
P.O. Box 53999
Phoenix, AZ 85072-3999
FAX: (602)250-3719

(3) Ai.tQ.A2s'

Manager,Federal Regulation & Pricing
ArizonaPublic ServiceCo.
P.O. Box 53999, Station990
Phoenix, AZ 85072-3999
FAX: (502)250-3399

8.6 Waiver. No failure or delay on the pan of dtha Party hero in exercising away
right, power or privilege hcreusuuda and no course of dealing between the Parties shall operate as
a waiver thereof; not shall any single or partial cxacise of any right, power or priv ilege
haexmder preclude any other or iiirliier exercise thereof or the exercise of any other right,power
orprivilege.

'i l l

d l

8.7 Non-Severabilitv. Each provision of this Settl :rt is in consideration for all
other provisions of this Settlement and no provision of this Settle t is severable iicoma the other
provisions of this Settlement. In the event the Settlement can not be implemented in its tirety
m°thout rnodiicatiorn of any provision or i f the regulatory actions set forth in Articles 4, 5, and6
do not occur, the Settlement shall be deemed withdrawn and as of no force or erect between the
Parties. This Settl ant is intended to resolve the specific matters at issue between the parties
hereto at this time, and shall not be considered as precedent with respect to other matters or
parties.

-vs I I

8.8 Counterparts. This Aglreemnent may be executed in several counterparts, cash of
which small be deemed m original, and all such countcrpaNStogcther shall constitute but one and
the sameinstrument.

8.9 Applicable Law. This Agreement shall be construed mndcr and in accordance
with the Constitution and laws of the State of Arizona, and the Constitution and laws of the
United States to the extentapplicable.

8.10 Fnh'rr A vrrfwwmt- This Agreement constitutes the entire agreement of the Parties
with respect the subject matter hereof; and supersedes any prior written or oral agreements by the
Parties concerning the subj et namer of this Agreczunent.

r r r I

6
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8.11 Amendments. This Agreement may not be amended or modified in any way
except by a writing signed by an authorized representative of the Party against whom the
amendment, modiiieation or waiver is sought to be enforced

IN WTFNESS WHEREOF, the undersigned have exec=uted this Agreement as of the date
Erst set forth above.

ELECTRICAL DISTRICT No. 3 OF PINAL COUNTY, STATE OF ARIZONA

Be
Title:

LjLZ.@._..._
WA.Dunn
Chainmcxan

ARIZONA PUBLIC SERVICE co.

B r
Title:

Date

PINNACLE wEsT CAPITAL CORPORATION

By:
Title'

Date

7
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8.11 Amandmcnts. This Agreement may not be almazded or modified in my way
except by a writing signed by m authorized representative of the Party against whom the
amenudnnent, modification or waciva is sought to be enforced.

IN WTTNBSS WHEREOF, the undersigned have executed this Agreement as of the date

first set forth above.

ELECIRICAL DISTRICT No. 3 OF PINAL counly, STATE OF ARIZONA

Bye
Title:

Date

ARIZONA PUBLIC SERVICE co.

. » » / '.

Be
Title. Vice President, Customer Service

4 / 9 ' 2 -

PINNACLE wEs'1~ CAPITALCORPORATION

B e
Title :

Date

\

7
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8.11 Amendments. This Aglreement may not be amended or modified in any way
except by a writing signed by an atuiimolized representative of the Party against whom the
amendment, modification or waiver is sought to be enforce

IN WITNESS WHEREOF, the undersigned have executed this Age ant as of the date
first set fortdl above. .

~4II

ELECTRICAL DISTRICT No. 3 OF PINAL COUNTY, STATE OF ARIZONA

DateB e
Title'

/

ARIZONA FUBLIC SERVICE co.

B e
Title:

Date

r1NNACLE'WEST CAPITAL CORPORATION
9

DateBe
Title' N\e4,¢¢6,_v~

-

7
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SUPPLEMENTALAGREEMENT
BETWEEN EDS AND ANS

FGR THE IMPLEMENTATIGN OF THE SETILEMENT AGREEMENT
DATED MARCH I, 2002

» This Supplemental Agireemnent for the Implementation of the Settlement Agreement (the
"Supplennenrlzl Agr'eennent") ismadethis 20 day of September, 2007, between ElectricalMum
No. 3 oflPinal County, Arizona ("EDS") and Arizona Public Service Conapanry ("APS") (earth
individually, a "Party," and collectively, the "Parties"), in recognition of the following facts,
among Oth81'sI

1. RECITALS

1.1 On December 21, 1960, 'm Decision No. 32690 in Docket No. U-1345, the ACC issued its
OpinioN and Order approving an agreement for the sale of power by APS to EDS which
became eifecdve concurrently with the EDS Lease (the "EDS LPA"). On June 6, 1961,
the ACC approved the sale of certain electrical facilities by APS to EDS pursuant to
A.R.S. §40-285, and the lease of the same facilities by APS Hom EDS for an tern
of thirty years and subsequent renewal terns (the "EDS LeaLse"). On April 27, 1976, in
Decision No. 46923 in Docks No. U-1345, the ACC approved agreements for: the sale of
elechicd distribution facilities by APS tO Electrical District No. One Spinal County ,

("E;n1") pursuant to AR.S. §40-285, and the lease of the same iiacilities by APS from
1 for an term oftwenty-'five years (the "EDI Lease"), and a sale of power, -

energy and associated service by APS to ED1 for the duration of the EDI Lease (the
"EDI LPA"). On January 14, 1989, the qualified electors of both districts approved the
consolidation ofEDl and EDS; and EDS became the successor in interest otlED1 for all
purposes involved in this Agureernent

u I

1.2 From June 1961 lmilil October 2001, APSexerdsed 11111 operational control ova ED3°s
electrical transmission, sub-transmission and distnhution system under the EDS Lease and

the EDI Lease. APS constructed and retained ownership ofvarious line extensions to

serve new, non-irrigation retail load. These additional distribution iiaeilities, which range

Rom simple pole-mounted transformers with service drops to entire distribution secondary

sections within residential subdividons, have generally been referred to as "split ends"

since they radiate from and are interconnected to the primary distribution facilities owned

byEDS .

1.3 On October 9, 2001, the Lease Agreement terminated and EDS acquired possession and
opasltiond control omits electrical system. In an Order issued February 15, 2002 in ,

Ar1 0waPublic Service Cornqnuuqy, 98FERC1]61, 172, the Federal Energy Regulatory

Commission ("FERC") determined that "it is clear from the terms of the Lease Agreement

that opemactionad control ova EDS's transmission system reverted to ED-3 upon

termination of that agreement. EDS is a transmitting utility and there is no evidence that it

cannot properly operate and maintain its transmission system."

Page 1 of 25
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1.4 As of March 1, 2002, EDS, acting 'm its own behdfand 'm its capacity as successor in
interest to Electric District No. I of the County sPinal, State of Arizcna ("EDI"), APS

and Pinnacle West Capital Corporation ("PWCC") entered into a Settlement Agreanent
(the "Settlement Agreaunent") providing fort

8. the termination of the lease of cer tain dectl icd Elcil i t ies owned
by EDI to  APS, dared March 29, 1977 ( "EDI Lease") ;

b. the nnodilication and termination of the Lease Power
Agreenuents betvveean APS and EDI and EDS, respectively,

c. subject to the recdpt of requisite regulatory approvals, the sale
to EDS of specified electr ical owned by APS that are
located within the EDS Service Area and interconnected with
its electrical system, ;

d. the ihnnishilng oftzansmission service by EDS to PWCC (and
now APS) over the electr ical facil it ies owned by EDI that were
previously leased to APS, the related tennporaxy wheeling rate,
and the withdrawal ofAps 's  good fa i th  request to  ED] then
pending for transmission service, and

e. miscellaneous specified matters.

1.5 At midnight on March 31, 2002, the ED] Lease terminated pursuant to the Settlement
Agveenulent, and on April 1, 2002, EDS acquired posswdon and ope=rationa1control of the
electrical system ofEDl, with which EDS had been consolidated 'm 1989.

1.6 Asanwn l to f theevunsdau ibed in thepuneeed ingr ed ta ls ,ED3 mmunmlyopeuza tes the
eiect1|ica1disu1`lwm°onand subtrulsunissionsystemlocatedwi1llintheED3 ServioeA1ea(as
h~wdm8a def ined) .  APS cont inues  to  own dec tx ic  d is t r ihudon Mdl ida thmi t
cons txuotedwi t l1 i1n thcE3 Serv ice  Arm APS dm re ta ins  the  ob l igadontoprov ide  re ta i l
dectr ic  savioetoreédentia l ,counnnnendalandindusuiauluzstomasthudnlocamed,other
than  suv ice  to  loads  suvdbyED3,  undo  app l icab leA l izona law.  Tams ,  EDS andAPS
have ir lternnilngled electric distr ibution iadlitiesand saviceobiigawtions widain overlapping
serweearms. 1

1.7 EDS presently provides transmission service to APS for the delivery of electr icity to APS
loads served firm the EDS electr ical system (including the EDI electxicad system),
pursuant to a Transmission Service Asveennetm dated as o f M a y 2, 2002, approved by
order  of the FERC issued on August 2, 2002, in Docket No. TX02-I-000.

1.8 On April 15, 2002, in accordance with the Settlement Agreement, APS submittal an
application to the Ar izona Corporation Commission ("ACC") pursuant to Ar iz. Rev. Stat.
§40-285 in ACC Docket No. E-01345A-02-0285 for  author ization to sell and trannsfa its
electr ic distr ibution flicil ities located within the EDS Service Area to EDS. EDS
intervened in support of the APS application on Febmary 4, 2003. The Parties have
concluded theMaw of their respective customers in reliable and efficient delivery
sa'vice for electr icity is best saved by EDS assuming responsibility for the operation and
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maimenauce of the electric distribution system within the overlapping service areas. As of
the date of this Supplemelnrtal Agxieeiment., ACCDocket No. E-01345A-02-0285 has been
voluntarilydismissed at the request of APS and with the concurrence ofED3 .

1.9 On June 12, 2006, ED3 deposited the sum of $1,994,209 (One Million, Nine Hundred
Ninety-Four Thousand, Two Hundred Nine dollars), representing the total price agreed
between ED3 and APS to be paid for EDS's pm-se of the APS &cilities identified in
Schedule A to the Escrow Agreemtient, with Wells Fargo Bank, N.A., as arrow agent
under the Escrow Agvmlnent executed as of June 6, 2006annolmgEDS, APS and Wells
Fargo (the "Escrow Ag1*eennent") to assure APS of payment for such facilities once ACC
authorization for the trwalnsfer is obtained.

1.10 ED3 andAPSeachdedretoensure,tl1roughthisAg11eemenm,thesafeande8cient
operaiion,maintenanceandalpamsionoftheisrintennnmningleddishribntioniidliticswitlmin
their cvvedznppiingsaviceaxweasfor the safeanndeiiicieutprovisionofmetailelectricsavioe
totlllndrnapective andpnaspectivecustomerstllexeinloanted.

In light of the foregoing recitals, and in considerationof the mutual promises contalined in
this Agreement and the mutual benefits to be realized by the Parties under this Agreement,
the Parties hereby agree as follows:

2.0 DEFINITIONS

For purposes of this Agreement, the following terms shallhave the following meanings
when used with initial capitalization herein:

2.1 "APS Facility" means those electrical distribution facilities and related equipment owned
by APS within or immediately adjacent to the EDS Service Area, interconnected with the
EDS System and used to deliver electricity to APS rail customers located within the
EDS Service Area, provided, however, that APS Facilities for purposes of this
Supplemental Agreement do not include any APS meters.

2.2 "Construction" means those services necessary to install, repanisr, replace or restore to
service eledxical facilitiesused to deliver electricity to retail customer, including but not
limited to:

a.

b.

d.c

e.

Inlplennelmtion of establishd and nmtually agreed d¢Si8\1 criteria;

Lilnemtensions to new delivery P°in¢s;
Assmnblyardinlstalladonofoonuponentsofdect1ical&s:ilities,other tlmn
inthecouxse ofoxstomarymaintmanee,
Coond'umtion of oonsuucEon activity with APS and aIr%aed customers,
propaty ownasandtheiragentsorreprescrrtarivesg
InstalllMon ofne»w eqrdpnnunm or &cilities,
Betterment orcapirarlreplacunuxtcfezdstirrgeqnriplnmernor£|dli&es;and

f.
g.
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Other, similar activities.

2.3 "EDS System" means the electxicad tixcilities and related equipment, which are owned by
EDS within the EDS Service Area and used to denlivem electricity to re4ai1 and wholesale
wstomers located within the EDS Service Alea_

2.4 "EDS Service Area" means the geograpdiic area delineated on the neap attachedhereto as
Exhibit 1, which the Panties undastannd and agree is not coextensive vvitil the territorial
boundaries ofED3 as a political subdivision (either currently or in the fixture), and
encompassing the areas described in Exhibit zhereto.

2.5 "Good Utility Practice" shall mean any of the Practices, nuuahods and acts engaged in or
approved by a significant portion of the electric utility industry dtxriing the relevant time
period, or any of the practices, methods and acts which, in the exercise of reasonable
judgment 'm light of the has 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, expedition and applicable law and regulations. Good
Utility Practice is not intended to be limited to the optimum practice, method or act to the
exclusion of dl others, be rather to be acceptable practices, nude&, or acts generally
accepted in the Desert Southwest region of the United States.

2.6 "Maintenance" means those activities which are customarily undertaken to ensure that
electrical facilities and equipment which are used to deliver electricity to retail customers
continue to limction 'm an economic, safe, eMcient, reliable and awirontnenmally
acceptable manner. These activities may includebut are not limited to scheduled and
nonscheduled maintenance, inspections and replacement of consumable parts and
equipment, as accounted for in accordance with the rems of this Agreement, as well as
the following:

m Voltage investigations;
b. Trouble investigations;
c. Fault location and repairs,
d. De-amagiz:u°ng offaditiesforupgrwdag safdyand communityanergcncy

savioenlch astire,police, andotha,
e. Periodic line pumrols in accordance, with established practice and procedure;

£ Emergency pawn' restoration;

4 swamIunflvpins

2.7 "Split End" means a distribution line eanension up to but not 'including the meter that is
built and currently owned by one Party for providing sewioe to that Party's retail
customa(s), which eadends firm the distribution system owned by another Party.

2.8 "Supplemental Deposit" means tends placed in escrow after lune 12, 2006, with Wells
FargoBank, N.A., as Escrow Agent pursuant to the Escrow Agreement baleen APS and

h.
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EDS, dated as of June 6, 2006, to assure the availability of such funds for the purchase by
EDS of additional facilities firm APS, subject toall required regulzatCry approvals.

s.o

3.1

SCOPE AND PURPUSE

APS Rea&rms its willingness to sell and transfer to EDS, which reaiiimms its willingness to
purchase, all of the APS Facilities located within the EDS Service Area, as coMenmplated
by the Settlement Aglreaneut, subject to:

(8) thespqciica\tion,id~elmtifia:tionandpridng of those facilitiaforwhich pridnghas
notyetheam agreedgand

(b) the approval and aluthlorization of the ACC pursuant to Ariz. Rev. Stat. §40-285
for the sale and transfer of those facilities to ED3.

3.2 In firrtheumce of the Parties' shared preference that all APS Facilities located within the
EDS Service Area be sold and transcend to EDS, except for meters sewing existing APS
customers, the Parties undertake to cooperate in the following activities 'm the manner
provided in this Agreanent pending receipt Hom the ACC of authorization for such sale
and tranlsfaz

8. ThePaxtia shadljoi11dyidaumii§f andlist allAPSFadlitieslocatedwithintheED3
Sel'vioeA11a,andsh~allcooperwameingoodiiithtomuuzallyagreeonthefairvalue
ofthosefadlities,asprovided'mthisAg1reeme1rn.

Within a reasonable period after the idemiiication of additional specific facilities to
be tramsfared, and agreement on the price to be paid for such facilities, EDS shall
make Supplemental Deposits to augment the Escrowed Funds under the Escrow
Agreement for the purchase of the APS Facilities pursuant thereto.

APS shall take reasonable steps to pursue, with the support ofED3, authorization
from the ACC to sell and transfer to EDS the APS Facilities located within the
EDS Smdce Area.

EDS shall construct, operate and maintain the ED3 System in accordance with
Good Utility Practice and such construction, connection, operation and
maintenance procedures and protocols as small be mutually agreed between the
Parties.

EDS shall operate and maintain on bdmalf of APS all APS Facilities located within
the EDS Service Area in accordance with Good Utility Practice and such
construction, connection, opetution and maintenance procedures and protocols as
shall be mutually agreedbetween the Parties.

b.

c.

d.

e.
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In the event that a customer requests service from APS prior to the date on which
the transfer is approved, EDS shall construct and cornea, where applicable, dl
facilities required for new retail customers located vvithtiin the EDS Service Area in
accordance with Good Utility Practice and such construction, connection,
operation and maintenance procedures and protocols as shrdl be mutually agreed
between the Parties. EDS shall own such new facilities and shall operate and
maintain suchnevvfiirzilitiesaspartoftheED3 SysteminaccordancewithGood
Utility Practice and such construction, connection, operation and maintenance
procedures and protocols as shall be mutually agreed between the Parties.

APS shall apply to the ACC to remove lion its existing Ceniiicate of Convenience
and Necessity ("CC&N") dl areas witiNn the ED3 Service Area, in order to clarity
service responsibilities for prospective raalil customers. In the event such
modification of APS's CCN fails to occur, the parties agree to examine alternative
randies to accommodate their preferences as outlined in this section 3 .2, prior to
termination of this Supplemental Agreement.

Pending ACC approval of such application for tnodiNcation of APS's CCN, EDS
shall maintain accounts of all construction, connexion, operation, maintenance and
service work performed and equipment installed by ED3 on behalf of APS
pursuant to this Agreement in accordance with the Uniform System of Accounts as
implemented by APS, in order to facilitate appropriate adjustments to the Parties'
accounting systems upon the ACC's approval, modification or rejection ofAPS's
Application for authorization to sell and transiier the APS Facilities located within
the ED3 Service Area to EDS's

The Parties shall be liable to each other only as provided in this agreement, and
shall indennniljy andhold each other harmless against liability to third parties as
provided in this Agreanent.

4.0 TERM AND TERMINAHQN

4. 1 This Agreement shall take effect on the date Hist above mentioned.

4.2 This Agreement shall terminate:

On the date upon which APS has both (1) received authorization &om the ACC to
(a) transfer the APS Fadities to EDS and Cb) modify the APS CCN to remove
thereiirom areas within the EDS Service Area, and (2) subsequently tiiansfened
ownership fall APS Facilities located within the EDS Service Area firm APS to
EDS such that APS no longer has any provider of last resort obligation with
respect to new customers within the EDS Service Area; or

Subject to the requirements of Section 3.2(g) above, upon [sixty (60)] days written
notice to ED3 by APS if the ACC has not gnnazntd APS's application for the
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transfer of the APS Facilities and modification of the APS CC&N to remove
thwebiom areas within the EDS Service Area by December 6, 2008, without
maiaial modification unacceptable to either Party.

4.3 I n the event that either (i) APS fails to make application to the ACC for modification of its
CC&N as provided 'm Section or (ii) the ACC fails to gzranrt such applicationwithout
material modification unacceptable to either Party by Final order issued prior to the date
set forth in Section 4.2.b. above, EDS may take unilaterally any action permitted by law to
acquire ownership of the APS Facilities within its Saviee Area,

4.4 In the evalt oftexmination pursuant to section 4.2 of this Agreement, unless otherwise
agreed between them in writing, the Pal'des will enter into an agreement providing for
their cooperation and coordination thereafter in the service of any customers of either APS
or EDS requiring delivery over the electric distribution facilities of the other Party.

s.o IDENT IFICAT ION AND VALUAT ION OF APS FACILIT IES

5.1 The APS Facilities loeatd.within the EDS Service Area to be identified and lined for Ade
and transfer to EDS shall include, but not be limited to, the following:

8. the Facilities listed in Schedule A to the Esciuw Agreement, as the same may be
supplemmtd &om time to time in the mannerprovided in the Escrow Agreement,

any other Split Ends owned by APS on the date heneofj

all line extensions, savior drops and related facilities (other than APS meters) for
APS axstomers who switch or have switched from APS to ED3 as their service
provider, other them those included in Schedules tn the Escrow Agreement,

dl facilities (other than meters) constructed and/or installed by APS within the
EDS Service Area after October 9, 2001, other than tbosé included 'm Schedules to
the Escrow Agreement.

5.2 All of the APS Facilities referred to in subparagraphs b, c and d of the proceeding
subsection 5.1 shall be described by type, size, quality, ming, and location, to the extent
applicable and reasonably feasible, as shall be mutually agreed upon by the Parties.

5.3 The value fall of the APS Facilities so forth in Schedde A to the Escrow Agreement
shall be as set foxtlz therein. The value of all other A P S  F a c i l i t y  l o c a t e d  w i t h i n  t h e  E D S

Wires Boundaries shall be nmtnally agreed to by the Parties, on the basis of APS's
customarily nnaintahned systan of accounts and plant records, eH°ective as of the date such
APS Facilities are identified by the Parties for traltlsfer by identification in a supplemental
Schedule to the Escrow Agreement agreed to in wring by EDS and APS.

b.

c.

d.
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5.4 The Parties shall complete the identificationand valuation of the APS Facilities within the
EDS Service Area to be sold or transferred to EDS upon recdpt of  ACC approval as
expeditiouslyas practicable. The list of such APS Faeilides and their values shall be
established and tlransfared in such electronic format as the Parties shallmutually agree
upon; and the delivery and receipt of such list shallbe acknowledged by the Parties'
exchange of signed cross receipts.

8.0 ESCROW FUNDING

6.1 The Parties acknowledge that BD3 has made the Initial Deposit under the Escrow
Agreement.

6.2 EDS shall make Supplemental Deposits with the Escrow Agent under the Escrow
Agreemaxt 'm Ianuaty and July of each calendar year in the net amounts set forth in any
supplemental Scheddes t11at are mutually agreed to 'm by EDS and APS alter the
date hereof

6.3 All funds deposited by EDS pursuant to the Escrow Agreement shall be disbursed by the
Escrow Agent in accordance with Article 3 of the Escrow Agreement, upon the
ocaxrrence of the events specific therein.

1.0

1. 1

SYSTEM CONSTRUCTION. OPERATION AND MA1NTENA.NCE

EDS done shall plan, operate, maintain, repair, replace and expand the EDS System, in
accordance with Good Utility Practice, and in coordilnaiion with APS.

7.2 Until the authorization of the sale and transfer of all APS Facilities located within the ED3
Service Area, when new customers choose to take electric service firm APS, APS and
EDS shall cooperatively work to install the appropriate facilities necessary to interconnect
such customer to the existing EDS transmission and distribution rework consistent with
Section 3.2 of this Supplanental Agreement. Prior to the amendment of APS's CCN to
remove all areas of the EDS Service Area, if new customs within EDS's Service Area
choose to take retail electric service firm APS, EDS shall cooperatively work to irtstall the
appropriate facilities to interconnect such customer to the existing EDS transmission and
distribution network for service under ED3's Transmission Service Agricennent consistent
with Section 3.2 of this Supplemented Agreement.

7.3 EDS shall conduct, at cost and for the account of APS, all routnlle and emergency
maintenance, curtailment, repair, replacement and service restoration operations on and
relating to APS Facilities located within the EDS Service Area, in accordance with Good
Uti l i ty Practice and such construction, connection, operationand maintenance procedures
and protocols as shall be mutually agreed between the Parties .

7.4 EDS sdlall maintain and update maps and plans to reflect repairs, replacements, additions
and batemenlts of and to the ED3 Systan.
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7_5 The Parties shall cooperate and coordinate their efforts to facilitate eNiciem plamtniiug for
growth within and adjacent to the EDS Service Arm, and to facilitate the efficient
idemiiication ofundagromnd facilities on behalf of wstomers and developers ("blue-
staldng"). The Parties shall exchange plans and specifications as necessary to ensure that
all work pafoimed on, and equipment installed in replacement vi the APS Facilities
within the ED3 Service Area complies with the requirements of the National Electrical
Safety Code and the customary construction and maintenance standards of the Parties'
respective systems.

7.6 All work performed and equipment installed on, or in replacementth Gil APS Facilities by
EDS shall be performed by EDS as an independent contractor for APS in coordilnantion
witil the SDOC and in accordance with Good Utility Practice and such construction,
connection, operation and maintenance procedures and protocols as shall be mutually
agreed between the Parties in good faith.

8.0 ACCGUNTING

8.1 EDS shall keep complete and accurate (a) records of and supporting documentation for all
receipts and exqparditures under this Agreement, and (b) accounts and records in
accordance with the Uniform System of Accounts (18 C.F.R Part 101) with respect to its
performance undathis Agreement and shall maintain such data for aperiod fat least two
(2) years Ma final journal entries. For any matters in dispute, ED3 shall keep the records
related to such matters until the dispute isended.

8.2 EDS shall maintain its Rancid records as to work performed in connection with APS
Facilities located within the EDS Service Area in a manna suitable to facilitate appropriate
adjustments to the Parties' respective accounting systems (a) once ACC authorization for
the Ade and transfer of ownership of the APS Facilities located within the ED3 Service
Area is received, or (b) in the ever that ACC authorization for the transfer of ownership
is not received. `

8.3 EDS shall tra4:k any "replacements"in its O&M services so that those amcfunts can be
adjusted for any replacements of APS Facilities located within theEDS Sm/ice Area that
are installed during the term oftbis Agreement.

9.0 INSURANCE.. L I ABI L I T Y  AND I NDE M NI F I CAHQ N

9.1 Until all obligations under this Ageemfent are satisfied, and without limiting each Party's
respective 'mdemniiication obligations detailed below, the Parties shall provide and
maintain the following insurance policies set forth below. All insurance required by this
Section shall be carried by insurers with an AM Best rating ofB+ VI or a comparable
rating. A program of self insurance may be used to satisfy any of the required insurance
below as long as it is provided by a qualified program of self insurance in the State of
Arizona. Parties shall ds cause each of its Subcontractors to comply with this Section.
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9.2 Workers' Compensation covering obligations imposed by fed ad and state statues with
jurisdiction over Supplier's (and any Suboontraaor's) employees and Employer's Lialbility
insurance fat least $500,000.

9.3 Connnwcial General Liability insurance with a combined single limit of
$2,000,000 each occurrence for bodily injury and broad form progeNy damage. The
policy shall cava bodily property damage; personal injury, products and completed
openartions, and broad form contractual liability coverage. Further, the insurance shall
include coverage for the hazards commonly referred to as "XCU." Said insurance shaLl
contain a severability of intenesns provision The products and completed operations
coverage shall extend for 2 years past 8¢°¢r>¢an¢e cancellation, or termination of the
Work.

9.4 Business Automobile Liability insurance with a combined single limit for bodily injury and
propeity damage of a minimum limit of $1,000,000 each ocairrence with respect to any
and all vehicles of the Parties (and any Subcontractor's), wheilber owned, hired, leased,
borrowed, or non-owned, assigned to or used in connotion with the Work.

9_5 Except for Workers' Compensation insurance, all the policies required by this Section
shall name the other Party as an additional insured. The policies shall stipulate that the
insuranee shallbe primaryinsuranceandthat anyinsuranceorseliliusuzancecarriedbytbe
other respective Party shall not be contributory insurance. Parties shall waive, and require
their respective insurers to waive, any and all recovery or subrogation rights to which any
insurer may have. Upon request of the other Party, each shall provide a certificate of
insurance confirming its satisfaction that the required insurance policies have been
obtained and will ranain in elect as required by this Section. Parties shall provide at least
30 days wxittar notice prior to any material changes in or cancellation of any insurance
policies. .

9.6 Each Party shall bear its own liability to third parties in accordance with the Arizona
Uniform Contributions Among Tordbasars Act, ARS. §§12-2501 through 12-2509,
subject to the rems of Subsection 9.3 of this Supplement Agreement.

9.7 Each Party shall `mdemnify, defend, and save and hold the other Parties hainrnless from, and
defend against, any and all claims, delunands, costs or expenses for losses, damages or
injuries to persons or property, including those of the directors and members of the
governing body, employees and agents of such other Party, to the extent caused by the
facilities owned, by a Haw or failure in the service provided, or by the construction,
connections, operations and maintenanceperformed other than in accordance with Good
Utility Practice, by the indenninifiring Partyunder this Agreemau.

9.7.1 Promptly after receipt by an indenmniied Party of any claim or notice of the
commencement of any action or adnninistranive or legal proceeding or
investigation as to which the indemnity provided for in Subsection 9.3 may
apply, the indennniiied Party shall notify the Party of such iixct
in writing. Any failure of or delay in such notification shall not aHlect a
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Paurty's indmumiiudnn obligation ;\\ such &inure ordelay is nnailuially
prqudidd to the Party.

9.7.2 TheindennnlifyingPa.rty sliallhavethe right ro assume the defense of such
claim, action, proceeding or investigation with counsel designated by such

Party and reasonably satisfactory to the indemnified Party
(who shall not, except with the arpress written conman of the indemnified
Party, be counlsd to the indemnifying Party). Upon notification in writing
to the indenuniiied Party by the indeiunznitying Party of its wish to assume
such ddiense, the indelmnilying Party shall not thereafter be liable to the
indemnified Party for any legal or related expenses of other counsel
subsequently incurred by it in connection with the defense thereof; other
than reasonable costs of investigation. If the defendants in any such claim,
action, proceeding or investigation include both (a) one or more
indenlmiiied Parties and (b) the indemnifying Palrtyr, and if the indemnified
Party reasonably concludes that there may be legal defenses available to it
and/or anotba indemnified Party which are different ham or additional to
those available to the indelnnlulitying Parter, then the indennniiied Party shall
have the right to select separate counsel to assert such legume defenses and to
otherwise participate in the defense of such action on its own behalf In
such instances, the indemnifying Party shall only be required to pay the fees
and expenses of one additional attorney to represent an indelnnniiied Party
or Parties having such differing or additional legal defenses.

9.7.3 The indennniiied Party shall be entitled, at its expense, to participate 'm any
such claim, action, proceeding or investigation, the defense of which has
beast assumed by the indemnifying Party. Notwithstanding the foregoing
the indemnifying Party shall not be entitled to assume and control the
defense of any such claim, action proceeding or investigation if and to the
extent that, in the opinion of the indemnified Party and its counsel, such
claim, action, proceeding or investigation involves the potential imposition
of criinninal liability on the indemnified Party, or there exists a conflict or
adversity of interest between the indentuNiied Party and the indemnifying
Party. In such event the indemnifying Party shall pay the reasonable
expenses of the indemnilid Party, and shall not settle or consent to the
entry of any judgrnem without the consent of the indemnified Party, which
shall not be reasonably withheld conditions or delay.

9.7.4 If an indemzniNed Party is entitled to 'tndemnilication under this section 9.3
Asa resultof claim by third party, and the indemni1§1ing Party fails, after
noticeand reasonableopportunity to proceed under Subsection 9.3.2, to
assume the defense of such claim, such indemnilid Party may at the
eorpense of the Party contest, settle or consent to the entryof
any judgment vln'th respect to, or pay 'm full, such clailnrl.
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9.7.5 If81l il1<i¢1mHifyi°s party is obligated to indenuuniiy and hold 809' indelnulndfied
Party haumuless under Subsection 9.7 of this Agreement, the amount owing
to the indenuxmriiied Party shall be the amount of suchindemnlniiied Parly's
acluual loss, net of any insurance or other recovery.

10.0 DISPUT E RESOLUTION

10.1 Subject to the provisions of subsection 10.4 of this Agveemm in the event of a
controversy or claim baweeu any of the Parties arising out 0£ or relating to, this
Agveennem, or the breath thaeotl that is not otherwise resolved on a tidy basis, it shall
be referred in writing at the initiative o f any Party to the General Manager ofED3 and the
Vice President for Customer Saviee of APS for negotiated resolution. Said officers of
the respective Parties shrazll meet 'm person or by tdecommudcation within ten (10) days of
necdpt of such notice 'm order to discuss possible solutions to the matter in dispute.

10.2 Ira controversy or cltlintl between any of the Parties is not settled through negotiation as
contemplated by subsection 10.1 within thirty days of the written notice of the dispute,
the Parties agree first to try in good faith for a period of ninety (90) days to settle the
dispute by mediation administered by the American Arbitration Association under i ts
Commercial Mediation Procedures before resorting to arbitration, litigation or some other
dispute resolution procedure.

10.3 Nothing in this Agreement shall prevent any Party from seeking a temporary restraining
order, or other temporary or permanent injunctive relief, Hom a court of the State of
Arizona having jurisdiction in the praises, 'm order to prevent irreparable harm to its
electrical sysran.

11. MISCELLANEOUS

11.1 . Waivers No forbearance, titilure, or delay by a Party in exercising or partially exercising
any right under this Agreement, power, or rentxedy with reaped to another Party, or with
respect to any matter arising in connection with this Agreanent, shall operate as a waiver
thereof or preclude its iiirtha exercise m`th respect to any other prior or subsequent
default or mama. No such forbearance, failure, or delay by a Party shall constitute
acceptance of the other Party's action or inaction with respect to any matter arising in
connection with this Agreement.

11.2 Notices. Notices shall, unless otherwise specified herein, bein writing and may be
delivered by hand delivery, United States mail, overnight courier service, facsimile or
electronic iunail. Notice by electronic mail, facsimile or hand delivery shall be effective at
the close of business on the day actually received, if received during business hours on a
Business Day, and otherwise shall be e8lecrive at the dose of business on the next
Business Day. Notice by overnight United States mail or courier shall be elective on the
next Business Day after it was sent. A Party may change its addresses by providing notice
of same in accordance herewith.
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Notices to APS other thanundo subsection 10.1 smallbe so: to:

Evelyn Cayuga, Division Malnager
Arizona Public Service Company
50 N. Brown Ave.
Causal Grvlnrk, Arizona 85222
Telephone: (520)421-8340
Fax: (520)421-8372
E-mail: EevelyxLCa\suga@aps.com

Notices to APS under subsection 10.1 shall be sent to:

Jan Bennett, Wee President for Customs Service
Arizona Public Service Company
P.O. Box 53999
Phoenix, AZ 85072-3999
Telephone: (602)250-3331
Fax: (602)250-3002
E-mail: Ian.B ett@aips.comHan

Notices to EDS shall be gem to:

General Manage
Electrical District No.3
41630 WestLouisJohnson Boulevard
Maricopa, Arizona 85239
Telephone: (520)424-3344
Fax: (520)424-3281
E-mail: grant@msidd.oom

11.3 Governing Law and Venue. This Agreement shall be imlterpraed and construed, and any
controversy or claim between any of the Parties arising out 0£ or relating to, this
Agreement shall be resolved, in accordance with the laws of the State ofArizona,
notwithstanding any laws raluiring the application of the laws of another state. Subject to
the prowlsions of Section 10 of this Agreement, the Parties agree that sole and exclusive
jurisdiction and venue for any action or litigation arising Nom correlating to this
Agreement slialil be an appropriate state court located in the State of Arizona.

11.4 Headings Not to Aiiecn The descriptive headings used for the various sections
and subsections herein have been inserted for convenience and refinance only and shnadl 'm
no way affect the meaning or interpretation, or modify or restrict any of the terms and
provisions, helreoi
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11.5 No Consent to Violation of Law. Nothing contained herein shall be construed to
constitutemumor acquiescence bya Party to arty action of another Party which
violates the lawsof the State of Arizona or the laws of UnitedStates as those provisions
may be amended, aipplemented or superseded, or which violates any other law or
feeuIativrl, or any order, judgunnemlt or decreeof any court or goverlnnuennrtal authority of
wnnperenr jwisdimion.

11.6 Uncontrollable Forces. No Party shall be considered to be in default in the performance of
any of its obligations hereunder if the failure of performance shall be due to uncontrollable
forces. The term "uncontrollable forces" shall mean any cause beyond the control of the
Ptarty affected and which, by the exercise of due diligaice, the Party is unable to
overcome, including but not restricted to an act of God, failure of facilities, flood
earthquake, tire, lightning, epidemic, quarantine, war, explosion, aircraft crash, riot, civil

disturbance or disobedience labor dispute, sabotage, terrorism, pestilence, act of public
enemy, civil or military authority, and restraint by court order of public authority. A Party
rendered unable to iixliill any of its obligations under this Agreement by reason of
uncontrollable forces shall inlbrm the other PayNes thereof in writing as soon as possible,
and shall exercise due diligence to remove such inability with dl reasonable dispatch. If
the inability persists after a period of six months 5-om the date of the notice in writing, any
Party may terminate this Agreement upon iiiieen (15) days' written notice to the other
Parties.

11.7 No Dedication of Facilities. Any undertakings or commitments by one Party to another
Panty urtder this Agreement shall not constitute the dedication of the system or any portion
thereof of any Party to the public or to another Party.

11.8 Relationshipbaleen the Parties. Nothing contained'm this Agreementshall be construed
to create an association, jo'mt venture,partnership or any other type of entity or
relationship among APS and EDS, or between any of them and any other Party. Ford l
purposes of this Agreement, thePatios intend thatall work perfonnned byEDS on or
relatedto the APS Facilities within the EDS WiresBoundariesshall beperformed by EDS
as an independentcontractor for andonbehalf of APS.

11.9 Third-Party Beneficiaries. This Agreement is intended solely for the benefit of the Parties
thereto, andnothing herds will be construed tocreate any duty to, or standard of care
with reference to, or any liability to, any person nota Party hereto.

11.10 Entire Contract. This Agreanent constitutes the entire agreaunent between the Parties as
to the subject matter hereof;subject however to the agreeznnents referred to in the lhecitals
of this Agreement, which agreanentsare separateand apart from this Agreemnuent. Parol
or extrinsic evidence shall not be used to vary or contradict the express remsof this
Agreement.

11.11 Audit. APS may, at anytime, but no more than onetime pa calendaryear, and tits own
expense, cause the accuracy of any account and up to two contract years' previous mM
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charge to it to be verified by an examination oft be accounts and records kept by EDS
with respect to this Agreement, either by APS's designated accounting personnel, or by an
'independent Certified Public Accountant selected by APS, and EDS shall make accounts
and records available to such individuals upon reasonable request and reasonable advance
notice during notwnnal worldng hours. EDS may, at any 511181 but no more than one time
per calendaryear, and at itsown ecpense, causethe accuracyofanyaccouurt and unto
two contra years' previous costs charged to it to be verified by an examination of the
accounts and records kept by APS with respect to this Agreement, either by EDS's
designated accounting personnel, or by an independent Cexrtiiied Public Accountant
selected by EDS, and APS shall tnallle accounts and records available to such individuals
upon reasonable request and reasonable advance notice dwrins normal working hours.

11.12 Amendnneni. This Agreement may be amended or modified only by the mutual written

a»g1ree1una1t of the Parties.
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11.13 Counrterparts. This Agreement may be executed 'm any mxmbar ofcountaparts, each of
which shall be an original, but all of which together shall constitute one instrument.

IN WITNESS WHEREOF, the Parties have caused this Agremnend to .be executed below
by tireir duly authorized repmsartatives, as of the date first so forth above.

ELECTRICAL DISTRICT NO. 3 OF PINAL COUNTY, STATE OF ARIZONA

W4-Ain-mv

B y :

Ti t le :

W, A. i>u.vnv\

.(; l f~a(r/"am

D a t e

ARIZONA PUBLIC SERVICE COMPANY

B y : Jan H. Bennett

Tit le: Vice President, Customer Service

September zo, 2007

Da t e

Page 16 of 25
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EXHIBIT 2

ELECTRICAL DISTRICT NO.3 OF PINAL COUNTY
LEGAL DESCRIPTION

Legal descriptions are of the Gila and Salt River Base Meridian, Pima] County, Arizona

4S 2E
ALL oF sEcTions 13,14,15, 16, 17,is, 19,20, 21, Hz, 23, 26, 27, 28, 29, 30, 31, 32,
33,34,as

4S 3E
ALL or SECTIONS 13, 14, 15, 16, 17
THE NO AND THE NO OF THE sm OF SECTION 18
THE NE4 OF SECTION 19
ALL oF sEcnons 20, 21, 22, 23, 24, 25, 26, 27, 2s
THE WE OF THE NW4, AND THE NE4 OF SECTION 29
THE NO OF THE NW4, AND THE NE4 OF SECTION 33
ALL OF SECTIONS 34, 35, 36

4S BE
ALL OF SECTIONS 15-22 AND 27-34

5S 5E
THESZOFTHE SW4 OF THESW4OF SECTION 3l

ss 4E
ALL OF T5S R4E
EXCEPT FOR THE FOLLOWING :

ALL OF SECTIONS 1, 2
THE SE4 OF SECTION 24
THAT PORTION OF THE NW4 OF THE NE4 SECTION 25 LYING NORTH
OF THE MARICOPA ¢ CASA GRANDE HWY RIGHT OF WAY
THE WE OF THE WE SECTION 25
AND SECTION 88 DESCRIBED AS FOLLOWS:
BEGINNING AT THE NW CORNER OF T5S R4E THENCE SOUTH
0°28'23.l l"W A DISTANCE OF 10811.7 FEET TO THE TRUE POINT OF
BEGINNING THENCE NORTH 89°09'29"E A DISTANCE OF 18128.4 FEET,
THENCE SOUTH 0°09'54"W A DISTANCE OF 11575 FEET, THENCE
SOUTH 89°34'2l"W A DISTANCE OF 2597.5 FEET, THENCE SOUTH
0°26' law A DISTANCE OF 1892.9 FEET, THENCE SOUTH 89°28'55"W A
DISTANCE OF 4202.3 FEET, THENCE NORTH 0°00'02"E A DISTANCE OF
1832.8 FEET, THENCE SOUTH 89°23'04"W 5231 FEET, THENCE SOUTH
I°I3'45"W A DISTANCE OF 1876.3 FEET, THENCE SOUTH 89°48' I6"W A
DISTANCE OF 1351 .7 FEET, THENCE NORTH l°48'24"W A DISTANCE OF

Approved By:
APS: _ __
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Attachment D

184] FEET, THENCE SOUTH 89°4l '58"W A DISTANCE OF47]0.4 FEET,
THENCE NORTH 0°I7'09"E A DISTANCE OF 11663.8 FEET TO POINT OF
BEGINNING.

ss 3E
ALL oF SECTIONS 1, 2, 3, 11, Hz, 16, 17, 18, 19, z0, 21
THE SO OF SECTIONS 25
THE SO OF SECTIONS 26
THE S2 OF SECTIONS 27
ALL OF SECTIONS 28, 29, 30,31,32, 33, 34, 35, 36

SS 2E
ALL oF SECTIONS 2. 3, 4. 5, 6, v, 8, 9, 10, 11, 13. 14. 15. 16. 17, is
THE SE4 OF SECTION 19
ALL oF SECTIONS 20,21, Hz, 23, 24, 25, 26, 21, Zs, 34, 35, 36

6S BE
ALL OF SECTIONS 1, 2, 11, 12,13

6S 3E
ALL oF SECTIONS 1, z, 3, 4, s, 6, 7, 8, 9, 10, 11. 12, 13. 14. is, 16. 11. is
THE NO OF SECTION 19
ALL oF SECTIONS 20, 22, 23, 24, 25, 26, 27
THAT PORTION OF SECTION 33 LYING NORTH AND EAST OF THE SANTA
ROSA CANALS' SOUTHWESTERN MOST RIGHT OF WAY MORE
PARTICULARLY DESCRIBED AS FOLLOWS: BEGINNING AT A POINT
LOCATED S00°0l '49"W 1596.36 FEET SOUTH OF THE NORTHEAST CORNER
OF SECTION 33, THENCE S89°56' 42"W 495.52 FEET, THENCE N00°03' l8"W
1201.46 FEET, THENCE N27°27'20"W 285.33 FEET, THENCE N54°51'2l"W 242.31
FEET TO A POINT ON THE NORTHERN BOUNDARY OF SECTION 33
ALL OF SECTIONS 34, 35, 36

6S BE
ALL oF SECTIONS 2, 3, 4, s, 6, 1, 8, 9,10,11,13,14, 15, 16, 11,18,19, 20, 21, 22,
23, 24, 25, 26, 27, 28, 29, 30, 31, 32, 33, 34, 35, 35

THE W2 OF SECTION l

ALL OF SECTION 12, EXCEPT THAT PORTION THEREOF LYING
NORTHEASTERLY OF THE FOLLOWING DESCRIBED LINE'

BEGINNING AT THE NORTH QUARTER CORNER OF SAID SECTION;

THENCE: SOUTH 00° 08' 22" EAST ALONG THE NORTH-SOUTH QUARTER
SECTION LINE OF SECTION 12 A DISTANCE OF 657.59 FEET TO THE

Approved By:
APS:
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Attachment D

SOUTHWEST CORNER OF THE NORTHWEST QUARTER OF THE NORTHWEST
QUARTER OF THE NORTHEAST QUARTER OF SAID SECTION.

THENCE: SOUTH 449 47' 5 Iv: EAST ON A LINE TO A POINT OF TERMINATION
ON TI-IE EAST LINE OF THE SOUTHEAST QUARTER OF SECTION 12.

IS 5E
ALL OF SECTIONS 19, 30,31

THAT PORTION OF SECTIONS 7, 17 AND 18 LYING SOUTHWESTERLY OF THE
FOLLOWING DESCRIBED LINE:

BEGINNING AT THE SOUTH QUARTER CORNER OF SECTION 17;

THENCE: NORTH 00° 50' 50" WEST ALONG THE NORTH-SOUTH QUARTER
SECTION LINE A DISTANCE OF 1333.11 FEET TO THE NORTHEAST CORNER
OF THE SOUTHEAST QUARTER OF THE SOUTHWEST QUARTER;

THENCE: NORTH 63° 40' 56" WEST THROUGH SECTION 17 AND A PORTION
OF SECTION 18 A DISTANCE OF 4472.70 FEET;

THENCE: NORTH 440 47' 51" WEST ON A LINE THROUGH A PORTION OF
SECTION 18 AND SECTION 7 TO A POINT OF TERMINATION ON THE WEST
LINE OF THE SOUTHWEST QUARTER OF SECTION 7.

ALL OF SECTIONS 19,30,31

7S 3E
THAT PORTION OF SECTION1 LYING NORTH AND EAST OF THE SANTA
ROSA CANALS' SOUTHWESTERNMOST RIGHT OF WAY MORE
PARTICULARLY DESCRIBED AS FOLLOWS: BEGINNING AT A POINT ON THE
EASTERN BOUNDARY LYING 529.56 FEETNORTH OF THE SOUTHEAST
CORNER, THENCE N5 I °02' 17/w 570.50 FEET, THENCE N53°54'29"W 88.63
FEET, THENCE N56°46'4 l"W 3157.53 FEET, THENCE N70°53'43"W 323.54 FEET,
THENCE N78°02'47"W 1859.50FEET TO A POINT ON THE WESTERN
BOUNDARY OF SECTION I LOCATED 450.57 FEET SOUTHOF THE
NORTHWEST CORNER OF SECTION l

7S BE
ALL oF SECTIONS 1, 2, 3, 4, 5, 6
A PORTION OF SECTION 7 LYING NORTH AND EAST OF THE SANTA ROSA
CANALS' SOUTHWESTERN MOST RIGHT OF WAY MORE PARTICULARLY
DESCRIBED AS FOLLOWS: BEGINNING AT A POINT ON THE SAID EAST
BOUNDARY OF SECTION 7 THAT BEARS S00°04' l6"W 1086. 12 FEET FROM
THE EAST QUARTER CORNER OF SAID SECTION 7, THENCE N5l°02'17"W
5937.17 FEET TO A POINT ON THE NORTHERN BOUNDARY LOCATED

Approved By:
APS n
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S89°54'44"E 656.73 FEET FROM THE NORTHWEST CORNER OF SAID SECTION
7
ALL or SECTIONS 8, 9, 10, 11, 12, 13, 14, 15, 16, 17
THAT PORTION OF SECTION 21 LYING NORTH AND EAST OF THE SANTA
ROSA CANALS' SOUTHWESTERN MOST RIGHT OF WAY MORE
PARTICULARY DESCRIBED AS FOLLOWS: BEGINNING AT A POINT THAT
BEARS N00°00'l3"W 1006.93 FEET FROM THE SOUTHEAST CORNER OF SAID
SECTION 21, THENCE N49°02'48"W 2060.10 FEET, THENCE N4l°28' I2"W
2970.67 FEET, THENCE N53°35'2l"W 371 .60 FEET, THENCE N77°49'38"W 371.60
FEET, THENCE N89°56'47"W 1046.96 FEET, THENCE N00°04'24"E 405.03 FEET
TO A POINT ON THE NORTHERN BOUNDARY LOCATED S89°56'4T'E 50 FEET
FROM THE NORTHWEST CORNER OF SAID SECTION 21
ALL oF sEcTions 22, 23, 24, 25, 26
THAT PORTION OF SECTION 27 LYING NORTH AND EAST OF THE SANTA
ROSA CANALS' SOUTHWESTERN MOST RIGHT OF WAY MORE
PARTICULARLY DESCRIBED AS FOLLOWS: BEGINNING AT A POINT ON THE
SOUTHERN BOUNDARY OF SECTION 27 LOCATED N89°52'50"W 858.97 FEET
FROM THE SOUTHEAST CORNER OF SAID SECTION 27, THENCE N2l°l6'47"W
1271.00 FEET, THENCE N27°27'32"W 188.37 FEET, THENCE N33°38' l8"W
3957.92 FEET, THENCE S56°2l'42"W 25.00 FEET, THENCE N6l°44'34"W 329.76
FEET, THENCE S89°50'50"W 858.15 FEET, THENCE N00°09' l l"E 504.58 FEET TO
A POINT ON THE NORTHERN BOUNDARY LOCATED N89°50'50"W 50] .46
FEET FROM THE NORTHWEST CORNER OF SAID SECTION 27
THAT PORTION OF SECTIONS 34 AND 35 LYING NORTH AND EAST OF THE
SANTA ROSA CANALS' SOUTHWESTERN MOST RIGHT OF WAY MORE
PARTICULARLY DESCRIBED AS FOLLOWS: BEGINNING AT A POINT THAT
BEARS n89°56'58"w 2138.23 FEET FROM THE SOUTHEAST CORNER OF
SECTION 35, THENCE N47°26'54"W 1972.06 FEET, THENCE N34°38'27"W
4040.34 FEET, THENCE N2l°l6'47"W 674.72 FEET TO A POINT ON THE
NORTHERN BOUNDARY OF SECTION 34

THAT PORTION OF SECTION 36 LYING NORTH AND WEST OF THE SANTA
ROSA CANALS' SOUTHWESTERN MOST RIGHT OF WAY MORE
PARTICULARLY DESCRIBED AS FOLLOWS: STARTING AT A POINT ON THE
EASTERN BOUNDARY OF SECTION 36 LOCATED S00°05'49"E 107.48 FEET
FROM THE SOUTHWEST CORNER OF SECTION 30, 'l`7S, R5E, THENCE
SO l °l9'46"W 4043.47 FEET TO A POINT ON THE SOUTHERN BOUNDARY OF
SECTION 36, THENCE FOLLOWING THE SOUTHERN BOUNDARY OF SAID
SECTION 36 EAST TO THE SOUTHWEST CORNER

7S 5E
ALL oF sEcT1ons 6, 7, 10, 15, 16, 17, 18, 19, 20, 21, 22, 23, 24
THE E2 OF SECTION 9

Approved By:
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FIRST ADDENDUM TO
SUPPLEMENTAL AGREEMENT BETWEEN EDS AND APS

DATED SEPTEMBER 20, 2007

This FIRST ADDENDUM is made and entered into this 31stday of July 2008, by and
between the Electrical DistrictNo. 3 of Pinal County, Arizona ("EDS") andArizonaPublic
Service Company ("APS") (collectively, the "PaNics").

RECITALS

WHEREAS, EDS and APS entered into a Supplemental Agreement for the
Implementation of the Settlement Agreement (Supplemental Agreement"), dated September 20,
2007;

WHEREAS,Section 11.12 of the Supplemental Agreement requires that any
modification or amendment be by mutual written agreement, and

WHEREAS, the Parties desire to modify the description of the EDS Service Area (as
defined in Section 2. 4 of the Supplemental Agreement).

NOW, THEREFORE, the Parties agree to modify Exhibit 1 and Exhibit 2, as set forth
below.

AGREEMENT

l. Exhibit 1 of the Supplemental Agreement (Map of ED3 Wires Boundaries) is
hereby replaced with and superseded by Exhibit 1, attached hereto.

2. Exhibit2 of the Supplemental Agreement (Legal Description of EDS Wires
Boundaries) is hereby replaced with and superseded by Exhibit 2, attached hereto.

3. Except as otherwise provided herein all rems and conditions of the Supplemental
Agreement shall remain in full force and effect.

IN WITNESSWHEREOF, the parties hereto have executed this First Addendum on the
day first written above.

EIQITCTRICAL DISTRICT no. 3 OF
9 ZONA I

I1

PINAL UNTY, STATE '
/

-4_4/f f

-KiiiiT>l1~3x PUBLIC sERvicE co1vE>Any

a R

Dan Thelander
Chairman, EDS

By:

f

By :
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Attachment D

ELECTRICAL DISTRICT no.3 OF PINAL COUNTY
LEGAL DESCRIPTION

Exhibit2

Legal descriptions are of the Gila and Salt River Base Meridian, Penal County, Arizona

IS 2E
ALL o1= SECTIONS 13, 14, 15, 16, 17, 18, 19, 20, z1, 22, z3,z6,z7, 28, 29, 30,31,32,
33,34,35 .

4s 3E
ALL oF SECTIONS 13, 14, 15, 16, 17
THE N2 AND THE N2 OF THE SE4 OF SECTION 18
THE NE4 OF SECTION 19
ALL o1= sEc"r1ons 20, 21, 22, 23, 24, 25, 26, 27, 28
THE E2 OF THE NW4, AND THE NE4 OF SECTION 29
THE N2 OF THE NW4, AND THE NE4 OF SECTION 33
ALL OF SECTIONS 34, 35, 36

4s 4E
ALL OF SECTIONS 15-22 AND 27-34

5S 5E
BEGINNING AT THE NORTHWEST CORNER OF SECTION 31,

THENCE: ON A BEARING OF EAST ALONG THE NORTH LINE OF SAID
SECTION 31 A DISTANCE OF 50.00 FEET;

THENCE: ON A BEARING OF SOUTH ON A LINE PARALLEL WITH AND S0
FEET EAST OF THE WESTLINE OF SAID SECTION 31 TO A POINT ON THE
NORTH LINE OF THE SOUTH HALFOF THE SOUTHWEST QUARTER OF THE
SOUTHWESTQUARTER OF SECTION 31AND THE POINT OF TERMINATION

THE S2 OF THESW4 OF THE SW4 OF SECTION 31

5S 4E
ALL OF TSS R4E
EXCEPT FOR THE FOLLOWING:

ALL OF SECTIONS 1, 2 .
THE SE4 OF SECTION 24
THAT PORTION OF THE NW4 OF THE NEW SECTION 25 LYING NORTH
OF THE MARICOPA _ CASA GRANDE HWY RIGHT OF WAY
THE W2 OF THE WE SECTION 25
AND SECTION 88 DESCRIBED AS FOLLOWS:
BEGINNING AT THE NW CORNER OF T5S R4E THENCE SOUTH
0°28'23.l1"W A DISTANCE OF 1081 l .7FEET TO THE TRUE POINT OF
BEGINNING THENCE NORTH 89°09'29"E A DISTANCE OF 18128.4 FEET,
THENCE SOUTH 0°09'54"W A DISTANCE OF 11575 FEET, THENCE
SOUTH 89°34'21"W A DISTANCE OF 2597.5 FEET, THENCE SOUTH
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ELECTRICAL DISTRICT no.3 OF PINAL COUNTY
LEGAL DESCRIPTION

Exhibit 2
0°26'l6W A DISTANCE OF 1892.9 FEET, THENCE SOUTH 89°28'55"W A
DISTANCE OF 4202.3 FEET, THENCE NORTH 0°00'02"E A DISTANCE OF
1832.8 FEET, THENCE SOUTH 89°23'04"W 5231 FEET, THENCE SOUTH
1°l3'45"W A DISTANCE OF 1876.3 FEET, THENCE SOUTH 89°48'l6"W A
DISTANCE OF 1351.7 FEET, THENCE NORTH 1°48'24"W A DISTANCE OF
1841 FEET, THENCE SOUTH 89°41 '58"W A DISTANCE OF 4710.4 FEET,
THENCE NORTH 0°17'09"E A DISTANCE OF 11663.8 FEET TO POINT OF
BEGINNING.

ss BE
ALL oF sEcnons 1, 2, 3, 11, 12, 16, iv, 18, 19, 20, 21
THE SO OF SECTIONS 25
THE SO OF SECTIONS 26
THE S2 OF SECTIONS 27
ALL oF sEcTions 28, 29, 30, 31, 32, 33, 34, 35, 36

ss 2E
ALL OF SECTIONS 2-11, 13-36

6S 2E
ALL OF TOWNSHIP 6S BE

6S BE
ALL OF TOWNSHIP 6S BE

6S 4E
ALL oF sEcnons z, 3, 4, s, 6, 7, 8, 9, 10, 11, 13, 14, is, 16, 17, is, 19, 20, 21, zz,
23, 24, 25, 26, 27, 28, 29, 30, 31, 32, 33, 34, 35, 3s

THE W2 OF SECTION1

ALL OF SECTION12, EXCEPT THATPORTION THEREOF LYTNG
NORTHEASTERLY OF THE FOLLOWINGDESCRIBEDLINE:

BEGINNING AT THE NORTH QUARTER CORNER OF SAID SECTION;

THENCE: SOUTH 00° 08' 22" EAST ALONG THE NORTH-SOUTH QUARTER
SECTION LINE OF SECTION 12 A DISTANCE OF 657.59 FEET TO THE
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ELECTRICAL DISTRICT N0.3 OF PINAL COUNTY
LEGAL DESCRIPTION

Exhibit 2
SOUTHWEST CORNER OF THE NORTHWEST QUARTER OF THE NORTHWEST
QUARTER OF THE NORTHEAST QUARTER OF SAID SECTION.

THENCE: SOUTH 440 47' 51" EAST ON A LINE TO A POINT OF TERMINATION
ON THE EAST LINE OF THE SOUTHEAST QUARTER OF SECTION 12.

6S 5E

TI-MT PORTION OF SECTIONS 7, 17 AND 18 LYING SOUTHWESTERLY OF THE
FOLLOWING DESCRIBED LINE:

BEGINNING AT THE SOUTH QUARTER CORNER OF SECTION 17;

THENCE: NORTH 00° 50' 50" WEST ALONG THE NORTH-SOUTH QUARTER
SECTION LINE A DISTANCE OF 1333.11 FEET TO THE NORTHEAST CORNER
OF THE SOUTHEAST QUARTER OF THE SOUTHWEST QUARTER;

THENCE: NORTH 63° 40' 56" WEST THROUGH SECTION 17 AND A PORTION
OF SECTION 18 A DISTANCE OF 4472.70 FEET;

THENCE: NORTH 440 47' 51" WEST ON A LINE THROUGH A PORTION OF
SECTION 18 AND SECTION 7 TO A POINT OF TERMINATION ON THE WEST
LINE OF THE SOUTHWEST QUARTER OF SECTION 7.

ALL oF SECTIONS 19, 30, 31

7S 2E
ALL OF TOWNSHIP 7S 2E

IS BE
ALL OF TOWNSHIP7S 3E

7S 4E
ALL OF TOWNSHIP7S4E

7S 5E
ALL oF sEcnons 6, 1, 10, 15, 16, 11, 18, 19, z0, z1,zz, 23,24
THE ET OFSECTION 9
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Attachment E

Legal Description of APS's CC&N within Proposed ED-3 Service Area
To Be Deleted

The described areas illustrate the boundary of the APSCNN.

Township 4 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 13 to19,21, 22, 23, 26, 27, 28, 33, 34, 35.

Township 4 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections13 to 29 and 33 to 36;
EXCEPT the following:

The SW4 and the S2 of the SE4 of Section 18, and
The NW4 and the S2 of Section 19, and
The WE of the NW4 and the S2 of Section 29, and
The S2 of the NW4 and the S2 of Section 33.

Township 4 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections16 to 22, 27 to 34.
EXCEPT the following:

The ET of Section 17, and
The NE4 of Section 20, and
The NO of Section 21, and
The N2 of Section 22.

Township 5 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections2to4, 10, 11, 13 to 17, 20 to 27, 32to 36.

Township 5 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1, 2, 3, 11, 12, 16 to 21, 25 to 36,
EXCEPT the following:

The NO of Section 25, and
The N2 of Section 26, and
The N2 of Section 27.

Township 5 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 3 to 15, 22 to 36 and Tracts 37 to 52;
EXCEPT the following:

The WE of Section 15, and
The WE of Section 22, and
The SE4 of Section 24, and
The E2 of the E2 of Section 25, and
That portion of the NE4 of Section 25 lying north of the MARICOPA-CASA GRANDE
HWY right of way, and
Those portions of Section 27, 28, 29 and 30 lying north of the following described line:
BEGINNING at the NW comer of Tract 43, Thence North 89°07'55" East 2123.92 feet to
the NE comer of Tract 43 also being the NW comer of Tract 42, Thence North 89°56'03"
East 2620.70 feet to the NE comer of Tract 42, Thence South 00°02'28" West along the east
line of Tract 42 1814.83 feet, Thence North 89°50'01" East 1318.19 feet to a point on the

1



Attachment E

west line of Tract 53, Thence North 00°0l '36" East 1883.45 feet to the NW comer of Tract
53, Thence South 89°05'54" East 5272.86 feet to the NE comer of Tract 53, Thence South
00°07'59" East along the east line of Tract 53 1808.01 feet, Thence South 89°37'54" East
4235.51 feet to a point on the west line of Tract 40, Thence North 00°01 ' 12" West 1861 .85
feet along the west line of Tract 40 to the NW comer of Tract 40, Thence North 89°59'58"
East 2601 .95 feet to the NE comer of Tract 40, Thence North 00°03'58" East 827.35 feet to
the N4 comer of Section 27 and POINT OF TERMINUS.

Township 5 South, Range 5 East of the Gila and Salt River Meridian, Pinal County, Arizona,
The S2 of the SW4 of the SW4 of Section 31, and
That portion of Section 31 described as follows:
BEGINNING at the NW comer of Section 31, Thence East along the North line of said Section 31
50.00 feet; Thence South on a line parallel with and 50 feet east of the west line of said Section 31
to a point on the North line of the S2 of the SW4 of the SW4 of Section 31, said point also being the
POINT OF TERMINUS.

Township 6 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to 5, 9 to 16, 22 to 27, 34, 35, 36.

Township 6 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to 31, 34, 35,36.

Township 6 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to 31, 36,
EXCEPT the following:

The E2 of Section 1, and
That portion lying Northeasterly of the following described line :
BEGINNING at the N4 comer of Section 12, Thence South 00°08'22" East along the
North-South Mid-Section line of 12 657.59 feet to the SW comer of the NW4 of the NW4 of
the NE4 of Section 12, Thence South 44°47'51" East to a POINT OF TERMINUS on the
east line of the SE4 of Section 12.

Township 6 South, Range 5 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 7, 17, 18, 19, 30, 31,
EXCEPT the following:

That portion of Sections 7, 17 and 18 lying Northeasterly of the following described line:
BEGINNING at the S4 comer of Section 17; Thence North 00°50'50" West along the
North-South mid Section line of Section 17 1333.11 feet to the NE comer of the SE 4 of the
SW4 of Section 17; Thence North 63°40'56" West through Section 17 and Section 18
4472.70 feet; Thence North 44°47'51" West through Sections 18 and 7 to a POINT OF
TERMINUS on the west line of the SW4 of Section 7.

Township 7 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1, 10, 11, 12.

Township 7 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1, 5, 6.

2



Attachment E

Township 7 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to 6,8 to 17,23 to 26, 35, 36.

Township 7 South, Range 5 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 6, 7, 9, 10, 15 to 24,
EXCEPT the following:

The WE of Section 9.

3



Create website and establish contact means for customers
and other parties upon application. Website would include
letter(s), project map, comprehensive Q&A and contact
information for customers, interested parties and
constituents to direct inquiries.

August 2008

Send letter to existing APS customers impacted by
application. Letter will also inform customers of future
communications and open house.

August 2008

Notification pursuant to ACC procedural order of
application, hearing and methods for intervention.
Concurrently will inform customers of open house,
website access, and contact information.

By deadline established in
procedural order

Public open house event. TBD
Notification of APS existing customers of ACC Decision
on APS application and transition information

TBD

Attachment F

APS Customer and Community Outreach Plan

The proposed action items outlined below and the timing of their implementation may be
adjusted where appropriate

Action Timing



Attachment G

Legal Description of APS's CC&N within Ak-Chin Lands
To Be Deleted

The described areas illustrate the boundary of the Ak-Chin Indian Community.

Township 4 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections24, 25, 36.

Township 4 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 18, 19, 29 TO 33;
EXCEPT the following:

The NO and the NO of the SE4 of Section 18, and
The NE4 of Section 19, and
The NE4 and the ET of the NW4 of Section 29, and
The NO of the NW4 and the NE4 of Section 33.

Township 5 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections1, 12.

Township 5 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 4 TO 10, 13, 14, 15, 22 TO 27;
EXCEPT the following:

The S2 of Section 25, and
The SO of Section 26, and
The SO of Section 27.

Township 5 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 15 to 22 and 27 to 30;
EXCEPT the following:

The ET of Section 15, and
The E2 of Section 22, and
Those portions of Section 27, 28, 29 and 30 lying south of the following described line:
BEGINNING at the NW comer of Tract 43; Thence North 89°07'55" East 2123.92 feet to
the NE comer of Tract 43 also being the NW comer of Tract 42, Thence North 89°56'03"
East 2620.70 feet to the NE comer of Tract 42, Thence South 00°02'28" West along the
east line of Tract 42 1814.83 feet, Thence North 89°50'01" East to a point on the west line
of Tract 53 1318.19 feet, Thence North 00°01 '36" East 1883.45 feet to the NW comer of
Tract 53, Thence South 89°05'54" East 5272.86 feet to the NE comer of Tract 53, Thence
South 00"07'59" East 1808.01 feet along the east line of Tract 53, Thence South 89°37'54"
East 4235.51 feet to a point on the west line of Tract 40, Thence North 00°01 ' 12" West
1861 .85 feet along the west line of Tract 40 to the NW comer of Tract 40, Thence North
89°59'58" East 2601 .95 feet to the NE comer of Tract 40, Thence North 00°03'58" East
827.35 feet to the N4 comer of Section 27 and POINT OF TERMINUS.



Description

Accumuilated
DepreciationOriginal Cost Net Book Value

Metal Pole 30 ft 8,888 1 ,546 7,142
Metal Pole 32 ft. 660 161 499
Metal Pole 35 ft 295,965 29,674 266,291
Metal Pole 40 ft 156,330 14,164 142,166
Metal Pole 45 ft 3,005,624 263,187 2,742,437
Metal Pole 50 ft 105,662 11,382 94,280
Metal Pole (tangent) 372,774 71,950 300,824
Wood Pole 30 ft 23,500 11,176 12,324
Wood Pole 35 ft 104,068 46,060 58,008
Wood Pole 40 ft 1,216,274 693,008 523,266
Wood Pole 45 ft 127,249 51,392 75,857
Wood Pole 50 ft 3,206 1 ,465 1,741
Wood Pole (tangent) 713,118 280,999 432,119
Steet Light Wire 7,227 3,690 3,537
Street Light Covers 1 ,848 785 1 ,063
Luminaires 40,167 12,080 28,087
Poles 29,705 10,001 19,704
Pole Fixtures 534,165 195,112 339,053
Down Guys 1,057,194 463,455 593,739
Serv ice 681,280 253,194 428,086
Meters 509,643 92,914 416,729
Tra nsform ere 4,935,599 2,253,614 2,681,985
OH Primary 2,085,131 525,781 1 ,559,350
OH Secondary 587,450 115,560 471,890

AirbreaklReclosersl &
Disconnect 604,425 142,106 462,319
UG Primary 579,334 329,698 249,636
UG Secondary 158,158 39,528 118,630
UG Conduit, Duck Banks,
Equip Pads, Manholes, Boxes,
& Switches 1,409,371 641 ,432 767,939
Cutouts & Arresters & Other 292,674 19,874 272,800

Attachment H

ARIZONA PUBLIC SERVICE COMPANY

"ITEMIZATION OF SPLIT END ASSETS AND CORRELATING COSTS"
As Of October 207

I

TOTALS 19,646,489.48 6,574,988 13,071,499.32



Description Original Cost
Accumulated
Depreciation

Net Book
Value

Land 104 104
Landscapinq 2,176 1 ,746 430
Security Fence 1,303 1 ,046 257
Other Equipment 69 51 18
Perimeter Fence 3,927 3,152 775
Buildinqs - Roof 313 251 62
Containment Basis/ Berms 847 672 175
Outdoor or Yard Liqhtinq 49 36 13
Roads, Sidewalks or Curbs 1 ,806 1 ,450 356
Site Clearinq - Oriqinal Site 7,097 5,696 1,401
Groundinq/Liqhtninq Protection 147 114 33
Air Conditioning Unit - Complete 39 29 10
Protective or Sound Barrier Walls 7,582 6,085 1 ,497
Buildings - Buildinq - Total Costs 5,535 4,442 1,093
Yard Drainage and Flood Protection 869 697 172
Control Panels 18,676 6,477 12,199
Other Equipment 2,075 720 1,355
Power Transformers 109,913 70,021 39,892
Circuit Breaker - 23 - 15 kV 28,282 8,709 19,573
Instrument Trans 353 219 134
Undetermined Switch, no volt rate 15,075 9,176 5,899

Description Original Cost
Accumulated
Depreciation

Net Book
Value

65 Foot Poles $2,845 $2,845 $0
60 Foot Poles $10,636 $10,636 $0
Tanqent Fixtures $1 ,703 $1 ,703 $0
#1 Wire $4,110 $4,110 $0

Attachment I

ARIZONA PUBLIC SERVICE COMPANY
"ITEMIZATION OF SEXTON SUBSTATION AND

69KV LINE ASSETS AND CORRELATING COSTS"
As of June 30, 2008

Sexton Substation

Totals 206,236 120,789 85,448

69kv Line East of Sexton Substation

Totals $19,294 $19,294 $0

l l
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INTHEMATTEROFTHESALEAND
TRANSITION BY ARIZONA PUBLIC SERVICE TO
ELECTRICAL DISTRICT no. 3 OF CERTAIN
ELECTRICAL FACILITIES IN PINAL COUNTY
PURSUANT TO A.R.S. §40-285(A) AND FOR
DELETION FROM ITS CERTIFICATE OF
CONVENIENCE AND NECESSITY CERTAIN
AREAS IN PINAL COUNTY .

to the Direct Testimony of Daniel Froetscher. A Revised Attachment E attached hereto

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

page 2 to the attachment, have been highlighted.

Arizona Public Service Company hereby files its Notice of Errata to Attachment E

RESPECTFULLY SUBMITTED this 16l')d day of October, 2008.

BEFORE THE ARIZONA?6)69q§A I9N1§0MMISSION

55.2 UDRP CONHiSSIU%%
D O C K E T  C O N TR O L

ft HE
Meéhhn H. Graber
ThOgias J Mum aw
Pinnacle West Capital Corp. Law Department
Attorneys for Arizona Public Service Company

RECEIVED

NOTICE OF FILING NOTICE OF
ERRATA

DOCKET no. E-01345A-08-0426

APS Exhibit 3
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APS EXH|BlT 2

Original and 13 copies of the foregoing were
filed this 16th day of October, 2008 with:

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Bill Stacy
General Manager
Electric District No. 3
41630 W. Lewis Johnson Drive
Maricopa AZ 85239
bill@ed-3.org

Paul R. Orme Esq.
H.C. 63 Box 3042
Mayer, AZ 86333

Kenneth R. Saline
K.R. Saline & Associates, PLC
160 North Pasadena, Suite 101
Mesa, AZ 85201-6467
krs@krsa1ine.com

John P. Coyle, Esq.
Paul M. Breakman, Esq.
Duncan & Allen
l 575 Eye Street, N.W., Sutie 300
Washington, D.C. 20005-1175

l

2

3

4

5

6

7

g A copy of the foregoing was mailed or e-mailed this 16"' day of October, 2008.
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26

Steve Olga
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
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2

3

Alexander Iggie
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
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APS EXHIBIT 2

Revised Attachment E
10/16/08

Legal Description of APS's CC&N within Proposed ED-3 Service Area
To Be Deleted

The described areas illustrate the boundary of the APS CNN.

Township 4 South, Range 2 East of the Gila and Salt River Meridian, Penal County, Arizona,
All of Sections 13 to 19,21,22, 23, 26, 27, 28, 33, 34, 35.

Township 4 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 13 to 29 and 33 to 36;
EXCEPT the following:

The SW4 and the S2 of the SE4 of Section 18, and
The NW4 and the S2 of Section 19, and
The W2 of the NW4 and the S2 of Section 29, and
The SO of the NW4 and the S2 of Section 33.

Township 4 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections16 to 22, 27 to 34.
EXCEPT the following:

The ET of Section 17, and
The NE4 of Section 20, and
The N2 of Section 21, and
The NO of Section 22.

Township 5 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections2 to 4, 10, 11, 13 to 17, 20 to 27, 32 to 36.

Township 5 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1, 2, 3, 11, 12, 16 to 21, 25 to 36,
EXCEPT the following:

The NO of Section 25, and
The N2 of Section 26, and
The NO of SeCtion 27.

Township 5 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 3 to 15, 22 to 36 and Tracts 37 to 52;
EXCEPT the following:

The W2 of Section 15, and
The W2 of Section 22, and
The SE4 of Section 24, and
The ET of the ET of Section 25, and
That portion of the NE4 of Section 25 lying north of the MARICOPA-CASA GRANDE
HWY right of way, and
Those portions of Section 27, 28, 29 and 30 lying north of the following described line:
BEGINNING at the NW comer of Tract 43, Thence North 89°07'55" East 2123.92 feet to
the NE comer of Tract 43 also being the NW comer of Tract 42, Thence North 89°56'03"
East 2620.70 feet to the NE comer of Tract 42, Thence South 00°02'28" West along the east
line of Tract 42 1814.83 feet, Thence North 89°50'01" East 1318.19 feet to a point on the

Page l of 3
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APS EXHIBIT 2

.r

Revised Attachment E
10/16/08

west line of Tract 53; Thence North 00°01 '36" East 1883.45 feet to the NW comer of Tract
53, Thence South 89°05'54" East 5272.86 feet to the NE comer of Tract 53, Thence South
00°07'59" East along the east line of Tract 53 1808.01 feet, Thence South 89°37'54" East
4235.51 feet to a point on the west line of Tract 40, Thence North 00°01' 12" West 1861.85
feet along the west line of Tract 40 to the NW comer of Tract 40; Thence North 89°59'58"
East 2601 .95 feet to the NE comer of Tract 40, Thence North 00"03'58" East 827.35 feet to
the N4 comer of Section 27 and POINT OF TERIVHNUS.

Township .5 South, Range 5 East of the Gila and Salt River Meridian, Pinal County, Arizona,
The S2 of the SW4 of the SW4 of Section 31, and
That portion of Section 31 described as follows:
BEGINNING at the NW comer of Section 31; Thence East along the North line of said Section 31
50.00 feet; Thence South on a line parallel with and 50 feet east of the west line of said Section 31
to a point on the North l`me of the S2 of the SW4 of the SW4 of Section 31, said point also being the
POINT OF TERMINUS.

Township 6 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to5,9to16, 22to 27, 34, 35, 36.

Township 6 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to 31, 34, 35, 36.

Township 6 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
A11 of se¢ti@§S"1 15581364
EXCEPT the following:

The ET of Section 1, and
That portion lying Northeasterly of the following described line:
BEGINNING at the N4 comer of Section 12, Thence South 00°08'22" East along the
North-South Mid-Section line of Section 12 657.59 feet to the SW comer of the NW4 of the
NW4 of the NE4 of Section 12, Thence South 44°47'51" East to a POINT OF
TERMINUS on the east line of the SE4 of Section 12 .

Township 6 South, Range 5 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 7, 17, 18, 19, 30, 31,
EXCEPT the following:

That portion of Sections 7, 17 and 18 lying Northeasterly of the following described line:
BEGINNING at the S4 comer of Section 17; Thence North 00°50'50" West along the
North-South mid Section line of Section 17 1333.11 feet to the NE comer of the SE4 of the
SW4 of Section 17, Thence North 63°40'56" West through Section 17 and Section 18
4472.70 feet; Thence North 44°47'5l" West through Sections 18 and 7 to a POINT O F
TERMINUS on the west line of the SW4 of Section 7.

Township 7 South, Range 2 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1,10, 11,12.

Township 7 South, Range 3 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1,5,6.

Page 2 of 3
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Revised Attachment E
10/16/08

Township 7 South, Range 4 East of the Gila and Salt River Meridian, Pinal County, Arizona,
All of Sections 1 to 6,8to 17,23to 26, 35, 36.

Township 7 South, Range 5 East of the Gila and Salt River Meridian, Pinar County, Arizona,
All of Sections 6,7, 9, 10, 15 to 24,
EXCEPT the following:

The W2 of Section 9.

Page 3 of 3
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f APS Exhibit 4

Susan Casady
Supervisor
Regulatory Affairs

Tel. 602-250-2709q E C E \ v E D Mail Station 9708
Fax602-250-3003 PO Box 53999
e- a'l S .Ca ad . Unix, Ariz n 85072-3999m | san 7SI]{}9Y tf§'§'§ A \@ QE? o a

.iii CGRP [.:Ui*€i"}Ei332J:8
DOCKET BUNTROL

August 27, 2008

Docket Control
Arizona Corporation commission
1200 West Washington Street
Phoenix, Arizona 85007

Re: Arizona Public Service's Application for the Sale of Certain Distribution Assets and Deletion from its
CC&N of Certain Areas in Pinal County
ACC Docket No. E-01345A-08-0426

Dear Sir or Madam:

In the Arizona Public Service ("APS") application Filed on August 11, 2008, in the above captioned matter, APS
stated that the Company would notify Ak-Chin india Community of its intent remove its service obligations in that
area to the Chairman of the Ak-Chin Indian Community Tribal Council, the utility Manager of ACES and also to the
Chairman of the Board of ACES. Please End attached a copy of the Ak-chin letter that was sent to these
individuals.

Also, APS recently sent our customers in portions of Pinal County a letter advising them that the Company had
filed the above referenced application. The letter also contained a link to a website where customers can learn
more about the application and provided a phone number and electronic mail address for any further questions our
customers may have regarding the application. Please find attached a copy of that customer letter.

If you have questions, please contact me at 602-250-2709.

Sincerely,

Susan Casady / -

Scldmk

Enclosure

Cc: Alexander ljwe
Steve Olea
Vicki Wallace

TTE



A subsidiary of Pinnacle West Capital Colpamaliaw

Daniel  T .  Froatscher
General Manager
Energy D8li\IBl'Y

318 n.  Marshall
Casa Grande,  AZ 85222

August 22, 2008

Dear APS Customer,

APS has some important news to share with you abo your electric service provider.

On August 11, 2008, APS submitted an application to the Arizona Corporation
Commission (ACC) for approval to sell its electric distribution facilities in the area to
Electrical District No. 3 (ED-3).

Under the application, which must be approved by the ACC, current APS customers who
reside within ED-3 's proposed service boundary will be served by ED-3. We take great
pride in the service we provide our cumomers, andwe struggle with the idea of seeing
4,000 loyal customers transition to another electric service provider. However, we believe
our customers will be best served by the move.

Currently, APS customers in the area are served by APS power lines that are connected
with ED-3's electric system. This unique arrangement creates occasional confusion
regarding which utility is responsible for repairs, can result in delays in restoring service,
increasesmms for both utilities, and poses a potential risk to the safety of our employees
and the public.

Over the past several years, these operational challenges and tremendous growth in the
area have prompted the two companies to find a more effective solution to serving the
area. Approval of the application will result in a single electric utility with the
responsibility of maintaining critical init°astructure and ensuring reliable service in the
area. ED-3 currently serves more than 17,000 customers 'rn the area and has proven to be
a capable and reliable service provider,

.A

Customers affected by this change will benefit from operational etiiciencies that will
appear seamless and may not be immediately evident to you. Benefits the two companies
expect to result from the sale include:

e Consolidation of facilities under one company to lessen confusion and delays in
service restoration while identifying whose facilities belong to which utility;
Improved employee and public safety;and
Cost savings.

•

•

Are



re

We understand this letter may prompt more questions than it answers. To be candid, there
are some questions that may not have answers at this point, but we are committed to
keeping you informed through the process. We have established a Web site,

.aps.coM , which will be updated regularly. Should you have questions about the
transition, you can call (520)421-8455.

In the coming months, we plan on hosting a community open house, the details of which
will be mailed to you and posted on the Web site mentionedabove. 111 addition,you can
shareyour thoughtsand questions with us via e-mail at ed3@aps.com.

In the meantime, if there is anything we can do to assist you during this transition, please
let us know. It has been ourpleasure to serve you.

Sincerely,

c£,QU»*-
Daniel T. Froetscher
APS General Manager of Energy Delivery



August 26,2008

Ms. Delia Carlyle, Chainman
As-Chin Indian Community
42507 West Peters and Nail Rd.
Maricopa, AZ. 85238

Re: APS Application to withdrawCC&N

Dear Chainman Carlyle,

write you in regards to a recent application submitted by Arizona Public Service Company
("APS" or "Company") to the Arizona CorpOration Commission ("ACC") regarding the deletion
of the As-Chin Indian Community lands from the Company's Certificate of Convenience and
Necessity ("CC&N").

As you know, APS sold its electrical distribution facilities to the As-Chin Indian Community a
little more than ten years ago when the As-Chin decided to establish a tribal utility authority to
own and control the electrical distribution facilities on the Reservation. The sale of the facilities
to the Ak-Chin was approved by the ACC on September 29, 1997 in Decision Number 60433.
At that time, APS did not seek to withdraw its Certificate of Convenience and Necessity
("CC&N") covering the As-Chin Indian Community.

Recently, on August ll, 2008, APS filed an application with the ACC seeking, for various
reasons, permission to sell its distribution facilities in much of Western Pinal County to
Electrical District Number Three ("ED-3") and also to delete ED-3's service area from the
Company's CC&N . Given the geographic location of the As-Chin Indian Community within
ED-3's service area, coupled with the fact that APS has no customers on the As-Chin
Community Reservation and no realistic prospects of obtaining future customers, APS has also
requested in its filing that the ACC delete the As-Chjn lands horn its Certificate of Convenience
and Necessity ("CC&N"). APS views the deletion of the CC&N in this regard as the final step in
transitioning the provision of electric service iron APS to As-Chin that was initiated in 1997.

We value the relationship we enjoy with the As-Chin and wanted to be sure you were aware of
our filing and request to delete your lands from our CC&N. The application is filed at the ACC
as Docket Number E-01345A-08-0426 and is available for your review. I would also be happy to
send you or your designee an electronic copy of the filing if you so desire.

.a
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Lf you have any questions or concerns regarding this matter, or if you would like a copy of the
filing, please do not hesitate to give me a call at 602-250-4101 or contact me via e~mai1 at
Daniel-Froetscher@aps.com. I appreciate the opportunity to be of service and hope that if you
have any questions, you will contact me.

Si4€K:'fe1y ,Jim

gm
Daniel T. Froetscher
General Manager, Rural Az. Delivery

Cc: Chainman Charles Carlyle, As-Chin Energy Services
Mr. Lenny Gold, Utility Strategies Consenting Group, LLC
.Tim Valenzuela, APS
Evelyn Cayuga, APS

r
1
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Leland R. Snook
Director
State Regulation & Pricing

Tel. 802-250-3730 R  E  C  E  I  v  E  t o .  S t a t i o n  9 7 0 8
Fax 502-250-3003 PO Box 53999
e-mal 411nd.$n00l¢% _ W |  ` l p Arizona a5072-39991

March 17, 2009 _,_ vi i i¢i§*1:$.
i J U C ;£E T  C D N T R G L
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Docket Control
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

MAR 1 7 2099

RE:

whelp con/five
. . D'r Io: . iii Les

Public Notice ofHearingfor the Sadeand Transferof Certain Facilities to E1e c%9sMmo.  I
Docket No. E-01345A-08-0426

Pursuant to a Procedural Order dated February 10, 2009:

...APS shall mail to each customer affected by die transfer and all property
owners in the transfer area a copy of the above notice, and shall cause the
above notice to be published at least once in a newspaper of general
circulation in the transfer area service territory, such mailing and
publication to be complete by March 6, 2009.

Attached is the Affidavit of Publication from the Casa Grande Dispatch certifying that the required
public notice was published inthe CasaGrande Dispatch newspaper on March 3, 2009, anda second
Affidavit of Publication from the Casa Grande Dispatch certifying that the required public notice was
published in the Maricopa Monitor newspaper on February 27, 2009.

Also, attached is a copy of the public notice that was mailed to each customer affected by the transfer
and all property owners in the transfer area on March 3, 2009.

If you have any questions or concerns, please caLla Jennie Vega at 602-250-2038.

Sincerely,
!

/*1 J

Leland R. Snook
pp

Attachments

LS/dst

CC: Steve Oleo
Alexander Iggie
Deborah Reagan
Parties of Record (via elec1;ronic mail)
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APS EXHIBIT 4

STATE OF ARIZONA Amdavif of Publication
ss.

COUNTY OF PINAL
f irst being duly sworn

1

: ."Pi:diii"4: 'Nofrxcnuvl-IBAnlnG Eu Tun A

AND 'I&Ansrsn 'ro ELECTIICAI. Dlsinu

THE-DELETION FROM irs.CsnnncA'rn OF

: .IQ

' f

DONOVAN M.KRAMER SR.

deposes and says: That he is a native bam citizen of the United States of

America. over 21 years of age, that he is publisher of the Casa Grande

Dispatch, a daily newspaper published at Casa Grande. Pinal County.

Arizona, Tuesday through Sunday of each week; that a notice, a full, true

and complete printed copy of which is hereunto attached, was printed in

the regular edition of said newspaper, and not in a supplement thereto, for

ONE consecutive issues the first publication thereof having

been on the 3RD

day of

Second publication

Third publication

Found: publication

Flfth publication

MARCH
A.D.,2009

Sixth publication z

CASA GRANDEDISPATCH
If the application is approved, approximately 4,000 AP
It is important to note that existing ED-3 customers
remain confidentially held by ED-3. ABS has establish
may call'APS at (520)421-8455.with 'questions or you

By 3%//w / I//244

Sworn to before me this

1
DONOVAN m. KRAMER sn., Pu usher

dayof \\\&\»\Q
\§M3\Q

A. .  9

Jol\wwwQ-
Notary Public in and for the County

of Penal, Stare of Arizona

\

r
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How YOuCan View or Obtain h Copy of the

Ar izona Corporat ion Com m ission Publ ic  H

About  I n tervent i on

I

On AugUst 11, 2008, Arizona Public Service COmpany
pursmiant to A.R.S. 40~285(A), for the sale of certairre
from its certificate of Convenience and Necessity of ch
a waiver of Arizona Administrative Code R14-2-212(
one~tfine.approvd for APS to provide ED-3.with custom
only from those APS customers that will be transferred
held on a strictly confidential basis by ED-8 and used c
R14-z-203(A)(2) and specific lansueSe authorizing lm;

I Standards ("Rl8S") and APS'Demand Side Mahagemen
for thesale of its electrical facilities.

Copieslof the application are availablé'at APS' o8ces,~ 3'
1200 West Washington, Phoenix, Arizona, far pubis i
(www.azcc.gov) using the e-Docket function.

The Commission will hold a hearing on this matter
Commission's offices, 1200 WestWashington Street
day of the hearing. Written public comments may be
Corporation COmmission, Consumer Services Secti
instructions on how to e-mail comments to the Com
you require assistance, you may contact the Consul

1. Your name, address, and telephone number and th
is to be made, if not yourself;

The law provides for an open pubEs hearing at which,
entitled by law to intervene and having a direct and so
you must file a written motion to inteniene With the Co
to APS or its counseland to all parties of record. Your

I
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vAle """"° nonce APS EXHIBIT 4
PuBic Nonce or HEARING on THs_An>l,lcAT1on or AmzonA Puss SsnvlcsCOMPANY ranIH: SALE

AND TrAnsl=nn To EL£CTRICAL Dlsrmcr No. i or CERTMN ELECTRICAL FAc1Lm£s IN PINAL Coun'ry AND
rue Dunlop Fnozvl ms CERTIFICATE al=Convsnlsnc£ AND Necnssn'y or CERTAIN AIr£As IN PINAI. Coun'ry

(Doqxsr No. E-0134sA-0B-0426)

Summary

On August 11. 2008. Arizona Public Service Company ("AP$") fried an application with the Arizona Corporation Commission ("Commission")
pursuant to A.R.S. 40~285(A). for the sale of certain electrical facilities in Pima] County to Electrical District No. 3 ("ED-3") and for deletion
from its certificate of Convenience and Necessity of certain areas in Pinar County. For the sole purpose of this transaction. APS has requested
a waiver of Arizona Administrative Code R14-2-212(l), which considers all customer inlbrmation to be confidential The waiver requests a
one-time approval for APS to provide ED-3 with customerspecilic information such as customer name, address, billing rate. energy usage. etc.
Ody from those APS customers that will be transferred to ED-3 and only upon approval of the Application. The information will continue to be
held on a strictly confidential basis by ED.3 and used only for the purposes of providing electrical service. APS also requested a waiver of AAC
R14-2-203(A)(2) and specific language authorizing impacted customers to remain eligible to participate in the Commission's Renewable Energy
Standards ("RES') and APS' Demand Side Management ("DSM") programs up to the date on which the Commission approves APS' application
for the sale of its electrical facilities. ,

[f the application is approved, approximately4,000 APS customers who reside in the Maricopa and StanNeid areas will be transferred to ED-3.
it iS important to note that existing ED-3 custom-let; will NQI be impaqtd by this transition and their account information will continue to
remain confidentially held by ED-3. APS has established a Web site with information regarding this application at www.aps.com/ed3 or you

may call APS at (520)421-8455 with questions or you may contact ED-3 at its website www.ed3online.org.

How You Can View or Obtain a Copy of the Application

Copies of the appllcadon are available oz APS' oliices, 31B N. Marshall, Casa Grande, Arizona. and at the Commission's Docket Control Center at
1z00 West Washington. Phoenix. Arizona. for pubic inspection during regular business hours and on the Internet via the CommissionS website
(www.azcc.gov) using the e-Docket function.

Arizona Corporation Commission Public Hearing Information
The Commission w i l l  hold a hearing on this rriatter beginning Apri l  2, 2009, at 10:30 a.m., or as soon thereafter as is  practical , at the
Commission's off ices, 1200 W est W ashington Street, Hearing Room 100, Phoenix, Arizona. Publ ic comments w i l l  be taken on the fi rst
day of the hearing. W ritten publ ic comments may be submitted by mai l ing a letter referencing Docket No. £-01345A-08-0426 to Arizona
Corporation Commission, Consumer Services Section, 1200 West Washington, Phoenix. AZ 85007, or by e-mai l . For a form to use and

instructions on how to e-mai l  comments to the Commission, go to http:Ilwww.azcc,gov/divis ionsluti l i t ies/forms/publ ic_comment.pdf. If
you require assistance, you may contact the Consumer Services Section at 1-B00-222-7000.

A b o u t  I n t e r v e n t i o n

The hw provides for an open public hearing at which, under appropriate circumstances, interested parties may intervene. Any person or entity
entitled by law to intervene and having 1 direct and substantial interest in the matter will be permitted to intervene. If you desire to intervene.
you must file a written motion to intervene with the Commission no later than March IB, 2009. You must send a copy of the motion to intervene
to APS or its counsel and to all parties of record. Your motion to intervene must contain the following:

1. Your name. address, and telephone number and the name, address, and telephone number of any party upon whom service of documents
is to be made. if not yourself:

2. A short statement of your interest in the proceeding (e.g., a customer of ANS. a shareholder of APS,etc.); and

3. A statement certifying that you have mailed a copy of the motion to intervene to APS or its counsel and to all parties of record in the case.

The granting of motions to intervene shall be governed by A.A.C. R14-3-105, except that al l  motion; to iptewene must be fi led on or before
March 18. 2009. If representation by counsel is required by Rule 31 of the Rules of the Arizona Supreme Court, intervention will be conditioned
upon the intervenor obtaining counsel to represent the intervenor. For information about requesting Intervention, visit the Commission's website
at http://www.azcc.gov/divisionslutilities/forms/interven.pd£ The granting of intervention, among other things, entitles a party to present sworn
evidence at the hearing and to cross-examine other witnesses.However. failure to intervene will not preclude any lqteresteii person or entity from
appearing at the hearing and providing public comment on the application or lrvm Raina winer comment; in the record of the case.

ADA/Equal Access Information

'The Commission does not discriminate on the basis of disability in admission to its public meetings. Persons with a disability may request a
reasonable accommodation such as a sign language interpreter, as well as request this document in an alternative format, by contacting the ADA
Coordinator. Shaylyn Bernal, at SBernal@azcc.gov. voice phone number (602) 542-3931. Requests should be made as early as possible to allow

time to arrange the accommodation.

No. of publications: 1: date d pubiiation: March 3, 2009
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STATE OF ARIZONA AE»davit of Publication
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deposes and says: That he is a native born citizen of the United States of

America, over 21 years of age, that he is publisher of the Casa Grande

Dispatch, a daily newspaper published at Casa Grande, Final County,

Arizona, Tuesday through Sunday of each week; that a notice, a full, true

and complete primed copy of which is hereunto attached. was printed in

the regular edition of said newspaper, and not in a supplement thereto, for

Q N E consecutive issues the Erst publication thereof having

been on the 2 7 T H
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Summary
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Second publication
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Fifth publication

Sixth publication

On August 11, 2008, Arizona.Pi\blic.sa_vi¢e Company l
pursuant w A.R.s. 40-285(A). for the Ade of eérum a
frown au ¢=eItd£~ea¢e of Convenience Ana Nefessifidca
a waiver of Arizona ll\dminisua'&ve Cm R14-2-212(I
am-ume apprbd ii APS m pwvaae ED.-3 gnu ¢usmg
onlyhoax those APS customers thacwill be t:ans£eneH
hddonam aom£dmnM byED-Sgnéusedpx
R14-2-20a(A)(2) maspring language auumzigmg nap

sundmrds ("rEs') =md.Aps' Demand Side Man»ge¢lu
for tliesaledits élecuidincilides.. I . .

*** MARICOPA MONITOR i-uw

CASA GRANDE DISPATCH

DONOVANm. KRMMER fisher

worm/io be this
v

aawsf A.D

Notary Public in andffok the County
of Pined. State aY/Arizona

»

I

(9
>
>

AboUt Intervention

8)
I,

HoW You Can View or Obhm aCop\r'ofthé .

.Aid}1onaCcu:pcmHonCommnmisaslonlWibllcH1

qiuueabyl.wu°1nau¢=v=n¢q»a1uvlng.ar¢¢;ln4»uI
yuummileawlittdmoduntoluwl3uvulgwid\d\eCol
toAPSorlbcounldgldtolllpudel6freah1d.Youn

/ `,,... _--~,~
.

0  - v - J

I

.

If the ipPli°=t1qri in approved, appruutimaltely. 4,000_APE
It is important to ilote that e1kistingED-3 customers w
neilh.ain-conidendally held bylED-3.4P§_hi.i `establlsh»

'. May call APS at (520)421.8455ynth qqnestions or #Ou I

54,!5. gri.,,,g1¢;¢,l;,..,,..a,iul¢l,a¢1ggsg.;¢;;¢..,31
_\. !2°0wve»:'wi1I\In9I=°lii14w==\I==, Mauna. bf puliliem

(www.azec.gov) udngthee-Doqlnet : •

... The C<n1ninnllllon_will hold a.hearlng~olIthlsmitta
' CqmlgnI§glon'l o$uel;'1206 Wait Wathingt°n Street
._ dlyofulenmnng, Wrltténpubllc colimemtlnnnybe

Corporation Commission. C°I!llll1n¢\' Sarvll:el.Sectl¢
insumeuomonluawme-mileammemstnthecom!
Yuan require 1plshlnce, you mayecmtact the.Cuunlulum

1. Your name, address, and telephone nilmber and the
'.lS to be made. if not vnurself: '

.8



I

l.

. PAID puss NOTICE

PUBLIC NotIcE or HEARING on1I4E AI>vucA'rIon or ARIZONA Punic SERVICE Comf l°1~§r°'i=li"§I!IEQALE
AND TRANSEER To ELECTRICAL DIS1RICr NQ- 1 or CERTAIN ELECTRICAL FAr;luTIEs [iv PINAI CDUNTY AND

mE DEI.ErION Enos ms CERrIEICATE QF CONVENIENCE AND NECESSI1Y or CER1AIN AREAS IN PINAI Coun'ry
(DOCKET No. E-01f{4gA-08-04261

Summary

On August 11, 2008. Arizona Public Service Company ("APS") filed an application with the Arizona Corporation Commission ("Commission")
pursuant to A.R$. 40-285(A). for the sale of certain electrical facilities in Find County to Electrical District No. 3 ("ED-3") and for deletion
from its certificate of Convenience and Necessity of certain areas in Pinal County. For Me sole purpose of this transaction. APS has requested
a waiver of Arizona Administrative Code R14-2-212(l), which considers dl arstomer information to be confidential. The waiver requests a
one-time approval for APS to provide ED-3 with customer-speciic information such as customer name,address. billing rate, energy usage, etc.
only from those APS customers that Will be transferred to ED-3 and only upon approval of the Application. The information will continue to be
held on a strictly confidential basis by ED-3 and used only for the purposes of providing electrical service. APS also requested a waiver of AAC
R14-2-203(A)(2) and specific language authorizing impacted customers to remain eligible to participate in the Commission's Renewable Energy
Standards ("RES") and APS' Demand Side Management ("DSM') programs up to the dare on which the Commission approves APS' application
for the sale of its electrical facilities.

If the application is approved, approximately 4.000 APS customers who reside in the Maricopa and Stanfield areas will be transferred to ED-3.
It is important to note that existing ED-3 customers will NOT be imnactecl by this transition and their account information will continue to
remain confndentiallv held by ED-3. APS has established a Web site with information regarding this application at www.aps.com/ed3 or you
may ca.ll APS at (520) 421-84-5 with questions or you may contact ED-3 at its website .e8oMnemg.

How You Can View or Obtain a Copy of the Application

Copies of the application are available at APS' offices. 318 N. Marshall, Casa Grande, Arizona, and at the Commission's Docket Control Center at
1200 West Washington, Phoenix, Arizona, for public inspection during regular business hours and on the Internet via the Commission's website
( azov) using the e-Docket functions

Arizona Corporation Commission Public Hearing information
The Commission will hold a hearing on this matter beginning April 2, 2009, at 10:30 a.m.. or as soon thereafter as is practical. at the
CommissionS offices, 1200 West Washington Street. Hearing Room too, Phoenix, Arizona. Public comments will be taken on the first
day of the hearing. Written public comments may be submitted by mailing a letter referencing Docket No. E-01345A»08-0426 to Arizona
Corporation Commission. Consumer Services Section. 1200 West Washington, Phoenix. AZ 85007, or by e-mail. For a form to use and
instructions on how to e-mail comments to the Commission, go to httpzllwww.az.cc.gov/divisions/utilities/forms/public_comment.pdf. If
you require assistance, you may contact the Consumer Services Section at 11800-222-7000.

About Intervention

The law provides for an open public hearing at which, under appropriate circumstances. interested parties may intervene. Any person or entity
entitled by law to intervene and having a direct and substantial interest in the matter will be permitted to intervene. If you desire to intervene.
you must file a written motion m intervene with the Commission no later than March 18, 2009. You must send a copy of the motion to intervene
to APS or its counsel and to dl parties of record. Your motion to intervene must contain the following;

1. Your name. address, and telephone number and the name, address, and telephone number of any party upon whom service of documents
is to be made, if not yourself; .

2. A short statement of your interest in the proceeding (e.g., a customer of APS, a shareholder of APS, etc.); and

3. A statement certifying that you have mailed a copy of the motion to intervene to APS or its counsel and to all parties of record in the case.

The granting of motions to intervene shall be govemeci by A.A.C. R14-3-105, except that all motions to intervene must be filed on or befog;
March IB,2Q09. If representation by counsel is required by Rude 31 of the Rules of the Arizona Supreme Court, intervention will be conditioned
upon the intervenor obtaining counsel to represent the intervenor. For information about requesting intervention, visit the CommissionS website
at http:I/www.azcc.gov/divisions/utilities/forms/interven.pd£ The granting of intervention, among other things, entitles a party to present sworn
evidence at the hearing and to cross-examine other witnesses. However. failure to iqgegveple will not preclude any interested person or entity from
appearing at the h¢=n'H¢ and providing public comrqerg on the application pr from Eleni written commlmt; in the record of the case.

ADAlEqual Access Information
The Commission does not discriminate on the basis of disability in admission to its public meetings. Persons with a disability may request a
reasonable accommodation such as a sign language interpreter. as well as request this document in an alternative format, by contacting the ADA
Coordinator, Shaylyn Bernd, at SBemal@azcc.gov, voice phone number (602) 542-3931. Requests should be made as early as possible to allow

time to arrange the accommodation.

No. of publications: 1, date of publication: February 21, 2009



APS EXHIBIT 4

PUBLIC NOTICE OF HEARING ON THE APPLICATION OF
ARIZONA PUBLIC SERVICE COM[PANY

FOR THE SALE AND TRANSFER TO ELECTRICAL DISTRICT NO. 3 OF
CERTAIN ELECTRICAL FACILITIES IN PINAL COUNTY AND THE

DELETION FROM ITS CERTIFICATE OF CONVENIENCE AND
NECESSITY OF CERTAIN AREAS IN PINAL COUNTY

(Docket No. E_01345A.08-l)426)

\

Summarv
On August ll, 2008, Arizona Public Service Company ("APS") filed an application with the Arizona
Corporation Commission ("Commission") pursuant to A.R.S. 40~285(A), for the sale of certain electrical
facilities in Pinal County to Electrical District No. 3 ("ED-3") and for deletion from its certificate of
Convenience and Necessity of certain areas in Pink County. For the sole purpose of this transaction, APS
has requested a waiver of Arizona Administrative Code R14-2-2l2([), which considers all customer
information to be confidential. The waiver requests a one-time approval for APS to provide ED-3 with
customer-speciic information such as customer name, address, billing rate, energy usage, etc. only from
those APS customers that will be transferred to ED-3 and only upon approval of the Application. The
information will continue to be held on a strictly coniidentiad basis by ED-3 and used only for the
purposes of providing electrical service. APS also requested a waiver of AAC R14-2~203(A)(2) and
specific language authorizing impacted customers to remain eligible to participate in the Commission's
Renewable Energy Standards ("RES") and APS' Demand Side Management ("DSM") programs up to the
date on which the Commission approves APS' application for the sale of its electrical facilities.

I

If the application is approved, approximately 4,000 APS customers who reside in the Maricopa and
Stalniield areas will be transferred to ED-3. It is important to note that existing ED-3 customers willNOT
be impacted by this transition and their account information will continue to remain confidentially held by
ED-3. APS has established a Web site with information regarding this application at .aps.eoM
or you may call APS at (520) 421-8455 with questions or you may contact ED-3 at its website
www.ed3online.org.

How You Can View or Obtain a Copv of the Application
Copies of the application are available at APS' offices, 318 N. Marshall, Casa Grande, Arizona, and at the
Commission's Docket Control Center at 1200 West Washington, Phoenix, Arizona, for public inspection
during regular business hours and on the Internet via the Commission's website ( amegov) using
the e-Docket fiction.

Arizona Corporation Commission Public Hearing Information .
The Commission will hold a hearing on this matter beginning April 2, 2009, at 10:30 a.m., or as soon
thereafter as is practical, at the Commission's offices, 1200 West Washington Street, Hearing Room 100,
Phoenix, Arizona Public comments will be taken on the first day of the hearing. Written public
comments may be submitted by mailing a letter referencing Docket No. E~01345A-08-0426 to Arizona
Corporation Commission, Consumer Services Section, 1200 West Washington, Phoenix, AZ 85007, or by
e-mail. For a form to use and instructions on how to e-mail comments to the Commission, go to
http:// .ucc.gov/Mvisions/utilities/fonns/public_com.mcnt.pdti If you require assistance, you may
contact the Consumer Services Section at 1-800-222-7000.

About Intervention
The law provides for an open public hearing at which, under appropriate circumstances, interested parties
may intervene. Any person or entity entitled by law to intervene and having a direct and substantial
interest in the matter will be permitted to intervene. If you desire to intervene, you must tile a written
motion to intervene with the Commission no later than March 18, 2009. You must send a copy of the
motion to intervene to APS or its counsel and to M parties of record Your motion to intervene must
contain the following:
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Your name, address, and telephone number and the name, address, and telephone number of any
partyupon whom service of documents is to be made, if not yourselti

2. A short statementof your interest 'm the proceeding (e.g., a customerof APS, a shareholder of APS,
etc.), and

3. A statement unifying that youhave mailed a copy of the motion to intervene to APS or its counsel
and to all parties of record inthe case.

miervenc must be filed on orbefore March 18, 2009
The giraunting of motions t5'Mtervene shall be governed by A.A.C. R14-3-105, except that 8LI1 motions to
` . If representation by counsel is required by Rule 31
of the Rules of the Arizona Supreme Court, intervention will be conditioned upon the intervenor
obtaining counsel to represent the intervenor. For information about requesting intervention, visit the
Commission's website at http://www.azcc.gov/divisions/utilities/forms/interven.pd£ The granting of
intervention, among other things, entitles a party to present sworn evidence at the hearing and to cross-
examine other witnesses. However.
from appearing at the hearing and providinsz public comment on the application or Bam tiling written
comments in the record of the case.

failure to intervene will not precludemy interestedperson or entity

ADA/Equd Access Information
The Commission does rot dNcrimiinate on the basis of disability in admission to its public meetings.
Persons with a disability may request a reasonable accommodation such as a sign language interpreter, as

Bernd, at SBemal@az4:c.eov,voice phone number (602)542-393 l. Requests should be made as early as
possible to allow time to arrange the accommodation.

well as request this document in an alternative format, by contacting the ADA Coordinator, Shaylyn
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2 COMMISSIONERS

3

4

5

6

7

8

9

10

11

12 ..

13 On August 11, 2008, APS tiled an application ("Application") for the sale by

14 Arizona Public Service Company ("APS" or "Company") to Electrical District Number

15 3 ("ED-3") of certain electrical facilities in Pink County pursuant to A.R.S. 40-285(A),

16 and for deletion from its Certificate of Convenience and Necessity certain areas in Pinal

17 County. Transferring the Company's assets and customers within the proposed ED-3

18 Service Area as contemplated by the Company's Application requires careful planning

19 and cooperation between the parties to provide as smooth a transition for customers as

20 possible. In that vein, APS and ED-3 are working closely together to assure that, if the

21 Arizona Corporation Commission ("Commission") approves the Company's

22 Application, the transfer of APS's distribution system and customers in the ED-3

23 Service Area will occur in as timely and straightforward a manner as possible.

24 To that end, the parties determined that the following "transition plan" will best

25 serve the interests of those APS customers that would be affected if the Company's

26

JOINT TRANSITION PLAN OF APS
AND ED-3 AND REQUESTS FOR
WAIVER OF CERTAIN RULES

PURSUANT TO A.A.C. R14-2-212(I)
AND SPECIFIC ORDERING

LANGUAGE TO EFFECTUATE
SUCH PLAN

1

E i t u w
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1 Application is approved. This plan outlines the parties' intended course of action with

2 respect to several areas: (1) customer notification of the Application, (2)

3 communications with the customer upon approval of the Application; (3) the transfer of

4 operational information from APS to ED-3, (4) the transfer of customer information

5 'from APS to ED-3, (5) the treatment of customer applications for installations of

6 equipment that may qualify under the Commissions Renewable Energy Standards

7 ("RES") or the Company's Demand Side Management ("DSM") program guidelines,

8 and (6) the rate-treatment of low-income customers. Where necessary to effectuate this

9 transition, and as described more fully herein, APS respectfully requests, pursuant to

10 A.A.C. R14-2-2l2(I), that, for the sole purposes of the transaction contemplated by the

11 Company's Application, the Commission include in its final Order in this matter a

12 waiver of rule A.A.C. R14-2-203(A)(2) of the Arizona Administrative Code, and

13 specific language authorizing the Company's proposed treatment of certain RES and

14 DSM projects undertaken by customers affected by the Company's Application.

15.

16 As expressed in the Compa:ny's Community Outreach Plan (attached to the

17 Testimony of Daniel Froetscher in support of the Company's Application at Attachment

18 F), APS and ED-3 are each committed to educating all affected customers of the facts

19 and circumstances underlying the Application and to informing customers of how the

20 Application will affect them. APS and ED-3 have each taken a series of actions to

21 effectuate that goal, including designing and maintaining public websites devoted to

22 educating the public about the Company's Application and responding to all inquiries

23 directed at APS and ED-3 regarding the matter; APS sent a letter to customers advising

24 them of the Application and that communications will continue throughout the process.

25 APS and ED-3 also made a brief presentation to the City Council of Maricopa at their

26

1. CUSTOMER NOTIFICATION OF APPLICATION.

2
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1 7/15 and 10/21 Work Study Sessions to discuss the proposed transaction and outline

2 efforts to communicate with customers in the proposed ED-3 Service Area.

3 In addition, APS and ED-3 have jointly held two community open house events

4 - one in Stanfield, Arizona on October 23, 2008, and another in Maricopa, Arizona, on

5 October 28, 2008. To make customers aware of these open houses, the Company sent

6 letters to its customers located within the proposed ED-3 Service Area and placed

7 advertisements in relevant local newspapers, inviting all area residents to attend.

8 Representatives Hom both ED-3 and APS were present and available at the open houses

9 to discuss the background and current status of the Company's Application, and to

10 resolve any concerns expressed by area residents.

l l As described in the Community Outreach Plan, APS and ED-3 will continue to

12 communicate with all customers residing in the proposed ED-3 Service Area

13 throughout the application process and will continue to address customer questions and

14 concerns in order to make the transition as smooth and transparent as possible.

15 2.

16

17 If the Company's Application is approved, APS and ED-3 will provide all

l g affected customers with written notice of dirt approval. This notice will contain

19 information regarding the exact date on which that customer will be transferred from

20 APS to ED-3 (based on APS's normal meter reading cycle for each customer),

21 information regarding how APS's final meter reading and billing will be handled, and

22 information regarding the awlicabiliw of any security deposits, line extension

23 advances, and credit or debit balances with APS. In that regard, the communication

24 will make clear that, to the extent that APS holds a security deposit for the customer at

25 the time of the transfer, APS will apply that deposit to the customer's final bill and

26

CUSTOMER COMQMUNICATIONS
APPLICATION.

UPON APPROVAL OF

3
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refund any remaining balance. Credit balances will also be refunded at such time, and

any existing debit balances will be due from the customer upon that customer's receipt

of the iinal bill. APS customers eligible for refunds under refundable line extension

agreements will receive a full refund of such amounts upon the closing of the transfer of

assets to ED-3 .

In this same communication, customers will be provided with a listing of ED-3's

available rates, programs, and deposit and credit policies. Customers will be asked to

choose an ED-3 rate for which they qualify and will be given a deadline for doing so.

The communication will also clarify that if such deadline passes and the customer has

not selected an ED-3 rate, that customer will be placed automatically on the ED-3 rate

that is most comparable to its current APS rate. The letter will also make clear that

both APS and ED-3 are available to answer any questions remaining about the transfer

and how it will affect that specific customer, and will provide contact information for

personnel at both utilities who will be available to address the customer's needs.

Finally, customers that are currently enrolled in special programs offered by

APS such as Equalizer, automatic payment, and the like will be asked in the same

communication outlined above to discuss whether the customer would like to continue

to participate in similar programs through ED-3 .

3. TRANSFER OF OPERATIONAL INFORMATION FROM APS TO ED-3.

Maps of the area, including GIS maps, wall maps, one-lines and cabinet
details.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 If the Company's Application is approved, APS will provide ED-3 available

21 information regarding its distribution operations in the relevant area. Such information

22 will include the following:

23

24

25

26

Right-of-way, surveyand easement information.

4

\ll l
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Meter locations,routes, and other relevant metering information.

Locations of regulators, capacitor banks, reclosers, switches, and Mes.

Equipment records .

1

2

3

4 APS operations personnel will work closely with ED-3 personnel before, during, and

5 after any transfer of equipment and information to assure that the transfer of APS's

6 distribution system and customers t o  E D -3  w i l l  o c c u r  i n  a s  s e a m l e s s  a n d

7 straightforward a manner as possible.

8

9 If the Company's Application is approved, ED43 will require certain information

10 regarding the APS customers that it will serve. For resident customers, this may

l l include their name, relevant contact and identification information, billing and service

12 addresses, kilowatt hour and kilowatt demand usage history, meter number and meter

13 code, the rates and programs in which the customer is then participating with APS, and

14 whether that customer is on a medical monitoring account. For non-residential

15 customers, this may include similar information, including business identification

16 information, federal tax id number, and officer identities. Such information is

17 reasonably necessary for ED-3 to establish service with the customer, thereby .

18 effectuating the transition of that customer ft-om APS to ED-3. ED-3 will take

19 commercially reasonable steps to protect and preserve the confidentiality of all

20 customer-specific information APS provides, in accordance with ED-3's privacy

21 policies and applicable law.

22 APS is concerned that it may be prohibited from providing this customer-

23 specific information to ED-3 without a waiver Rom the Commission Hom the

24 requirements of A.A.C. R14-2-203(A)(2). That rule prohibits APS from releasing any

25 customer-specific information "without specific prior written customer authorization

26

4. TRANSFER OF CUSTOMER INFORMATION FROM APS TO ED-3.

5
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4

14

1 unless the information is requested by a law enforcement or other public agency, or is

2 requested by the Commission or its staff, or is reasonably required for legitimate

3 account collection activities, or is necessary to provide safe and reliable service to a

customer."

5 So that APS may provide ED-3 with information relating to the APS customers

6 that will be transferred to ED-3 upon approval of the Company's application, APS

7 hereby requests that the Commission include in its final Order in this matter either: (a)

8 a waiver pursuant to A.A.C. R14-2-212(I) &om the requirements of A.A.C. R14-2-

9 203(A)(2) for all customers affected by the Company's Application and for the sole

10 purpose of the transaction contemplated therein, or (b) a declaration that the transfer of

11 customer-specific information from APS to ED-3 as contemplated by the Application

12 does not require a waiver &on A.A.C. R14-2-203(A)(2) because, in these

13 circumstances, APS's release of such information falls within one of the exceptions to

that rule (that, for example, it is "reasonably required for legitimate account collection

15 activities" or is "necessary to provide safe and reliable service to a customer").

16 5.

17

18

19 APS intends for all of its current customers (residential, commercial, and

20 industrial) to remain eligible to pa1*dcipate in the Company's RES and DSM programs

21 up to the date, if any, that the Commission approves the Company's Application. The

22 Company anticipates, however, that some customers will have applied for an incentive

23 Horn APS under the Company's RES or DSM programs, but the projects will not be

24 completed prior to the date, if any, that the Commission approves the Company's

25 Application. The Company believes that any current APS customer that applies for an

26

TREATMENT OF CUSTOMER APPLICATIONS FOR
INSTALLATIONS THAT WOULD QUALIFY UNDER THE
CO1VIMISSION'S RENEWABLE ENERGY STANDARDS OR APS'S
DEMAND SIDE MANAGEMENT PROGRAM.

6



_I

APS EXHIBIT 3

1 applicable energy saving and/or renewable energy installation project prior to that

2 customer's potential transition to ED-3 should be motivated to complete such project

3 and receive the applicable incentive from APS even after the customer's transfer to ED-

4 3, under reasonable conditions. To achieve this end, and with the Commission's

5 approval, the Company hopes to proceed in these circumstances as follows:

6 With respect to RES projects, if APS has received an application from an APS

7 customer (whether residential or non-residential) for an incentive under one of the

8 Company's RES prognarns and the customer has a reservation in place for a RES-

9 qualifying installation at the time the Company's Application is approved, APS will

10 honor that customer's reservation and will provide the customer with the applicable

l l incentive even aRea that customer's transfer to ED-3, if: (a) the customer completes the

12 installation and interconnection of the applied~for RES project before or witiiin twelve

13 (12) months from the date of the Commission's approval of the Company's

14

15 matter that allows the Company to continue to pay such incentives to APS customers

16 from RES binds alter the transfer under the circumstances described and permits APS

17 to credit such incentives toward APS RES distributed generation targets.

18 Similarly, if any customer (residential or non-residential) affected by the

19 Company's Application has applied with APS for an incentive related to any of the

20 Company's Commission-approved DSM programs, and that application remains

21 pending at the time the Company's Application is approved, APS will pay the

22 applicable incentive to such customer provided that: (a) the customer completes the

23 qualifying project before or within twelve (12) months from the date of the

24 Commission's approval of the Company's Application, and (b) the Commission

25 includes specific language in the Order in this matter that allows the Company to

26

Application; and (b) the Commission includes specific language in the Order in this

7
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6. TREATMENT OF Low INCOME CUSTOMERS.

CONCLUSION

affected by the Company's Appl i ca t ion.  APS believes that the foregoing transition plan

1 continue to pay such incentives to APS customers after the transfer under the

2 circumstances described and permits the Company to recover the costs relating to that

3 incentive through APS's Demand Side Management Adjustment Clause and claim the

4 energy savings resulting 'from that project for adj DSM-related regulatory purposes.

5

6 Approximately 190 of the customers affected by the Company's Application are

7 enrolled in APS's low income assistance programs through rate schedules E-3 and E-4.

8 Although ED-3 does not o&ler similar low-income assistance programs, it has agreed to

9 apply a low-income discount in an amount that matches that of APS's E-3 and E44 rates

10 for those APS customers that are enrolled in those programs at the time the Company's

l l Application is approved so that such customers will continue to receive the same low-

12 income assistance they currently receive as APS customers.

la

14 As previously described, APS and ED-3 are committed to working together

15 throughout the transfer process in an attempt to anticipate issues that may arise and to

16 be prepared to address those issues in a manner that best serves the APS customers

17

18,

19

20 interest and should therefore be granted.

21 ...

22 D I •

23 . a .

24

25

26

is in the best interests of its customers, and that the requested waivers serve the public

8
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RESPECTFULLY SUBMITTED this 5m day of January, 2009.

PINNACLE WEST CAPITAL CORPORATION

1

2

3

4

5

6

7

8

9

I
C D414/'41

Meghan H. Grabel
Thomas L. Mum aw
Joseph A. D'Agua;nno
Pinnacle West Capital Corp. Law Department
Attorneys for Arizona Public Service Company

I929~41»w

Original and 13 copies of the foregoing were
filed this 5"'day of January, 2009 with:

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

10

11

12

13 A11 P 'es of Record

14

15

16

17

18

19

20

21

22

23

24

25

26

MY ALL*
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1

CREDENTIALS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

2

I .

Q-

A. My name is David "Brett" Benedict. My business address is 41630 West Louis

3 Johnson Boulevard, Maricopa, Arizona, 85239.

4 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

5

6

7

A. I am the Director of Financial Services for Electrical District No. 3 of Pinal

County ("EDS"). My responsibilities include oversight of all financial activities

of EDS. I have served in this position since 2004.

8
9

Q- WHAT IS YOUR
BACKGROUND ?

EDUCATIONAL AND PROFESSIONAL

10

11

12

A. I graduated from Thunderbird, American Graduate School of International

Management, with a Masters in International Business. I received my Bachelor of

Science from the University of Arizona.

I
I
I
I

13

14

15

16

Prior to joining EDS, I was Chief Financial Officer of Benedict Feeding

Company, which fed over twenty thousand head of cattle with annual revenues of

over $7 million, I also owned and managed a diversified farming operation with

as many as a thousand acres and annual sales of about $2 million.

17 Q. IN WHAT CAPACITY ARE YOU PRESENTING YOUR TESTIMONY?

18

19

20

A. I am presenting this testimony on behalf of EDS to support APS's application

relating to the proposed sale of APS facilities to EDS and the deletion of the EDS

Service Area from APS's Certificate of Convenience and Necessity ("CC&N").

21
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1
2

Q- HAVE YOU PREVIOUSLY TESTIFIED BEFORE
CORPORATION COMMISSION ("COMMISSION")?

THE ARIZONA

3 A. No, I have not previously testified before this Commission.

4

5
6

11. SUMMARY AND PURPOSE OF TESTIMONYI.
OTHER WITNESSES

INTRODUCTION OF

7 Q, WHAT IS THE PURPOSE OF YOUR TESTIMONY?

8

9

10

11

12

13

14

15

16

17

18

19

20

A. It is my intent to support APS's application relating to the proposed sale of the

APS facilities to EDS and the deletion of the EDS Service Area from APS's

CC&N. Specifically, I will provide background and an overview of the history

and organization of EDS, the history of system acquisition, leasebacks to APS,

lease termination and reasons for EDS's resumption of control over its system, an

overview of the March 1, 2002 Settlement Agreement between APS and EDS,

efforts to implement the Settlement Agreement, and the Supplemental Agreement

as executed on September 20, 2007. I will also testify on EDS's financial

capability to carry out the task of meeting the reliability needs in the areas of

Pinal County for which EDS provides service. Finally, I will describe the

valuation of the facilities proposed to be transferred to EDS. I will defer to EDS's

other witnesses, Kenneth Saline, Jeffrey Woner and Jerry Smith, in support of the

technical aspects behind the proposed transfer.

21

22
23
24

Q- PLEASE IDENTIFY EACH OF THE OTHER WITNESSES TESTIFYING
ON BEHALF OF EDS IN THIS PROCEEDING AND BRIEFLY
DESCRIBE THEIR TESTIMONY.



r

r

Testimony of David Benedict
Docket No. E-01345A-08- 0426

Exhibit ED3- 1
Page 5 of 17

1 A.

2

3

4

5

Kenneth R. Saline testifies in detail as to EDS's load growth, planning and

infrastructure development. Mr. Saline also testifies about EDS's current and

future commitments to quality and reliability of electric service. Mr. Saline is an

owner and founder of K.R. Saline & Associates, PLC, and is a registered

electrical engineer in the State of Arizona.

6

7

8

9

Jerry D. Smith, also of K.R. Saline & Associates, PLC, and formerly a staff

electric utility engineer with the ACC, testifies on behalf of EDS concerning the

public benefits from the transfer of APS facilities and the redefinition of APS

service territory to realign retail service obligations.

10

11

Jeffrey J. Woner, also a partner of K.R. Saline & Associates, PLC, testifies on

behalf of EDS concerning the impacts upon the retail customers of APS that are

proposed to be transferred to EDS under APS' Application.12

13

14 111. BACKGROUND AND OVERVIEW

15

16

Q- PLEASE DISCUSS
ACQUISITION.

THE HISTORY OF EDS AND ITS SYSTEM

17

18

19

20

21

A.
I
I
I

22

23

24

EDS is an electrical district established by the Board of Supervisors of Pinal

County pursuant to what is now Chapter 12 of Title 48 of the Arizona Revised

Statutes and currently provides electrical service to approximately 17,000

customers in western Pinal County. The formation of EDS was completed on

January 5, 1926. The original boundaries comprised approximately 87,000 acres.

The area of EDS was increased in 1948, when the Board of Directors completed

the steps as prescribed by law to annex certain contiguous lands, to 138,448 acres,

of which approximately 90,000 acres are now irrigable.
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1 On June 6, 1961, EDS purchased the entire 69 kV and 12 kV system for the EDS

2 service area from APS. The ACC approved the sale pursuant to A.R.S. § 40-285

3 and authorized the lease of the same facilities by APS from EDS for an initial

4 tern of thirty years and subsequent renewal terns (the "EDS Lease"). A parallel

5 power sale agreement had been approved in December 1960, (the EDS Lease

6 Power Agreement or "EDS LPA").

7 On April 27, 1976, in Decision No. 46923 in Docket No. U-1345, the ACC

8 approved a number of other arrangements: (1) an agreement for the sale of

9 electrical distribution facilities by APS to Electrical District No. One of Penal

10 County ("EDl") pursuant to A.R.S. § 40-285, (2) the lease of the same facilities

11 by APS from ED1 for an initial term of twenty-five years (the "ED 1 Lease"), and

12 (3) an agreement for the sale of power, energy and associated service by APS to

13 EDI for the duration of the ED1 Lease Power Agreement (the "EDI LPA").

14 From June 1961 until October 2001, APS exercised full operational control over

15 EDS's electrical transmission, sub-transmission and distribution system under the

16 EDS Lease and the EDI Lease. EDI was consolidated into EDS in 1989. From

17 that point forward, EDS has managed and financially supported the operation,

18 maintenance, and replacement of its electric system, and has purchased power

19 supplies including federal hydro power allocations, and supplemental power for

20 the districts' customers,
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1 Between the purchase of its system from APS in 1961 and October 8, 2001, EDS

2 leased its electric transmission and distribution system to APS. The EDS Lease

3 Agreement expired on October 8, 2001, and the Federal Energy Regulatory1/

4 Commission subsequently determined that the termination of the EDS Lease

5 Agreement returned full control of EDS's system to EDS. Arizona Public Service

6 Co., 98 FERC 'I 61,172 at pp. 61,636-61,637 (2002). Beginning on March 29,

7 1977, ED1 (EDS's predecessor in interest) leased its electric system to APS for a

8 term of twenty-Eve years. The EDI Lease Agreement was terminated by mutual

9 agreement of EDS and APS, effective March 29, 2002. APS has numerous retail

10 customers connected to the EDS system (including the electrical facilities owned

by ED1 prior to its consolidation into ED3) that are served using that system.

12

13

Q- WHAT HAPPENED WITH NEW CONNECTIONS BETWEEN 1961 AND
TODAY?

14 A. During the terns of the EDS Lease (from 1961 to October 8, 2001) and the ED1

15 Lease (from 1976 to March 31, 2002), APS constructed and retained ownership of

16 various line extensions to serve new, non-irrigation retail load. This situation

17 occurred because of the bundled treatment of customers at that time. That is, the

18 utility which provided retail power to customers would pay for the line extension

19 costs back to the main system (1961 system). The Districts' hydropower

20 entitlement were limited and were used primarily to support irrigation service.

21 Additional pumps, or irrigation-based accounts, continued to be served by EDS

1/ The Federal Energy Regulatory Commission ("FERC") accepted APSis notice of termination of
the EDS Lease Agreement on December 5, 2001.Arizona Public Service Co., Letter Order in
Docket No. ER02-65-000 (December 5, 2001).
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1 and those line extensions were paid for by the Districts. The Districts also repaid

2 to APS all direct operations and maintenance expenses on the ED3 system.

3 These additional distribution facilities, which range from simple pole-mounted

4 transformers with service drops to primary distribution systems, have generally

5 been referred to as "split ends" since they radiate from and are interconnected to

6 the primary distribution facilities owned by EDS. Except for a single substation

7 (the "Sexton Substation"), these limited distribution facilities - the split ends - are

8 the only distribution facilities in the EDS territory that are still owned by APS.

9 APS continues to own certain transmission facilities, substations, easements and

10 other facilities within Pinal County, for which it is not seeking authorization to

11 transfer, pursuant to A.R.S. § 40-285, in this proceeding (for example, the Santa

12 Rosa Substation and associated 230 kV transmission lines).

13

14

Q- PLEASE PROVIDE A SUMMARY OF THE LEASE TERMINATIONS
AND THE MARCH 1, 2002 SETTLEMENT AGREEMENT.

15 A. As I referenced above, APS leased and operated the EDS system through October

16 8, 2001, when the Lease Agreement terminated and EDS acquired possession and

17 operational control of its electrical system. In an Order issued February 15, 2002

18 in Arizona Public Service Company, 98 FERC 1] 61,172, the FERC determined

19 that "it is clear from the terms of the Lease Agreement that operational control

20 over EDS's transmission system reverted to ED-3 upon termination of that

21 agreement. EDS is a transmitting utility and there is no evidence that it cannot

22 properly operate and maintain its transmission system."
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1 On October 9, 2001, Pinnacle West Capital Corp. ("Pinnacle West"), APS's

2 parent company, petitioned the FERC under Section 211 of the Federal Power Act

3 for an order requiring EDS to provide network transmission service to enable it to

4 deliver power and energy to APS retail loads served through the EDS system. On

5 January 17, 2002, FERC issued a proposed order finding the transmission service

6 requested by Pinnacle West would meet the standards of Sections 211 and 212 of

7 the Federal Power Act and giving EDS and Pinnacle West 45 days to negotiate the

8 rates, terms and conditions of such service. Pinnacle West Capital Corp., 98

9 FERC 1161,039 (2002).

10 Effective March 1, 2002, APS and EDS entered into a Settlement Agreement.

11 The Settlement Agreement (1) provided for the sale of APS facilities within

12 EDS's boundaries to EDS (subject to Commission approval), (2) resolved the

13 rates, terms and conditions for transmission service to APS retail loads served via

14 the EDS system, and (3) resolved the termination of the EDI Lease and provided

15 for the termination of APS's Lease Power Agreements with ED1 and EDS upon

16 the sale of specified facilities.

17 As part of the arrangements rationalized in the Settlement Agreement, EDS

18 provides transmission service over its transmission and distribution facilities to

19 Pinnacle West, for the delivery of retail electric service to APS's retail customers

20 within EDS's boundaries, under rates, terms and conditions of service supervised

21 by the FERC under Sections 211 and 212 of the Federal Power Act (Pinnacle
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1 West Capital Corp., 98 FERC 'H 61,039 at pp. 61,115-61,116 (2002), Pinnacle

2 West Capital Corp., 100 FERC 'H61,146 at PP (2002))

3

4

WAS SUCCESSFUL IMPLEMENTATION
AGREEMENT ACHIEVED?

OF THE SETTLEMENT

5 Not entirely. APS, in accordance with the Settlement Agreement, initiated a

6 proceeding with the Arizona Corporation Commission on April 15, 2002 seeking

7 authorization to sell some of its electric distribution facilities located within the

8 EDS Service Area to EDS. The application did not seek to withdraw the EDS

9 Service Area from APS's CC&N. EDS intervened in support of the application

10 on February 4, 2003. Prior to any procedural order in that case, APS and EDS,

11 with guidance from the Commission's Staff, recognized that numerous details

12 remained to be resolved regarding such matters as the transition of functions,

13 facilities, responsibility, and customer service rights and obligations Informed by

14 that realization, APS and EDS have worked towards implementation of the

15 Settlement Agreement. Through that process, they have concluded that the

16 current situation - which imposes duplicative and overlapping service obligations

17 on both APS and EDS -. is inefficient, uneconomical and untenable for both the

18 utilities and for their customers. Unless one provider is identified within the

19 service territory, confusion will continue to exist regarding which utility should

20 respond to customer service calls,  along with the related operation, safety,

21 reliability, financial responsibility, and administrative concerns. Although EDS

22

Q

and APS continue to cooperate and coordinate their utility service efforts (and
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1 have done so for a number of years), as residential and commercial growth

2 increases in and around Pinal County, having two utilities attempting to serve the

3 same geographic area is inefficient and will lead to other problems in the future.

4 To resolve those issues, APS (with EDS's support) voluntarily withdrew its 2002

5 application (Docket No. E-01345A-02-0285), and the parties negotiated the

6 Supplemental Agreement. The process outlined in the Supplemental Agreement

7 completes the transition of electric service to the Service A1°ea's customers from

8 APS to EDS that began in 1960 and has already been approved by this

9 Commission,

10 The transfer of facilities for which APS seeks the Commission's authorization in

11 this proceeding, together with APS's request to discontinue service to current and

12 prospective APS customers residing within the EDS Service Area (and for

13 deletion of the EDS Service Area from APS's CC&N), is the final step needed in

14 separating both utility's facilities, such that each will be able to provide reliable,

15 safe, orderly and economical electric service to their respective loads in Pinal

16 County.

17
18

• COULD YOU PLEASE
STRUCTURE OF EDS?

DESCRIBE THE ORGANIZATIONAL

1 9

2 0

2 1

A.

Q

As explained above, EDS is an electrical district established pursuant to Arizona

law. I have attached EDS 's organizational chart hereto as Exhibit ED3-5 .
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1

2

• COULD YOU PLEASE PROVIDE A GENERAL INDICATION OF ED3'S
FINANCIAL STATUS?

3

4

A.

5

6

EDS has essentially gone from serving 400 irrigation meters to over 17,000

residential, commercial and initiation meters in less than 7 years. As a result,

EDS has had to make substantial improvements to the electric system, including

the addition of 69 kV lines, substation enhancements & additions, pole &

conductor replacements and the replacement of other equipment. In effect, EDS

went from almost no new annual infrastructural investment to current levels of

more than $25-30 million of infrastructure investment each year. This trend is

expected to continue for the foreseeable future, as EDS continues both to rebuild

and to expand its system.

7

8

9

10

11

12

13

14

15

16

From a financial perspective, EDS is well positioned to continue investing in

needed utility infrastructure. EDS keeps its operation and maintenance and plant

accounts in accordance with the FERC's Uniform System of Accounts. Its current

financial status is best represented in its most recent audited financial statements,

a copy of which is attached hereto as Exhibit ED3-6.17

18
19

20
21

Iv. IMPACT OF
CUSTOMERS

THE TRANSFER OF FACILITIES ON CURRENT

22
23
24

• WHAT IMPACT ON RATES, REGULATIONS, AND
SERVICES WILL THE TRANSFER OF FACILITIES
CURRENT APS CUSTOMERS?

CUSTOMER
HAVE ON

25

26

27

Q

A.

Q

Based on past experience of APS customers switching to EDS, we do not believe

there will be a negative impact on the APS customers. As demonstrated in Mr.

Woner's testimony, EDS rates compare favorably to APS' current and proposed
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1 rates. Elect r ica l service will be made ava ilable on a  uniform and non-

2

3

discriminatory basis to all of EDS's customers, including the new customers

switching from APS. The APS customers will be moved into an appropriate EDS

4

5

6

rate class, comparable to other EDS customers.

7
8

Q- HOW WILL THE PROPOSED TRANSFER AFFECT APS CUSTOMERS'
PARTICIPATION IN EDS DECISIONS?

9 A.

10

11

12

13

14

15

16

17

EDS has a District Boundary which includes a significant portion of the EDS

Service Area. The customers outside the District Boundary can petition to be

included. However, such decisions would include being subjected to property tax

assessments for EDS's statutory costs. Typically, because of such additional

property tax assessments, customers do not petition to be included in the Districts'

voting boundary. In addition, the EDS Bylaws have been modified to include

partial acreage voting so that any retail customer with a parcel size of at least 0.25

acreage is eligible to vote in EDS elections. This is similar to Salt River Project's

policies for partial acreage voting and representation.

18

19

20

21

Most importantly, EDS does not discriminate among its retail electric customers

on any basis, whether upon voting rights or whether the customer's property is

included in ED3's tax base, and EDS's customer service records do not track such

22

23

24

25

26

information on the customers (Pinal County provides the property tax records,

assessed value, and parcel/customer information and the County levies the tax for

EDS). Therefore, all electric customers will be billed under the same rates and

served under the same terms and conditions of service. All electric customers

have equal access to EDS's customer services and customer service policies to
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1

2

3

4

5

remedy any issues a customer may have with EDS services. Any customer

requests that require EDS Board actions are routinely referred to the EDS Board

for consideration and action, if necessary. The EDS Board meetings are held on

public notice and are open to the public, where any EDS electric customer may

bring forward comments and suggestions directly to EDS 's Board.

6

7 v.

Q-

VALUATION OF FACILITIES PROPOSED TO BE SOLD TO EDS

8
9

10
11
12

IN KENNETH SALINE'S SUPPORTING TESTIMONY, HE DESCRIBES
WHY CERTAIN FACILITIES KNOWN AS THE "SPLIT ENDS" ARE
BEING SOLD BY APS TO EDS. WHAT STEPS HAVE BEEN TAKEN
TOWARDS VALUATION AND IDENTIFICATION OF THE SPLIT
ENDS?

13

14

15

16

17

18

19

A. A description of the equipment involved in the sale of the split ends is attached to

APS's Application. Generally speaking, the split ends consist of equipment such

as a transformer on an ED3 pole, the service and meter for an individual

customer, miles of primary conductors, etc. A split end can be minimal (a single

transformer on an EDS owned pole) or extensive (an entire underground line

emanating from the EDS infrastructure). The original cost of the split ends was

S19,646,489.48 and the net book value as of October 2007 is $13,071,499.32.

20
21

• HAVE THE PARTIES SETTLED ON A SALES PRICE FOR THE SPLIT
ENDS?

22

23

24

25

26

27

A.

Q

Yes, the parties have arrived at a total negotiated sales price for all of the

equipment included in the split ends of that property's net book value -- $13.1

million as of October 2007. The final sales price will be adjusted upon approval

of APS's Application to update the applicable depreciation calculation and to

adjust for any additional facilities added since October of last year. On June 12,

2006, EDS deposited (pursuant to a June 6, 2006 Escrow Agreement) an initial
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1

2

3

4

5

6

7

8

9

escrow payment of $l,994,209, representing the price of facilities of APS

customers that had, by that date, switched from APS to EDS, as agreed between

EDS and APS. The price also includes the split ends, which are identified in

Schedule A to the Escrow Agreement. The Escrow Agreement assures APS

payment for all such facilities -. including the split ends - upon ACC

authorization of the transfer proposed in this proceeding. Under the Supplemental

Agreement, additional escrow payments will be made by EDS for any facilities

associated with additional APS customers that transfer to EDS, also subject to

being paid to APS once ACC authorization for the transfer is obtained.

10

11
12
13
14

• KENNETH SALINE TESTIFIES THE SEXTON SUBSTATION AND AN
INOPERATIVE 69KV LINE ARE BEING SOLD TO EDS. HAVE THE
PARTIES SETTLED ON A SALES PRICE FOR BOTH THE SEXTON
SUBSTATION AND INOPERATIVE 69KV SUB-TRANSMISSION LINE?

15

1 6

17

1 8

1 9

2 0

21

2 2

A. Yes. APS and EDS have arrived at a negotiated sales price of $100,000.00 for

both the Sexton Substation and inoperative 69kV sub-transmission line.

Because EDS has infrastructure attached to the line, were APS to remove the line

rather than include it in the sale to EDS, APS would have to incur additional

expenses for the line removal, and EDS would face the financial burden of

reconstructing a line to serve a portion of its customer base. Since the line has no

book value, and removal of the line would cost APS, APS included the line as

pair of the negotiated sales package to ED-3 .

23

24 BENEFITS TO RETAIL CUSTOMERS

DOES EDS PROVIDE TO ITS RETAIL25
26

VI.

Q-

Q

WHAT BENEFITS
CUSTOMERS?
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1 A.

2

3

4

5

EDS provides low cost and reliable service to all of its customers. It continues to

make significant investments for the future of its system and the region, as

demonstrated by the testimony submitted in this proceeding. EDS has

competitive rates and customer regulations. As discussed in the Testimony of Jeff

Woner, EDS has recently enacted a Renewable Energy Policy. EDS is using

6

7

8

9

10

11

12

13

Advanced Metering Reading ("AMR") technologies for meter reading and system

operations with the future intent of examining load management programs, EDS

is using internet based customer service and billing technologies and provides two

billing centers, and finally, EDS utilizes a Geographic Information System

("GIS"), which allows it to view, understand, analyze, and interpret its electrical

system in a user friendly format. EDS is currently using ESRI Software, similar to

what most utilities in Arizona use. EDS employs an industry standard database to

track and maintain data on its electrical system.

14

15 CONCLUSION

16

VII.

Q- PLEASE PROVIDE ANY CONCLUDING REMARKS.

17 A.

18

19

20

21

22

From a financial perspective, EDS is well positioned to carry out the task of

reliably meeting the electric needs of all of its customers. I would also like to

draw your  a t tention to a  June 2008 ar t icle published in the Public Power

magazine, a nationally distributed trade publication. The article recognized EDS

for its accomplishments in providing affordable and reliable electricity to its

customers, and its commitment to long-term customer service. A copy of that

article is attached hereto as Exhibit ED3-7.23

24

25
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1 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

2 A. Yes

3

4

5

6

7

8
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1. CREDENTIALS

1

2

Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND PHONE
NUMBER.

3 A. Kenneth R. Saline, 160 N. Pasadena, Suite 101, Mesa, Arizona 85201-6764. My

4 office number is (480) 610-8741.

5 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A. I am an owner and president of the engineering consulting firm of K.R. Saline &

7 Associates, PLC. My responsibilities include management and oversight of our

8 Firm.

9

10

Q- BRIEFLY DESCRIBE YOUR QUALIFICATIONS AND RELATIONSHIP
WITH THE ELECTRICAL DISTRICT NO. 3.

11 A. I have over 28 years of professional experience as an electrical engineer working

12 in the electric utility industry. I have worked with both investor-owned and

13 consumer-owned utilities. Prior to starting K.R. Saline and Associates, PLC, in

14 1991, I was employed by R. W. Beck Inc. in its Phoenix office for over 7 years.

15 Prior to joining R.W. Beck, I was employed by San Antonio Public Service, the

16 consumer-owned utility serving the City of San Antonio, Texas. My work

17 experience includes areas such as transmission planning, electric rate studies,

18 regulatory matters and power resource planning. I am a graduate of New Mexico

19 State University, and have a Bachelor of Science degree in Electrical Engineering.

20 I am a registered professional engineer in the state of Arizona.
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1 I have provided consulting services to local wholesale utilities in connection with

2 FERC proceedings related to wholesale power supply and transmission issues.l/ I

3 have provided consulting services to EDS on power supply, transmission planning

4 and interconnection matters over the past 24 years. On a day-to-day basis, I am

5 closely involved in virtually all of EDS's power supply and infrastructure

6 negotiations and many of EDS's general business affairs.

7 Q- IN WHAT CAPACITY ARE YOU PRESENTING YOUR TESTIMONY?

8 A. I am presenting this testimony on behalf of EDS to support APS's application

9 relating to the proposed sale of APS facilities to EDS and the deletion of the EDS

10 Service Area from APS's Certificate of Convenience and Necessity ("CC&N").

11
12

Q- HAVE YOU PREVIOUSLY TESTIFIED BEFORE
CORPORATION COMMISSION ("COMMISSION")?

THE ARIZONA

13 A. Yes, I have testified before the Arizona Corporation Commission in matters

14 related to retail deregulation on behalf of several public power utilities in Arizona.

15

16 11. SUMMARY AND PURPUSE OF TESTIMONY

17 Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY?

l/ APS FERC Wholesale Power Agreements (1986, 1989, 1996, 2005), APS FERC Wheeling and
administrative service agreements (1986, 1989, 1996, 2005), 1989 APS Rate Settlement and
Stipulation (ER89-265-000), Pinnacle West Market Rates (ER00-2268-015, ER99-4124-012,
ER00-3312-012, EL05-10-005), APS Open Access Transmission Tariff(OA96-153-000, ER96-
2401-000), and Pinnacle West-ED3 Wholesale Facilities and Power Supply Settlement (TX02-1-
000.
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1 A. The primary objective of my testimony is (1) to describe how EDS - established

2 in 1926 and functioning as a full-service utility for the past six years - reliably

3 serves approximately 17,031 electricity customers in western Pinal County, and

4 (2) to demonstrate how EDS will reliably meet ongoing growth in demand in and

5 around Pinar County, while continuing to provide quality customer service.

6 Specifically, I will present details on EDS's load growth, planning and utility

7 infrastructure development, and provide a historical review of the EDS system

8 and system acquisition. I will describe EDS's experience operating an electric

9 system and will expound on EDS's phenomenal growth over the last six years

10 during which time its peak load has grown from 54 MW in 2002 to approximately

11 170 MW in 2007. Additionally, I will illustrate EDS's approach to operating as aI
12 full-service utility capable of meeting all future growth in demand (with full

13 intention of eventually becoming a vertically-integrated utility, with a solid

14 infrastructure of distribution, transmission and generation assets). Finally, I will

15 provide an overview of the various arrangements and efforts which led up to the

16 filing of APS's ACC Application which is the subject of this proceeding.

17 111. BACKGROUND

1 8

1 9

2 0

2 1

Q- AS  S OMEONE WITH NEARLY 25  YEARS  OF INS TITUTIONAL
KNOWLEDGE FROM WORKING WITH EDS, WOULD YOU PLEASE
PROVIDE SOME HISTORICAL BACKGROUND ABOUT THE EDS
SYSTEM?

22

23

A. As explained in greater detail in David Benedict's testimony (Exhibit ED3-1),

EDS owns an electric transmission and distribution system located within Pinal
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1

2

3

4

5

6

7

8

9

County.;/ Between the time it purchased its system from Arizona Public Service

Company ("APS") in 1961 and October  8,  2001,  EDS leased its  electr ic

transmission and distribution system to APS. The EDS Lease Agreement expired

on October 8, 2001 and the Federal Energy Regulatory Commission ("FERC")

subsequently determined that the termination of the EDS Lease Agreement

returned control of EDS's system to ED3. Arizona Public Service Co., 98 FERC 'H

61,172 at pp. 61,636-61,637 (2002). Beginning on March 29, 1977, ED1 (EDS's

predecessor in interest) leased its electric system to APS for a term of twenty-tive

years. The EDl Lease Agreement expired on March 29, 2002 .

10

11

12

13

14

15

16

17

18

19

20

APS has numerous retail customers connected to the EDS system (including the

electrical facilities owned by ED1 prior to its consolidation into EDS) that are

sewed using that system, Since the return of its system to EDS's control over six

years ago, EDS has invested approximately $125 million in transmission and

distr ibution infrastructure to serve loads that  have grown from a peak of

approximately 54 MW in 2002 to a peak of approximately 170 MW today. EDS

and APS have cooperated and coordinated their efforts over that same period, in

order  to ensure and improve the provision of safe,  reliable,  efficient  and

economical retail service to their respective retail customers within Pinal County,

Arizona.

21

;/

3/

EDS owns and operates its own transmission and distribution system and also the transmission
and distribution system of Electrical District No. l of the County of Pinal, State of Arizona
("EDl"), to whose interests EDS succeeded when the two Districts were consolidated in 1989. For
simplicity, references herein to the EDS transmission system also include the EDl system.
The Federal Energy Regulatory Commission accepted APS's notice of termination of the EDS
Lease Agreement on December 5, 2001. Arizona Public Service Co., Letter Order in Docket No.
ER02-65-000 (December 5, 2001).
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1

2

3

Q- PLEASE EXPLAIN WHY EDS ASSUMED CONTROL AND OPERATION
OF ITS ELECTRICAL SYSTEM FOLLOWING TERMINATION OF THE
LEASE AGREEMENT IN OCTOBER 2001.

4

5

6

7

8

9

10

11

12

A. EDS recognized that the area of Pinal County, Arizona, that is served by EDS's

transmission and distribution system was starting to undergo a transition from a

primarily agricultural customer base (rural farming) to residential / urban

development. To serve the best interests of the customers located within the EDS

Service Territory, EDS determined that it would need to make significant capital

improvements to its back-bone system to meet growing demand. Consistent with

national and state laws regarding direct access, and open access transmission and

market separation, EDS determined that it was necessary to take over its system

operation and planning responsibility.

13

14
15

Q- WERE ED3'S ASSUMPTIONS ABOUT ITS SYSTEM LOAD GROWTH
AND A TRANSITIONING CUSTOMER BASE CORRECT?

I
I
I
I

I

16

17

18

19

20

21

22

23

A. Yes. Since the return of its system to EDS's control over six years ago, EDS has

invested approximately $125 million in transmission and distribution

infrastructure, to serve a load base that has grown from approximately 54 MW in

2002 to a peak of over 170 MW today. The number of meter connections has

gone from 488 in 2002 (not including those APS customers being sewed via the

EDS system through the FERC-approved wheeling arrangements between APS

and EDS) to approximately 17,031 today (with new service connections averaging

approximately 100 customers each month).

24

25
26

Q. YOU MENTIDNED EDS HAS BEEN EXPERIENCING ACCELERATING
GROWTH AND HAS MADE SIGNIFICANT INFRASTRUCTURE
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1

2

3

INVESTMENT IN ITS SERVICE AREA OVER THE LAST SEVERAL
YEARS. WOULD YOU PLEASE PROVIDE SOME ADDITIONAL
DETAILS ON THAT SUBJECT?

4 A. Yes. Recent census data and population forecasts seem to indicate that the

5 accelerated growth will continue into the near future. According to data from a

6 special census undertaken in 2004, the population at that time was about 5,000

7 people living in the area. Forecasts recently performed project the population to

8 reach 185,000 people by 2025 for the entire Maricopa/Stanfield area. Additional

9 data from the City of Maricopa indicates that the City is currently on track to

10 issue 2,500 pennies in 2008 and has developed a long-range general plan around a

11 base of 350,000 residents and approximately 125,000 dwelling units. The City of

12 Maricopa requires that all new homes be served through underground facilities,

13 for aesthetic reasons. Therefore, ED3 will have to replace its overhead facilities

I
14 with underground facilities adequate to serve new housing developments in a

15 number of areas. For all of these reasons, EDS's accelerated investment in

16 transmission and distribution infrastructure is likely to continue into the near

17 future.

18

19

20

21

22

23

24

Prior to 2001, EDS sewed power for agricultural irrigation purposes only. As a

result, the annual investment in new infrastructure was limited to connecting one

or two new wells or replacing existing facilities. Upon assuming the operating

control of its system in 2001, EDS had to make substantial improvements to the

system including the addition of 69 kV lines, substation enhancements, pole and

conductor replacements and the replacement of other equipment. Additionally, in

late 2001 EDS began construction of the electric facilities needed to serve a
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1

2

3

4

5

6

7

8

9

residential master-planned community which, upon complete build out, would

serve approximately 11,000 homes and related business. Since then, the demand

for homes within EDS's service territory has continued to increase significantly.

In effect, EDS went from almost no new annual infrastructural investment to

current levels of more than $25-30 million each year. Currently, EDS's system

growth rate has slowed to an average of 100 new meters per month, from a peak

growth rate of several times that number in 2006-2007. As EDS facilities supply

infill of the master-planned communities, the trend of EDS's capital expenditures

will inevitably slow for the foreseeable future.

10

11 Q, COULD YOU PLEASE DESCRIBE THE EDS BOUNDARIES.

12

13

14

15

16

A. ED3's current district boundaries make up 149,309 acres (233.3 square miles).

Subject to Commission approval of the proposed sale of APS' facilities, EDS's

boundaries would encompass 242,649 acres (379.1 square miles). A map

showing the ED3 boundaries after the proposed sale and transfer is attached to my

testimony as Exhibit ED3-8.

17

18

19

20

Q. HAS ED3'S CONTRIBUTION TO MEETING PINAL COUNTY
ELECTRIC INFRASTRUCTURE NEEDS BEEN LIMITED TO
DISTRIBUTION FACILITIES?

21

2 2

23

A. No. EDS has been very active in ensuring that sufficient transmission

infrastructure is available to meet the needs of its system loads, and those of the

entire Pinal County area, for the foreseeable future.
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1

2

3

4

5

6

7

8

9

10

In fact, EDS regularly studies and forecasts its transmission infrastructure needs.

In December of 2007, EDS released its 2007 EDS Transmission Plan of Service

report (attached hereto as Exhibit ED3-9). Specifically, the report documents

EDS's electric transmission plan for the budget years 2008, 2009, and 2010, with

a screening analysis for the years 2012 and 2017, and presents the transmission

plan of EDS necessary to meet the load serving requirements of the district and to

communicate the projects required to reliably serve the rapid growth the district is

experiencing. EDS continually looks for ways to maintain a reliable transmission

system while providing the best value to its customers as illustrated by several

key projects in the report.

11

12 Q. PLEASE DESCRIBE ED3'S CURRENT TRANSMISSION SYSTEM?

13

14

A.

15

16

17

18

19

20

21

The EDS transmission system is primarily comprised of a 69kV system emanating

from the EDS Maricopa and Santa Rosa 69kV bulk receiving stations (the

Mar icopa  and Santa  Rosa  69kV buses  a r e connected through a  bus  t ie

arrangement). The interconnection with the 230kV system is made through three

230/69 kV transformers comiecting to APS' Santa Rosa Substation and Western

Area Power Administration's ("WAPA") Test Track Substation.. Currently, EDS

has approximately 80 miles of 69kV transmission system serving eleven (ll)

electrical distribution substations. A map of EDS Transmission System is

included as part of Exhibit ED3-8.

22

23

24

The bulk of the transmission activity for EDS is primarily focused on providing

reliable t ransmission service to meet  the dist r ibut ion substa t ion loading

requirements for the next ten years. Additional activity has also included the
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rebuild of older facilities that are being integrated from a radial system to a

"looped" system. Future opportunities include possible connections to the Pinal

West bulk receiving station as needed in the iilture.

With recent system improvements, the EDS system in 2008 is capable of service

up to approximately 350 MW of import capability from the 230kV network. EDS

has load serving capability at its distribution substations of approximately 320

MW. The exist ing 69kV system improvements and prudent  planning of

additional 69kV facilities meet the definition of Good Utility Practice.

I
I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

EDS has expended significant efforts in rebuilding the l940's vintage Western

Maricopa 115 kV substation, converting it to a 69kV Switching Station for EDS's

system with a 230kV connection to APS' Santa Rosa Substation, two 69kV

connections to APS Santa Rosa 69kV, and a 69/230kV connection to WAPA's

Test Track Substation. EDS is supported by two control areas and five 230kV

lines. EDS is an owner  and par t icipant in the South East  Valley 500 kV

transmission project and will have transmission rights from Maricopa to the Palo

Verde Market when that project is connected to EDS's system.

EDS has a number of transmission planning efforts underway. I describe those

planning and infrastructure activities in Part V., below, of my testimony.

22

23
24

Iv. DISCUSSION OF ARRANGEMENTS
PROPOSED TO BE SOLD TO EDS

WITH APS AND FACILITIES

25 Q- WHAT IS THE OBJECTIVE OF THE SUPPLEMENTAL AGREEMENT?
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1 A.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

The Supplementa l Agreement ,  executed September  20,  2007,  solves the

implementation problem that has plagued the Settlement Agreement. The

Supplemental Agreement outlines in greater detail which utility is going to serve

the Service Area's customers and how operational elements for both utilities are

to be implemented. Generally speaking, the Supplemental Agreement solves the

duplicative service obligations in the Service Area by (1) providing that APS shall

sell its portion of the electric distribution system located within or immediately

adjacent to the EDS Service area to EDS for an amount that the parties have

determined in good faith is the fair  market value of the property,  and (2)

providing that APS will discontinue service to current and prospective APS

customers residing within the EDS Service Area. The Supplemental Agreement

further provides that APS will continue to serve its customers in the areas

immedia tely adjacent  to the Ser vice Ar ea ,  and may wheel  on the EDS

infrastructure as it has done in the past under the EDS FERC Transmission

Service Agreement.

16

17
18
19

Q. APS HAS REQUESTED AUTHORIZATION TO SELL THE "SPLIT
ENDS" TO EDS. PLEASE EXPLAIN WHY THESE FACILITIES ARE
BEING SOLD TO EDS?

I
I
I
I
I
I

20 A.

21

22

23

24

25

As I explained above, from June 1961 until October 2001, APS exercised full

operational control over EDS's electrical transmission, sub-transmission and

distribution system under the EDS Lease and the ED] Lease. APS constructed

and retained ownership of various distribution facilities (line extensions)

"split ends" - to serve new, non-irrigation retail load. The split ends radiate from

and are interconnected to the primary distribution facilities owned by EDS.

the
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1

2

3

4

5

Except for the Sexton Substation, these limited distribution facilities are the only

distribution facilities in the EDS territory that are still owned by APS. Selling the

distribution lines to EDS clarifies responsibility for operation and maintenance,

customer services, and improves the overall safe operation and planning of the

system going forward.

6

7
8

Q- WILL THE SALE OF THE SPLIT ENDS FROM APS TO EDS IMPACT
ELECTRIC SERVICE TO ANY OF THE AREA'S CUSTOMERS?

9

1 0

11

1 2

13

1 4

15

1 6

1 7

1 8

1 9

2 0

A.

21

22

No. As I described above, EDS currently owns most of the electric distribution

system used to serve the area's customers, and EDS wheels energy for APS on

that system. Thus, APS's ability to serve its customers currently depends on

EDS's maintenance and operation of that system. By approving the sale to EDS

of the remaining APS-owned infrastructure (which is interwoven with EDS's

system), the Commission would, in essence, be augmenting the sale of an electric

system tha t  was a lready sold to EDS back in 1960 and approved by this

Commission in Decision No. 32690. ACC approval will, among other things,

clarify responsibility for operating and maintaining the system, will improve the

safe operation of the system by defining these responsibilities to a single entity,

and will eliminate customer confusion resulting from the combined ownership.

Said another way, approval of APS's Application will prevent the promulgation

of split ends and the problems they create on the prudent system planning and

operation of the EDS and APS systems.

23
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1
2
3

Q- APS HAS REQUESTED AUTHORIZATION TO SELL THE SEXTON
SUBSTATION AND AN INOPERATIVE 69KV LINE TO EDS. PLEASE
EXPLAIN WHY THESE FACILITIES ARE BEING SOLD TO EDS?

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Anderson Road, within the EDS Service Area.

22

23

24

25

26

The EDS distribution load substations are racially situated around Maricopa and

Santa Rosa substations. Many years ago, there was a 69kV system tie to APS'

Casa Grande substation, before APS built its Santa Rosa substation. Upon

completion of the Santa Rosa substation, the Casa Grande system tie was rarely

used and, after an incident of storm damage, it was detennined that it could be

abandoned. The Sexton substation was used by APS to serve EDI loads for many

years, but such corrections were replaced by EDS over time to serve Maricopa

Stanfield Irrigation and Drainage District ("MSIDD") pumps which are operated

by MSIDD in conjunction with the Santa Rosa canals. MSIDD is the largest

customer of EDS. Currently, the Sexton substation is only connected to the EDS

system, and the majority of loads being served by Sexton are non-APS loads. The

sale of the Sexton Substation promotes efficient and reliable service to EDS's

customers, including MSIDD. The substation is located at Highway 84 and

EDS owns a 69kV line from

Maricopa Substation that enters the substation, while APS owns the fuses,

transformers, and breakers comprising the substation. APS also owns an

inoperative 69kV sub-transmission line that exits the substation and is located

within the EDS Service Area and extends east towards Casa Grande. The APS

69kV portion of the line is not in service (abandoned as described above), and is

not used to serve any APS substations or customers.

remaining APS equipment associated with the line are roughly twenty one 60-65

foot poles (many of which have been topped to avoid additional storm outages).

The remaining conductors comprise an EDS 12.5 kV underbuild, currently used

At present, the only
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1 EDS has been maintaining and replacing

2

by EDS to serve EDS customers .

equipment on the line to maintain and provide EDS service.

3

4
5

Q- HOW WILL SUCH FACILITIES BE OPERATED AND MAINTAINED
DURING THE PENDENCY OF THE ACC PROCEEDING?I

I
I
I
I

A.6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

construct,

21

22

23

24

25

The Supplemental Agreement provides for orderly, safe and reliable service to

area customers through the mutual coordination, identification and allocation of

responsibilities by and among APS and EDS. Pending approval from the ACC of

the APS Application, the parties have undertaken in accordance with the

Supplemental Agreement to cooperate in the following activities: (1) Jointly

identify and list all APS Facilities located within the EDS Service Area, and

cooperate in good faith to mutually agree on the fair value of those facilities, (2)

Within a reasonable period after the identification of additional specific facilities

to be transferred, and agreement on the price to be paid for such facilities, EDS

shall make supplemental deposits to augment the Escrowed Funds under the

Escrow Agreement for the purchase of the APS Facilities pursuant thereto, (3)

EDS shall operate and maintain the EDS electrical system in

accordance with good utility practice and such construction, connection, operation

and maintenance procedures and protocols as shall be mutually agreed between

APS and EDS, (4) EDS shall operate and maintain on behalf of APS all APS

Facilities located within the EDS Service Area in accordance with good utility

practice and such construction, connection, operation and maintenance procedures

and protocols as shall be mutually agreed between APS and ED3, and, finally, (5)

In the event that a customer requests service from APS prior to the date on which

the transfer is approved, ED3 shall construct and connect, where applicable, all
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1 facilities required for new retail customers located within the EDS Service Area in

accordance with good utility practice and such construction, connection, operation

and maintenance procedures and protocols as shall be mutually agreed between

APS and EDS .

2

3

4

5

6
7

Q- PLEASE EXPLAIN WHY DELETION OF THE EDS SERVICE AREA
FROM APS'S CC&N IS NECESSARY.

8

9

10

11

12

13

14

A. Deletion of the EDS Service Area from APS's CC&N is in the public interest and

is consistent with the Commission's past practice. In Decision No. 58472, for

example, the Commission authorized APS to delete a number of its certificated

service areas in Coconino, Pinal, Yavapai, and other counties from its CC&N

where other electric service entities could or already did provide service to the

relevant areas' customers, thus eliminating the need for APS to provide such

service. See Decision No. 58472, (Nov. 30, 1993).

15

16

17

18

19

20

21

22

23

24

Similarly, here, EDS provides reliable energy service to all customer classes

located within the EDS Service Area, and the customers residing in that area do

not need APS to also provide electric service. EDS currently serves 17,031 of the

total 21,024 customers receiving electric service in the EDS Service Area. As of

the date of APS's Application, APS served the other approximately 3993

customers in the EDS Service Area, many of whom have contacted EDS to

question their ability to switch to EDS service. Approximately 285 have already

elected to switch to EDS service after EDS took control of its system in October

2001. Under the terms of the Settlement and Supplemental Agreements

negotiated between EDS and APS - if approved by the ACC - APS will transfer
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1

2

3

4

5

6

7

8

9

10

11

12

its remaining customers to EDS, all of whom reside inside the proposed EDS

Service Area. APS will continue to serve customers that reside in areas that are

adjacent to but outside of the designated EDS Service Area by wheeling on the

ED-3 system (as APS has done for the past several years, pursuant to a FERC-

approved wheeling agreement). Clarifying that the exclusive responsibility for

providing reliable service to all customers in that region rests with EDS

deleting the EDS Service Area from APS's CC&N - will eliminate the duplicate

by

responsibilities of APS for planning and constructing expensive transmission and

distribution infrastructure required to reliably serve the customers, eliminate

confusion for retail customers, promote safety to field personnel by consolidating

the design, construction, access, and related operating efforts to one utility, and

provide cost benefits to both the utilities and thereby the customers in the area.

I
I
I
I
I

13

14
15
16

v. ED3'S COOPERATIVE EFFORTS TOWARD RELIABLE PLANNING OF
ELECTRIC SERVICE: PRELIMINARY STEPS TOWARD
REALIGNMENT OF ED3'S SERVICE OBLIGATIONS

17

18

Q. PLEASE SUMMARIZE THE COOPERATIVE RELATIONSHIP EDS HAS
SHARED WITH APS OVER THE YEARS.

19

20

21

22

23

24

25

A. Over the years, EDS and APS have worked both diligently and successfully to

resolve issues concerning rates, terms, and conditions of transmission service to

be provided by EDS to APS for the delivery of power and energy to the APS

loads connected to the EDS system. Since 2001, EDS has worked with APS to

align the ownership of facilities and rights of use with respect to facilities more

appropriately with each utility's interests and objectives, and the parties have

succeeded in effective joint planning, operation, construction and maintenance of
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1

2

3

4

existing and future transmission and distribution facilities that meet the current

and future loads of both APS and EDS. EDS and the EDS transmission system

are geographically situated to efficiently serve the area represented by the

settlement.

5

6
7

Q. WOULD YOU PLEASE EXPAND, IN DETAIL, ON THE TYPES OF
JOINT PLANNING EDS HAS SHARED WITH Aps.

8

9

10

11

A. Yes, most of the joint planning, operation, construction and maintenance of EDS's

and APS's facilities is embodied in a 2002 Transmission Service Agreement

between EDS and Pinnacle West Capital Corporation ("PWCC") (the parent

entity of APS), which provides for the following:

• EDS provides network transmission service over its Transmission
and Distribution System to PWCC for the delivery of capacity and
energy to PWCC's points of delivery on a basis comparable to
EDS's use of its Transmission and Distribution System to reliably
serve its Native Load Customers,

EDS plans, constructs, operates and maintains its Transmission and
Distribution System in accordance with Good Utility Practice in
order to provide PWCC with Transmission Service, and

• EDS and PWCC have established a comprehensive process for
information exchange and system planning activities and jointly
performed studies of the Casa Grande/Maricopa Area load sewing
capability in 2006.

12

13
14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

EDS and APS personnel have established several protocols during
the transition to coordinate crew dispatching, establish
communications and coordination between service desks, and
respond to customer service needs and inquiries.
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1
2
3

Q. WHAT KIND OF PLANNING AND INFRASTRUCTURE EFFORTS HAS
EDS UNDERTAKEN TO ADDRESS THE GROWING NEEDS OF ITS
SERVICE AREA?

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

ED3 actively participates in the Central Arizona Transmission System ("CATS")

planning process. In fact, EDS's Director of Engineering & Operations currently

serves as the Chairman for CATS. As the CATS process moves ahead, the long-

term planning of the centra l Arizona transmission system will be closely

monitored by EDS, with EDS providing comments and input to that process to

ensure its long-term load service needs are met. EDS and APS are also in the

process of fonnalizing their coordinated local transmission planning efforts by

way of a  Memorandum of Understanding ("Transmission MOU"). The

Transmission MOU will provide for planning transparency by harmonizing the

timing, development and exchange of data bases, load projections and modeling

assumptions used in planning analysis, the identification of joint planning issues,

and building upon joint planning activities already under way. Recent additions

like the third 230kV/69kV transformer at the Santa Rosa Substation was a result

of local transmission studies performed between APS and EDS .

18

19

20

21

22

23

24

25

26

EDS has also sponsored saturated load studies and is working in cooperation with

other Pinal County interested parties in attempting to efficiently plan long-term

transmission lines and line routing with effective community notification and

participation. As the local system is changed,  EDS is working with other

similar ly situated customers to plan WAPA's proposed 115 kV to 230 kV

conversion with local improvements needed to the underlying Pinal County 230

kV facilities to create a reliable network for service to all of the Pinal County load

sewing entities. Specifically, as a member of the Santa Cruz Water and Power
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1 Districts Association ("SCWPDA"), an association formed through a series of

2

3

4

intergovernmental agreements among the boards of EDS, Electrical District No. 4

of Pinal County, Maricopa-Stantield Irrigation & Drainage District, and Central

Dra inage Dist r ict ,  EDS recent ly t iled a  Ten-Year

5

Arizona Irr igation &

Transmission Plan with the Commission. The report, attached hereto as Exhibit

6

7

8

9

10

11

12

13

14

15

16

17

18

ED3-10, was submitted to the Commission on January 31, 2008. The Ten-Year

Transmission System Plan identities all new transmission facilities, 69 kV and

above, and all facility replacements/upgrades required over the next ten (10) years

to reliably and economically serve the load. The report highlights projects in

which SCWPDA and its participating districts anticipate participating either as

owner(s) or via transmission service to meet the area's projected load growth for

this ten-year period. All of the projects are expected to be included in the Ten-

Year Plan of the sponsoring transmission providers operating in Pinal County.

Historically, the districts of SCWPDA have been customers of WAPA and APS

transmission systems for the delivery of their contracted power resources. EDS,

through SCWPDA, is participating in the Palo Verde - Southeast Valley 500kV

("SEV") Project and is active in the sub-regional planning forums associated with

the SEV Project.

19

20

21

22

23

24

25

Some of the other efforts undertaken by EDS to address the growing needs of its

service area include: ( l) installing almost $125 million of new infrastructure for

load growth, (2) backing the Central Arizona Transmission Sandy regional

planning efforts for EHV facilities into Pinal County; (3) initiating the rebuild of

the Maricopa Substation with WAPA and APS, including the rebuild of the

Maricopa 69 kV substa t ion,  construction of WAPA's Test  Track 230 kV
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1

2

3

4

5

6

7

8

9

1 0

11

substation with a matching 167 MVA 230/69 kV transformer, and work with APS

on adding the third 167 MVA 230/69 kV transformer between the APS Santa

Rosa 230 kV and Maricopa 69 kV to serve the ED-3 system, (4) finishing its first

69 kV loop on the nor th ha lf  of  i t s  Service Area ,  where growth is  now

concentrated, and (5) plamied all 69 kV substations to be looped in the future.

Along the same lines, EDS has continued to shore up its radial 69 kV and 12 kV

transmission lines throughout the remainder of its Service Territory to lessen

summer storm (micro-bursts, etc.) impacts, enlarged a transformer bay thus

expanding load serving capacity to its  exist ing Sonny Dunn distr ibut ion

substation, and constructed four new 69/12 kV distribution substations .- Talla,

Maricopa West, Kelly, and the Peters and Nall stations.

1 2

13

1 4

15

Q. HAS EDS FORMALIZED ANY TRANSMISSION INFRASTRUCTURE
AND INTERCONNECTIONS WITH OTHER TRANSMISSION
COMPANIES?

16

17

18

19

20

A. Yes. EDS and WAPA have implemented several agreements relating to the

transfer of Maricopa Substation from the Federal Government to EDS and EDS

purchased and transferred land and easements to WAPA for the new WAPA Test

Track substation. Additional agreements are in place for delivery of EDS's

federal hydropower to Maricopa Substation from the WAPA system.

21

22

23

24

25

More recent ly,  EDS and APS fina lized and executed an Interconnect ion

Agreement on May 20, 2008, attached hereto as Exhibit ED3-11, which forms an

important component of EDS's electrical infrastructure development. The

Interconnection Agreement was filed by APS with the Federal Energy Regulatory
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Commission on May 23, 2008, and was accepted for filing on July 9, 2008 FERC

Docket No. ER08-1008-000. The Interconnection Agreement covers the points of

interconnection between the APS and ED3 transmission systems, including a new

230 kV interconnect ion a t  APS's  Santa  Rosa  230 kV substa t ion for  the

installation of the recently added EDS 230/69kV transfonner that was needed for

service by this summer. The Agreement includes the two 69kV interconnections

from the APS Santa  Rosa  Substa t ion to the EDS Mar icopa  Substa t ion.

Specifically, under the Interconnection Agreement, ED3 has installed the second

230/69 kV transfonner in the APS Santa Rosa 230 kV substation and is afforded

long-term ownership-like rights for use of the Santa Rosa 230 kV substation to

operate the three 230/69 kV transformers for reliable (N-l) service to the ED3 69

kV Maricopa substation. The rights that ED3 acquires under the Interconnection

Agreement fulfill a number of vital functions for it, including providing a third

source of EHV supply, matching ED3's 230 kV interconnection with WAPA's, at

the latter's Test Track 230 kV substation and the APS 230kV/69 transformer in

Santa Rosa. The combined capacity of the three transformers provides reliable

load service capability for ED3 up to approximately 350MW and a reliable

delivery point for EDS's five-year power supply arrangement with APS including

providing a  basis from which ED3 can par t icipate in future transmission

expansion planned for the Southeast Valley/Pinal County area and SEV 500 kV

project.

22

23

24

Q. DOES EDS
PROCESS?

HAVE AN INTERNAL TRANSMISSION PLANNING
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1 A. Yes. EDS has an internal transmission planning process, which consists of an on-

2 going assessment of the following needs:

3

4

Providing adequate transmission to access sufficient resources in

order to serve loads reliably and economically.

5 • Supporting EDS local transmission and sub-transmission systems .

6

7

Providing technical data and participation in the Central Arizona

Transmission Studies on the EHV and HV transmission system.

8

9

10

Consideration is given to load growth patterns, other system changes affected by

rights-of-way, facilities siring constraints, routing of future transportation

corridors, and joint planning with neighboring utilities and governmental entities.

11

12

13

14

The long term planning process takes into account the future land use plans that

were developed by government agencies, aerial photo maps, master plans that

were provided by private developers, and EDS's long-range forecasted load

densities per square mile for residential, commercial, and industrial loads.

15

16

17

18

19

Additionally, each year EDS uses its internal transmission planning process to

update its Transmission Plan of Service (Exhibit ED3-9). EDS examines yearly

the near term three years in detail to be coincident with the EDS capital budget,

and an examination of the fifth and tenth years of the projected loads and resource

requirements.

20

21

22

Q- IS EDS INVOLVED IN
TRANSMISSION PLANNING?

ANY REGIONAL COORDINATION
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1 A.

2

3

EDS is a member of the Western Electricity Coordinating Council. The focus of

WECC is  on promot ing the r eliabili ty of  the interconnected bulk 2007

Transmission Plan electric system.

4 Through WECC, EDS assists in:

5 • Developing regional planning and operating criteria.

6 • Coordinating future plans.

7

8

• Compiling regional data banks for use by the member systems and the

WECC in conducting technical studies.

9

10

• Assessing and coordinating operating procedures and solutions to

regional problems.

11 Establishing an open forum with interested non-project participants to

12 review the plan of service for a project.

13

14

15

16

17

18

EDS is also very active with the CATS HV planning group and is currently

leading the facilitation and coordination for this region. It also provides a forum

for specific projects to be exposed to potential partners and allows for joint

studies and par t icipa t ion from interested par t ies . Additionally, EDS's

involvement in the Southwest Area Transmission (SWAT) Planning Group allows

EDS, and any other interested parties, to detennine and study the needs of the

region as a whole.19

20

21
22

Q- WHAT ENHANCEMENTS HAS EDS
(DISTRIBUTION) INFRASTRUCTURE?

MADE TO ITS RETAIL
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1 A.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

ED3 has rapidly improved its distribution system and load serving substations to

serve the growing retail customer base. This includes approximately 371 miles

of new underground distribution lines and 3,050 distribution transfonners, all

constructed to serve new residential and commercial customers. In addition, EDS

has constructed four new 69/12 kV substations to reliably serve the new

developments. EDS uses both in-house and contracted services to design and

construct the new facilities, while the EDS crews focus mainly on the backbone

12 kV system and overhead lines. Initially, EDS contracted with Central Arizona

Irrigation and Drainage District to provide crews in 2001 and has since expanded

its own crews, equipment, and facilities to serve the entire EDS Service Area.

EDS tracks the infrastructure construction with its GIS system, and is using

Automated Meter Reading to connect new customers to enable future integrated

customer services, including customer service information systems, load

management options, system operations, and improved system outage reporting as

the EDS information systems are expanded over time. Of the $125 million in

infrastructure improvements, approximately $100 million has been expended on

distribution facilities and equipment. As required by load growth and as a

consequence of the area's transition from a rural to urban area, EDS continues to

19

20

examine the development of its system and conversion of overhead facilities to

underground facilities which are less vulnerable to outages caused by stones

21 and other incidents, and thus provide improved reliability.

22

23

24

EDS will also continue to plan its local facilities in coordination with APS, the

Western Area Power Administration, and the AK-Chin Electric Utility Authority.

25
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1 Q.
2

WOULD YOU PLEASE BRIEFLY SUMMARIZE ED3'S APPROACH TO
RELIABILITY.

3 A.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

EDS has a staff of approximately 47 direct employees and 16 contract employees

located at its offices in Maricopa and the surrounding area. It has 6 crews, a

system dispatch center, a construction yard and service center, a general office,

and two customer service centers. EDS's operating staff has annual preparedness

meetings, constantly reviews system loading levels and prepares for inclement

weather across the systems. EDS's operating staff also manages the construction

of new facilities on the distribution, subtransmission, and Esta High Voltage

facilities. EDS constantly tracks system perfonnance through its operations

center with substation SCADA and TWACS distribution system operating

systems. The EDS staff coordinates dispatching and communications, coordinates

with contractors, produces outage reports on any system event (which are then

reported to the EDS Board each month), and continually coordinates with APS

and the Western Area Power Administration. Additionally, EDS routinely

updates its data and information programs to efficiently plan and construct its

facilities and system. EDS currently contracts with two design firms that are

familiar with EDS's design and construction standards. The firms, together with

additional outside contractors, assist EDS in its system design, substation projects,

20 and transmission projects.

21

22

23

24

25

As I have explained in this testimony, EDS recently spearheaded a significant

upgrade of its transmission and distribution backbone system. The majority of

new 12 kV services are constructed in underground conduits, and EDS is highly

coordinated with other utilities in common trench arrangements.

26
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1

2

3

In addition to the planning, construction, and maintenance of its facilities, EDS

operates its  system in accordance with Good Utility Practice through the

following activities :

4

5

6

7

8

9

Observing the network - Monitoring present SCADA voltage,

current, and power-flow conditions to determine if failure of an

element or voltage collapse is imminent. EDS will be performing

underfrequency load shedding analysis with APS to assure the

EDS system is  reliably connected and coordina ted with the

transmission network. Such studies are necessitated as a result of

10

11

the new 230 kV transfonner addition, and new EDS substations

and 69kV transmission lines.

12

13

14

15

16

17

Analyzing and modeling its system - With the aid of computer

models and data on current operating conditions such as current

flows and voltages, anticipating conditions in elements (individual

pieces of equipment such as lines and transformers) that are not

directly observable, estimating what will happen if an element

18 fails, determining whether a proposed transaction can be

19 accommodated, and dealing with normal uncertainties .

20

21

22

23

24

Communicating and coordinating -- Coordinating with neighboring

systems (APS and the AK-Chin Electric Utility Authority) and the

Western Area Power Administration to ensure that activities do not

threaten the integrity of the systems.

25
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1

2

Taking control actions - Maintaining distribution and

subtransmission system operation within acceptable limits .

3

4 Ensuring that it is

5

Monitor ing and enforcing compliance -

consistently meeting reliability requirements.

6

7

8

9

Securing necessary regulatory approvals - Ensuring that it obtains

all FERC and other regulatory approvals as necessary for

expanding its system and interconnecting with other utilities.

10

11

12

Planning for  future condit ions - Making improvements and

additions (such as new generation, transmission lines, transformers

and load control) to13

14

15

16

maintain reliability and relieve constraints,

improving communications and controls to enable engagement in

reliability-enhancing activities, and improving ability to observe

and model its system, thus allowing better utilization of existing

17 resources.

18

19
20
21

Q- WOULD YOU PLEASE BRIEFLY SUMMARIZE ED3'S WORK WITH
APS T() ENSURE A SMOOTH TRANSITION FOR THE CUSTOMERS
CURRENTLY SERVED BY Aps.

22 A.

23

24

EDS has worked cooperatively with APS through numerous meetings and

discussions to identify the areas, facilities, customers, and processes and

to facilitate the Settlement and Supplemental

25

documentation necessary

Agreements between the parties. There have been numerous meetings and
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1

2

3

discussions on 12 kV planning and service issues between the EDS offices and

APS Casa Grande offices. There have been 69kV planning meetings with APS

departments to examine the load serving capability of the Casa Grande system

and service from the Santa Rosa/Maricopa substations. These meetings and the

various local transmission sMdies which resulted from those meetings led to the

timely addition of the third 230/69kV transformer owned by EDS and installed by

APS.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

Additionally, there have been numerous meetings among APS and EDS over the

years pertaining to compliance with State and Federal law and following

applicable regulations. As indicated in APS's filing, APS will continue to have a

few connections to the EDS system for service to APS loads outside the EDS

Service Area. EDS recognizes it has an obligation under its FERC Transmission

Service Agreement to plan and operate its system to provide reliable transmission

service to APS. EDS will continue to plan local facilities in coordination with

APS to meet APS service needs and adjust those needs as APS' loads and system

plans change over time.

18

19
20
21
22

Q- IS EDS APPROPRIATELY POSITIONED TO ASSUME THE ROLE OF
OWNER AND OPERATOR OF THE TRANSMISSION AND
DISTRIBUTION FACILITIES WHICH ARE THE SUBJECT OF THE APS
APPLICATION?

2 3

2 4

2 5

2 6

A. Yes. When the Lease Agreement terminated in October 2001, EDS assumed

possession and operational control of its electric system and has since invested

significant capital in infrastructure that allows it to offer bundled retail electric

service to all customer classes located within its Service Area (including those
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1 that had primarily been sewed by APS). EDS, in its public utility role, has

effectively operated, planned, and constructed its system to meet load growth

inside its Service Area and provided wholesale service to APS and Ak-Chin

Indian Community as requested.

2

3

4

5

6
7

Q. WHAT KIND OF GENERAL LONG TERM RESOURCE PLAN DOES
EDS HAVE?

8

9

1 0

11

1 2

13

1 4

15

1 6

A. EDS has long-term federal hydro power contracts for Parker-Davis, Hoover, and

Salt Lake City Area Integrated Project power. For decades, EDS has openly

purchased wholesale power to supplement its hydro power allocations and load

needs. Through pooling agreements, EDS has efficiently managed its purchases

and resources with MSIDD pumps for economic operation of the EDS system and

irrigation pumping loads. EDS has recently executed a Eve year wholesale power

supply agreement with APS.

17

18

Furore local generation is being explored by EDS with other Arizona entities to be

able to plan for local voltage support and regulation to EDS's loads, and provide

additional generation capacity, as the region grows over time.

19

20
21

Q. WILL THE SALE OF THE SPLIT ENDS FROM APS TO EDS IMPACT
SERVICE TO ANY OF THE AREA'S CUSTOMERS?

22

23

24

A.

25

No. As I described above, EDS currently owns most of the electric distribution

system used to serve the area's customers, and EDS wheels energy for APS on

that system. Thus, APS's ability to serve its customers currently depends on

EDS's maintenance and operation of that system. By approving the sale to EDS
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1

2

3

4

5

6

7

8

9

10

of the remaining APS-owned infrastructure (which is interwoven with EDS's

system), the Commission would, in essence, be completing the sale of an electric

system that  was a lready sold to EDS back in 1960 and approved by this

Commission in Decision No. 32690, approving the sale and change in ownership

of line extensions added in the past 47 years, and implementing a ruling that will

discontinue the practices of overlapping service responsibility for an area of

147,000 acres. ACC approval will, among other things, clarify responsibility for

operating and maintaining the system, will improve the safe operation of the

system by defining these responsibilities, clarify financial responsibility, and will

eliminate customer confusion resulting from the combined ownership.

11

12
13

VI. IMPACT OF THE TRANSFER OF FACILITIES ON CURRENT APS
CUSTOMERS

14
15

Q. WHAT IMPACT, IF ANY, WILL THE TRANSFER OF FACILITIES
HAVE ON CURRENT APS CUSTOMERS?

16

17

18

19

20

A. None. Initially, there were approximately 4278 APS customers sewed through

the EDS system. Approximately 285 services have already switched to EDS from

APS. For the remaining customers, both EDS and APS are committed to a

customer outreach and education plan, including the use of newspaper ads, direct

mail, and a community open house(s). For its part, EDS will duly and promptly

notify its current customers of the transfer through a direct mail circulation.21

22

23

24
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1 VII. CONCLUSION

PLEASE PROVIDE ANY CONLUDING REMARKS.2 Q.

3

4

A. EDS fully supports ACC approval of APS's application relating to the proposed

sale of APS facilities to EDS, and the deletion of the EDS Service Area from

APS's CC&N. The grant of such authorization will effectuate reliable energy

service to customers located in the EDS Service Area.

5

6

7

8

9

10

11

12

13

14

15

APS and EDS have cooperated to provide for the electric service needs of the area

in which they concurrently serve in a safe, rational and economically efficient

manner. The ongoing and anticipated future electrical infrastructure needs of

Pinal County have grown to the point where it is time for the Commission to

adjust the alignment of the two utilities' infrastructure investments and retail

service arrangements to reflect the reality emerging on the ground. There is no

need and, indeed, no justification for requiring APS to duplicate the investments

that EDS has already made in Pinal County, which are in turn the infrastructure

investments tram which future electrical infrastructure will grow. APS's system

has real needs for the deployment of resources elsewhere, and EDS is best

positioned to meet the needs of electricity consumers within its proposed service

area.

16

17

18

19

20 Q- DOES THIS CONCLUDE YOUR TESTIMONY?

21 A. Yes
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1.

Q-

CREDENTIALS

1
2

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND PHONE
NUMBER.

3 A. Jerry D. Smith, 160 N. Pasadena, Suite 101, Mesa, Arizona 85201-6764. My

4 office number is (480) 610-8741.

5 • BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A.

7

8

9

10

I am employed as an electr ic utility engineer  in the firm of K.R. Saline &

Associates, PLC. My responsibilities include managing the firm's transmission

and distribution engineering function. In this capacity I oversee the performance

of planning studies and interconnection studies for utilities, developers and serve

as the Planning Manager for a subregional transmission planning organization

11 called WestConnect.

12
13

Q- WHAT IS YOUR
BACKGROUND ?

EDUCATIONAL AND PROFESSIONAL

14 A.

15

16

17

18

I graduated from the University of New Mexico in 1968 with a Bachelor of

Science degree in Electrical Engineering. I received a Masters of Science degree

in Electrical Engineering from New Mexico State University in 1977 majoring in

power systems and electric utility management. I am also licensed with the State

of Arizona as a Professional Engineer - Electrical.

19

20

21

Prior to joining K.R. Saline and Associates, PLC, I was employed as a staff

electric utility engineer with the Arizona Corporation Commission for nine years.

My responsibilities with the Commission included participation in Arizona's

22

23

Q

regulatory Rulemaking and rate processes regarding retail electric competition and

direct access of transmission and distribution facilities. I actively participated in
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1

2

3

4

5

6

the organizational development o f  an Arizona Independent Scheduling

Administrator ("AzISA") and a Regional Transmission Organization ("RTO")

called Desert STAR. Desert STAR has since been replaced by a different RTO

organizational form and filed with FERC as WestConnect. I was also responsible

for the Commission's investigation of distributed generation and interconnections

for potential Rulemaking consideration.

7

8

9

10

I joined the Commission Staff in February 1999, following a lengthy career with

the Salt River Project ("SRP"). During my SRP career I: analyzed and planned

transmission and distribution system improvements, managed design services

required for retail customer projects, and sewed as primary contact for local

municipalities regarding siring of facilities and utilizing funds for aesthetic

treatment of water and power facilities .

13

1 4

15

1 6

17

While employed by SRP,  I  a lso per fonned ancil la ry funct ions  such a s

development and management of capital improvement budgets, formation and

modifica t ion of system planning,  opera t iona l and maintenance policies ,

procedures and practices, and creation, modification and administration of new

contribution in aid of construction charges and tariffs.

18 IN WHAT CAPACITY ARE YOU PRESENTING YOUR TESTIMONY?

19

20

21

A.

22

I am presenting this testimony on behalf of EDS to support APS's application

relating to the proposed sale of APS facilities to EDS and the deletion of the EDS

Service Area from APS's Certificate of Convenience and Necessity ("CC&N")

(the "APS Application").

23
24

Q-

Q

HAVE YOU PREVIOUSLY TESTIFIED BEFORE
CORPGRATION COMMISSION ("COMMISSION")?

THE ARIZONA
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1

2

3

4

5

Yes, I have testified before the Arizona Corporation Commission in matters

related to quality of service issues, utility planning and siring requirements,

system adequacy assessments and cost of service studies. I  was  a lso the

Commission's primary staff witness for over 40 power plant and transmission line

siring cases.

6 SUMMARY AND PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?7

11.

8 A. The purpose of my testimony is to describe, on behalf of EDS, the public benefits

from the transfer of APS facilities to EDS .

I
I

9

10

11
12

111. DISCUSSION: THE PUBLIC BENEFITS OF THE TRANSFER OF
FACILITIES FROM APS TO EDS

13
14

Q- WHAT EFFECT ON COSTS WILL THE TRANSFER OF FACILITIES
HAVE?

15

16

17

18

19

20

21

22

Currently, both APS and EDS plan and construct transmission and distribution

infrastructure to serve the area. This overlapping of service obligations has

historically resulted in some duplication of capital investment in uti l ity

infrastructure to serve the same geographic area. It also confuses retail customers

and increases the costs of operations for both utilities. Consolidation of the

service area Linder the obligations of a single utility will eliminate the duplication

of operational and capital costs and translate into considerable operational and

capital cost savings to the benefit of the area rate payers.

23 • PLEASE DESCRIBE THE FIELD SAFETY BENEFITS?

24

25

A.

Q

Q

As previously explained, the transfer will provide operational benefits. These

operational benefits include providing greater field safety and efficiency by
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1

2

3

4

avoiding the confusion of duplication of infrastructure. More importantly, it

avoids the situation where the two utilities are unknowingly simultaneously

working on different, but interconnected, parts of the same contiguous 69 kV and

12 kV systems.

5 Q- PLEASE DESCRIBE THE PUBLIC SAFETY BENEFITS?

6

7

8

9

10

11

The interests of both EDS's and APS's respective customers is best served by

EDS assuming responsibility for the operation and maintenance of the electric

distribution system within the overlapping service areas. Having a single utility

control all designs, equipment, construction, crews, access, planning and

coordination will result in superior reliability and efficient delivery of service for

electricity.

12
13

Q- WILL THERE BE ANY DEGRADATION IN SERVICE TO CUSTOMERS
AS A RESULT OF THE PROPOSED TRANSFER?

14

15

16

A. No, the proposed transfer will not result in a degradation in service to APS's

existing customers. In fact, as explained above, it will result in greater reliability

and less confusion for retail customers.

17
18

Q- WHAT SPECIFICALLY IS ACHIEVED BY COMMISSION APPROVAL
OF APS'S APPLICATION?

19

20

A.

21

22

23

24

25

A.

Approval of APS's Application will allow for full implementation of the Federal

Energy Regulatory Commission ("FERC") Order issued on February 15, 2002 in

Arizona Public Service Company, 98 FERC 11 61,172, where FERC determined

that "it is clear from the terms of the Lease Agreement that operational control

over EDS's transmission system reverted to ED-3 upon tennination of that

agreement. EDS is a transmitting utility and there is no evidence that it cannot

properly operate and maintain its transmission system."

l
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1

2

3

4

5

6

7

8

More specifically, the transfer will complete the realization of the March 1, 2002

Settlement Agreement, which provided (in relevant part) for the sale to EDS of

specified electrical facilities owned by APS that are located within the EDS

service area and interconnected with the EDS electrical system. EDS currently

operates the electrical distribution and subtransmission system located within the

EDS Service Area (in accordance with the 2002 Settlement Agreement), and APS

continues to own, maintain and operate its electric distribution facilities that it

constructed within the EDS Service Area.

9

10

11

12

13

14

15

16

APS also retains the obligation to provide retail electric service to residential,

commercial and industrial customers therein located, other than service to loads

served by EDS, under applicable Arizona law. Indeed, the utility assets are

intermingled and the service obligations are duplicative. Thus, approving APS's

Application will allow EDS to assume all responsibility for the service and

operation and maintenance of the complete and integrated electric distribution

system within the overlapping service areas. Approval of the APS application

will also achieve the following:

17 •

18

Wholesale wheeling to APS and the Ak-Chin Community will occur as

needed to serve all current and future loads dependent upon transmission

19 service via the EDS system.

20

21

22

Public confusion regarding utility responsibilities for retail customers,

developers, regional county planning, EHV planning, and power supply

planning will be eliminated.
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1

2

3

Supporting the Commission's position of promoting voluntary resolutions

of duplicate service obligations between regulated/non-regulated utilities

will be publicly acknowledged.

4

5

6

Iv.

Q-

CONCLUSION

PLEASE PROVIDE ANY CONLUDING REMARKS.

7

8

9

1 0

11

12

13

1 4

15

In my pas t  role a s  a  member  of  the Commiss ion s ta ff ,  I  advoca ted the

consolidation and elimination of overlapping services between APS and EDS.

My professional opinion today remains the same: It is in the public interest to sell

APS's distribution facilities and the transmission facilities described in APS's

Application, and to delete the EDS Service Area from APS's present CC&N. It

will yield safer  field conditions,  eliminate public confusion about service

obligations for the area, eliminate duplication of operating and capital cost and

provide the opportunity for service reliability improvements.

16 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

I
I
I
I

17

A.

A. Yes
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1 I. CREDENTIALS
2

3 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

4 A. Jeffrey J. Wooer, 160 N. Pasadena, Suite 101, Mesa, Arizona 85201.

5

6 Q~ BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

7 A. I am a Partner in the firm of K.R. Saline & Associates, PLC. My responsibilities

8 include management of the Finance and Rates section of our Firm.

9

10 Q- PLEASE DESCRIBE YOUR EDUCATION AND PROFESSIONAL

11 BACKGROUND.

12 A. I graduated from the University of Arizona in 1986 with a Bachelor of Science

13 Degree in Biology with a minor in Chemistry. In 1990 I received a Master of

14 Science Degree in Economics from Arizona State University. Following

15 graduation from Arizona State University, I was employed by R.W. Beck in the

16 Rate Department assisting in the development of cost of service studies and both

17 wholesale and retail rate design. In 1994, I joined K.R. Saline & Associates

18 where I continued developing cost of service rate studies for consumer-owned

19 utilities in the southwest. I currently manage the Finance and Rates group for

20 K.R. Saline & Associates.

21

22 Q. IN WHAT CAPACITY ARE YOU PRESENTING YOUR TESTIMONY?
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1 A. I am presenting this testimony on behalf of Electrical District No. 3 ("EDS") to

2 support APS's application relating to the proposed sale of APS facilities to EDS

3 and the deletion of the EDS Service Area from APS's Certificate of Convenience

4 and Necessity ("CC&N").

5

6 Q- HAVE YOU TESTIFIED PREVIOUSLY AS AN EXPERT WITNESS?

7 A. Yes. I have previously provided testimony in several rate processes specifically

8

9

related to Federal hydro power and transmission projects operated by the Western

Area Power Administration.

10

11

12

13

II. PURPOSE OF TESTIMONY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

14 A. The purpose of this testimony is to present to the Commission a comparison of

15 estimated monthly billing under EDS's current rates to those of APS, a forecast of

16 EDS's future rate increases, a comparison of EDS's existing policies governing

17 line extensions and renewable energy, and the implications on customers of the

18 proposed transfer from APS to EDS.

19

20

21 111. DISCUSSION OF EI)3'S RATES

22 Q. HOW DOES EDS CALCULATE ITS RATES?
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1 A. Unlike regulated for-profit utilities such as APS, EDS is a pure cost of service

2 utility and, as such, does not include a return on its rate base. When developing

3 its retail rates, EDS incorporates a cash flow methodology and the results of such

4 cash flow to determine EDS's cost to serve (and ultimately the rates it charges) its

5 own customers. Ariz. Rev. Stat. § 48.1774(C) specifically requires that service

6 charges "shall at no time be more than enough to make the district self-sustaining

7 taking into account reasonable needs for depreciation, new construction and like

8 requirements As a result, any excess revenues collected as a result of EDS's

9 lender requirement (that EDS maintain rate levels that will collect enough

10 revenues to cover its annual operating expenses and 1.25 times the annual interest

11 expenses) are re-invested into the system, offsetting future debt requirements.

12 EDS is also required by Arizona law to maintain uniform service charges to users

13 within its territory. Ariz. Rev. Stat. § 48.1774(D). In addition, the coverage

14 requirement of EDS's financing does not differentiate between wholesale

15 transmission and distribution service and retail service.

16

Q- IS THERE AN OPPORTUNITY FOR PUBLIC PARTICIPATION WHEN
EDS PROPOSES RATE CHANGES?

17

1 8

1 9

2 0 A. Yes. All EDS Board meetings are noticed prior to the meeting and are open to the

21 public .

22
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1

2

Q- H()W DO ED3'S ESTIMATED MONTHLY BILLINGS
CURRENT RATES COMPARE TO THOSE OF APS?

UNDER

3 A. Attached as Exhibit ED3-12 is a comparison of estimated seasonal and annual

4 billings under EDS's residential rates based on an average energy profile of the

5 APS customers to be transferred to EDS. As you can see from such spreadsheet,

6 annual billing under EDS's rates compare favorably to APS' current and proposed

7 rates .

8

9
10

Q. WHAT ARE ED3'S EXPECTATIONS OF RATE INCREASES FOR THE
NEXT FIVE TO TEN YEARS.

11 A. As is the case for all utilities, costs to serve (especially power and construction

12 costs) are increasing at a significant rate. All indications are that the market cost

13 for power and construction materials will continue to increase into the short-term

14 future. Over this short term, EDS has insulated itself from these increases through

15 long-term contracts for hydro power and a 5-year partial requirements power

16 supply contract with APS. Over the long-term, EDS continues to participate

17 jointly with 40 other public power utilities through the Southwest Public Power

18 Resources ("SPPR") Group to explore the construction and ownership of

19 generation resources.

20

21 ED3, as an Arizona electrical district engaged in providing retail electric service,

22 is not subject to Commission oversight of its rates. However, at EDS's request,

23 my firm has evaluated the base rate increases necessary to cover projected costs
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1 over the next 10 years. These estimates are attached as Exhibit ED3-13. In

2 actual practice, EDS plans to keep any rate increase to a minimum to the

3 customer, seeking only those increases that cover the operating expenses of the

4 utility, required replacements and reserves, plus any required monies to cover

5 debt reserve costs .

6

7 Iv. IMPACT OF APS TRANSFERRED CUSTOMERS

Q- WILL RETAIL CUSTOMERS BE TREATED ON THE SAME BASIS,
REGARDLESS OF WHICH UTILITY SERVED THEM PRIOR TO THE
T RANS FE R,  AND RE G ARDL E S S  O F W H E T H E R O R NO T  T H E
CUSTOMERS HAVE THEIR PROPERTY INCLUDED IN ED3'S TAX
BASE?

8
9

10
11
12
13
14
15 A. Yes. EDS will treat all of the customers it serves equally, both in rate structure

16 and other applicable terns of service, regardless of whether such customers reside

17 inside or outside of the EDS district boundaries, regardless of whether their

18 property is included in EDS's tax base, and regardless of which utility sewed

19 them previously. Additionally, EDS will assume all remaining outstanding

20 obligations of APS to its customers (including any applicable line extension

21 refileds, etc.), if any.

Q- HOW WILL THE ADDITION OF THE APPROXIMATELY 3,993 APS
CUSTOMERS AFFECT ED3'S FINANCES?

22
23
24
25
26 A. Because of the nature of the electric utility business, with significant capital

27 expenses to serve future loads, the average fixed costs to serve existing customers
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1 can be affected significantly by the addition of new customers. The immediate

2 impact of the inclusion of an additional estimated 3,993 customers, even with the

3 additional debt associated with those customers -. the cost of the Split Ends - will

4 be a reduction of the total average fixed costs to serve. As an example, the

5 current EDS average cost of debt per customer is approximately $500, per year.

6 An additional estimated 3,993 customers, even with the additional debt incurred

7 as a result of the facilities purchase from APS, will reduce this debt burden to

8 approximately $420 per customer, per year. The continued infill of EDS's

9 existing subdivisions will continue to decrease this average debt burden.

10 v. POLICIES GOVERNING LINE EXTENSIONS AND RENEWABLES

11
12

13
14

Q- HOW DOES ED3'S POLICY CONCERNING EXTENSION OF
ELECTRIC FACILITIES COMPARE TO APS'?

A. EDS's current line extension policy provides for a $5,000 per customer allowance

15 for extension to individual homes. For developers of commercial properties or

16 residential subdivisions, ED3 requires that a refundable deposit of 75% of line

17 extension costs be advanced prior to construction. The refund of these advances is

18 based on a build-out requirement and economic feasibility analysis.

19

20 EDS is aware that the regional policies for line extensions are under review by

21 ACC jurisdictional and non-jurisdictional utilities. EDS's Board has continually

22 monitored the rate and economic development impacts of new commercial and

23 residential developments upon EDS's customers. EDS's Board will continue to
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1 examine regional policy changes regarding line extension policies and consider

2 implementing comparable policies as they are regionally modified and adopted by

3 other utilities.

4

5 APS' line extension policy requires that 100% of line extension costs be paid

6 prior to construction and are non refundable. In this regard, EDS's line extension

7 policy is more favorable to new customers than APS'

8

Q- HOW DOES ED3'S POLICY CONCERNING RENEWABLE ENERGY
COMPARE TO APS'?

9

10

11
12 A. EDS's Board has recently approved the outline of a comprehensive Renewable

13 Energy Policy which includes a REP surcharge which is expected to collect

14 $100,000 per year and be used to provide capital assistance with renewable

15 distributed generation installations, Energy Star certification, HVAC replacement

16 rebates and investment in renewable generation resources. The ultimate purpose

17 of the plan is to coordinate EDS's filature purchased power needs with demand

18 side and load management opportunities, district purchases of renewable power

19 and potential development of low head hydro resources on the irrigation system

20 canals. EDS will continually examine its options on both the supply side and the

21 demand side to incorporate renewable generation resources and demand side

22 management options into its customer offerings.

23
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1 Recent efforts to optimize EDS's energy efficiency include an agreement with the

2 Maricopa-Stantield Irrigation and Drainage District (EDS's largest customer) to

3 implement a pump optimization program which enables the EDS to select usage

4 of the most efficient pumps and wells of least depth in order to maximize the

5 cumulative productive capacity of all irrigation wells relative to their cumulative

6 resource input. EDS also has in place an aggressive well inspection program

7 where the field service crews inspect and identify any defective components

8 which could be repaired or replaced in order to increase the efficient operation of

9 the EDS's pumps. The historical success of EDS's conservation program is

10 evident in the significant increases in the load factor of the irrigation loads over

11 time.

12

13 APS' Renewable Energy Standard rules provide similar assistance with the capital

14 requirements of distributed generation as well as investment in large scale

15 renewable generation. While the scope and capability of EDS's Renewable

16 Energy Policy plan is less favorable than APS' RES plan due to the significant

17 difference in annual energy sales, EDS's plan recognizes the importance of

18 renewable generation and demand side management in its long term planning.

19 VII. CONCLUS10N

20 Q- DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

21 A. Yes.
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HENRY & HORNE, LLP
Car tiffed Public Acccnunmants

Independent Auditors' Report

Board of Directors
Electrical District Number Three
Maricopa, Arizona

We have audited the accompanying financial statements of Electrical District Number
Three as of and for the years ended December 31, 2007 and 2006, as listed in the
table of contents. These financial statements are the responsibility of the District's
management.  Our responsibi l i ty is to express an opinion on these f inancial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the f inancial statements. An
audi t  also includes assessing the accounting principles used and signi f icant
est imates made by management,  as wel l  as evaluat ing the overal l  f inancial
statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Electrical District Number Three as of December
31, 2007 and 2006, and the changes in its financial position and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the
United States of America.

The Management's Discussion and Analysis is not a required part of the financial
statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the
methods of  measurement  and presentat ion of  the required supplementary
information. However, we did not audit the information and express no opinion on it.

1'?l:l uh?
I

March 7, 2008

Tempe
2055 E. Warner Rnud

Suite 10]
Tempo. AZ 85284-3487
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MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2007

The discussion and analysis is designed to provide an analysis of District's financial
condition and operating results and to also inform the reader on the District's issues
and activities.

Financial Highlights

Key financial highlights for year 2007 are as follows:

Residential power usage increased 39% in 2007 and Commercial usage
increased 37%. The total KWH usage was 483,673,000 for 2007, an
increase of 118,387,000 over 2006.
The residential growth within the District brought a 22% increase in meter
count.
This growth led to an increase in Capital Assets of over $29,000,000, an
increase of 35%.
Capital growth was financed primarily by the issuance of long term bonds.
The district's Change in Net Assets improved by 32%, due in large part to
successes in minimizing power costs.

Using this Financial Report

The financial report consists of a Statement of Net Assets, Statement of Revenues,
Expenses and Changes in Net Assets, Statement of Cash Flows and Notes to the
Financial Statements.

The Statement of Net Assets presents information on all of the District's assets and
liabilities, with the difference between the two reported as net assets. Over time,
increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the District is improving or deteriorating.

The Statement of Revenues, Expenses and Changes in Net Assets presents current
year's revenues and expenses and the related impact on net assets. All changes in
net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows.

The Statement of Cash Flows reports the District's cash flows from operating,
investing, capital and non capital activities.

The Notes to the Financial Statements provide additional information that is essential
for a full understanding of the data provided in the statements.



!
*

Docket No. E-01345A-08-0426
EXHIBIT ED3-6

Condensed Statement of Net Assets

Current and other assets
Capital assets

$
2007
44,652,271

111 ,323,447
$

2006
32,932,684
82,281,918

Total assets 155,975,718 115,214,602

Other liabilities
Long-term liabilities

7,068,220
115,590,000

8,586,074
85,590,000

Total liabilities 122,658,220 94,176,074

Net assets:
Invested in capital assets, net of related debt
Restricted
Unrestricted

8,724,522
2,957,250

21,635,726

10,904,137
1,500,000
8,634,391

Total net assets $ 33,317,498 $ 21,038,528

The District's Net Assets increased by $12,278,000 or approximately 58%, due
primarily to the increase in the Change in Net Assets. This increase is reflected in
the increase in Current and Other Assets and the increase of Unrestricted, Net
Assets.

Capital Assets grew by $29,041,000 from continued improvements to the electrical
plant. These improvements are almost entirely financed by issuance of bonds, which
can be seen in the increase of Long-term Liabilities.

Included in Other Liabilities is over $2,500,000 of Contributions In Aid of Construction
that will be repaid as these customers begin using power or will revert to
Contributions on the Statement of Revenues as the projects are completed.

Restricted Assets grew by $1,457,000 because of additional restrictions of the
issuance of bonds through Banc of America Securities LLC.

I
I
I
I
I
I
I
I
I
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Changes in Net Assets

2007 2006
Operating revenues:

Power sales
Other operating revenues

Nonoperating revenues

$ 37,075,340
2,318,633

487,414

$ 28,517,044
1,307,072

322,013

Total revenues 39,881 ,387 30,146,129

Operating expenses:
Power costs
Other operating expenses

Nonoperating expenses

15,600,331
12,272,020

542,645

12,864,137
9,753,212

62,115

28,414,996 22,679,464Total expenses

Income (loss) before contributions 11,466,391 7,466,665

Contributions 812,579 1,826,615

Change in net assets 12,278,970 9,293,280

Net assets - beginning

Net assets - ending $

21 ,038,528

33,317,498

11,745,248

$ 21,038,528

Power Sales increased 30% while Power costs increased by only 21 %. There was a
similar increase in Other Operating Revenues mostly due to an increase in wheeling
revenue.

The increase in Other Operating Expenses is partially caused by the increase in
meter count of 22%.

Interest earned on cash is the majority of the increase in Nonoperating Revenues.

Over $400,000 of the increase in Non-operating expense is due to a loss on sale of
assets that is expected to be a one-time occurrence.

ED3 sales revenues are a result of actual sales based upon rate designs that include
certain assumptions which include purchased power costs and recognizing the rising
cost of natural gas which is the main source of energy replacement for hydropower
as well as for new additional needed resources for customer growth. The success in
minimizing actual power costs in 2007 is mainly due to the continuation of the APS
energy contract in combination with access to short-term supplemental capacity
through the District's Hoover contract. Discussions on new agreements with APS
are reaching their conclusion and this power contract will be replaced. This will
change the outcome of  the dif ference between power costs and power sales in
coming years.

The Distr ict  cont inues to moni tor and adjust i ts contribut ion requirements to
amel iorate any ef fects of  a construct ion slow down. The decrease in the
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Contributions from 2006 is partially a reflection of slowing in industrial and
infrastructure construction activities.

Budgetary Highlights

The District annually adopts a budget for its operation and maintenance, and
projected capital growth needs.

The District budget adopted for 2007 had total revenues of $46,160,000, and an
operating income of $8,033,000 before debt service and depreciation. After debt
service and depreciation the budget projected a margin of $1,143,000. This budget
anticipated the completion of negotiations of the aforementioned energy contract.
Greater than expected residential and small commercial growth in the District's
service area as well as efficient power purchases allowed the District to earn more
than budgeted, and actual Change in Net Assets was $ 12,278,000.

Capital Assets and Debt Administration

Capital Assets:

Capital assets in 2007 grew by $29,041,000 or over 35%, due almost entirely to the
new construction of underground and substation infrastructure in the Maricopa area
and the completion of an initial loop system for the District's 69kv transmission lines.

Debt Administration:

The District's capital growth was accomplished by the continuing financing plan with
the Bank of America, which included the issuance of 2007 Series A. This issuance
provided funds to (i) finance and refinance the costs of the project, (ii) fund a Series
Reserve Account of the Debt Service Reserve Fund for the 2007 Series A Bonds,
and (iii) pay certain costs of the issuance of the 2007 Bonds. The total amount of
Bonds issued in 2007 was $30,000,000. This debt has been incurred as a result of
the necessary investment in new electrical infrastructure to provide services for the
customer growth within the District and in particular in the Maricopa area (an
increase in total accounts of 22% in 2007). Discussions are under way for another
issuance of Revenue Bonds for the projected additional capital needs of over
$9,000,000 for 2008 and $15,000,000 in 2009. At year end there was $14,000,000
remaining from the Series 2007A Bond issuance. All of these funds will be used for
capital expenditures by June 2008.

Economic and Other Factors

The City of Maricopa is located approximately 16 miles south of the southern
boundary of the Phoenix metropolitan area and is within the boundaries of the
electrical district. During the past four years there has been a significant amount of
growth in the Maricopa area due in large part to the significant increases in cost of
housing in the Phoenix area and the cheaper land values in the Maricopa area. This
growth has resulted in the rapid conversion of land from farming to housing
development.
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Currently there are twenty active subdivisions in the Maricopa area that will result in
the addition of approximately 27,000 new homes at full build out. This housing boom
resulted in the addition of an average of over 240 new connections per month during
2007.

while the District has witnessed a slowdown in housing starts, estimates have been
made with new connections varying from 100 to 300 per month in the 2008 budget.

Financial Contact

The District's f inancial statements are designed to present users with a general
overv iew of  the f inances and to demonstrate accountabil i ty. I f  you hav e any
questions about the report or need additional f inancial information, please contact
the accounting department, Electrical District No. Three, 41630 Louis Johnson Drive,
Maricopa, AZ, 85239, or call (520)424-9021.
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ELECTRICAL DISTRICT NUMBER THREE
STATEMENTS OF NET ASSETS
December 31, 2007 and 2006

2007 2006ASSETS
CURRENT ASSETS

Cash and cash equivalents
Accounts receivable, net of uncollectible
Other receivables, net of uncollectible
Inventory
Deposit-ApS Escrow
Prepaid expenses

$ 14,488,378
3,860,712
3,150,753

995,599
1,994,209

329,973

$ 5,584,411
2,736,066

440,713
641,614

1,994,209
71,462

TOTAL CURRENT ASSETS 24,819,624 11,468,475

NONCURRENT ASSETS
Cash and cash equivalents - restricted
Deferred charges
Capital assets, no depreciable
Capital assets, net of depreciation

17,533,058
2,299,589

28,586,358
82,737,089

19,603,155
1 ,861,054

35,804,941
46,476,977

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

131,156,094

155,975,718

103,746,127

115,214,602

LIABILITIES
CURRENT LIABILITIES

Current portion - refundable advances
Accounts payable

698
1,455,497

5,119
1,682,502

TOTAL CURRENT LIABILITIES 1,456,195 1,687,621

NONCURRENT LIABILITIES
Liabilities payable from restricted assets-deposits
Customer deposits
Refundable advances in aid of construction
Revenue bonds

1 ,584,733
1 ,268,449
2,758,843

1 15,590,000

3,904,307
878,156

2,115,990
85,590,000

TOTAL NONCURRENT LIABILITIES

TOTAL LIABILITIES

121,202,025

122,658,220

92,488,453

94,176,074

NET ASSETS
Invested in capital assets, net of related debt
Restricted
Unrestricted

8,724,522
2,957,250

21 ,635,726

10,904,137
1,500,000
8,634,391

TOTAL NET ASSETS $ 33,317,498 $ 21,038,528

I
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ELECTRICAL DISTRICT NUMBER THREE
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
Years Ended December 31, 2007 and 2006

2007 2006
OPERATING REVENUES

Power sales
Rent - utility plant
Wheeling power sales
Miscellaneous income

37,075,340 $ 28,517,044
4,116

1,302,9561,978,098
340,535

TOTAL OPERATING REVENUES 39,393,973 29,824,116

OPERATING EXPENSES

l
I
I

Purchased power
SCWPDA expenses
Maintenance
Depreciation
Insurance and bonds
Professional fees
Engineering
Administrative fee to MSIDD
Directors fees and expenses
Administrative expenses
Lease and rent expense
Transportation
Operating supplies
Operation supervision
Transmission and line expense
Underground expense
Distribution expense

15,600,331
151,245

1,805,136
2,451 ,158

127,044
261,892
452,608
123,621
17,402

714,472
46,610

166,929
112,654
727,417
273,799

4,769,390
70,643

12,864,137
153,045

1,141 ,666
1,736,556

95,815
216,537
528,569
86,706
14,558

495,820
57,781
89,867
81,863

858,174
213,926

3,746,606
235,723

TOTAL OPERATING EXPENSES 27,872,351 22,617,349

OPERATING INCOME 11,521,622 7,206,767
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2007 2006

378,465

NONOPERATING REVENUES (EXPENSES)
Interest earnings
Facility relocation/line extension
Gain (loss) on sale of equipment
Bond cost amortization
Property taxes
Reimbursements and sale of materials

(481 ,408)
(61 ,237)
108,949

177,176
14,360
4,756

(62,115)
113,061
12,660

TOTAL NONOPERATING REVENUES

NET INCOME BEFORE CONTRIBUTIONS

(55,231)

11,466,391

259,898

7,466,665

Contributions 812,579 1,826,615

CHANGE IN NET ASSETS 12,278,970 9,293,280

NET ASSETS, BEGINNING OF YEAR 21,038,528

NET ASSETS, END OF YEAR $ 33,317,498

11,745,248

$ 21,038,528

I
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ELECTRICAL DISTRICT NUMBER THREE
STATEMENTS OF CASH FLOWS
Years Ended December 31, 2007 and 2006

2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES

Receipts from customers and users
Payments for power
Payments to employees
Payments to vendors

$ 38,258,177
(15,963,811)
(1 ,798,969)
(8,143,929)

$ 28,932,588
(12,874,230)
(1 ,138,415)
(6,670,465)

NET CASH PROVIDED BY
OPERATING ACTIVITIES 12,351,468 8,249,478

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES

Receipts from property taxes
Payments of line extension/relocations
Receipt of reimbursements and material sales

NET CASH PROVIDED BY
NONCAPITAL FINANCING ACTIVITIES

103,155
(4,421)

54,760
(4,797)
12,660

98,734 62,623

(37,131,814) (32,918,458)
(1 ,994,209)
2,775,631

4,756
(594,129)

47,195,867

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

Purchases of capital assets/inventory
Payment for APS escrow
Capital contributions
Receipts from sale of capital assets
Payment of interest and debt costs
Proceeds from line of credit

NET CASH PROVIDED (USED) BY
CAPITAL AND RELATED FINANCING ACTIVITIES

1,455,432
83,859

(402,274)
30,000,000

(5,994,797) 14,469,458

CASH FLOWS FROM INVESTING ACTIVITIES
Receipts of interest

NET CASH PROVIDED BY
INVESTING ACTIVITIES

378,465

378,465

177,176

177,176

NET CHANGE IN
CASH AND CASH EQUIVALENTS 6,833,870 22,958,735

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR 25,187,566 2,228,831

CASH AND CASH EQUIVALENTS
AT END OF YEAR $ 32,021,436 $ 25,187,566
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2007 2006

$ 1t,521,622 $ 7,206,767

2,451,158 1 ,736,556

Reconciliation of operating income to net cash
provided by operating activities:
Operating income
Adjustments to reconcile operating income

to net cash provided by operating activities:
Depreciation expense
(Increase) decrease in:

Accounts receivable
Prepaid expenses

Increase (decrease) in:
Accounts payable
Accrued payroll
Customer deposits

(1,512,718)
(258,511)

(1 ,297,414)
29,992

(251 ,165)
24,160

376,922

106,647
61 ,044

405,886

NET CASH PROVIDED
BY OPERATING ACTIVITIES $ 12,351,468 $ 8,249,478

NONCASH INVESTING, CAPITAL, AND FINANCING
ACTIVITIES

Amortization of bond costs
Removal of electrical plant

$ 61,237
637,380

$ 62,115

CASH AND CASH EQUIVALENTS RECONCILIATION
Cash and cash equivalents
Cash and cash equivalents - restricted

$ 14,488,378
17,533,058

$ 5,584,411
19,603,155

I

$ 32,021,436 $ 25,187,566

I
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 1 NATURE OF CPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Nature of Business

The District was created as a political subdivision of the State of Arizona under State
Statute and formed primarily to provide its members with the cost savings of purchasing
hydroelectricity and purchasing wholesale electricity versus paying retail rates. The
District generates the majority of its operating revenue by selling electricity within the
District (rural Pinal County). The District's largest single customer is the Maricopa-
Stanfield irrigation 8 Drainage District (MSIDD), which is encompassed within its
boundaries. The District also has authority to assess ad valorem taxes as well as
special district secondary taxes levied upon non-exempt classification acreage (not
upon assessed valuation) within the District's geographical boundaries.

Reportinq Entity

The accompanying financial statements comply with the provisions of Governmental
Accounting Standards Board (GASB) Statement No. 14,The Financial Reporting Entity,
in that the financial statements include all the organizations, activities, function and
component units for which Electrical District Number Three (the District) is financially-
accountable. The District is comprised of a single enterprise fund and has no
component units. Management of the District is the responsibility of the District's Board
of Directors who is elected by the District's landowners.

Principles of Reoortinq

The District accounts for its operations using the Governmental Enterprise Fund
Concept. The Enterprise Fund is used to account for operations that are financed and
operated in a manner similar to private business enterprises where the costs (expenses,
including depreciation) of providing electricity to the users is financed through user
charges.

Basis of Accounting

The financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of related
cash flows. Contributions, grants and similar items are recognized as revenue as soon
as all eligibility requirements imposed by the provider have been met.

Pursuant to GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities that use Proprietary Fund Account-
ing, the District follows GASB guidance as applicable to proprietary funds, the Financial
Accounting Standards Boards Statements and Interpretations, Accounting Principles
Board Opinions, and Accounting Research Bulletins issued on or before November 30,
1989 that do not conflict with or contradict GASB Pronouncements.
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 1 NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

The District distinguishes operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with the District's principal ongoing
operations. The principal operating revenues of the District are energy sales. Operating
expenses for the District include power and distribution costs, administrative expenses
and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

Cash and Cash Equivalents

For the purpose of statements of cash flow, the District considers all highly liquid
investments with original maturities of less than 90 days to be cash equivalents. Cash
and cash equivalents are comprised of cash and short-term investments.

Restricted Assets

The District is required to maintain a cash reserve due to their debt covenants. The
cash is invested and maintained in separate bank accounts and their use is limited
by applicable debt covenants.

Investments

Pursuant to GASB Statement No. 31, Accounting and Financial Reporting for Certain
Investments and for External Investment Pools, the District reports all investments at fair
value in the statement of net assets.

Inventories

The District maintains a materials and supplies inventory valued at the lower of cost
or market, using the moving average method.

Capital Assets

Utility plant is carried at its original cost when first dedicated to public use. Original cost
includes labor, materials, transportation and construction equipment cost, and other
minor charges as designated by the R.U.S. and F.E.R.C. Uniform System of Accounts.
The cost of utility plant retired, and the removal cost less salvage value, is charged to
accumulated depreciation at the time property is removed from service. When property
other than plant in service is retired, the gain or loss on disposition is reflected in
revenue. The cost of renewals and improvements are capitalized, minor repairs are
expensed as incurred. Provision for depreciation is made using straight-line composite
rates based upon estimated useful lives.
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 1 NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Other property and equipment are recorded at cost and are depreciated using the
straight-line method and the estimated useful lives, in years, as follows:

Structures and improvements
Transportation equipment
Office equipment
Miscellaneous equipment

10-
3
3
3

20
10
10
5

Unamortized Bond Costs

Bond costs will be amortized over the term of the bonds using the straight-line method.

Compensated Absences

Employees of the District are entitled to paid vacations, sick days and other time off
depending upon length of service. The District's policy is to recognize the costs of
compensated sick days and holidays when paid to employees. All regular full-time
employees accrue vacation days depending on the length of their employment with the
District. Vacation days per employee accrue between 10 and 20 days per year and may
be paid upon termination of employment. A maximum of 40 hours can be carried to the
following year if the employee has been with the District for 2 years.

Use of Estimates in Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

NOTE 2 PROPERTY TAXES

l

Property taxes are levied by the District and collected by Pinal County Treasurer.
Property taxes are levied no later than the third Monday in August and are payable in
two installments due October 1 of the current year and April 1 of the subsequent year.
Taxes become delinquent after the first business day of November and May,
respectively. The District levied $1 .00 per acre for a total of $108,949 and $113,061 for
2007 and 2006, respectively.
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 3 CASH DEPOSITS AND INVESTMENTS

Cash and investments include restricted and unrestricted amounts and are included
in the financial statements as follows:

Cash and cash equivalents
Cash and cash equivalents - restricted
Investments
Investments - restricted

$ $
2006
5,584,411

386,191

$

2007
1,641,198

47,557
12,847,180
17,485,501
32,021,436

19,216,964
$ 25,187,566

At year end, the District had the following cash deposits and investments:

Deposits
Investments

$

$

2007
1,688,755

30,332,681
32,021 ,436

$

$

2006
5,964,704

19,222,862
25,187,566

Cash Deposits

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, an entity will not be able to recover its deposits or will not be able to
recover collateral securities that are in the possession of an outside party,

The carrying amount of District's 2007 deposits totaled $1,688,755 and the bank
balance was $1 ,746,175. Federal Depository Insurance covered the District's deposits
at December 31, 2007, to the extent of $277,842. Deposits of $1,420,776 were
collateralized with securities held by the pledging financial institution or by its trust
department or agent but not in the depositor-government's name. Deposits of $47,557
were uncolfateralized.

The carrying amount of District's 2006 deposits totaled $5,964,704 and the bank
balance was $6,569,881. Federal Depository Insurance covered the District's deposits
at December 31, 2006, to the extent of $138,268. Deposits of $6,064,691 were
collateralized with securities held by the pledging financial institution or by its trust
department or agent but not in the depositor-government's name. Deposits of$366,922
were u collateralized.

Investments

The District adheres to the Arizona Revised Statutes, which govern the investment of
District funds. Eligible investments include certificate of deposits in eligible depositories,
interest bearing accounts in qualified banks, repurchase agreements, pooled
investments by the State Treasurer, bonds of the U.S. Government that are guaranteed
as to principal and interest, and bonds of the state, county, city, town or school district.

l
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 3 CASH AND INVESTMENTS (Continued)

(A) Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the
fair value of an investment. Generally, the longer the maturity of an investment, the
greater the sensitivity of its fair value to changes in market interest rates. The District
had $30,332,681 for December 31, 2007 invested in money markets with a remaining
maturity of less than one year. For December 31, 2006, the District had $19,222,862
invested in a money market with a remaining maturity of less than one year.

B) Credit Risk

Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the investment. This is measured bathe assignment of a rating by a nationally
recognized statistical rating organization. All of the District's investments are unrated.

C) Concentration of Credit Risk

The investment policy of the District contains no limitations on the amount that can be
invested in any one issuer. Money market investments totaling $17,485,501 are held by
The Bank of New York Trust and are in the Fidelity Treasury Money Market Fund. The
remaining investments totaling $12,847,180 are held by Bank of America and invested
in the Columbia Government Reserves money market fund.

NOTE 4 RECEIVABLES

Accounts receivable as of the year-end are as follows:

Accounts receivable-trade
Accounts receivable-wheeiing

Allowance for uncollectibles
Total

2007
$ 3,869,192

316,520
4,185,712
(325,000)

$ 3,860,712

2006
$ 2,634,270

266,796
2,901 ,066
(165,000)

$ 2,736,066

Electrical District Number Three reports revenues net of uncollectible amounts. Total
uncollectible amounts related to revenues for 2007 and 2006 are $186,180 and
$120,576, respectively.
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 4 RECEIVABLES (Continued)

Other receivables as of the year-end are as follows:

Property taxes
Power refunds/rebates
Ak-Chin electric plant sale
Miscellaneous

$
2006
58,301

228,583

Allowance for uncollectibles
Total

2007
$ 64,095

629,939
2,316,174

155,545
3,165,753

(15,000)
$ 3,150,753 $

168,829
455,713
(15,000)
440,713

NOTE 5 CAPITAL ASSETS

A summary of the changes in capital assets follows:

Beginning
1/1/2007* Additions Deletions

Ending
12/31/07

$ 588,859

35,216,082

$ _

31 ,706,364
$ - $

(38,924,947)

588,859
27,997,499

35,804,941 31,706,364 (38,924,947) 28,586,358

(2,968,439)55,902,024
167,120

1,018,171
288,509

41,081,047
20,585

459,614
31,467

(16,496)

94,014,632
187,705

1,461 ,289
319,976

57,375,824 41,592,713 (2,984,935) 95,983,602

92,119

Capital assets not being
depreciated:
Land
Construction/work in progress

Total capital assets not being
depreciated

Depreciable capital assets ..
Distribution system
Plant in service
Structures/improvements
Vehicles
Tools and equipment

Total capital assets being
depreciated:

Accumulated depreciation:
Distribution system
Plant in service
Structures/improvements
Vehieles
Tools and equipment

Total accumulated depreciation
Net depreciable capital assets

(10,293,225)
(25,144)

(429,629)
(150,849)

(10,898,847)
46,476,977

(2,172,791)
(29,500)

(210,179)
(38,690)

(2,451 ,160)
39,141 ,553

11,375

(12,373,897)
(54,644)

(628,433)
(189,539)

(13,246,513)
82,737,089

103,494
(2,881,441)

$ (41,806,388) $ 111,323,447Total capital assets, net $ 82,281,918 $  7 0 ,847,917

The District reclassif ied some of the capital assets in the 1/1/2007 balances.

Interest of $4,910,173 was capitalized in 2007.
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 6 LONG-TERM DEBT - REFUNDABLE ADVANCES IN AID OF
CONSTRUCTION

District customers are required to advance funds to the District for a portion of the cost
of new installations. These advances are refundable over a five-year period, based
upon a predetermined level of usage. The District retains any funds not refunded during
the five-year period .

NOTE 7 REVENUE BONDS

In March 2006, the District issued Variable Rate Credit Agreement Revenue Bonds,
Series 2006A in the amount of $67,750,000. The purpose of the bonds was to partially
refinance the line of credit. These bonds were refunded with the 2006 Series A
Refunding and Capital Improvement Electric System Revenue Bonds issued in October
2006.

In October 2006, the District issued Refunding and Capital Improvement Electric System
Revenue Bonds, 2006 Series A and Series B for $60,000,000 and $25,590,000,
respectively. The purpose of the bonds was to refund the District's Variable Rate Credit
Agreement Revenue Bonds, Series 2006A and the Electric System Revenue Bonds,
2005 Series A for $39,579,719 and $25,590,000, respectively. The remaining funds
were used to provide for capital improvements to the District's electric system.

The 2006 Series A Bond's rate of interest is 5 percent until October 2011 at which time
the bonds may bear interest at a Daily Interest Rate, an Index Floating Rate, a Weekly
Interest Rate or any other variable rate as stated in the Private Placement
Memorandum. The 2006 Series B rate of interest will be at the BMA Index for the
applicable calculation date plus 1.25 percent until October201 l at which time the bonds
are subject to mandatory tender for purchase. On or after October 2011, the 2006
Series B bonds may bear interest at a Daily Interest Rate, and Index Floating Rate, a
Weekly Interest Rate or any other variable rate as stated in the Private Placement
Memorandum. Principal will be repaid from the remarkeding of the 2006 Series A and B
bonds, but interest is due monthly.

In August 2007, the District issued Electric System Revenue Bonds, 2007 Series A for
$30,000,000. The purpose of the bonds was to provide funding for the costs of
acquisition and construction of transmission and distribution lines for the District's
Electric System.

l

The 2007 Series A Bond's rate of interest is 5.2 percent until August2012 at which time
the bonds may bear interest at a Daily Interest Rate, an Index Floating Rate, a Weekly
Interest Rate, a Commercial Paper Rate, another Long-Term Interest Rate or an ARB
Interest Rate. Principal will be repaid from the remarkeding of the 2007 Series A bonds
and has an initial mandatory tender date of August 1, 2012. Interest on the bonds is
payable monthly.



I

EXHIBIT ED3-6 Docket No. E-01345A-08-0426

ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 8 PLANT LEASE AND POWER AGREEMENTS

The District previously entered into the following agreements with Arizona Public
Service Company. On June 23, 1999, the District notified Arizona Public Service of the
District's intention to terminate all of the following agreements.

Original Agreement

On September 25, 1961, electric facilities owned by Arizona Public Service were
transferred to the District. At this time, a thirty-year lease agreement between Electrical
District Number Three and Arizona Public Service became effective which provided for
the leasing of all such electric facilities within the District to Arizona Public Service. This
agreement terminated in October 2001. From October 2001 to March 2006, the
District's system was operated by Central Arizona Irrigation and Drainage District
(CAIDD) pursuant to an intergovernmental agreement entered into in 2001 .

A Power Agreement with Arizona Public Service was executed and became effective
March 1, 1961, and terminated in 1991, but provided for automatic extensions for an
additional five years. This Agreement provided for the assignment by Arizona Public
Service to the District of low cost hydropower under contract from the Arizona Power
Authority. Arizona Public Service is also to provide steam electric power and energy as
required by the District in excess of that made available from the Authority or which
might be obtained by the District from sources other than Arizona Public Service. It
further provides that Arizona Public Service will distribute and deliver all power and will
read the meters and do the billing for the District's irrigation customers. Power obtained
by the District from sources other than Arizona Public Service is delivered over the
system leased by Arizona Public Service and maintained and operated by them for a
wheeling charge of 2.25 mills per kilowatt-hour of such power delivered to the pumps.

There were existing disputes with APS arising out of the differing termination dates of
these agreements. These disputes were reflected in several proceedings before FERC
and include amounts, which are now being billed to APS, for wheeling electricity over
the District's system. In February 2002, APS and EDS reached a settlement agreement
whereby the Power Agreements were deemed terminated as of March 31, 2002. ACC
approval of the transfer of certain assets from APS to EDS is pending.

Additional Agreements for Another Service Area

(A) Power Agreement

This agreement was entered into on July 2, 1975, and became effective March 22,
1976, when APS began furnishing wholesale service to then Electrical District No. 1.
This agreement provided that APS would deliver power, obtained from sources other
than APS, to the irrigation pumps of the District for an operating charge of 2.25 mills per
kilowatt-hour. Also, the agreement provided that to the extent the District's irrigation
load exceeded power from other sources, APS would furnish the needed power, at the
APS standard irrigation rate applicable to retail services in the area, without the addition

I
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 8 PLANT LEASE AND POWER AGREEMENTS (Continued)

of the 2.25 mills operating charge. This agreement terminated in August 2002.

(5) Purchase Agreement

In March 1977, the District exercised its option under the purchase agreement to
purchase the facilities of Arizona Public Service located within the boundaries of the
District. As a condition precedent to the purchase, the District and APS entered into a
lease agreement and a lease power agreement.

The Lease Agreement provided for the District to lease to APS all of the electrical
facilities acquired under the Purchase Agreement, plus all additions and less all
retirements, at an annual rental rate of 10.6% of the net cost of the facilities. The Lease
Agreement with Electrical District Number Three terminated in October, 2001. The
Agreement with Electrical District Number One ("ED 1"), which merged into Electrical
District Number Three, terminated under the above referenced settlement agreement
with Aps.

Both the Lease Agreement and the Lease-Power Agreement provide that, in the event
these agreements are terminated, the property shall be sold to APS at original sales
price, adjusted for additions and retirements, or the District shall enter into a Wheeling
Agreement with APS for 15 years providing for power delivery to APS and to its
residential, commercial and industrial customers.

The termination of the leases resulted in a variety of disputes over the operation of the
system. These disputes are reflected in several proceedings before the Federal Energy
Regulatory Commission ("FERC") brought by APS and Pinnacle West Capital Company
("PWCC"). In February, 2002, a settlement was reached between the District, APS and
PWCC. This settlement is awaiting final approval by the Arizona Corporation
Commission.

NOTE 9 SANTA CRUZ WATER & POWER DISTRICTS ASSOCIATION

Effective November 1, 1997, Electrical District Number Three, in association with other
electrical and irrigation districts, formed the Santa Cruz Water and Power Districts
Association (SCWPDA). This association was formed for the purpose of facilitating a
broad based and unified approach to shared issues including electrical deregulation,
future water pricing and availability, and Indian water rights. The General Manager of
the District is currently serving as Manager of SCWPDA. As such, his salary and
benefits are shared by the other Association Member Districts. Electrical District
Number Three's annual participation percentage in this Association amounts to 52.1
and 39.6% of the shared costs for 2007 and 2006, respectively (based upon a rolling
five-year historical kilowatt hour load). These expenses are identified on the
Statement of Revenues, Expenses and Changes in Net Assets. An operational budget
was adopted, in the preceding calendar year. The District's pro-rata share of the
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE g SANTA CRUZ WATER & POWER DISTRICTS ASSOCIATION
(Continued)

expenses was $151,245 and $153,045 for 2007 and 2006, respectively. Currently,
Santa Cruz Water and Power Districts Association prepares no separate audited
financial statements.

NOTE 10 RETIREMENT PLANS

401(k) Profit Sharing Plan
On May 1, 2006, the Board of Directors executed the Electrical District Number Three
Retirement Plan. The Plan is a salary reduction plan for the exclusive benefit of eligible
employees and their beneficiaries, which allows each employee who was active on the
execution date of the Plan to choose to defer up to $15,500 and $15,000 of salary for
calendar year 2007 and 2006, respectively. The District, at the discretion of the Board of
Directors, may contribute matching and discretionary profit sharing contributions, equal
to a uniform percentage of salary deferrals. Amounts deferred by each employee are
100% vested immediately. Distributions before age 59% are not generally permitted
except in the event of death, disability, termination of employment, or reasons of
financial hardship. Loans are available to participants on a reasonably equivalent basis.
Each employee's share of the discretionary employer contribution for each Plan Year is
determined as a ratio of employee salary to total compensation of all participants eligible
to share. The District contributed $80,303 and $53,461 to the Plan for 2007 and 2006,
respectively. Participation in the Plan was 36 of 43 employees for 2007.

NOTE 11 INTERGOVERNMENTAL AGREEMENTS

Electrical District Number Three (EDS) operates under an Intergovernmental
Management Agreement with Maricopa Stanfield Irrigation & Drainage District (MSIDD).
Under the terms of this agreement, which renews automatically each January, MSIDD
provides shared administrative offices and staff, utilities, office supplies, and vehicle
maintenance. Electrical District Number Three is billed monthly for these services. The
management fees paid for calendar years ended December 31, 2007 and 2006
amounted to 123,621 and $86,706, respectively.

NOTE 12 CONSTRUCTION COMMITMENTS

The District has active construction projects as of December 31, 2007. The projects
include the construction of electrical infrastructure within the District. At December 31 ,
2007, the District's commitments totaled $3,215,789.
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ELECTRICAL DISTRICT NUMBER THREE
NOTES TO FINANCIAL STATEMENTS
December 31, 2007 and 2006

NOTE 13 RISK MANAGEMENT

The District is exposed to various risks of loss related to torts, theft, destruction of
assets, error and omissions, injuries to employees, and other losses. The District
carries commercial insurance for risks of loss, including workers' compensation, and
employee health insurance. The District has had no claims resulting from these risks in
any of the past three years.

NOTE 14 CONCENTRATIONS

The District provides services (i.e. electrical power) to customers in a limited geographic
area. Consequently, the ability of the District's funds to cover operating costs is at risk
due to this geographic concentration of customers in the area. As with the majority of
municipalities and other political subdivisions that operate similar proprietary funds, a
downturn in the local economy or other unforeseen circumstances could adversely
affect the District's ability to collect amounts due from customers or to continue to
generate the revenue needed to cover the costs of providing services.

NOTE t5 DESIGNATION OF UNRESTRICTED NET ASSETS

The Board has designated $1 ,000,000 of the unrestricted net assets to offset the cost of
future power cost increases.

NOTE 16 AGREEMENTS

To meet its long-term power requirements, Electrical District Number Three continues to
be actively involved in the Southwest Public Power Resources Group (SPPR Group).
The SPPR Group is a group of approximately 40 public power utilities, tribal utilities and
electric cooperatives from Arizona and Nevada who have joined together to pursue the
economical development and ownership of future power generating resources and
short-term purchased power contracts.

J

l.

Electrical District Number Three also entered into an agreement with Salt River Project
(SRP) and is a participant in the SRP 500 kV transmission line from Palo Verde to Pinal
South and in the Pinal South substation. SRP plans for the Palo Verde to Pinal West
line to be in service in 2008 and the Pinal West to Pinal South line to be in service in
2011. Electrical District Number Three has committed to Salt River Project to pay its
proportionate share of the 500 kg transmission line from the Palo Verde to the Pinal
West Substation. Electrical District Number Three is participating in but is not
committed to the portion of this project extending from the Pinal West Substation to the
Pinal South Substation.
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BY WILLIAM ATKINSDN

Electrical District No. 3 was

established to meet the

agricultural needs of a few

hundred agricultural

customers. Now. it is the

utility for a growing

community of 33,000

r

Photo by Katie Benedict
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nil recently, Maricopa was a sleepy
little community with a couple of bars
and a couple of churches," said ]lm Hart-
degen, director of land management and
public relations for Electrical District
No.8, the Arizona city's public power util-
ity. "A few years ago, more and more
people began coming around to purchase
a few acres and build homes, but there
was still not a lot of 8rovM1."

However, things have been changing,
according to recent U.S. Census data. Re-
porting 30,500 residents in 2006 and
33,000 in 2007, Maricopa-known as
"Cope Town" by its young residents-is
expected to burgeon to 125,000 people
by 2010; that's up from just 1,040 resi-
dents in 2000.

Und]2002, non-agricultural power to the
Maricopa area was provided by Arizona
Public Service. But that has changed.

"In 2002, ED~3 decided that it wanted
to serve all customers within our bound-
ary," said Brett Benedict, ED-8's interim
general manager. The utility is working
on an agreement to make ED-3 the main
electricity provider in the area. "AIl new
customers coming into the Maricopa area
are customers of ED-3."

According to Benedict, the utility's
board of directors had a vision for serving
the growing community. "We (ED-3 and
APS) had been running into each other so
many times over the years that the board
felt it wouldBe better for the community
to have a single sen/ice provider," he said.

For Maricopa, about 20 miles south of
Phoenix, population growth is largely a
result of urban sprawl, spurred by the
construction of a two-lane expressway to
Maricopa from Phoenix, which began in
the 1980s.

"As a result, land speculators started
to buy up land around Maricopa, and de-
velopers also star ted looking at
opportunities for building," said Hartde-
gen. With the urban influx, the locals
decided it was time to incorporate. Mari-
copa was officially incorporated as a city
Oct. 15, 2003. The first City Council
took office ]ume 1, 2004.

For a small public power utility with a
history of sewing only the agricultural
needs of its customers of a few hundred

ED-3 had one employee in 2002. Today it has 49 full-time employees.
KaneBenedict

Photo by

people, such a large influx meant, essen-
tially, building from the ground up.

"The biggest challenge in recent years
has been working to become a totally self-
sufficient power company," said Dan
Thelander, chairman of ED-3's board.
'We really started from scratch. Prior to
that, most of the maintenance and opera-
tions work was done by APS."

As an electrical district formed in the
19205, Electrical District No. 3 was set up
solely to deliver hydro power from the
dams on the Colorado River to the com-
munities of Maricopa and Stanfield, Ariz.,
as well as the surrounding agricultural
communities. In fact, according to Bene-
dict, ED-3 still consisted of just one
employee in 2002-the general manager.
"We subcontracted a lot of the other work
to a sister electrical district close by."

As a result of growth, ED-3 now has 49
full-time employees, an ongoing journey
mineworker training program and an array
of in-house, on-the-job training to get ad-
ministrative employees up to speed. "We
have used a lot of American Public Power
Association training materials, and many
of us attend APPA training programs
every year," said Benedict.

Growth, of course, means more than
just more people. It means adding infra-
structure, said Benedict. Since the sprawl
began, ED-3 has grown from about $30

million in assets to $150 million today, has
added several loops of 69-kV transmission
lines and has doubled the number of sub-
stations.

"It has been a challenge to establish
easements and rights-of-way so we can
build the new lines," said Hartdegen.
"Years ago, the utility used to be able to
do this on a handshake. Now, there is a
lot of documentation to go through."

Generating enough electricity, service
outages and garnering community sup-
port have also not been easy. The utility
still has access to hydro power from the
Colorado River dams and from APS
through contracts, but has plans for new
generation. The majority of new residents
migrate from nearby Phoenix, but some
come from California and the Midwest.

"A lot of these people decide that they
want to build great rooms with 15-foot
ceilings, and then are surprised when
they receive their utility bills," he said.
"We have to explain to them that this is
the desert, and it does get hot.

"In the past, if someone ran into a
pole, people seemed to accept the fact
that they would be without power for
awhile until we got it back on. Now, a lot
of people expect power restored almost
immediately. We do a good job of getting
the power back on, but we have to ex-
plain to people that, five years ago, we

www.APPAnet.org

u
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had no redundancy in our system."
One of  t he mos t  impor tant  keys  t o

success, according to Benedict, is good
personnel .  "The general  manager was
able to attract a lot of good people," he
said.

Second, he said, has been establishing
an excellent board, "The board is  com-
posed of  people who are,  on the one
hand, forward-thinldng, but on the other
hand, appropriately conservat ive," said

The Little Utility That Could

Exhibits, Workshops, Tours, New Products
Special Evening Events, Leading Experts
Latest Policy and Market Developments
and lots of Fun!

TeraWatt Sponsor.

Presented by

SEPA

SHARP
.n~,.

SEIA

8v

Benedic t .  "The board has also always
been very stable." Most of those who sit
on the seven-member board have done
so for over live years. In fact, the former
chairman, who recently passed away, had
been on the board since the 1940s, said
Benedict.

According to Benedict, building on an
excellent community relations presence is
paramount .  For ins tance,  ED-3 runs a
safety program in local schools and works

8

Gigawatt Sponsors
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ED-3's biggest challenge has been
to become a self-sufficient utility,
said Dan Thelander, chairman of the
utility's board. Photo by Katie Benedict

couple of major projects: one,

WWW So1arPowerConference. com

with local hardware stores to provide cue
tamers with rebates for the purchase of
compact fluorescent bulbs.

"We are also succeeding in keeping
our rates reasonable, if not low," he said.
N e v e r t h e l e s s ,  B e n e d i c t  a d m i t s  h e
spends a lot  of  t ime think ing about  the
next important project.

A  recent  s lowdown in homebui ld ing
has given ED-3 some t ime to look at  a

to continue
to get the rights-of-way and easements
for new 69-kV lines and some new subsea
sons; the other, a new power plant.

"We cont inue to look for ways to im-
prove rel iabi l i ty," said Benedict.  "In our
old sys tem,  most  of  the l ines  were ra-
dial--one line out to where the customer
is.  I f  there was a problem with the l ine,
everyone was out . "  ED~3 cont inues to
add loops to the system, so i t  can feed
back from other sources.

ED-3 also works with Salt  River Proj-
ec t  i n  P hoen i x  f o r  ac c es s  t o  a  l a rge
transmission line SUP is building through
the Maricopa area. For generation, E D - 3
i s  wo rk i ng w i t h  a  group  o f  30  pub l i c
power ut i l i t ies and other ent i t ies in Ari-
zona that  is  exploring the possibi l i ty  of
building a natural gas~powered genera-
tion plant. 'We hope to have this started
in the next year or so," he said.

Whi le ED-8 could have immediately
hired a slew of high-experienced techni-
c a l  p ro f es s i ona l s ,  t he  board  i ns t ead
chose to work with consultants to transi-
t i o n .  " W e  w e r e  a b l e  t o  f i n d  s o m e

3 8 JUNE 2008
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trailer

Turret Trailers

Available in one, two, three, or

four reel confIgurations. These

galvanized turret frames lock

on 6 degree intervals. Mobile

frame units are ideal for use

with your existing vehicles!
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as Pole Trailers, Self-Loading
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The Little Utility That Could

excellent consultants in the area we

have helped us tremendously," said The'=
lander. "In a small utility, you can't

afford to hire l1igh»priced technical peo-
ple right away. In the future, as we

become larger, we hope to be able to

hire more engineers and other technical
people, so we can eventually have all of

our functions performed in-house."
Balance is important in other areas,

too. At one time, ED-3's customer-base

was growing at a rate of 5 percent a

month, making the utility wonder if it
could realistically keep up with demand,

Thelander said. "However, over the last
year, growth has started to slow. As a re-

sult, our strategy is to be careful. We

don't want to get the system built ahead
of people who will be using our power."
Getting ahead of the population growth
would leave the utility with too much

debt, he said.I
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an emergency or routine line clearance, our utility customers

know they can count on Wright Tree Service to get the job done-
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Map Showing EDS Boundaries after the

Proposed Sale and Transfer
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2007 EDS Transmission Plan of Service Report

(December 2007)
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1. Executive Summary
Electrical District No. 3 of Pinal County, Arizona (EDS) is an electrical district serving
the greater City of Maricopa and the area immediately. EDS is public power utility that
provides energy service to approximately 15,000 customers in Maricopa and western
Pinal County. The utility's area encompasses approximately 800 square miles.

The primary objective of this report is to present the 2007 ED3 Transmission Plan of
Service to meet the load sewing requirements of the district and to communicate the
projects required to reliably serve the rapid growth the district is experiencing. EDS
continually looks for ways to maintain a reliable transmission system while providing the
best value to our customers as illustrated by several key projects. Specifically, this report
documents EDS's electric transmission plan for the budget years 2008, 2009, and 2010,
with a screening analysis for the years 2012 and 2017.

The EDS transmission system is primarily comprised of a 69kV system emanating from
the Maricopa and Santa Rosa 69kV bulk receiving station (the Maricopa and Santa Rosa
69kV buses are connected through a bus tie arrangement). The interconnection with the
HV system is made through two primary sources, one via a 230/69kV transformer owned
by Arizona Public Service (APS) and one via a 230/69kV transformer owned by Western
Area Power Administration (Western). A new EDS Santa Rosa 69kV bus was completed
in 2007 with a tie to each of the 230/69kV transformer sources. While the Maricopa bus
is primarily fed via an underground 69kV bus tie to the existing APS Santa Rosa 69kV
bus. In 2007, EDS had approximately 80 miles of 69kV transmission system serving
eleven (11) electrical distribution substations.

Of significance for this 2007 Transmission Plan include completion of the first segment
of the Palo Verde - Penal West -. Southeast Valley 500kV (SEV) line project. EDS is a
participant in this project (less than 10%) Completion of the first segment of the 500kV
line is scheduled to be completed by 2008, however for EDS to fully take advantage of
their scheduling capacity on the line, an "off-ramp" will need to be completed to
interconnect to the EDS transmission system. The Pinal West substation provides EDS
with the opportunity to interconnect to the SEV project to deliver generation resources
from the Palo Verde area hub, and to provide an alternate bulk receiving station (in
addition to the Maricopa/Santa Rosa substation) to serve the EDS transmission system.

Another significant addition for EDS is the addition of the third 230/69kV transformer to
serve the EDS Santa Rosa/Maricopa 69kV system. The two existing (Santa Rosa and
Test Track) transfonners have a rating of approximately 167MVA each, and the loss of
either of these would limit the load serving capability of EDS and APS to approximately
l 80MvA (emergency rating of the transformers). The combined ED3 and APS loads are
expected to exceed this limit by 2008.

2007 Transmission Plan 1



Project ID Project Description In Service Date Approval

WIP- SEV 500kV line (Palo Verde to Penal West segment MaV-08 Approved

WIP- Santa Rosa 230/69kV transformer (with APS) Mav-08 Approved

Kellv - Son fv Dunn 69kV line (approx. 2.0 miles Jan-08 Approved

Kellv Substation, 69kV breaker addition Jan-08 Approved

Maricopa - Sonny Dunn 69kV line rebuild Mav-08 Approved

New Palmisano 69/12kV substation and feeders Jun-08 Pending

Kellv - Palmisano 69kV line (approx. 1.5 mi new Jun-08 Pending

Talla 69/12kV #3 transformer and feeders addition Jun-08 Pending

Hidden Valley 69/12kV station rebuild and feeders Jun-09 Pending

New Avalea 69/l2kV substation and feeders Jun-09 Pending

Palmisano to EDS East substation (approx. 8.5 mi Jun-09 Pending

EDS East Substation (69kV bus only) Jun-09 Pending

EDS East to Maricopa (approx 7.5 miles) Jun-09 Pending

EDS East 69/12kV transformer and feeders Jun-10 Pending

Rebuild Maricopa 69kV bus Jun-10 Pending

New Santa Rosa - Maricopa 69kV Bus Tie Jun-10 Pending

New Maricopa 69/12kV transformer and feeders Jun-10 Pending

Docke t  No .  E -01345A-08-0426
EXHIBIT ED3-9

Other projects that reviewed and included in the 2007 Transmission Plan are summarized
in Table 1-1 :

Table 1.1: EDS 2007 Transmission Plan Projects (2008 through 2010)

2007 Transmission Plan 2



Project Description In Service Date

EDS Southeast 69/12kV substation and feeders Jun-12
EDS East - EDS SE 69kV line (approx. 3.5 mi.) Jun-12
Rebuild Winifield - Sexton 69kV line (approx 4 mi.) Jun-12
New Red River 69/l2kV substation and feeders Jun-12

PROJECTS IN PLANNING
Pinal West to Santa Rosa and Pinal South 500kV tb
New Pinar West 69kV Substation tb
New Penal West 500/69kV transformer interconnection tb
Pinar West - Hidden Valley 69kV line tb
Pinal West - Peters/Nall 69kV line tb
Penal West - EDS West - Farrell 69kV line tb
Palmisano 69/12kV #2 transformer and feeders tb
Kelly 69/ l 2kv #2 transformer and feeders tb
Peters/Nall 69/12kV #2 transformer and feeders tb
New Sonny Dunn 69/12kV substation and feeders tb

EXHIBIT ED3-9 D o c k e t  N o .  E - 0 1 3 4 5 A - 0 8 - 0 4 2 6

Projects beyond the 2010 time frame have been evaluated for the 2012 and 2017 time
periods. However, these projects should be reevaluated as the load growth continues to
be forecasted and re-visited with the next annual Transmission Plan. The Pinal West
substation interconnection however may prove to be an important project for EDS as
early as 2012 for an interconnection to the SEV line and to provide an alternate source to
the Santa Rosa/Maricopa substation. The evaluation of this project is included in this
analysis primarily as an alternative for the risk assessment in the extreme contingency
event and as the need for an additional 230/69kV transformer approaches in the 2017
time frame. Other projects that reviewed for the 2012 through 2017 included in the 2007
Transmission Plan are summarized in Table 1-2 :

Table 1.2: EDS 2007 Transmission Plan Projects (2012 through 2017)

2007 Transmission Plan 3
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2. Introduction

The EDS transmission system is primarily comprised of a 69kV system emanating
from the Maricopa and Santa Rosa 69kV bulk receiving station (the Maricopa and
Santa Rosa 69kV buses are connected through a bus tie arrangement). The
interconnection with the HV system is made through two primary sources, one via a
230/69kV transformer owned by Arizona Public Service (APS) and one via a
230/69kV transformer owned by Western Area Power Administration (Western). A
new EDS Santa Rosa 69kV bus was completed in 2007 with a tie to each ofthe
230/69kV transformer sources. While the Maricopa bus is primarily fed via an
underground 69kV bus tie to the existing APS Santa Rosa 69kV bus. In 2007, EDS
had approximately 80 miles of 69kV transmission system serving eleven (1 l)
electrical distribution substations.

The bulk of the transmission activity for EDS is primarily focused on providing
reliable transmission service to meet the substation loading requirements for the next
ten years. Additional activity has also been to rebuild older facilities that are being
integrated from a radial system to a "looped" system as the opportunities occur.
Specifically, this report documents EDS's electric transmission plan for the budget
years 2008, 2009, and 2010, with a screening analysis for the years 2012 and 2017.

The load forecast for the EDS Planning Study starts out from a load of l90Mw for
2008 through a load of 332MW for 2017, additional details regarding the load
forecast are included in the Assumptions section of the report. These load levels were
based on a load forecast generated in late 2006 and have been recently revised
(although not approved) based on recent residential and commercial activity. The
revised load forecast may have an impact on delaying the projects beyond the 3 year
time frame and will be re-evaluated in subsequent plans. The revised medium load
forecast for 2008 is approximately l 67Mw through a load of 270MW for 2017.

3. Study Methodology and Guidelines

3.1 GENERAL

EDS uses a deterministic approach for Transmission System Planning. Under this
approach, system performance should meet certain specific criteria under normal
conditions (all lines in-service) and for any single contingency condition (any one
element out-of-sewice). In general, an adequately planned transmission system
will:

Provide an acceptable level of service that is cost effective for normal and
single contingency operating conditions.
Maintain service to loads for any single contingency outage, except for
radial loads.
Not result in overloaded equipment or unacceptable voltage conditions for
single contingency outages.

2007 Transmission Plan 4
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Not result in cascading for single or double contingency outages.

These planning methodologies, assumptions, and Guidelines are used as the basis
for the development of future transmission facilities. Additionally, consideration
of potential alternatives to transmission facilities (such as distributed generation
or new technologies) may be evaluated on a case-specific basis.

As new planning tools and / or information become available revisions or
additions to these Guidelines will be made as appropriate.

3.2 TRANSMISSION PLANNING PROCESS

EDS's Transmission Planning Process consists of an assessment of the
following needs:

Provide adequate transmission to access sufficient resources in order to
serve loads reliably and economically.
Support EDS local transmission and sub-transmission systems.

During this process, consideration is given to load growth patterns, other system
changes affected by rights-of-way, facilities siring constraints, routing of future
transportation corridors, and joint planning with neighboring utilities and
governmental entities.

The long term planning process takes into account the future land use plans that
were developed by government agencies, aerial photo maps, master plans that
were provided by private developers, and EDS 's long-range forecasted load
densities per square mile for residential, commercial, and industrial loads.

3.3 TEN YEAR TRANSMISSION SYSTEM PLANS

Each year EDS uses a planning process to update the Ten-Year
Transmission System Plan. The EDS Ten-Year Transmission System Plan
identifies all new transmission facilities, 69 kV and above, and all facility
replacements / upgrades required over the next ten (10) years to reliably
and economically serve the load. ED3 specifically examines the near term
three years in detail to be coincident with the EDS capital budget, and an
examination of the fifth and tenth years of the projected loads and resource
requirements .

3.4 REGIONAL COORDINATION PLANNING

3.4.1 WESTERN ELECTRICITY COORDINATING COUNCIL

EDS is a member of the Western Electricity Coordinating Council. The
focus of WECC is on promoting the reliability of the interconnected bulk

2007 Transmission Plan 5
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electric system.

The WECC provides the means for:

Developing regional planning and operating criteria.
Coordinating future plans.
Compiling regional data banks for use by the member systems
and the WECC in conducting technical studies.
Assessing and coordinating operating procedures and solutions to
regional problems.

Establishing an open form with interested non-proj act
participants to review the plan of service for a project.

3.4.2 SUB-REGIONAL PLANNING GROUPS

Southwest Area Transmission (SWAT) Planning Group provides a forum
for entities within a region, and any other interested parties, to determine
and study the needs of the region as a whole. Specifically, EDS is active
with the CATS HV planning group and is currently leading the facilitation
and coordination for this region. It also provides a forum for specific
projects to be exposed to potential partners and allows for joint studies and
participation from interested parties.

4 .  Mo de l ing  A s s umpt io ns

4.1 Base Cases

Three different base cases were utilized as the starting bulk system representation for
the EDS Transmission Plan. For the 2008-2010 study years, the 2008 WECC
Operating base case 08HSOlA.sav system representation for the bulk high voltage
system. The EDS detailed system was updated to reflect the proposed projects and
configuration for each of the specific years. For the 2012 study year, the SWAT
coordinated case l ITS lb_arel4detail_8c.sav system representation for the bulk high
voltage system with the EDS detailed representation and proposed additions were
represented. The 2017 study year utilized the 2016_swat_detail_final_v2.sav as the
bulk representation case with the EDS detailed representation added for the analysis.

20()7 Transmission Plan 6



Substation Bus Number P.F. MW MVAR MW MVAR MW MVAR MW MVAR MVAR

Maricopa Dist 1
Maricopa Dist 2

Tally Eloy 1
Tally Bay 2 14045 0.98 16.0 3.2 150 3.0 15.0 3.0 18.0 3.2 18.0 3.6

Talla Bay 3 14046 0.98 16.0 3.2 150 3.0 15.0 3 0 16.0 3.2 180 3.6

Sonny Dunn 1
Sunny Dunn 2 14031 6.0 2.0 5 0 2.0 5.0 16 5 0 2.0 6.0 2.0

Sonny Dunn 3 14032 5.0 1 .6 5 0 1.8 5.0 1.5 5.0 2.0 5.0 2.0

Maricopa West 1
Maricopa West 2 14047 0.98 14.0 2.8 15.0 3.0 15.0 3.2

Maricopa West 3 14048 0.98

0.95 8.0

0.98
0.98

0.98
0.98

0.98
1198

0.98
0.98

0.98

0.98

0.98

0.98

0.95 10.0
0.95

0.95 12.0
0.95

32

2.4

2_4

2.4

3.2

2.4

3.2

2.4

3.9

3.3

3.2

2 8

1.2

1.6

3.9

3.3

180

12.0

120

12.0

160

120

18.0

12.0

120

10.0

32

2 0

1.2

3.9

3.3

15.0

12.0

6 0

8.0

12.0

10.0

3 0

1 8

3.6

3.9

14.0

100

6.0

12.0

10.0

2.6

3.3

3.9

15.0

8.0

110

123

14034

14075

14076

14078

14079

14035

14033
14049

Hidden Valley 1

PetersfNall 1
Peters/Nall 2
Peters!Nall 3

Red River 1
Red River 2
Red River 3

Kelly Bay 1
Kelly Bay 2
Kelly Bay 3

Palmisano 1
Palmisano 2
Palmisano 3

Avalea 1

EDS South East 1

EDS East 1

EDS West 1

Farrell Bay 1
Farrell Bay 2

Winifield 1
Wingfleld 2

Sexton 1 14037 0.95 110 3.6 1210 3.9 12.0 3.9 12.0 3.9 12.0 3.9

Cavwoud 1 14836 1195 7.0 2.3 BD 2 5 10.0 33 10.0 3.3 10.0 3.3

TOTAL 190.0 47.6 210.0 51.8 2280 53.4 260.0 50.0 332.0 78.3
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4.2 Loads and Resources

The following Table 4.2.1 represents the loads and power factor at each of the substations
projected for the specific time frame. The corresponding resources were all scheduled
from the Palo Verde area hub (if available, if not the swing bus was allowed to supply the
incremental load if required) .

T8!!1¢. 44-1 EDS* 2007 P.!a4n,i!!g Sw.dy,L9a-Qs
Load zoos 2009 2010 201z 2017

§
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'Pinal West 1EIE\MW 1EIOMW 1EIOMW 1l]gMW 10DMW
Maricopa 1ljljmw SEIMW SEIMW
Wingfield SDMW SCIMW
Ca old 10DMW

A B C D

EPalo Verde 100MW 10Elmw QEIDMW
PinaI South 10EIMW 1ggmw 100MW 1uulv1w
Desert Basin 100mvv
El'npi[e 1ggmw 100MW QEIDMW

llllll
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Generation Resource scenarios were also examined specifically for the 2012 time frame
to determine the potential impacts or benefits to the EDS and interconnected impact
system. Table 4.2.2 summarizes the generation scenarios examined for this analysis.

Table 4.2.2 EDS 2012 Generation Scenarios

LucéHnn 1 E F I G T I 1 lH I J K

4.3 System Models

The specific system representation for each of the study years examined for the 2007
Planning Study are included in the respective appendix for that year. For most of the new
69kV transmission lines, it was assumed that 795 ACSS would be utilized to provide a
continuous rating of l78MvA and an emergency rating of l95MvA.

2007 Transmission Plan 8
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5.0 Summary of Findings

5.1 Findings for Planning Year 2008

The critical loadings for the EDS area for the 2008 time frame are primarily based on the
magnitude of the EDS area load. The EDS loads were modeled at approximately l90Mw
for the 2008 time frame. In order to meet the new loads that are projected for this time
frame, the new 69/ l 2kv transformers were added to the EDS system, specifically at Talia
and a new proposed Palmisano substation.

The proposed 69kV transmission facilities that were included in the analysis include a
new 69kV tap to the Palmisano substation from the Talla-Kelly 69kV line, a new Kelly-
Sonny Dunn 69kV line, and the rebuild of the Maricopa/Santa Rosa-Sonny Dunn 69kV
line.

The outage of the Santa Rosa - Maricopa 69kV line (underground tie line between two
adjacent substations), results in the loss of approximately 53MW of load (specifically the
load served at the Maricopa, Farrell, Winfield, Sexton and Caywood substations). Until
an additional tie between the Maricopa substation and new Santa Rosa substation is
completed in 2010, this condition will exist for this radial part of the EDS system. The
risk of a loss of the underground 69kV line is minimal, and in the event the outage does
occur, a temporary tie (shoo-fly) can be constructed to energize the Maricopa 69kV bus
in a relatively short time frame.

With the above proposed additions, only one single contingency was found to cause an
overload on the system. The outage of either the Santa Rosa 230/69kV or the Test Track
230/69kV transformer causes a loading of approximately 122.5% of the l67MvA
continuous rating on the remaining transformer (both transformers are rated at
approximately l 67MvA continuous and l 87MvA emergency). with the addition of the
third 230/69kV transformer connected to the EDS 69kV system, the loading for either of
these outages is reduced to approximately 63% of the l 67MvA rating. The addition of
the third transformer will also provide a significant improvement for perfonning
maintenance on the existing transformers .

While no other EDS facility overloads or voltage violations under the system conditions
modeled for the 2008 time frame, there were overloads noted on the APS Casa Grande
area system for loss of either the Casa Grande 230/69kV transformer and for loss of the
Desert Basin .-- Santa Rosa 230kV line. There was also a minor voltage deviation noted
at the APS Vista substation for the loss of the Santa Rosa - Vista 69kV line. APS is
aware of these conditions and has mitigation plans in place in the event of the particular
conditions noted in this analysis.

Please refer to Appendix A for a more detailed summary of the outages taken, voltage
summary, and overload report for the 2008 time frame.

2007 Transmission Plan 9
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5.2 Findings for Planning Year 2009

The critical loadings for the EDS area for the 2009 time frame are primarily based on the
magnitude of the EDS area load. The EDS loads were modeled at approximately 2loMw
for the 2009 time frame. In order to meet the new loads that are projected for this time
frame, one new 69/ l 2kv substation is proposed, specifically known as the Avalea
substation, as well as a rebuild of the existing Hidden Valley 69/l2kV substation. The
new Avalea substation is proposed to be looped into the Maricopa/Santa Rosa to Sonny
Dunn 69kV line, primarily to serve the proposed Shea development and provide back up
for the Sonny Dunn substation.

Additional proposed 69kV transmission facilities that were included in the analysis
include a new 69kV loop to feed the Palmisano substation, specifically a new Palmisano
- EDS East - Maricopa substation. This new line may provide some potential back-up to
the southern Maricopa are loads, however, some of the loads may still need to be tripped
on under voltage under certain contingency conditions.

The outage of the Santa Rosa - Maricopa 69kV line (underground tie line between two
adjacent substations), resulted in the loss of approximately 56MW of load (specifically
the load served at the Maricopa, Farrell, Winifield, Sexton and Caywood substations)
without the additional 69kV loop from the Palimisano substation. With the addition of
the Palmisano 69kV loop, only about 32MW of load (Winifield, Sexton, and Caywood)
would need to be tripped to maintain an acceptable voltage at both Maricopa and Farrell
substations. Until an additional tie between tlle Maricopa substation and new Santa Rosa
substation is completed in 2010, this condition will exist for this radial part of the EDS
system. The risk of a loss of the underground 69kV line is minimal, and in the event the
outage does occur, a temporary tie (shoo-fly) can be constructed to energize the Maricopa
69kV bus in a relatively short time frame.

No other EDS facility overloads or voltage violations under the system conditions
modeled for the 2009 time frame. Similar voltage and overload conditions were noted
for the 2009 analysis as the 2008 analysis on the APS Casa Grande area system. Again,
APS is aware of these conditions and has mitigation plans in place in the event of the
particular conditions noted in this analysis.

Please refer to Appendix B for a more detailed summary of the outages taken, voltage
summary, and overload report for the 2009 time frame.

5.3 Findings for Planning Year 2010

The critical loadings for the EDS area for the 2010 time frame are primarily based on the
magnitude of the EDS area load. The EDS loads were modeled at approximately 228MW
for the 2010 time frame. In order to meet the new loads that are projected for this time
frame, one new 69/ l2kv substation is proposed at the EDS East substation and an
additional 69/ l2kv bay at the existing Maricopa West substation. The new EDS East

2007 Transmission Plan 10
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substation is proposed to be looped into the Palmisano - Maricopa 69kV line, near the
intersection of Russell and Miller. EDS also proposes to rebuild the existing Maricopa
69kV substation to accommodate a new 69/12kv substation and one additional 69kV line
termination (as a bus tie to the EDS Santa Rosa substation). The rebuild of the Maricopa
69kV substation may also be required to accommodate the additional terminations from
the ED3 East substation and the bus-tie to the EDS Santa Rosa 69kVbus.

With the addition of the new Santa Rosa .- Maricopa 69kV tie line the outage of the
underground Santa Rosa - Maricopa 69kV line is mitigated. No other EDS facility
overloads or voltage violations under the system conditions modeled for the 2010 time
frame. Similar voltage and overload conditions were noted for the 2010 analysis as the
earlier years analysis on the APS Casa Grande area system. Again, APS is aware of these
conditions and has mitigation plans in place in the event of the particular conditions noted
in this analysis.

Please refer to Appendix C for a more detailed summary of the outages taken, voltage
summary, and overload report for the 2010 time frame.

5.4 Findings for Planning Year 2012

The 2012 analysis was conducted as a screening analysis of the predicted loads for the
EDS five year time frames. It is not expected that budgetary items be included at this
time, however the exposure of capital requirements for the increase in EDS area load for
this timeframe is important and the expected generation resource requirements to meet
the expected load is unknown at this time. The critical loadings for the EDS area for the
2012 time frame are primarily based on the magnitude of the EDS area load. The EDS
loads were modeled at approximately 260MW for 2012. In order to meet the new loads
that are projected for this time frame, at least two additional 69/ l 2kv substations is
proposed, specifically at the proposed Red River and EDS Southeast substations. It is
also important to note that the revised "medium" load forecast for the 2012 time frame is
only approximately 2loMw (identical to the analysis completed in this analysis for the
2010 time).

The 69kV transmission facilities required to meet the load serving needs for 2012 include
approximately 5.5 miles of new 69kV line and approximately 4 miles of rebuild. A new
69kV line (approximately 3.5 miles) from the EDS East substation to the proposed EDS
Southeast substation, and reliability purposes to provide loop service to the new
substation, a new 2 mile 69kV line from the EDS Southeast substation to the existing
Sexton substation would be required. However, the existing 4 mile 69kV line between
Sexton and Winifield substations is constructed with #3 Copper and would need to be
replaced to provide a reliable loop to serve the southern loads in the event of an outage of
the Maricopa to Winifield 69kV line.

No other EDS facility overloads or voltage violations under the system conditions
modeled for the 2012 time frame. Similar voltage and overload conditions were noted
for the 2012 analysis as the earlier year's analysis on the APS Casa Grande area system.

2007 Transmission Plan 11
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Please refer to Appendix D for a more detailed summary of the outages taken, voltage
summary, and overload report for the 2012 time frame.

5.4.1 Resource Sensitivity Findings

As a sensitivity for the generation resource opportunities to meet the load sewing
obligations of EDS, a number of generation scenarios were conducted to determine if
there were significant issues related to the existing or planned transmission system for
2012. The generation scenarios presented in Table 5.4.1 are for representative purposes
only and are sectioned between EDS internal generation and external to EDS generation.
These scenarios may be reviewed more in the future for potential opportunities.

Table 5.4.1 EDS Generation Resource Sensitivity Matrix

Location D E Fl I I G I IH I. J KI I

Internal resources would require advancement of 69kV facilities and would need to be
evaluated in the cost of the generation resource. Pinal West and Maricopa were found to
provide the best overall system performance (losses, lower HV loadings, etc.). Both the
Winifield and Caywood facilities helped to improve voltage support under N-0
conditions, but cold provide larger voltage deviations in the event of an outage of the
generator step-up transformer under full load conditions.

External resources were found to provide similar system conditions to the base case
scenarios. For the Desert Basin resource, a couple of alternatives (69kV or 230kV at
Thornton Road) to deliver to EDS loads may be provide different advantages, for review
purposes

5.5 Findings for Planning Year 2017

The 2017 analysis was conducted as a screening analysis of the predicted loads for the
EDS ten-year time frame. It is not expected that budgetary items be included at this time,
however the exposure of capital requirements for the increase in EDS area load for this
timeframe is important and the expected generation resource requirements to meet the

2007 Transmission Plan 12
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expected load is unknown at this time. The critical loadings for the EDS area for the
2017 time frame are primarily based on the magnitude of the EDS area load. The EDS
loads were modeled at approximately 332MW for 2017. In order to meet the new loads
that are prob ected for this time frame, at least four additional 69/ l2kv transformers are
proposed, specifically additions at the Peters-Nall, Kelly, Palmasano, and the proposed
EDS West substations. Also, due to the magnitude of the loads and reliability of being
served from a single location (i.e. Santa Rosa/Maricopa), it is proposed that the Pinal
West 500/69kV addition be completed by the 2017 timeframe. This will require a
minimum of three 69kV lines (Pinal West to Hidden Valley, Pinal West to Peters-Nall,
and Pinal West to EDS West and Farrell).

It is also important to note that the revised "medium" load forecast for the 2017 time
frame is only approximately 270MW and could have an impact of delaying projects
beyond the ten-year planning time frame.

Please refer to Appendix E for a more detailed summary of the outages taken, voltage
summary, and overload report for the 2017 time frame.
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6.0 Revised Load Forecast

Following the completion of the 2007 Transmission Plan analysis, a revised load forecast
was completed. The revisions to the load forecast tend to show a decrease in projected
loads overthe Ten-Year planning time frame, and beyond. Figure 6.1 graphically shows
the comparison between the 2006 and 2007 load forecast, for a low, medium and high
range of loads.

Figure 6.1 Load Forecast Comparison (2006 to 2007 forecast)
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7.0 Conclusions
For the near term, specifically 2008-2010, there are a number of projects that should
continue regardless of the changes in the load forecast. With the combination of loads,
reliability improvements and need for generation resources, the planned system upgrades
will meet the expected load serving requirements of EDS through at least 2012. EDS
should continue to pursue local and distributed generation resources to offset the
significant requirements over the planning horizon for generation resources delivered
through the Santa Rosa/Maricopa substation.

with the addition of the Palo Verde-Pinal West-Santa Rosa-Pinal South 500kV line, EDS
should continue to review the best interconnection opportunity to deliver generation
resources to EDS loads. The buildout of the Pinal West 500/69kV substation and
associated 69kV facilities will provide for an additional bulk transmission source for the
EDS 69kV subtransmission system.
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ELECTRICAL DISTRICT NO. 3
PINAL COUNTY, ARIZONA
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N. EXHIBIT ED3-10

Central Arizona ln'igation Ind Drainage District

Maricopa-Stantield lniganlinn and Dndnam District:

Electrical District No. 3

Electrical District No. 4

cc:

Enclosures

Grant Ward
General Manager
Santa Cruz Water and Power Districts Association

Sincerely,

Although the SCWPDA does not believe that is obligated to do so under A.R.S. §40-360.02, the
enclosed Ten-Year Transmission Plans have been incorporated into the transmission capacity
requirements for the 2008 - 2017 time period for the SCWPDA.

The total combined service area covers approximately 460 square miles across Pinal County.
The SCWPDA was formed for the purposes of dealing in a unified manner with issues impacting
Penal County agriculture and the influence of population growth, such as that witnessed in the
recently incorporated community of Maricopa. One of the key purposes of the Association is to
facilitate adequate electrical transmission capacity to handle the rapidly increasing needs of the
service areas of the member Districts.

Please let me know if you have any questions or comments.

The Santa Cruz Water and Power Districts Association ("SCWPDA") is an association formed
through a series of intergovernmental agreements among the boards of Electrical District No, 3
of Pinar County, Electrical District No. 4 of Pinal County, Maricopa-Stanfield Irrigation &
Drainage District, and Central Arizona Irrigation & Drainage District all political subdivisions
located in Pinar County.

Dear Mr. Johnson:

Mr. Ernest Johnson
Director, Utilities Division
Arizona Corporation Commission
1210 West Washington Street
Phoenix, Az 85007

RE:

January 31 , 2008

at -,
'L

Ron McEachem, Electrical District No. 4
Mark L. Etherton, PDS Consulting
Dennis L. Delaney, K.R. Saline and Associates. PLC

Ten-year Plan, Santa Cruz Water and Power Districts Association
Docket: E  ¢  o o o o o D - 0 7 »  0 2 7 6

SANTA CRUZ WATER & POWER DISTRICTS ASS

, ~.»

J .  F '

41630 W. Louis Johnson Dr., Maricopa, AZ 85239
Phone (520) 876-4982 I Fax (520) 424-3281

Docket N

0

Den Thelander, President
Bryan Hanrnan-. Vice-Presidem

DeWitt Weddlc, Vice-President

Mark Hamilton, Secnetaryffruasurwr
Glam R, Ward, General Manager
Paul R. Orme. Central Counsel

Arizona Corporation Commission
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Docket No. E-01345A-08-0426

EXHIBIT ED3-10

Santa Cruz Water and Power Districts Association

Ten-Year Plan
2008 2017

General Information

This report is submitted to the Arizona Corporation Commission ("ACC") to
provide information outlined in A.R.S. § 40-360.02 relating to power plant and
transmission line siring requirements. Santa Cruz Water and Power Districts
Association' ("SCWPDA") will continue to review regional transmission and
generation additions through participation in the Southwest Area Transmission
("SWAT"), the Central Arizona Transmission Study High Voltage ("CATSHV')
sub-regional transmission planning efforts, and the Southwest Public Power
Resources Group' ("SPPR Group") resource planning efforts.

This report highlights projects in which SCWPDA and its participating
districts anticipate participating either as owner(s) or via transmission service to
meet the projected load growth for this ten-year period. All of the projects are
expected to be included in the Ten-Year Plan of the sponsoring transmission
providers operating in Pinal Countys. The sponsoring transmission providers' will
be filing all required technical studies associated with the projects. Historically,
the districts of SCWPDA have been customers of the Western Area Power
Administration ("Western") and the Arizona Public Service Company ("APS")
transmission systems for the delivery of their contracted power resources.
SCWPDA is participating in the Palo Verde - Southeast Valley 500kV ("SEV")
Project and is active in the sub-regional planning forums associated with the SEV
Project.

__

Cooperative, Benson, Az, Awa Valley Irrigation a Drainage District Mara fa, Az, Buckeye Water Conservation&

I

1 The participating Districts in SCWPDA include Electrical District No. 3 of Pinal County, Electrical District No. 4 of Pinal
County, Maricopa Stantield Irrigation and Drainage District, and Central Arizona Irrigation and Drainage District.

2 Entities participating in the SPPR Group include: Aha Macav Power services, Mohave Valley, CA, Ak~chin Energy
Services, Tempe, AZ: Anza Electric Cooperative, Anza, CA, Aquila Irrigation District Aquila, AZ, Arizona Electric Power

Drainage Dist., Buckeye, Az, Central AZ Water Conservation District, Phoenix, Az, Chandler Heights Conservation &
Irrigation Dist., Chandler Heights, Az, Duncan valley Electric Cooperative, Duncan, Az, Electrical District no. 2, Coolidge,
Az, Electrical District No. 3, Maricopa, Az, Electrical District No. 4, Eloy, AZ, Electrical District No. 5 (Pinal County), Red
Rock, AZ, Electrical District No. 5 (Maricopa County), Mesa, As, Electrical District No. 6, Queen Creek, Az, Electrical
District No. 7, Waddell, Az, Electrical District No. 8,Gila Bend. Az, Gila Rlver lndlan Community utility Authority,
Chandler, Az, Graham County Electric Cooperative, pima. Az, Harquahala Valley Power District, Tonopah, Az, Maricopa
Water District, Waddell, Az, McMullen Valley Power District, Salome, Az, Mohave Electric Cooperative, Bullhead city, Az,
Navajo Tribal utility Authority, Fort Defiance, Az, Ocotillo Water & Conservation District, Ocotillo, Az, Page Electrical
Utility, Page, Az, Queen Creek Irrigation District, Queen Creek, Az, Roosevelt Irrigation District, Buckeye, Az, Safford
Electrical utility, Safford. Az, San Tan irrigation District, Chandler Heights. Az, Sulphur Springs valley Electric
Cooperative, Wilcox, Az, Toho ro O'odham utility Authority, Sells, Az, Tonopah Irrigation District, Tonopah, Az, Town of
Thatcher, Thatcher, AZ, Trico Electric Cooperative, Mara fa, Az, Valley Electric Association, Pahrump, NV, Wellton-
Mohawk Irrigation and Drainage District, Wellton, AZ.
a Please also reference the submittals ofWester for 2008 and Salt River project for 2008 for the transmission facilities

that SCWPDA will continue to review for potential transmission capacity requirements.
1 of  10
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Docket No. E-01345A-08-0426
EXHIBIT ED3-10

Santa Cruz Water and Power Districts Association
Ten-Year Plan

2008-2017

Planned Transmission Facilities

Hassayampa - Pinal West 500 kV

Line Designation Hassayampa - Pinal West 500 kV
(Reference SRP Ten- Year Plan 2008 filing)

Project Description
Voltage 500 kV

1500MVA

Hassayampa Switchyard

Pinal West Substation

Capacity

Origin

Termination

Length

Routing

Approximately 51 Miles

Along the BLM established corridor parallel coexisting
transmission facilities and/or natural gas pipelines

Purpose To provide access to resources from the Palo Verde
area generation to the future (date to be determined )
500/69 kV station to be co-located at the Pinal West
substation

Schedule
Construction Start
In-Sewice

Proposed Fall 2007
Proposed Summer 2008

Is Certificate Necessary CEC Ordered in Case 124. Issued
May 24, 2004

2 of10
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EXHIBIT ED3-10 Docket No. E-01345A-08-0426

Santa Cruz Water and Power Districts Association
Ten-year Plan

2008-2011

Planned Transmission Facilities

Pinal West - Pinal Central 500 kV

Line Designation Pinal West- Pinal Central (formerly Pinal
South) 500 kV
(Reference SRP Ten-Year Plan2008 filing)

Project Description
Voltage 500 kV

1500MVACapacity

Origin

Intermediate Points

Pinal West Substation

Santa Rosa 500 kV Substation, and/or
Pinal Central 500 kV Substation (proposed)

Termination

Length

Santa Rosa Substation, possibly Pinai Central

Approximately 100 Miles

VariousRouting

Purpose Provide additional deliveries into the SCWPDA local
electric distribution system through potential new
interconnections at the Santa Rosa Substation and
Pinal Central Substation.

K

Schedule
Construction Start
In-Service

2010
2011

Is Certificate Necessary CEC Ordered in Case 126, Issued
August 25, 2005

l

;
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EXHIBIT ED3-10 Docket No. E-01345A-08-0426

Santa Cruz Water and Power Districts Association
Ten-Year Plan

2008-2011

Planned Transmission Facilities

Western Parker-Davis Project 115 kV Upqrades to 230 kV

Line Designation Western Parker-Davis ("P-D") Project
115 kV Upgrades to 230 kV
(Reference Western Ten- Year Plan 2008
filing)

Project Description
Voltage 230 kV

To be determinedCapacity

Origin

Intermediate Points

Western Test Track 230 kV

Termination

Empire 230 kV

ED4 230 kV Substation

Length Various

Routing Various

Purpose Expected to enhance reliability and access to
additional power supply opportunities.

Schedule
Construction Start
In-Sewice

Refer to Western's P-D Upgrade Schedule
Refer to Western's P-D Upgrade Schedule

Is Certificate Necessary No. Western will upgrade existing 115 kV
facilities to 230 kg.

4 of10
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EXHIBIT ED3-10 Docket No. E-01345A-08-0426

Santa Cruz Water and Power Districts Association
Ten-Year Plan

2008-2017

Planned Transmission Facilities

Line Designation: SantaRosa Substation- ED5 Substation

Project Description:
(a) Voltage 230 kV AC

To be determined.

Santa Rosa 230kV Substation.

(b) Capacity

(c) Origin

(d) Termination

(e) Length

(f) Routing

ED5 Substation.

Approximately 38 miles.

East and south from the Santa Rosa to the ED5
Substation.

Purpose : This line is expected to be a joint project with
participation by SPPR Group Participants. As a new
transmission line within Pinal County, the 230 kV line will
provide transmission capacity required to supplement
limited transmission capacity to load sewing entities in
the Pinal County area and to increases access to the
market and generation resources.

Schedule:
(a) Construction Start To be determined (TBD).

(b) In-Sewice Date To be determined (TBD).

Is CEC Necessary: An application for a Certificate of Environmental
Compatibility will be filed once the project scope and
timing have been determined

50f10
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EXHIBIT ED3-10 Docket No. E-01345A-08-0426

Santa Cruz Water and Power Districts Association
Ten-Year Plan

2008-2011

Planned Transmission Facilities

ED5 to Pinal Central (Previously known as Pinal South)

230 kVAC

To be determined (TBD).

ED5 Substation

Pinal CentralSubstation

Line Designation:

Project Description:

(a) Voltage

(b) Capacity

(c) Origin

(d) Termination

(e) Length

(f) Routing

Approximately 18 miles

East and north from the ED5 Substation site to the Pinal
Central Substation Station Site.

Purpose: This line is expected to be a joint project with
participation by SPPR Group Participants. As a new
transmission line within Pinal County, the 230 kV line will
provide transmission capacity required to supplement
limited transmission capacity to load sewing entities in
the Pinal County area and to increases access to the
market and generation resources.

Schedule:
(a) Construction Start To be determined (TBD).

(b) in-Service Date To be determined (TBD).

Is CEC Necessary: An application for a Certificate of Environmental
Compatibility will be filed once the project scope and
timing have been determined .
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EXHIBIT ED3-10

Santa Cruz Water and Power Districts Association
Ten-Year Plan

2008-2017

Planned Transmission Facilities

Line Designation: ED5 to Mara fa Substation.

Project Description:
(a) Voltage 230 kV AC

To be determined (TBD).

ED5 Substation

Mara fa Substation.

(b) Capacity

(c) Origin

(d) Termination

(e) Length

(D Routing

Approximately 28 miles

East and South from the ED5 Substation site to the
Mara fa Substation.

Purpose: This line is expected to be a joint project with
participation by SPPR Group Participants. As a new
transmission line within Pinal County, the 230 kV line will
provide transmission capacity required to supplement
limited transmission capacity to load sewing entities in
the Southeast Arizona and to increases access to the
market and generation resources.

Sehedule:
(a) Construction Start To be determined (TBD).

(b) In-Sewice Date To be determined (TBD).

Is CEC Necessary: An application for a Certificate of Environmental
Compatibility will be filed once the project scope and
timing have been determined.

7 of10
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Docket No. E-01345A-08-0426

EXHIBIT ED3-10

Santa Cruz Water and Power Districts Association
Ten-Year Plan

2008-2017

Planned Transmission Facilities

Line Designation Pinal Central (Previously known as Pinal South) to a new
station 6 miles northeast of Pinal Central (circuit Hof 2)

Project Description
(a) Voltage 230 kVAC

To be determined (TBD)

Pinal Central Substation

New station 6 miles northeast of Pinal Central

(b) Capacity

(c) Origin

(d) Termination

(e) Length

(f) Routing

Approximately 6 miles

East from the Pinal Central Substation site to a new
station 6 miles northeast of Pinal South

Purpose This line is expected to be a joint project with
participation by SPPR Group Participants. As a new
transmission line within Pinal County, the 230 kV line will
provide transmission capacity required to supplement
limited transmission capacity to load sewing entities in
the Pinal County area and to increases access to the
market and generation resources

Schedule
(a) Construction Start To be determined (TBD)

(b) In-Sewice Date To be determined (TBD)

Is CEC Necessary: An application for a Certificate of Environmental
Compatibility will be filed once the project scope and
timing have been determined

8 of10
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Docket No. E-01345A-08-0426

EXHIBIT ED3-10

Santa Cruz Water and Power Districts Association
Ten-year Plan

2008-2017

Planned Transmission Facilities

Line Designation: Pinal Central (Previously known as Pinal South) to a new
station 6 miles northeast of Pinal Central (circuit 2 of 2).

Project Description:
(a) Voltage 230 kVAC

To be determined (TBD).

Pinal Central Substation

New station 6 miles northeast of Pinal Central

(b) Capacity

(c) Origin

(d) Termination

(e) Length

(1) Routing

Approximately 6 miles

East from the Pinal Central Substation site to a new
station 6 miles northeast of Pinal Central.

Purpose: This line is expected to be a joint project with
participation by SPPR Group Participants. As a new
transmission line within Pinal County, the 230 kV line will
provide transmission capacity required to supplement
limited transmission capacity to load serving entities in
the Pinal County area and to increases access to the
market and generation resources.

Schedule:
(a) Construction Start To be determined (TBD).

(b) In-Sewice Date To be determined (TBD).

Is CEC Necessary' An application for a Certificate of Environmental
Compatibility will be filed once the project scope and
timing have been determined.

9 of10
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Interconnection Agreement between EDS and APS

(dated May 20, 2008)



EXHIBIT ED3-11

John D. McGrane
202.739.5521
jmcgrane@morganlewis.com

May 23, 2008

Morgan, Lewis & Bockius LLP
1111 Pennsylvania Avenue, NW
Washington, DC 20004
Tel, 202.739.3000
Fax: 202.739.3001
www.morganlewis.com

Docket No. E-01345A-08-0426

Morgan Lewis
C OU N SE LOR S AT LAW
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VIA HAND DELIVERY

Ms. Kimberly D. Bose
Secretary
Federal Energy Regulatory Commission
888 First Street, N.E.
Washington, D.C. 20246

Re: Intercomlection Agreement between Arizona Public Service Companv and Electrical
District No. 3 of Penal Countv, Arizona

Dear Ms. Salas:

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. 824e (2000), and Section
35.12 of the Rules and Regulations of the Federal Energy Regulatory Commission ("FERC" or
"Commission"), 18 C.F.R. § 35.12, Arizona Public Service Company ("APS") hereby submits
for filing an original and five copies of an Interconnection Agreement between APS and
Electrical District No. 3 of Pinal County, Arizona ("EDS"). The Interconnection Agreement
covers the points of interconnection between the APS and EDS transmission systems, including a
new 230 kV interconnection at APS's Santa Rosa 230 kV Switchyard. APS respectfully requests
that the Commission penni an effective date of May 24, 2008 for the Interconnection
Agreement.

I. BACKGROUND AND DESCRIPTION OF FILING

A. APS

APS, a wholly-owned subsidiary of Pinnacle West Capital Corporation, is a public utility
incorporated in the state of Arizona. APS engages in the generation, transmission, distribution
and sale of electricity in interstate commerce, and owns facilities used for the sale and
transmission of electric energy in interstate commerce. Presently, APS provides retail electric

3
g
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EXHIBIT ED3-11

Morgan LewisKimberly D. Bose
May 23, 2008
Page 2

COUNSELORS AT LAW

services to more than one million customers in a service territory comprising 34,645 square
miles in the Phoenix metropolitan area and throughout the state of Arizona.

B. EDS

EDS is an electrical district organized and existing under the laws of the State of Arizona
(Ariz. Rev. Stat. §§ 48-1701 to 48-1822), and engaged in providing retail electric service as
authorized by law within Pinal County, Arizona. ED3 owns an electric transmission and
distribution system located within Pinal County. EDS is presently interconnected to the APS
transmission system at two points of interconnection: (i) at the EDS Santa Rosa 69 kV
Switchyard; and (ii) at the EDS Maricopa 69 kV Switchyard.

C. The Interconnection Agreement

The enclosed Interconnection Agreement, executed by APS and EDS on May 23, 2008,
provides for the interconnection of the EDS Santa Rosa 69 kV Switchyard to die APS Santa Rosa
230 kV Switchyard ("230 kV Switchyard"), which are both located in Pinal County, Arizona, by
creating a third point of interconnection between the APS and EDS transmission systems.

The interconnection will be accomplished by the installation of a Tl Transformer and
associated 230 kV facilities at the 230 kV Switchyard, which will connect the APS and EDS
transmission systems. Exhibit A to the Interconnection Agreement describes the interconnection
facilities in further detail and Exhibit B sets forth a one-line diagram depicting the 230 kV
Switchyard and interconnection facilities.

Under the Interconnection Agreement, ED3 will pay a one-time fee of $731,768.00,
which is a Pro Rata Shatel of the existing capital costs of the 230 kV Switchyard Common
Facilities,z and EDS will be responsible for a Pro Rata Share of the cost responsibility for

3.

EDS's Pro Rata Share is calculated as a ratio of the 230 kV connections at the 230 kV Switchyard
to which EDS is entitled under the Interconnection Agreement to the total number of 230 kV
connections in the 230 kV Switchyard.

The "Common Facilities" are defined under the Interconnection Agreement to include the bus
and interconnection facilities located at the 230 kV Switchyard, including site preparation (such
as grading, drainage structures, surfacing, landscaping and weed abatement services), ground
grid, cable trench, yard lighting, control house and equipment therein, AC and DC auxiliary
power systems, auxiliary power cable, station lighting, main buses including foundations, circuit
breakers, disconnect switches, structures, conductor insulators and hardware, CCVTs and
protective relaying equipment including the Transformer Protection Facilities equipment for Tl,
communications and supervisory control components, and site security systems." The "Common
Facilities" do not include facilities listed on Exhibit E of the Agreement.
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operations, maintenance and replacement of the Commons Facilities, including any capital
improvements. In return, ANS will perform the installation, operations, maintenance and
replacement of the interconnection facilities, and EDS will receive certain "ownership-like
rights" with respect to the 230 kV Switchyard, as set forth in Section 6 of the Interconnection
Agreement (e.g., the right to interconnect to the 230 kV Switchyard, the right to use the Common
Facilities, etc.). The ownership, operation, maintenance and cost responsibilities of the parties
with respect to the interconnection facilities and the 230 kV Switchyard are also summarized in
Exhibit D to the Interconnection Agreement.

11. EFFECTIVE DATE AND REQUEST FOR WAIVER

APS requests waiver of the Commission's requirements to permit an effective date of
May 24, 2008, for the Interconnection Agreement. The Commission will grant waiver of its

$.1 is shown and die agreement is the
commencement of service. APS submits that good cause exists to grant the requested waiver
because it will permit the Interconnection Agreement to become effective commensurate with
the parties' anticipated in-service date of the interconnection facilities, and would be beneficial
in meeting expected peak load needs during the summer. To the extent necessary, APS requests
waiver of all other applicable Commission requirements to permit an effective date of May 24,
2008.

prior notice requirements if stood cause filed prior to

111. CONTENTS OF FILING

This filing contains an original and five copies of the following: (i) this transmittal letter;
and (ii) the Interconnection Agreement between APS and EDS in Order No. 614 format

Iv. COMMUNICATIUNS AND SERVICE

Correspondence and other communications regarding this filing should be directed to:

See Central Hudson Gas & Elem. Corp., 60 FERC fl 61,106,order on rah 'g, 61 FERC1161,089
(1992) .

Designation ofEIectric Rate ScheduleSheets, Order No. 614, FERC Stats. & Rags. 1131,096
(2000).
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John D. McGrane
Morgan, Lewis & Bockius LLP
11 ll Pennsylvania Ave., N.W.
Washington, D.C. 20004
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A copy of this filing has been served on EDS and the Arizona Corporation Commission.

v. STATEMENT ON EXPENSES OR COSTS

None of the costs related to this filing have been alleged in any administrative or judicial
proceeding to be illegal, duplicative, or unnecessary costs that are demonstrably the product of
discriminatory practices.

VI. CONCLUSION

APS respectfully requests that the Commission accept the enclosed Interconnection
Agreement and grant all necessary wolvers of its requirements to permit an effective date for the
agreement of May 24, 2008.

If you have any questions related to this filing, please contact the undersigned.

Respe fully s fitted,
I

r

Jo

.I

Grape

Attorne or Arizona Public Service
Company

Attachments
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APS SANTA ROSA SUBSTATION
INTERCONNECTION AGREEMENT

1. PARTIES
THIS AGREEMENT (the "Agreement") is made and entered into this 23rd day of May
2008, by and between ELECTRICAL DISTRICT No. 3 of Pinal County (hereinafter
referred to as "EDS"), an electrical district organized and existing under Title 48 Arizona
Revised Statutes, Chapter 12, as amended, and ARIZONA PUBLIC SERVICE
COMPANY, a corporation organized and existing under the laws of the State of Arizona,
hereinafter referred to as "APS", EDS and APS each may be referred to as a "Party," or
collectively as the "Parties,"

z. RECITALS
This Agreement is made with reference to the following facts, among others:

2.1. WHEREAS, pursuant to APS Purchase and Construction Agreement 700513954,
APS will sell to EDS, and install and operate on its behalf the T1 Transformer
and associated 230 kV facilities ("T1 Transformer") at the APS Santa Rosa 230
kV Switchyard ("Santa Rosa 230 kV Switchyard").

2.2. WHEREAS, utilizing the T1 Transformer, EDS desires to interconnect the EDS
Santa Rosa 69 kV Switchyard to the Santa Rosa 230 kV Switchyard by creating a
new Point of Interconnection ("POI") between the APS and EDS transmission
systems. This new POI will be the third POI between APS and EDS, as further
described in Exhibit A and Exhibit B hereto.

2.3. WHEREAS, APS shall use its best efforts to install the T1 Transformer and
energize the new POI under the terms and conditions of this Agreement to meet a
projected EDS in-service date of May 26, 2008.

3. AGREEMENT
In consideration of these premises, the mutual covenants and the mutual benefits to be
realized hereunder, the Parties agree as follows :

3.1 The parties shall interconnect at the new 230 kV POI and two 69 kV POIs, as
provided herein.

3.2 APS will perform the operations, maintenance and replacement of the T1
Transformer and all associated equipment on behalf of EDS in accordance with
this Agreement.

Issued By: Cary Deism
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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3.3 EDS shall pay to APS a Pro-Rata share of the existing capital cost of the Santa

Rosa 230 kV Switchyard Common Facilities as the one time fee set forth in

Section 6.1 of this Agreement and shall also be responsible for a Pro-Rata Share

of the cost responsibility for operations and maintenance (including replacement,

as needed) of the Common Facilities, including any Capital Improvements. In

consideration of such payments, APS grants to EDS the Ownership-Like Rights

set forth in Section 6 of this Agreement. APS shall make best efforts to provide

an estimated amount of these Common Facilities next-year costs to EDS by the

30th of September of each year.

3.4 ED3 shall have the right to leave the APS NERC Balancing Authority Area for
another Balancing Authority Area. APS shall assist in EDS's movement to
another Balancing Authority Area with EDS being responsible for all costs
associated with such a move.

4. DEFINITIONS
The following terms, whether in the singular or plural, when initially capitalized in this
Agreement, or in appendices, or exhibits thereto, shall have the meanings specified:

4.1 Agreement: This APS Santa Rosa Substation Interconnection Agreement,

including all exhibits and attachments hereto referenced herein, together with any

amendments to which the Parties may agree in writing from time to time;

4.2 Applicable Requirements: Any standards, procedures or requirements, of (i)
FERC, WECC or NERC, or (ii) any other Person that has the authority to control
the operation of the APS transmission system, or (iii) any other Person with
authority over the Common Facilities or on their operation or on APS or ED3 in
any way that affects the Common Facilities or this Agreement; or (iv) any
standards, procedures or other requirements adopted by APS in writing pursuant
to any provision of this Agreement and in conformance with Good Utility
Practice, in each case as amended from time to time and whether now existing or
hereafter imposed or arising.

4.3 Calendar Day: Any day including Saturday, Sunday or a Federal Holiday.

4.4 Capital Improvements: The enlargement or improvement of any structures,

facilities or equipment constituting a part of the Common Facilities; or the

substitution thereof; irrespective of whether such replacement constitutes an

enlargement or improvement of that which it replaces, which additions,

improvements enlargements and replacements in accordance with sound
accounting principles would be capitalized.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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4.5 Common Facilities: The bus and interconnection facilities located at the APS
Santa Rosa 230 kV Switchyard, including site preparation (such as grading,
drainage structures, surfacing, landscaping and weed abatement services), ground
grid, cable trench, yard lighting, control house and equipment therein, AC and DC
auxiliary power systems, auxiliary power cable, station lighting, main buses
including foundations, circuit breakers, disconnect switches, structures, conductor
insulators and hardware, CCVTs and protective relaying equipment including the
Transformer Protection Facilities equipment for Tl, communications and
supervisory control components, and site security systems, together with all
capital replacements and improvements to any of the foregoing. Specifically
excluded from Common Facilities are those items listed in Exhibit E, attached
hereto, as Exhibit E may be revised from time to time.

4.6 Direct Labor: The payroll costs, exclusive of administrative and general costs
and other similar markups, for employees in the direct employ of APS or EDS .
Payroll costs shall include salaries and wages.

4.7 Emergency Condition: shall mean a condition or situation: (1) that in the
judgment of the Party malting the claim is imminently likely to endanger life or
property; or (2) is imminently likely (as determined in a non-discriminatory
manner and in accordance with Good Utility Practice) to cause a material adverse
effect on the security oilordamage toAPS' Transmission System,
Interconnection Facilities or the electric systems of others to which APS'
Transmission System is directly connected, or (3) is imminently likely (as
determined in a non-discriminatory manner and in accordance with Good Utility
Practice) to cause a material adverse effect on the security 0£ or damage to,
EDS's transmission facilities.

4.8 FERC: The Federal Energy Regulatory Commission, or its successor.

4.9 Good Utility Practice: Any of the practices, methods and acts engaged in or
approved by a significant portion of the electric utility industry within the
operatingarea of the WECC region 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
WECC region.

4.10 Hazardous Substances: Any chemicals, materials or substances defined as or
included in the definition of "hazardous substances", "hazardous wastes",
"hazardous materials", "hazardous constituents", "restricted hazardous materials",
"extremely hazardous substances", "toxic substances", "contaminants",

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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"pollutants", "toxic pollutants" or words of similar meaning and regulatory effect
under any applicable Environmental , or any odder chemical, material or
substance, exposure to which is prohibited, limited or regulated by any applicable
Environmental law. For purposes of this Agreement, the term "Environmental"
shall mean federal, state, and local regulations, rules, ordinances, codes, decrees,
judgments, directives, or judicial or administrative orders relating to pollution or
protection of the environment, natural resources or human health and safety.

4.11 Interconnection Facilities: The existing APS facilities of bay 3 which are
required to interconnect the APS Santa Rosa 230 kV Switchyard to the EDS T1
Transformer, as described more fully in Exhibit A attached hereto, including any
Capital Improvementsmade to the Interconnection Facilities, as may be added
thereto Hom time to time. Such facilities shall include, but not be limited to,
connection, switching and safety equipment.

4.12 Law: Any applicable governmental constitution, charter, act, statute, ordinance,
code, rule, regulation, directive, interpretation, order, filling, injunction, judgment
or other executive, administrative, legislative or judicial action, as amended and in
effect from time to time and whether now existing or hereafter enacted, adopted,
promulgated, entered or otherwise arising.

4.13 NERC: The North American Electric Reliability Corporation, or its successor.

4.14 Open Access Transmission Tariff (OATT): The APS FERC-approved Tariff

4.15 Operating Emergency: An unplanned event or circumstance which reduces or
may reduce the capability of the Common Facilities that would otherwise be
available to the Parties under normal operating conditions.

4.16 Operating Work: Any engineering, contract preparation, legal or regulatory
work, purchasing, repair, supervision, recruitment, training, expediting,
inspection, accounting, insurance, testing, protection, operation, use,
management, retirement, reconstruction, maintenance, modification, relocation,
and any work undertaken by APS that is required by this Agreement, Good Utility
Practice or Applicable Requirements, or necessary for the safe and reliable
operation of the Interconnection Facilities and associated facilities, and any work
necessitated by an Emergency Condition including all work undertaken to make
any Capital Improvements.

4.17 Person: Any natural person or legal entity of any kind, including any
partnership, corporation, limited liability company, association, trust or
governmental entity, officer, agency or body of any kind.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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4.18 Point of Interconnection: ("POI") shall mean the point(s), as set forth in Exhibit
A and shown in Exhibit B where the APS transmission system connects to the
EDS transmission system.

4.19 Pro-Rata Share: The ratio utilized for allocation of certain rights and obligations
to the Parties. Such ratio shall equal the number of Terminations in the Santa
Rosa 230 kV Switchyard to which ED3 is entitled under this Agreement (as of the
date of execution of this Agreement, one 230 kV Termination as shown in Exhibit
B) divided by the total number of Terminations in the Santa Rosa 230 kV
Switchyard (as of the date of execution of this Agreement, eight 230 kV
Terminations as shown in Exhibit B).

4.20 Removal Cost: The actual cost APS incurs for the removal of the EDS Tl
Transformer and associated interconnection facilities, which is calculated as the
amount, if positive, of the costs of removal minus the salvage value of die
removed equipment, if any.

4.21 Santa Rosa 230 kV Switchyard: The totality of the equipment and facilities
installed by APS within the switchyard, which equipment and facilities are
illustrated on Exhibit B, attached hereto and made apart hereof; as may be revised
from time to time.

4.22 Secondary Systems: Control or power circuits that operate below 600 volts, AC
or DC, including, but not limited to, any hardware, control or protective devices,
cables, conductors, electric raceways, secondary equipment panels, transducers,
batteries, chargers, and voltage and current transformers.

4.23 T1 Transformer: The EDS owned 230/69/12 kV transformer installed in a space
in Bay #3 of APS Santa Rosa 230 kV Switchyard or its successor transformer if
replaced.

4.24 Termination: Each 230 kV connection at the Santa Rosa 230 kV Switchyard, as
shown in Exhibit B, attached hereto, as such Exhibit may be revised from time to
time. The 230 kV bus tie breaker is not considered a Termination.

4.25 Transformer Protection Facilities: The equipment required to protect the EDS
T1 transformer 230 kV interconnection. After installation, the Transformer
Protection Facilities are included as pan of Common Facilities.

4.26 WECC: The Western Electricity Coordinating Council, or its successor.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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5. TERM, RENEWAL AND TERMINATION

5.1. Effective Date: Subject to all applicable Federal, State, and local requirements
and to Section 5.2 hereof, this Agreement shall become immediately effective
upon execution by the Parties and shall continue in effect for fifty (50) years from
that date (the "Initial Term") and shall continue thereafter unless earlier
terminated by either party upon five (5) years advance written notice.

5.2. Termination Upon Default: This Agreement may be terminated upon a Party's
Default inaccordance with the provisionsof Section 18.

5.3. Material Adverse Change: In the event of a material change in circumstances or
regulation that adversely affects the realization of the mutual economic benefits
provided under this Agreement as executed, the Parties will negotiate in good
faith such amendment or amendments to this Agreement as are necessary to adapt
the terms of this Agreement to such change or regulation, while maintaining the
relative economic balance of this Agreement. If the Parties are unable to reach
agreement on such amendment(s) within sixty (60) Calendar Days after notice by
a Party to commence negotiation, the Parties reserve and may exercise their rights
under FERC mies and regulations.

5.4. Survival: The applicable provisions of this Agreement shall continue in effect
after expiration, cancellation, or termination hereof to the extent necessary to
provide for final billings, billing adjustments, and the determination and
enforcement of liability and indemnification obligations arising from acts or
events that occurred prior to the effective date of termination of this Agreement.

5.5. Disconnection and Removal:

5.5.1 I EDS may terminate the 230 kV interconnection upon five (5) years '
written notice. In such event, following the notice set forth in the
preceding sentence and unless the Parties have negotiated a successor 230
kV interconnection arrangement, APS may disconnect the T1 Transformer
and associated facilities. This termination of the 230 kV interconnection
will not affect the 69 kV interconnections and will not in itself result in the
termination of this Agreement.

5.5.2. On or before one yea following termination of the 230 kV
interconnection, or of this Agreement, as applicable, APS shall notify EDS
whether APS intends to physically remove the TI Transformer and/or the
230 kV interconnection facilities or any part thereotl as applicable. If APS
intends to physically remove Tl Transformer and/or the 230 kV
interconnection facilities or any part thereof; then APS shall physically
remove such facilities within two years from the date of notification of
intent, and EDS shall pay the Removal Cost. Failure to comply with the

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective:May 24, 2008
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notification requirements of this Section shall release EDS from
responsibility for Removal Cost.

5.5.3. If, in accordance with 5.5.2, APS decides to physically remove the TI
Transformer and/or the 230 kV interconnection facilities, APS shall render
a bill to EDS for the Removal Cost. EDS shall pay the Removal Cost in
accordance with Section 14. Such billing shall be initially based on APS '
estimate of Removal Cost. Within thirty (30) Calendar Days following
removal of the facilities, APS shall determine the recorded Removal Cost
and provide EDS with a final invoice.

5.5.4. If the amount paid for the Removal Cost is less than the amount due for
the Removal Cost as determined from the actual recorded Removal Cost,
APS will bill EDS for the difference between the amount previously paid
by EDS and the amount which would have been paid based on the actual
recorded costs, without interest, within thirty (30) Calendar Days of the
date of such invoice.

5.5.5. If the amount paid for the Removal Cost is greater than the amount due for
the Removal Cost as determined from the actual recorded Removal Cost,
APS will refund EDS for the difference between the amount previously
paid by EDS and the amount which would have been paid based on the
actual recorded costs, without interest, within thirty (30) Calendar Days of
the date of such invoice.

6. OWNERSHIP-LIKE RIGHTS AND OTHER RIGHTS GRANTED AND
RESERVED

6.1. EDS shall pay APS a one-time Common Facility fee in the amount of $731,768,
within 60 days of the execution of this Agreement, and shall be responsible for a
Pro Rata Share of the costs of Common Facilities as set forth in Section 7, in
exchange for which APS grants EDS the certain ownership-like rights in the Santa
Rosa 230 kV Switchyard Common Facilities set forth in this Section 6 for the
entire term of this Agreement or until the EDS T1 Transformer interconnection is
removed if this Agreement is to remain intact. No portion of these fees is
reiiundable to EDS in the event of termination of this Agreement or removal of the
EDS Tl Transformer interconnection if this Agreement remains intact.

6.2. APS grants to EDS, subj act to the terms and conditions of this Agreement, the
right to physically and electrically interconnect the T1 Transformer to the Santa
Rosa 230 kV Switchyard and associated bus facilities at 230 kV voltage as
described in Exhibit A and shown in Exhibit B attached hereto.

6.3. APS grants EDS the exclusive right to use bay position #3 in the APS Santa Rosa
230 kV Switchyard for the term of this Agreement;

Issued By: Cary Dense
General Manager, Transmission System

Effective: May 24, 2008

Issued On: May 23, 2008
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6.4. APS grants EDS the non~exc1usive use and benefit from the Common Facilities at
no additional cost beyond those described in Sections 6.1 and 7.

6.5. APS grants to EDS, its successors and assigns, a non-exclusive easement on, over,
and across the Santa Rosa 230 kV Switchyard for the purpose of locating the T1
Transformer and associated equipment and to interconnect the ED3 transmission
system to the APS transmission system. T1 Transformer shall initially be
constructed by APS pursuant to APS Purchase and Construction Agreement
700513954 in a space in Bay #3 at Santa Rosa 230 kV Switchyard and shall not
be relocated or modified by EDS without the consent of APS. Subject to the
terms and conditions set forth in this Agreement, including, without limitation,
any provisions relating to termination, the easement and all rights and privileges
appurtenant thereto, whether express or implied, shall be binding upon and inure
to the benefit of the heirs, representatives, successors and assigns of each of the
Parties. The easement shall terminate without further act of any Party upon
termination of this Agreement pursuant to Section 5 herein.

6.6. Removal of the Tl Transformer interconnection will terminate the easement and
die ownership like rights in the 230kv switchyard.

6.7. EDS's right to use of the Common Facilities shall not be in excess of the rated
capacity of the Common Facilities.

6.8. The rights granted to EDS herein shall not be construed in any way to interfere
with or impair the existing rights of APS to interconnect with, operate, maintain,
expand, sell, or otherwise dispose of the Santa Rosa 230 kV Switchyard as APS
may deem necessary or appropriate, provided such actions by APS or a
subsequent owner are conducted and completed in a manner which maintains the
integrity of EDS's facilities and EDS's ability to use the Common Facilities.

6.9. Nothing in this Agreement shall be deemed either expressly or implicitly to
obligate APS to provide or rnalke available any energy sales, energy purchases,
transmission service, injection rights, control area services, distribution service or
ancillary services using any part of the APS transmission system for EDS or any
third party, nor does APS undertake to act as a scheduling coordinator or in any
other capacity for EDS or any third party.

6.10. The availability of transmission service on the APS transmission system will be
governed solely by and determined in accordance with the APS OATT. APS
makes no promises, warranties or guarantees under this Agreement with respect to
transmission service that is available under the OATT or any other tariff under
which transmission service may be available in the region.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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6.11. EDS acknowledges and agrees that from time to time during the terms of this
Agreement, APS or other entities may develop, construct and operate, or acquire
and operate transmission or generating facilities in APS service ten*itory,
provided, however, that such actions by APS or other entity are conducted and
completed in a manner which maintains the integrity of EDS's facilities, and
EDS's easement and does not degrade or diminish EDS's right to use the
Common Facilities as provided in this Agreement. EDS acknowledges and agrees
that APS has no obligation under this Agreement to disclose to EDS any
information with respect to third party developments or circumstances, including
the identity or existence of any such Person or other facilities, except as may be
otherwise required under this Agreement, provided, however, that as an
interconnecting Party to the Santa Rosa 230 kV Switchyard, APS will ensure that
ED3 will have a reasonable opportunity to review the required mitigation of any
potential impacts, and to participate on a non-discriminatory basis in
replacements, improvements or expansions with respect to future facilities at
Santa Rosa 230 kV Switchyard.

7. OPERATION, MAINTENANCE AND REPLACEMENT

7.1. General: In carrying out the requirements of this Agreement, neither Party shall
be required to take actions that would violate any provision of the reliability
criteria, standards, guidelines and operating procedures ofNERC and WECC, a
Party's FERC tariff; EDS's service agreement for mandatory transmission service
to APS or Applicable Requirements. APS shall be responsible for reporting and
other informational requirements imposed by reliability criteria, standards,
guidelines and operating procedures of NERC and WECC, FERC and any other
Applicable Requirements. To the extent that any of the foregoing imposes any
reporting or other compliance obligation on EDS with respect to the Santa Rosa
230 kV Switchyard, APS will promptly make available to EDS whatever
information may be necessary to comply with the relevant Applicable
Requirements.

7.1.1.  Parties Obligations

7.1.1.1. Physical Operation, Maintenance and Replacement:

7.1.1.1.1. APS shall be responsible for the physical operation,
maintenance and replacement of the Santa Rosa 230
kV Switchyard in its entirety, as well as any Capital
Improvements to the Switchyard. APS will control the
APS Transmission System, Santa Rosa 230 kV
Switchyard, station batteries and all facilities in the
230 kV Switchyard including the Interconnection
Facilities to the Tl Transformer, as described in

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008



EXHIBIT ED3-11
Docket No. E-01345A-08-0426

Original Sheet No. 12Arizona Public Service Company
Rate Schedule FERC No. 250

Exhibit A herein in accordance with Good Utility
Practice and the provisions of this Agreement.

7.1.1.1.2. APS shall also be responsible for the physical
operation, maintenance and, if requested by EDS,
replacement of the Tl Transformer in accordance with
Good Utility Practice and the provisions of this
Agreement.

7.1.1.2. Cost Obligations - Common Facilities:

7.1.1.2.1. Each Party shall be responsible for its Pro-Rata Share
of the costs of operation, maintenance, replacements
and Capital Improvements of the Common Facilities
(including but not limited to overhead expenses,
applicable labor loading charges, and administrative
and general expenses).

7.1.1.3. Cost Obligations - T1 Transformer:

7.1.1.3.1. So long as and to the extent it performs its operation,
maintenance and replacement responsibilities in
accordance with this Agreement, APS shall have no
cost obligation under this Agreement regarding the TI
Transformer or associated equipment.

7.1.1.3.2. EDS shall have complete cost responsibility for Tl
Transformer and all associated equipment, including
230 kV metering equipment to be owned by APS.
APS shall bill EDS actual costs for Operations,
Maintenance and Replacement (including but not
limited to overhead expenses, applicable labor loading
charges, and administrative and general expenses).

7.1.1.4 Cost Obligations .- Other Facilities

7.1.1.4.1 Billing quality metering for the 69 kV Points of
Interconnection described in Exhibit A and shown in
Exhibit B are all owned, operated and maintained by
APS I

7.1.1 .4.2 APS shall be responsible for the cost of operations,
maintenance and replacement for the meters identified
in Exhibit A, part A.3.

Issued By: Cary Deism
General Manager, Transmission System

Issued On: May 23, 2008
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7.1.1.4.3 EDS shall be responsible for the cost of operations,
maintenance and replacement for the meters identified
in Exhibit A, part A.2.

7.1.1.4.4 Each Party shall own and be responsible for the 69 kV
interconnection facilities located on its side of each of
the POIs. (See Exhibit A, Sections A.2 and A.3.)

7.2. APS Communications: All responsibilities for communication between the
Parties related to electrical operation of the facilities for normal and emergency
conditions, inspection and testing, outage coordination, and protection equipment
coordination shall be performed by APS in conjunction with EDS .

7.2.1. EDS Communications: EDS shall maintain operating communications
with the APS System Operator. Operating communications shall include,
but not be limited to, advising the APS System Operator promptly and in
advance, of any paralleling with or separation from the Transmission
System and any unscheduled shutdown, equipment clearance, and changes
in levels of operating voltage or power factors.

7.2.2. Special Requirements: Both Parties shall provide, to the extent possible,
all assistance requested by the other Party in the performance of its
obligations hereunder, and, in so doing, shall comply with all applicable
Law and regulations. Both Parties shall, from time to time after the
execution of this Agreement, submit to the authorized representatives any
special requirements it may have regarding accounting, records, or
information in order that all required records may be maintained iN the
same manner throughout the maintenance of the Interconnection Facilities
and Santa Rosa 230 kV Switchyard. Each Party shall reasonably
accommodate said special requirements.

7.2.3. Coordination Concerning Load Shedding: EDS shall coordinate with
APS to develop and update a load shedding plan in accordance with
Applicable Requirements, such plan to be completed within 180 days of
execution of this Agreement.

7.2.4. Reactive Power Standards: Neither Party shall be obligated under this
Agreement to provide or exchange reactive power with the other Party.
Each Party shall cooperate with the other Party to minimize the
unintended flow of reactive power between the APS and EDS systems.

7.2.5. Switching and Tagging Rules: Each Party shall supply the other Party
with a copy of its switchingand tagging rules that are applicable to the
other Party's activities. Each Party shall notify the other Party in advance
of any changes in the switching and tagging rules. Such switching and
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tagging rules shall be developed on a non-discriminatory basis. Each
Party shall comply with the applicable switching and tagging rules, as
amended from time to time, in obtaining clearances for work or for
switching operations on equipment. Each Party shall ensure that its
personnel are trained and knowledgeable of the other Party's switching,
tagging, grounding and isolation procedures.

7.2.6. Transformer Protection Facilities:

7.2.6.1. Operation and Maintenance: Under APS Agreement
700513954, APS shall, at EDS's expense, purchase and install,
Transformer Protection Facilities, including such protective and
regulating devices as we required by Good Utility Practice and
Applicable Requirements, or as are otherwise necessary to
protect personnel and equipment and to minimize adverse
effects to the Common Facilities arising from the Tl
Transformer interconnection. These Transformer Protection
Facilities become the property of APS after installation and the
cost responsibility for maintenance and operation of this
equipment is included under Common Facilities.

7.2.6.2. Other Modifications: In addition to the Transformer
Protection Facilities discussed above, certain other
modifications and/or additions to the Santa Rosa 230 kV
Switchyard may be required for interconnection. A11 protective
relays and schemes, additions or modifications must be
compatible with existing protective relay schemes. APS shall
make the final determination as to the necessary Transformer
Protection Facilities and identify modifications and/or additions
required. APS shall work cooperatively with ED3 to achieve an
installation that meets the requirements of both Parties.

7.2.6.3. Inspection and Testing:

7.2.6.3.1. APS shall have the responsibility for the testing
and/or inspection of all APS Santa Rosa 230 kV
system protection facilities expected to affect the
reliability of the Interconnection Facilities, the
Common Facilities and the Tl Transformer and its
associated equipment, EDS shall have the right, but
shall have no obligation or responsibility, to; (i)
observe the APS tests and/or inspection of any of the
APS Santa Rosa 230 kV system protection facilities
or any other facilities and equipment whose
performance may reasonably be expected to affect
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the reliability of the Santa Rosa 230 kV Switchyard
or the T1 Transformer; (ii) review the settings of the
APS Santa Rosa 230 kV system protection facilities;
and (iii) review the APS maintenance records
relative to the APS Santa Rosa 230 kV system
protection facilities. EDS may exercise the
foregoing rights as it deems necessary upon
reasonable notice to APS. However, the exercise or
non-exercise by EDS of any of the foregoing rights
of observation, review or inspection shall be
construed neither as an endorsement nor
confirmation of any aspect, feature, element, or
condition of the APS Santa Rosa 230 kV system
protection facilities or the operation thereof, nor as a
warranty as to the fitness, safety, durability, or
reliability of same.

7.2.7. Outages:

7.2.7.1. Outage Coordination: In accordance with Good Utility Practice
and Applicable Requirements, the Partiesagree to confer as
necessary in order to communicate and coordinate the planning
and scheduling of preventative maintenance outages, corrective
maintenance outages, and other planned outages of the facilities
for which they are responsible that may impact the facilities of
the other Party. Absent an Operating Emergency, the Party
scheduling the removal of a facility from service will, at least 72
hours in advance unless mutually agreed to by both Parties,
schedule such removal on a date acceptable to both Parties, in
accordance with Good Utility Practice and Applicable
Requirements.

7.2.7.2. Outage Restoration:

7.2.7.2.1 I Forced Outage - In the event of an unplanned
outage of a Party's facility that adversely affects the
other Party's facilities, the Party that owns or
controls the facility out of service will use
reasonable efforts to promptly restore that facility to
service 'm accordance with Good Utility Practice.

7.2.7.2.2. Planned Outage - In the event of a planned outage
of a Pally's facility that adversely affects the other
Party's facilities, the Party that owns or controls the
facility to be taken out of service shall use
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reasonable efforts to promptly restore that facility to
service in accordance with Good Utility Practice and
in accordance with its schedule for the work that
necessitated the planned outage.

8. OPERATING EMERGENCIES

8.1. Each Party shall comply with NERC, WECC and any other Applicable
Requirements with respect to emergency procedures, as they may be amended
from time to time, and EDS or APS emergency procedures, as applicable, with
respect to Operating Emergencies.

8.2. In the event of an Operating Emergency, APS, in accordance with Good Utility
Practice and Applicable Requirements, shall act in good faith on a non-
discriminatory basis to take any and all steps reasonably necessary to remedy
and, pending such remedy and to the extent not inconsistent therewith, mitigate
the Operating Emergency.

8.3. As soon as practicable following the occurrence of an Operating Emergency, APS
shall advise EDS's scheduling representative, or designee, of the nature and
expected duration of the Operating Emergency and the steps taken or planned to
be taken for the remediation or mitigation of such Operating Emergency.

8.4. In the event that the Operating Emergency results in the destruction of or damage
to the Common Facilities, or impairs the operation of the Common Facilities,
APS, in consultation with EDS as necessary, shall expend in accordance with
Good Utility Practice and Applicable Requirements, any funds necessary or
appropriate to repair, restore or reconstruct the damaged or destroyed facilities to
the extent necessary to restore operation of the Common Facilities to substantially
the same general condition as existed prior to the Operating Emergency. EDS
shall be obligated to pay its Pro-Rata Share of the costs of such repair, restoration
or reconstruction as operating costs or capital costs, depending on the nature of
such costs and the accounting treatment ordinarily afforded such costs in
accordance with Good Utility Practice. In the event that APS recovers any sums
iron any third Person in connection with such destruction or damage, APS shall
apply such sums to the repair, restoration, or reconstruction work undertaken
pursuant to this Section, provided that if EDS has already reimbursed the APS for
such work, APS, as applicable, shall refund to or credit EDS in an amount equal
to its Pro Rata Share of the sum recovered.

8.5. Following the occurrence of an Operating Emergency, APS shall be authorized to
proceed immediately or at any time thereafter, in its discretion, on a non-
discriminatory basis, with any action necessary or appropriate to remedy such
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Operating Emergency in accordance with Good Utility Practice and Applicable
Requirements.

8.6. Following the remediation of any Operating Emergency, the Operator shall
submit to the Parties a report containing a summary of the causes of the Operating
Emergency, the costs incurred and expenditures made in correction with the
mitigation and termination of such Operating Emergency, any recommendations
for avoiding or mitigating similar Operating Emergencies in the future, and such
other information as may be reasonably required by the Parties.

9 . SAFETY

9.1. General: A11 work performed by a Party that may reasonably be expected to
affect the other Party shall be performed in accordance with Applicable
Requirements pertaining to the safety of Persons or property. A Party performing
work Within the boundaries of the other Party's facilities must abide by the safety
rules applicable to the site.

9.2. Environmental Releases and Remediation: Each Party shall notify the other,
first orally and then in writing, of the release of any Hazardous Substances or any
type of remediation activities, each of which may reasonably be expected to affect
the Santa Rosa 230 kV Switchyard, Common Facilities, Interconnection Facilities
or Tl Transformer, as soon as possible but not later than twenty-four (24) hours
alter the applicable Party becomes aware of the occurrence, and shall promptly
iiumish to Me other Party copies of any reports filed with any governmental or
other agencies addressing such events. Each Party reserves the right to conduct
its own investigation, as deemed necessary by such Party in its sole discretion, for
any events that may cause any action against such Party for any environmentally-
related event.

10. METERING

10.1. Metering Equipment: APS shall install billing quality metering equipment as
per APS' specifications at EDS's expense, to meter the flow of energy at the 230
kV Point of Interconnection for TI Transformer and the two 69kV Points of
Interconnection. The same metering data, in the same readable and retrievable
format used by APS, shall be provided to each of the Parties. All costs associated
with the administration of the metering equipment and the provision of metering
data shall be borne by EDS. The subject metering equipment shall be owned by
Aps.
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10.2. Operation and Testing of Metering Equipment: APS shall inspect and test the
metering equipment upon installation and at least once every year thereafter at
EDS's expense. If requested to do so by a Party, APS shall inspect or test the
metering equipment more Nequently than every year, at the expense of the
requesting Party unless the metering equipment is found to be inaccurate by more
than d: 0.3%. The testing Party shall give reasonable notice of the time when any
inspection or test shall take place and the other Party may have representatives
present at the test or inspection. If the metering equipment is found to be
inaccurate or defective, it shall be adjusted, repaired or replaced at the metering
equipment owner's expense, in order to provide accurate metering. If the
metering equipment fails to register, or if the measurement made by the metering
equipment during a test varies by more than three tenths of one percent (0.3%)
from the measurement made by the standard meter used in the test, adjustments
shall be made correcting all measurements made by the inaccurate meter for, a)
the actual period during which inaccurate measurements were made, if the period
can be determined, or if not, b) the period immediately preceding the test of the
metering equipment equal to one-half the time Hom the date of the last previous
test of the metering equipment, provided that the period covered by the correction
shall not exceed six months.

11. INFORMATION REPORTING

11.1. General:

11.1.1. Upon APS' request, EDS shall provide to APS all information,
documents, or data which is required by APS to fulfill APS' reporting
obligation to any governmental, regulatory, or other applicable agency
pursuant to Applicable Requirements. Such data shall be supplied in a
time frame and format reasonably designated by APS to meet such
obligations.

11.1.2. Upon EDS's request, APS shall provide to EDS all information,
documents, or data which is required by EDS to fulfill EDS's reporting
obligation to any governmental, regulatory, or other applicable agency
pursuant to Applicable Requirements. Such data shall be supplied in a
time frame and format reasonably designated by APS to meet such
obligations.

11.2. Penalties:

11.2.1. EDS shall be responsible for all penalties, monetary or other penalties
incurred or imposed upon APS due to ED3's failure to reasonably report
the information requested pursuant to this Section 13.
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11.2.2. APS shall be responsible for all penalties, monetary or other penalties
incurred or imposed upon EDS due to APS' failure to reasonably report
the information requested pursuant to this Section 13.

12. UNCONTROLLABLE FORCES

No Party shall be considered to be in default in the performance of any of its obligations
under this Agreement (other than obligations of said Party to pay costs and expenses)
when a failure of performance shall be due to an uncontrollable force. The term
"uncontrollable force" shall mean any cause beyond the control of the Party affected,
including but not restricted to failure of or threat of failure of facilities, flood, earthquake,
tornado, volcanic eruption, storm, fire, lightning, epidemic, war, terrorist act, riot, civil
disturbance or disobedience, labor dispute, labor or material shortage, sabotage, restraint
by court order or public authority and action or non-action by or inability to obtain the
necessary authorizations or approvals from any governmental agency or authority, which
by exercise of due diligence such Party could not reasonably have been expected to
avoid, and which by exercise of due diligence, it has been unable to overcome. Nothing
contained herein shall be construed so as to require a Party to settle any strike or labor
dispute in which it may be involved. A Party asserting that it has been rendered unable to
fulfill any of its obligations under this Agreement by reason of an uncontrollable force
shall give prompt written notice of such claim to the other Party, together with such
information as may be available to substantiate such claim, and shall exercise due
diligence to remove such inability with all reasonable dispatch.

13. OWNERSHIP

13.1. The Interconnection Facilities shall be owned by and remain the property of APS,
as described in Exhibit A attached hereto as well as all other 230kV equipment on
the APS side of the Tl Point of Interconnection.

13.2. EDS has Ownership-Like Rights to the Common Facilities as defined in, and
provided for in Section 6.

13.3. The TI Transformer billing meter that is located in the Santa Rosa 230 kV
Switchyard and billing meters for the two 69kV interconnections shall be owned
by and remain the property of APS.

13.4. APS shall have rights including, but not limited to, the right to modify, relocate,
or make Capital Improvements to the Interconnection Facilities, station batteries,
and Common Facilities in the 230 kV Switchyard, as required; (i) to meet
Applicable Requirements or enable the operation of the Santa Rosa 230. kV
Switchyard in accordance with Good Utility Practice, (ii) to facilitate future
connections in accordance with Applicable Requirements. To the extent
permitted by applicable law, the costs of future connections, including the costs of
modifications or relocations required to facilitate such connections, shall be
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payable solely by the Person requesting such connection. In the event that APS
proposes to make any such modification or relocation, APS will notify EDS in
advance and provide a reasonable opportunity for consultation. Notwithstanding
the foregoing, EDS acknowledges and agrees that APS has no obligation under
this Agreement to disclose any information which violates any confidentiality
agreement or any Applicable Requirements.

14. BILLINGS AND PAYMENTS

14.1. EDS shall remit funds to APS on the basis of invoices received ham APS. Such
invoices shall reflect EDS's Pro Rata share of costs of Operating Work, its Pro
Rata share of Common Facilities maintenance costs, and its Pro Rata share of
costs of Capital Replacements or Improvements, or any other costs for which EDS
has responsibility under the terms and conditions of this Agreement.

14.2. A11 expenses described in this Agreement shall be invoiced on or before the
twentieth (20th) Calendar Day of the following month and payment shall be due
and payable within thirty (30) Calendar Days alter invoicing.

14.3. EDS shall pay or cause to be paid (in funds immediately available as of the due
date thereof) each invoice on or before the due date as specified in Section 16.2
herein. Payments shall be considered made on the date funds are received by
APS 1

14.4. If EDS disputes any portion of an amount specified in an invoice, EDS shall pay
the total amount when due, identifying the disputed amount and stating that the
disputed amount is being paid under protest and the grounds on which ED3
disputes the relevant portion of the invoice. If it is determined that an
overpayment has been made, the amount determined to be in excess, shall either
be returned to EDS or credited against the following month's invoice with interest
in accordance with the provisions of 18 CFR Section 35.l9a (a) (2) (iii).

14.5. Nothing contained in this Agreement shall require APS to advance its own funds
on behalf of EDS.

14.6. Invoiced amounts not received by APS on or before the due date specified herein
shall accrue interest in accordance with the provisions of 18 CFR Section 35.19a
(a) (2) (iii), prorated on a daily basis from the due date to the day such unpaid
amount is paid in 13111.
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15. ASSIGNMENT

15.1. Each Party shall have the right at any time and from time to time to mortgage,
create or provide for a security interest in or convey in trust all or a part of its
ownership share in this Agreement to a trustee or trustees under a deed of trust,
mortgage or indenture, or to a secured party or parties under a secMty agreement,
as security for its present or future bonds or other obligations or securities and to
any successors or assigns thereof; without need for the prior written consent of the
other Party and without such mortgagee, trustee or secured party assuming or
becoming in any respect obligated to perform any of the obligations of the Parties.

15.2. Any mortgagee, trustee or secured party, under present or future deeds of trust,
mortgages, indentures or security agreements of either Party and any successor or
assign thereof and any receiver referee or trustee in bankruptcy or reorganization
of either of the Parties, and any successor by action of or otherwise, and any
purchaser, transferee or assignee of any thereof may, without need for the prior
written consent of the other Party, succeed to and acquire all the rights, titles,
interests and obligations of such Party to this Agreement may take over
possession of or foreclose upon said rights, titles, interest and obligations of such
Party.

15.3. Either Party shall have the right to transfer or assign all or part of its interest in
this Agreement to any of the following without the need for prior written consent
of the other Party:

15.3.1. To any entity acquiring all or substantially all of the property or such
Party; or

15.3.2. To any entity merged or consolidated with such Party, or

15.3.3. To any entity which is wholly-owned by a Party, or

15.4. Except as provided in Sections 15.2 and 15.3 herein, with respect to a transfer or
assignment by a Party, no Patty shall transfer or assign its rights, title, interests
and obligations without the prior written consent of the other Parry, which consent
shall not be unreasonably withheld, conditioned, or delayed.

15.5. Except as otherwise provided in Section 15.1 hereotl any successor to the rights,
titles, interests and obligations of a Party in this Agreement shall assume and
agree to fully perform and discharge all of the obligations hereunder of such
Party, and such successor shall notify the other Party in writing of such transfer,
assignment or merger, and shall furnish to each Party evidence of such transfer,
assignment or merger.
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15.6. Neither Party shall be relieved of any of its obligations under this Agreement by
an assignment under this Section 15 without the express prior written consent of
the other Party, which consent shall not be unreasonably withheld, conditioned, or
delayed.

15.7. Any party who may succeed to an ownership interest pursuant to this Section 15
shall specifically agree in writing with the remaining Parties at the time of such
transfer that it shall be bound by all of the provisions of this Participation
Agreement and shall assume all liability of the transferring Party that is incurred
prior to and after the date of such assignment or transfer.

16. INSURANCE

16.1. The Parties shall procure and maintain in force or cause to be procured and
maintained in force policies and coverage of insurance, at its own cost, as
described below. Each Party may elect to self'-insure this coverage. Each Party
shall insure or self-insure risks associated with their respective owner interests
and respective operations and maintenance obligations assumed in this
Agreement. Each Party shall furnish to the other certificates and additional
insured endorsements evidencing the specified insurance. Such certificates shall
provide that at least thirty (30) days' prior notice of any policy cancellation or
non-renewal shall be given to the other Party. Each Party shall also require its
contractors and subcontractors, if any, to maintain all such insurance set forth
below and to provide certificates of insurance, and additional insured
endorsements.

16.2. Each Party shall procure and maintain the following insurance, as applicable:

16.2.1. To the extent required by applicable Law, workers compensation
insurance, including coverage for occupational disease and employer's
liability insurance engaged in any work in connection with the Facilities
with a limit of liability no less than S l ,000,000 per occurrence.

16.2.2. General liability insurance covering personal injury, bodily injury and
property damage arising from the ownership, operation or maintenance
of the Facilities, with the limit of liability not less than $2,000,000 per
occurrence, including contractual liability coverage for the obligations
assumed in this Agreement. This limit may be satisfied in a primary or
excess policy or combination of policies.

16.2.3. Automobile liability insurance covering all owned, non-owned, and
hired vehicles used by or on behalf of such Party in connection
ownership, operation or maintenance of the Facilities with the combined
bodily injury and property damage liability limits of not less than
$1,000,000 per occurrence.
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16.3. A11 first party property insurance provided by each Party is to include a waiver of
subrogation by the insurers, except subrogation shall not be waived for damage or
destruction to property that results from the gross negligence or willful
misconduct of the other Party. Any losses incurred by the Parties arising from
ownership, operation or maintenance, whether or not covered by the insurance
described in this Section, or widiin the deductible of such insurance, will be the
responsibility of the Parties based on their ownership interests at the time of loss.

17. LIABILITY

17.1. Except as otherwise provided in this Section, the Parties shall indemnify and save
each other Party and the directors, agents, officers, and employees of each other
Party, harmless from and against any liability, loss, damage, claims, costs, and
expenses (including reasonable attorneys' fees and court costs through appeal)
incurred or claimed on account of injury to Persons (including death) or damage
or destruction of property, occasioned by the act or omissions of the indemnifying
Party or its directors, officers, employees, agents, or contractors in the
performance of this Agreement, except to the extent that such liability, loss,
damage, claim, costs, or expense results from the gross negligence or willful
misconduct of the indemnified Party, provided however, that each Party shall be
solely responsible to its own employees for all claims or benefits due for injuries
occurring in the course of their employment or arising out of any workers'
compensation (except for claims due to the negligence of the other Party), and
each Party shall indemnify and save the other Party harmless from and against
any liability, loss, damage, claims, costs, and expenses (including reasonable
attorneys' fees and court costs through appeal) relating to its own employees.

17.2. Except as otherwise provided in this Section and except for loss, injury, damages
or destruction that result from a breach or default of a Partys duty or obligation as
set forth herein, the Parties shall each bear their own respective risk of loss for
any loss, injury, damage or destruction to their respective property, facilities,
equipment and for the replacement or repair of such property.

17.3. To the fullest extent permitted bY Law, neither Party shall have liability to the
other Party for any indirect, consequential, multiple or punitive damages
including, but not limited to, loss of earnings or revenues or cost of purchase
power.

17.4. A claim based on gross negligence or willful misconduct under this Agreement
must be perfected by filing suit in a court of competent jurisdiction within two (2)
years after such action occurs. All claims made thereafter relating to the same
shall be barred by this Section 17.4.
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18. BREACH, CURE AND DEFAULT

18.1. General: A breach of this Agreement shall exist upon the occurrence of any of
the events identified in Section 18.2 herein. A default of this Agreement shall
occur upon the failure of a Party in breach of this Agreement to cure such breach
in accordance with the provisions of Section 18.4 hereof

18.2. Events of Breach: A breach of this Agreement shall include:
(a) The failure to pay any amount when due,
(b) The failure to comply with any term or condition of this Agreement,

including but not limited to any breach of a representation, warranty or
covenant made in this Agreement,or
If a Party: (l) becomes insolvent; (2) tiles a voluntary petition in
bankruptcy under any provision of any federal or state bankruptcy or shall
consent to die filing of any bankruptcy or reorganization petition against it
under any similar; (3) makes a general assignment for the benefit of its
creditors, or (4) consents to the appointment of a receiver, trustee or
liquidator.

(c)

18.3. Continued Operation: In the event of a breach or default by either Party, the
Parties shall continue to operate and maintain, as applicable, Transformer
Protection Facilities, metering equipment, telemetering equipment, SCADA
equipment, transformers, Secondary Systems, communications equipment,
building facilities, software, documentation, structural components, and other
facilities and appurtenances that are reasonably necessary for the Parties to
operate and maintain their transmission systems, in a safe and reliable manner.

18.4. Cure and Default: Upon the occurrence of an event of breach, die Party not in
breach, when it becomes aware of the breach, shall give written notice of the
breach to the breaching Party. Such notice shall set forth, in reasonable detail, the
nature of the breach, and where known and applicable, the steps necessary to cure
such breach. Upon receiving written notice of the breach hereunder, the
breaching Party shall have thirty (30) days to cure such breach. If the breach is
such that it cannot be cured within thirty (30) days, the breaching Party will
commence in good faith all steps as are reasonable and appropriate to cure the
breach within such thirty (30) day time period and thereafter diligently pursue
such action to completion. In the event the breaching Party fails to cure the
Breach, or to commence reasonable and appropriate steps to cure the breach,
within thirty (30) days of becoming aware of the breach, the breaching Party will
be in default of the Agreement, provided, however, that where a breaching Party
has commenced and vigorously pursues timely, reasonable and appropriate steps
to cure an alleged breach, the remedies of the Party claiming breach shall be
limited to those provided in the first sentence of Section 18.5 and shall not extend
to termination of this Agreement or of any interconnection existing under this
Agreement.
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18.5. Right to Compel Performance: Notwithstanding the foregoing, upon the
occurrence of an event of default, the non-defaulting Party shall be entitled to: (l)
commence an action to require the defaulting Party to remedy such default and
specifically perform its duties and obligations hereunder in accordance with the
terms and conditions hereof; and (2) exercise such other rights and remedies as it
may have in equity or at, including, but not limited to, the Federal Power Act or
other FERC mies or regulations. in the event of a default, the non-defaulting
Party may terminate this Agreement by the giving of written notice of termination
to the defaulting Party. EDS expressly waives any claim of sovereign immunity
with regard to actions brought under the first sentence of this Section 18.5 to
compel perfonnance of this Agreement.

19. SUBCONTRACTOR

19.1. General: Nothing in this Agreement shall prevent either Party from utilizing the
services of subcontractors deemed appropriate to perform obligations under this
Agreement, provided, however, that each shall require its subcontractors to
comply with all applicable terms and conditions of this Agreement in providing
such services and each shall remain primarily liable for the performance of such
subcontractor.

19.2. Responsibility of Principal: The creation of any subcontractor relationship shall
not relieve the hiring Party of any of its obligations under this Agreement. Each
Party shall be fully responsible to the other Party for the acts or omissions of any
subcontractor it hires as if no subcontract had beenmade. Any applicable
obligation imposed by this Agreement upon a Party shall be equally binding upon,
and shall be construed as having application to any subcontractor of such Party.

19.3. No Third Party Beneficiary: Except as may be specifically set forth to the
contrary herein, no subcontractor or any other party is intended to neither be, nor
will it be deemed to be, a third-party beneficiary of this Agreement.

19.4. No Limitation by Insurance: The obligations under Ms Section 19 will not be
limited in any way by any limitation of subcontractor's insurance.

20. AUDIT RIGHTS

APS shall retain accounts and records pertaining to performance and/or satisfaction of
obligations arising under this Agreement for thirty-six (36) months or until any audit or
dispute in progress is completed. EDS shall have the right, during nonna business hours,
and upon prior reasonable notice to APS, to audit at their own expense die accounts and
records pertaining to performance and/or satisfaction of obligations arising under this
Agreement. Said audit shall be perfonned at the offices where such accounts and records
are maintained.

Issued By: Cary Dense
General Manager, Transmission System

Effective:May 24, 2008

Issued On: May 23, 2008



EXHIBIT ED3-11 Docket No o E-01345A-08- 0426

Original Sheet No. 26Arizona Public Service Company
Rate Schedule FERC No. 250

21. DISPUTES

21.1. Dispute Resolution Procedures: The Parties agree to use their best efforts to
resolve all immaterial disputes. Should any material dispute arising between the
Parties concerning the terms or conditions of this Agreement, or the duties or
obligations of the Parties under this Agreement, or the implementation or
interpretation of this Agreement remain unresolved for a period of tiiieen (15)
days after written notice to the other Party specifying the nature of the dispute,
such dispute shall be forwarded to the authorized representatives of the Parties.
Should the authorized representatives be unable to resolve such dispute by mutual
decision within a period of Fifteen (15) days from the submission of the dispute to
them, such dispute shall be forwarded to the Chief Executive Officer of APS and
the General Manager of EDS, or their respective executive level representatives
(hereinafter the "Executive" or "Executives"), who shall meet within ten (10)
Calendar Days (or such shorter or longer time as agreed upon by the Executives)
to discuss and attempt to reach a resolution of the dispute. Any resolution
mutually agreed upon by the respective Executives shall be binding upon each of
the Parties to this Agreement. If the Executives cannot resolve the dispute within
ten (10) Calendar Days alter their initial meeting or coiNerence (or within such a
longer time as may be mutually agreed upon by the respective Executives), the
Parties may pursue any remedies available to them at , in equity or under this
Agreement to resolve the dispute, including alternate dispute resolution processes.
Any legal action initiated under this Agreement shall be brought in Phoenix,
Arizona.

21.2. Costs: Each Party shall be responsible for its own legal costs incurred during the
dispute process and for any following legal action if applicable.

21.3. Rights Under the Federal Power Act: Nothing in this Section shall restrict the
rights of any party to file an application with FERC under Sections 205 or 206 of
the Federal Power Act, solely with respect to a material dispute under Section
21.1. The relief sought in such application shall only become effective in
accordance with a final order of the Federal Energy Regulatory Commission.

22. NOTICES AND AUTHORIZED REPRESENTATIVES

22.1. Any notice, demand or request required or permitted to be given by a Party to the
other Party and any instrument required or permitted to be tendered or delivered
by a Party to the odder Party may be so given, tendered or delivered, as the case
may be, by either: special canter service (e.g., Federal Express, United Parcel
Service, etc.), telephone (to be followed by written notice concerning the details
of any telephone communications), facsimile, or depositing the same in any
United States post office with postage prepaid, for delivery by certified or
registered mail, addressed to the Party, or personally delivered to the Party, at the
address and/or telephone numbers set out below: Either Party may change the

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008



lu

EXHIBIT ED3-ll Docket No . E- 01345A- 08 - 0426

Original Sheet No. 27Arizona Public Service Company
Rate Schedule FERC No. 250

designation of its contact for notice purposes by providing written notice of such
change to the other Party.

22.2. Authorized Representatives: Each Party shall designate one or more

Authorized Representatives authorized to act on its behalf with respect to

technical and operational matters related to this Agreement. Either Party may

change the designation of its Authorized Representative(s) by oral notice to the

other Party confirmed by written notice.

22.3. CONTACT INFORMATION

To APS:

ARIZONA PUBLIC SERVICE COMPANY
PO Box 53999 -MS 2259
Phoenix, Arizona 85072~3999
Attention: Interconnections Development

Telephone Communications:
Manager, Interconnections Development
602-250-1644

Facsimile Communications:
Manager, Interconnections Development
602-250-1647

To EDS:

Electrical District No. 3 of Penal County
41630 W. Louis Johnson Drive
Maricopa, AZ 85239
Attention: General Manager

Telephone Communications:
General Manager
520-424-9021

Facsimile Communications:
General Manager
520-424-9065

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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23. MISCELLANEOUS

23.1. Waiver: Any waiver at any time by a Party of its rights with respect to a Default
under this Agreement or with respect to any other matters arising in connection
with this Agreement shall not be deemed a waiver or continuing waiver with
respect to any subsequent Default or other matter.

23.2. Governing: The validity, interpretation and performance of this Agreement and
each of its provisions shall be governed by the applicable Laws of the State of
Arizona without regard to its conflicts of provisions.

23.3. Headings Not To Affect Meaning: The descriptive headings of the various
sections of this Agreement have been inserted for convenience of reference only
and shall in no way modify or restrict any of the terms and provisions hereof.

23.4. Amendments: Except as provided in Section 5.3, this Agreement may be
amended only by a written instrument duly executed by the Parties hereto. Except
as provided in Section 5.3, absent the agreement of the Parties to the proposed
change, the standard of review for changes to this Agreement proposed by a Party
to the Agreement shall be the "public interest" standard of review set forth in
United Gas Pipe Line Co. v. Mobile Gas Service Corp.,350 U.S. 332 (1956) and
Federal Power Commission v. Sierra PacyicPower Co., 350 U.S. 348 (1956)
(the "Mobile-Sierra "doctrine).The terms and conditions of this Agreement and
every exhibit referred to herein shall be amended, as rurally agreed to by the
Parties, to comply with changes or alterations made necessary by a valid
applicable order of any governmental regulatory authority, or any court, having
jurisdiction hereof.

23.5. Entire Agreement: This Agreement constitutes the entire agreement between the
Parties hereto with reference to the subj et matter hereof and shall supersede all
prior contracts, proposals, representations, negotiations, or letters pertaining to the
services provided hereunder, whether written or oral. No change or modification
as to any of the provisions hereof shall be binding on any Party unless reduced to
writing.

23.6. Binding Effect: This Agreement and the rights and obligations hereof; shall be
binding upon and shall inure to the benefit of the successors and permitted assigns
of the Parties hereto.

23.7. Conflicts: In the event of a conflict between the body of this Agreement and any
attachment, appendix or exhibit hereto, the terns and provisions of the body of
this Agreement shall prevail and be deemed to be the final intent of the Parties.

23.8. Attorney's Fees and Costs: In any legal action filed in state or federal court to
enforce any of the terms of this Agreement, the prevailing Party shall be entitled
to collect reasonable attorney's fees and costs.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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23.9. Execution By Counterparts: This Agreement may be executed in any number
of counterparts, and upon execution of this Agreement by all Parties, the executed
counterparts together shall have the same force and effect as an original
instrument and as if all Parties had signed the same instrument. Any signature
page of this Agreement may be detached from any counterpart hereof without
impairing the legal effect of any signature thereon, and may be attached to another
counterpart of this Agreement identical in form hereto but having attached to it
one or more signature pages.

24. SIGNATURE CLAUSE
IN WITNESS WHEREOF, the Parties hereto have caused this Agreement to be duly executed by
their duly authorized officers On the day and year first above written.

ARIZONA PUBLIC SERVICE COMPANY:

SIGNATURE:

NAME (printed) A

TITLE:

4
I

A £f®»e¢'v\D2V 4 4'

DATE :

Q w F

5~ 23, <38

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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ELECTRICAL DISTRICTno. 3 OF PINAL COUNTY:

42'

5/'"?

f ,

SIGNATURE: f{;r"{/""w<4f

. ¢

/jf4
f*

NAME (printed) Dawld B. Benedict

TITLE : Interim General Manager.

DATE: May 23, 2008

Issued By: Cary Dense
General Manager, Transmission System

Effective: May 24, 2008

Issued On: May 23, 2008
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EXHIBIT A

POINT OF INTERCONNECTION

AND INTERCONNECTION FACILITIES

A Points of Interconnection

A.1 This Interconnection Agreement provides for the interconnection of the ED3
transmission system to the APS transmission system at the APS Santa Rosa 230
kV Switchyard at the point where the conductor from the high-side (230 kg) of
the T1 Transformer taps onto the conductor on the line-side of 230 kV circuit
breaker SR322 as shown on Exhibit B attached hereto. This is also the point of
ownership change.

A.2 EDS is also interconnected to the APS transmission system at the ED3 Santa Rosa
69 kV Switchyard where the APS 69 kV line from the APS Santa Rosa 69 kV
Ring Bus is connected to the line-side disconnect of 69 kV circuit breaker 3962.
This is also the point of ownership change.

A.3 ED3 is also interconnected to the APS transmission system at the EDS Maricopa
69 kV Switchyard where the APS 69 kV line from APS Santa Rosa 69 kV Ring
Bus is connected to the line-side disconnect (disconnect 751, owned by EDS) of
69 kV circuit breaker 752. This is also the point of ownership change.

B Interconnection Facilities
Interconnection Facilities consist of bay position #3 at APS Santa Rosa 230 kV
Switchyard, 230 kV circuit breaker SR322 and all associated equipment including the
SR322 bus-side and transfer-bus-side disconnects.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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APS SANTA ROSA 230 KV SWITCHYARD ONE-LINE DIAGRAM
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Diagram 2

APS SANTA ROSA 69 KV RING BUS ONE-LINE DIAGRAM
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EXHIBIT C

DESCRIPTION OF LIMITS OF OPERATING AUTHORITY

The entirety of APS Santa Rosa 230 kV Switchyard is under APS' operating authority. Under
this Agreement, specifically, T1 Transformer is under the operating authority of APS up to but
not including the low-side 69 kV circuit bredcer located in EDS Santa Rosa 69 kV Switchyard.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May24,2008



Equipment Ownership
Operational

Authority

Financial

Responsibility

Common Facilities (except exclusions, see
Exhibit E for exclusions)

APS 100% APS Pro Rata

Interconnection Facilities (See Exhibit A,
Section B)

APS 100% APS Pro Rata

TI Transformer and all associated equipment EDS 100%
APS up to but

including the 69 kV
low side circuit breaker

EDS 100%

Tl Transformer 230 kV metering equipment for
the 230 kV POI APS 100% APS EDS 100%

APS Santa Rosa 69 kV Ring Bus to EDS Santa
Rosa 69 kV Switchyard metering. This meter
number is currently F34375, and is subject to
change from time to time.

APS 100% APS EDS 100%

APS Santa Rosa 69 kV Ring Bus to EDS
Maricopa 69 kV Switchyard metering. This
meter number is currently SAR492, and is
subject to change firm time to time.

APS 100% APS APS 100%

WAPA Test Track Substation to EDS Santa
Rosa 69 kV Switchyard metering. This meter
number is currently F34373, and is subject to
change fi'om time to time.

EDS 100% APS EDS 100%

230/69 kV transformer in Santa Rosa 230
kV Switchyard Bay #7

APS 100% APS APS 100%

EXHIBIT ED3-11 Docket No s E-01345A-08-0426

Original Sheet No. 35Arizona Public Service Company
Rate Schedule FERC No. 250

EXHIBIT D

OWNERSHIP, OPERATION, MAINTENANCE, AND

COST RESPONSIBILITIES

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008
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EXHIBIT E

APS SANTA ROSA 230 KV SWITCHYARD
EQUIPMENT SPECIFICALLY EXCLUDED FROM

"COMMON FACILITIES"

The following equipment is specifically excluded from this Agreement's
definition of Common Facilities.

• 230 kV Capacitor in Bay #1 , but not the associated 230 kV circuit
breaker and control equipment whichare a part of the Common
Facilities.

• 230 kV Capacitor in Bay #8, but not die associated 230 kV circuit
breaker and control equipment whichare a part of the Common
Facilities.

• 230/69 kV transformer in Bay #7, but not the associated 230 kV circuit
breaker and control equipment whichare a part of the Common
Facilities.

• T1 Transformer and all associated equipment, but not the associated 230
kV circuit breaker and control equipment which are a part of the
Common Facilities.

• TI Transformer 230 kV metering equipment for the 230 kV POI.

Issued By: Cary Dense
General Manager, Transmission System

Issued On: May 23, 2008

Effective: May 24, 2008
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Evaluation of Base Rate Increases Necessary to Cover
Projected Costs Over the Next 10 years



O

:

9

m85

8832

eO
:fu§§

¢

c

m88
'S
I

Q

c f88
I-H

e
Q
(qc §§

m

=
o

c mgsI4-
u

l

J

+-
*86
2 5
Gm

aq;»~
2 2
~;
~Jm
WD81-u
Q c /

383»-85_,3~-==
, Q
5-u

5...
=

c
eD
v'>$5

so

8 E
n o*.
4 E
Lu 2*

L' I-IJm
u

a.

Q

C rgo
g
_=8 8
E T

s <
*.

E
g*

U'

~r
o m
n..

=
v

8 a
Q
go88

E'E
KJ

o
U

E
IJ

o

r
M
CG)
a.»<

Lu 15

J
t:
to
5 n

s _qm

v

3.
M
E
oL)
C>--1U

$ 5

3 :

m
Eum
5 o
8.1.

r:
JJ

:

u 4/ *
i n E U

38 ,v,ua-
u

QJW J-
4/ u
rv g

J En s o
5 "En E *0J>*v "Ag

s:@£~mEj=
o

w E b
<u

w
:
E
cs».u
c».

O
To4.
o
H

A
=o

gen
8 4

go
222
u u '9

a
2 8 a
a n y
M ¢ 4-u'u§
8.88us

T G

M M O

A n
W e
E t

~o3* s.

' a....b 8 g
2 ' ¢

5,_/"G
44 - m

°J> , f
moo &'8~

1a<: '°w8._.»..¢:,, "'E
e:1,_ Et..

GJ*Hrs * o Jo
..

8Eo*m 5E 92u£_..i=r
i € ¢ < 5 " $ :QMM Mso an to

c:
3
78
'8'JJ»~Q.JJ
D
°8

.Up
£1:s
c..-D E

'Wm
Q!LH-5.0 *-

bbl/EE '
3_g.r>@D
kw s D*mQ-1£4 O"J
o

be:n
Vu¢..
uQ.
O*
u
z

C-1
b e

w 8
8 5
2 8 3aH4§
8 3 * 5 , 81 . u 3 2

O{,'J~5é 58w
z

.Q
r-4
.o
m
(\|he

to
U\
r4
m
N
he

b~.
of
l'\l
N
he

4L
GNhe

.Q
G\
m
FT
N
ea

F l
1--1

soFl
he

ofmN
mHhe

Q
m
FlIa

9b.
0\
he

ca1-4
Q
of
et

ca
go
m

* " " .
i v

N

L O C

8ws

Q
Q
=a
Q
N
he

O

Q Cr
Cal 4-4

Lm .fn
- 4

8

nr CO
m Fl

-1
he

8 : 4

3

Q
Cal

m

a

8..Q
et:
4 4

6 "
t
Q- 4

ea

-

a 88"
C\1 .Q
Lm LF--4

5 .

ca
fol
Lm

Q
oQKm
m
a n

.9
G

- rpp
8

S
Lm

Q
Q
Q

Q "
m
4

Q
N ....

m ...J
1-(

c
'J
'T'

Q
C*l
m

Q
fN
Q

-1~

Q

3
ro
an

c --4
{*-i t

ca
N
LOt\

p p
u P

c
et
\""l

l\
N.
FT

Q
et
v-4

m

q
1-4

a

e t
1-4

3

:q

9

c
m
r-1

9

1-1
O
O

Lm
m

o
Q
CO
LD
m

nr
F l
FT

89

3Im
4

<2*
FT
r
i f)
8

a
F l
a
gr;9

as
<r
N
9

3
Nhe

B
1 - 4
o

1 - 4
h e

Nm
_o

Q

¢1 /»~
m <8 a :>

o  93  N  Nhem

m o
nm Q.o o 8
8223www.,

N
m
I

8Q
pp
44

,.88"9 38
93

835
-so
498

v - 1

O

o

m

9

Q
r
9

t oz:
FT 8

D

Q

" >

L m

e a

\.r
FT
FT

8

o  / -
FT

Q
O  O  8

F*m 93 9
Q 9

O\
N
9

8

Lm
Ia

t
£38

8
_f

- r1-4
I
:fa
9

oppQ
9

com Q
Q

a QFT Q
1-9 8

x
N
9

m  Q  9 *
. D  O
.As :>

8r-4

nm

5:3
N9

In oB  9
<r<
BN9

9

(

1 - 4

o

1 - 4

am
O\
44
G\
r-4
he

N
ON

"1
=t*

1-4
h e

[\
.to
F l

8
HE

1-4

N
Ll"J
1-4
ea

[ \
. o
m

G\
C\l
e a

m
Lf)
D
Q
FI
88

m
[\
Q
\"4
FT
99

m
o
of4
1-4
FT
he

L f

[

=1*

N
ea

88
o n
.9
ea

z

-

E

_I

no

-J

: | :

(D

LL

_-_

<1 1

J )

J
-1

.4

.8
J-l
_Q
U

D
H
J4-4

.Q

b*

QJ

CO
v u 1

ts

<c

8
r :EG-1
Ru

no

. r
I-I
Ru
.u

/ 4

Lm

t:
o

1 :
Nv-ul
5
U

To nr
u  - as
as m
uE
GJ
m 4 4

-A-»

QJ - /

'FE 3

M :
U
u . 8
8-1

"~3G»- Q

U
c :
1-4

: L

' D
C
O

m

-H
. n
u

D

4?
-D
IU

= °
FB
r*

4

8
=
IU

' E

E,
ea
be
Eu
I-I
ea
»
o
U
ea

8

.=:
0

UD
-l-I
.Q
Q)

D

8
8

.E
4-
.u

Z
TG-H
o

P*

be 8II
~f(:
Egg

J
E

xi1-

-=~a

JI
J

go- ' u
iv m

an

8 m 3
" ,  1:
:J -u
Lu a
on J Lu E
r: "6 S Jo ,__
8  u

-E
5 4 8 -8-§3<

. E
H

"J
:
IB

Q
m
' u
c

u .
bE
s:

Eu
JJ
a

O
bE
E

' U
n

Lu
* N (q <r Lm no |\ so cu \ Cal1-

co -=r1- ID CD1-° I*-
1-

of c m o(\| N NN <*>
N

<r
N

ID
N

LD
N

Y\N
ofN a>

N
o<*>

1-
¢*J

N
gr)

so
c*'>

q-
<*>

\D
<*>

oso |\so co
m

ea
:~'>

oW' 1-
*T

N
<1-

m
<1-

wr
<r

In
<r

LD
<r

|\
<1-

no
<r

m
<|-

o
m

1-
ID

Nm

6
8
<8
D
5J)
<
J
Lu
gLl-4

Q
ea9  8  8 1  ' 3  N  m

t r~. G\ -r
"1"

F l
m
q

FT
G\
b.
ea.D D r4

he G\ H

m m
Q* m

nm
F i  N
66 eaQ

Jomm
Fl r

he

N
L
Q
*U
Nhe

\"|
-|l'\l

so Lr> 3
G\ G\ G
pp m [

N 8
h e

_J
FT
ea

3N
FT
FT£8

9 8*
[\ G\
D N v-4
99 of F-1

m m
O\ qt mhe [ m

v'-4 Cal
he he

m
D
c a

C~l
GN
e a

oz: m
he  N

D
c:
(*Iea

Lr>D
~...*
c:
('\|
ea

.Q
e-4
ca
on

1-1 .JO [\ 2
N  D  N  L O

m G\  N
H H Lm

N N
FT
he

U\
m
4*
Q
1-4
et

5 \
Lr>

1-4 l*'}
t r r
E O"\

Lr>
m

Lr>

FT cf'> O
G\ qs m3 t~. m

€\l54 ah

an Q C\
he Q

of G\
O G\
to v-I
et he

Q
H
O

R
D

c m
8 3

co
'T'
m
Q
l'\l
he

Lia
F T
- J
N

8  L 8
°`l 59 et

.Q FT .o99 FT v-4 61 1-i
FT
en

a
.D
In 1-4

0\
b-.
heto

.o

9  8  9 8  3
L l G\ m FT
D H 1-4
he 1-4 FT

q m
WI (q

Lm
1-1 N
et Q%

b~ :a Lf)
[\ ea 5\
m H
.o O\
[\ 1-i
ea he

a\
L\
q4
of
.8
he

~:"
1-4
on
of
pp
hec:>

Cal

F T

m
CJ\
Lr>4
D

Q
F T
h e

D
m

of
('\I
O\

(q
(q
-D

9  8  N
[-. -D 0\
8 -Q» 1-4.o 1-4

1--4 m C*
O\ 4" coas [-. In

fol8  99

m l
F T
Lr>

1-4
E
h e

G  .
ea of r

q14
o f
1-4
£ 8

d)
.o
of
ofFT
an

Q
an
N
of
ea

c m

N
FT

N
Lm
m

v-4 D Fl
r-1 ::

1-4
et

9
he

9' w FT Lf"
1-4 v-4 Lr>b  [ of

D G\
99 m

98FL
.DD-

1-4 1-1 m1-4 <-4

8  8  F '54 .o qI
¢\lET he

.D
b~
-D
mG\
he

n "1"
E

H
as

.o
v-l
GO
.o
.o
he

D
m
- D

Lm
F l
m

FL
8

8
he

01FL
Q
N

[\
[\
N

FT
O\
[\
ea

H r-I
fa N
D -1*
v-1 N
ah 89

1-1 Lr> ml Sr 0 Lm m
W* m D 1-4 c:> H
L m t- B  m  F l
.o -Q* 1-4 \"4 ca In£8 m v-4 1- i  8

.D c: .to
he =H -rD

II\
F l
en

4*
FL
.D
ea

D
m
4as
FT
he

N
b_
ea

F l
FT
QN

'T' mson.so .D
F l

('\|
v-I
D

99

r-I Q co N O\ *J*
-Q* Jo U\ m FT G\[\ Lo m .o 1-4
D D\ to

ea  qs  : 1-4

g  n
n~. Lr> n

pp ('\I
e a  9

Q
Q

3[\
R
he

[ 0
Cal e a
1-4

mFl
ea ea

[\Oea
_J
F l
ea('\|

'ea
l"4
G\
he

9
.o Lr 1-4
he ql4 H

0
G\
sq1\
he

0\ UN
m trI
m c*
FT N
99 QS

.D c:> 8
qs 68 Q
'* LQ
'Jr 3  - r
99 99

N \"4 t .Q Lm1-4 Lm c~l Q N
n Lm G\ Q

1-i :r" O
b.
he

C \
c w
0

f*I
. o
h e

cm
Q
Q
l'\l

F*
g\
[\
he

9 1"4 Fl
.J

l \  Q D D 9* |?-  .8
D ...A

99 m
Nm
m
ea

Cal N
Q G\
[ "it
FT N
m QB

1-4 b. r~. m
m of D  o

N FT 1-4 Ni Lm
m
an

Q -1*3 he 1-i
Q* -D

m
1-4
e a3

'Tl

4
Q
LOhec :N

I l l l l l

m
N
Eu
O
l

of
O
I

<11
m
Eu
m
.-4
O

t

I
l¢

I

m
l-I
I

m
Q
re

H
H
m

3
no



r
N.1

Duncan
& Allen

1575 Eye Street, Northwest
Washington, D.C. 20005-1175
Telephone (202)289-8400
FAX (202) 289-8450

COUNSELLORS AT LAW

March 30, 2009

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Re : ACC Docket No. E-01345A-08-0-26 -- In the
Matter of the Sale and Transition by Arizona
Public Service Co. to Electric District No. 3

Ladies and Gentlemen:

Enclosed for filing please find an original and fifteen copies of the
Supplemental Testimony of Jeffrey J. Wooer on behalf of Electrical District
No. 3 ("EDS"), whose application for intervenor status was approved by the
Procedural Order issued September 12, 2008 in this proceeding. The
Supplemental Testimony is being submitted in accordance with the
requirements of the Commission's Notice of Public Hearing, which
established March 30, 2009 as the date for submission of such updates.
Copies of this letter and the accompanying testimony have been served on
each party whose name appears on the Service List in this proceeding.
Please contact the undersigned if any further is required.

Very truly yours,

Paul M. Breakman

Attachment

cc (w/attach.): Service List
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BEFORE THE ARIZONA CORPORATION COMMISSION

KRISTIN K. MAYES
Chairman
GARY PIERCE
Commissioner
PAUL NEWMAN
Commissioner
SANDRA D. KENNEDY
Commissioner
BOB STUMP
Commissioner

IN THE MATTER OF THE SALE AND
TRANSITION BY ARIZONA PUBLIC SERVICE
TO ELECTRICAL DISTRICT no. 3 OF
CERTAIN ELECTRICAL FACILITIES IN PINAL
COUNTY PURSUANT TO A.R.S. § 40-285(A) AND
FOR DELETION FROM ITS CERTIFICATE OF
CONVENIENCE AND NECESSITY CERTAIN
AREAS OF PINAL COUNTY

DOCKET NO. E-01345A-08-0426

SUPPLEMENTAL DIRECT TESTIMONY

OF

JEFFREY J. WONER

On Behalf of
Electrical District No. 3

Filed on:
March 30, 2009



Testimony of Jeffrey J. Wooer
Docket No. E-01345A-08-0426

Exhibit ED3- 14
Page 2 of 3

1

2

3

I. BACKGROUND

Q. ARE YOU THE SAME JEFFREY J. WONER WHO FILED TESTIMONY

4 IN THIS PROCEEDING ON BEHALF OF EDS ON AUGUST 13, 2008

5 A. Yes I am.

6

7 Q- HAVE YOU HAD THE OCCASION TO UPDATE EXHIBIT ED3-12?

8 A. Yes. I have prepared an update of the comparison of estimated monthly billings

9 for residential customers. The original comparison was attached to my August

10 13, 2008 pre-filed testimony (Exhibit ED3-4) and marked as Exhibit ED3-12

11

12 Q. WHAT IS THE PURPOSE OF THIS UPDATE?

13 A.

14

15

16

The purpose of this update is to illustrate the customer bill impacts of rate changes

by both EDS and APS subsequent to the filing of EDS's original intervention

application on August 12, 2008, and to show the effects of EDS's recently

adopted a Residential Overhead time-of-use rate.

17

18

19

Q. SPECIFICALLY,
DEMONSTRATE ?

WHAT DOES THE NEW EXHIBIT ED3-15

20

21

A. The new exhibit, Exhibit ED3-l5, is an updated comparison of estimated seasonal

and annual billings under EDS's residential rates (including EDS's recently

A

M \ll
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Testimony of Jeffrey J. Winer
Docket No. E-01345A_08_0426

Exhibit ED3- 14
Page 3 of 3

1

2

3

adopted Residential Overhead time-of-use rate) based on an average energy

profile of the APS customers to be transferred to EDS. As the Exhibit shows,

forecasted annual billing under EDS's rates compare favorably to APS' current

4

5

6

and proposed rates .

7

8

9

10

11

12

Consistent with my August 12, 2008 pre-filed testimony, the updated estimate of

customer bill impacts (Exhibit ED3-15) demonstrates that the transition to being

EDS retail customers, if the Application in this proceeding is granted by the

Commission, will not adversely affect the current APS customers whose retail

electricity provider would change as a result of the proposed modification of

APS's CCN in this case. The annual billing under EDS's rates compare favorably

to APS' current and proposed rates

13

14 Q. DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

15 A. Yes.

HI l M
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Exhibit ED3-15

Updated Comparison of Estimated Seasonal and Annual
Billings under EDS's Residential Rates

(Including EDS's overhead Time-()f-Use Rate)
Based on an Energy Profile of the APS Customers
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FROM:
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Ernest G. Johnson 4 P\
Director
Utilities Division

AZ C1899 €Q?€F'*§!S9§C§
o o c r a m  C I E P H R O L

DATE: March 18, 2009

IN THE MATTER OF THE SALE AND TRANSITION BY ARIZONA PUBLIC
SERVICE TO ELECTRICAL DISTRICT no. 3 OF CERTAIN ELECTRICAL
FACILITIES IN PINAL COUNTY PURSUANT TO A.R.S. § 40-285(A) AND TO
DELETE PORTIONS OF ITS CERTIFICATE OF CONVENIENCE AND
NECESSITY WITHIN PINAL COUNTY (DOCKET no. E-01345A-08-0426)

Attached is the Staff Report for Arizona Public Service Company's application to sell
and transfer certain electrical assets within Pinal County to Electrical District No. 3, and to delete
portions of its Certificate of Convenience and Necessity within Pinal County. Staff recommends
approval, with conditions.

EGJ:A1I:tdp

RE:

Originator: Alexander Shade Iggie, CPA
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Service List for: Arizona Public Service Company
Docket No. E-01345A-08-0426

Mr. Thomas L. Mum aw
Meghan H. Graber
Arizona Public Service
Post Office Box 53999
Phoenix, Arizona 85072-3999

Mr. Paul R. Orme
Law Offices of Paul R Orme, P. C.
H. C. 63, Box 3042
Meyer, Arizona 86333-9703
Attorney for Electrical District No. 3 of Pima] County

Mr. Paul M. Breakman
Duncan & Allen
1575 Eye Street N.W.
Suite 300
Washington D. C. 20005

Ms. Janice Alward
Chief Counsel Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Mr. Ernest G. Johnson
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Lyn Farmer
Chief, Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007 .
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STAFF REPORT
UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

ARIZONA PUBLIC SERVICE COMPANY

DGCKET NO. E-01345A-08-0426

APPLICATION BY ARIZONA PUBLIC SERVICE COMPANY TO SELL CERTAIN
ELECTRICAL ASSETS TO ELECTRICAL DISTRICT NO. 3 AND TO DELETE

PORTIONS OF ITS CERTIFICATE OF CONVENIENCE AND NECESSITY WITHIN
PINAL COUNTY

r

MARCH 18, 2009
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STAFF ACKNOWLEDGMENT

The Staff Report for the application of Arizona Public Service Company to sell certain
electrical assets to Electrical District No. 3 and to delete portions of its Certificate of
Convenience and Necessity within Penal County was the responsibility of the Staff members
listed below. Alexander Shade lgwe was responsible for reviewing the application and
performing pertinent financial analysis, Prem Bahl analyzed the engineering issues, and Deborah
Reagan researched the Consumer Service issues.

Alexander Shade Iggie, CPA
Executive Consultant HI

5wv Be
Pram Baht, P. E.

Utilities Engineer

A .

v

Deborah Reagan
Public Utility Consumer Analyst II
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET no. E-01345A-08-0426

On August ll, 2008, Arizona Public Service Company ("APS" or "Company") tiled an
application with the Arizona Corporation Commission ("Commission") for authorization to sell
and transfer certain electric transmission and distribution facilities in Pinal County, to Electrical
District No. 3 ("ED-3" or "District"), and for Commission approval to delete from its Certificate
of Convenience and Necessity ("CC&N") all areas contained within ED-3's service territory and
the As-Chin Indian Community ("Ak-Chin"). APS states that this application modifies its April
15, 2002 tiling, in Docket No. E-01345A-02~0285.

On August 13, 2008, ED-3 filed a request for Commission authorization to intervene in
this proceeding. By its filing, the District affirms its support for APS' application.

APS and ED-3 jointly report that since 1961, both utilities have jointly serviced
customers within ED-3's service area through a Commission approved Lease Agreement, that
enabled APS to sell some of its facilities to ED-3 and Lease-back same facilities, and a Lease
Power Agreement that allowed APS to sell power and energy to ED-3. Similar agreements were
consummated between APS and Electrical District No. 1 of Pinal County ("ED-l"). In 1989,
ED-l's operations were consolidated into ED-3's. By these agreements, APS assumed
operational control over all electrical facilities within the District. Upon expiration of these
agreements in 2001, ED-3 assumed operational controls over its facilities. Both entities report
that the Federal Energy Regulatory Commission ("FERC') opined that "it is clear from the terms
of the Lease Agreement that operational control over ED-3's transmission system reverted to
ED-3 upon termination of that agreement. ED-3 is a transmitting utility and there is no evidence
that it cannot properly operate and maintain its transmission system." Since assuming control
over its operations in 2001, ED-3 has been providing electric service to all customer classes,
including residential, commercial and industrial loads, previously served solely by APS. ED-3
also made significant capital investments in additional infrastructure. As a result of these
investments, both utilities report that there is now intermingling of APS owned facilities with
ED-3 owned facilities. This intermingling has created operational, safety, and efficiency issues
within the shared area.

On April 15, 2002, APS filed for Commission authorization to sell all its assets,
comprised of Split Ends, the Sexton Substation and an inoperable 69kV line to ED-3. By this
application, both parties intend to eliminate the operational difficulties associated with two
utilities owning and operating intermingled infrastructure within the same service territory.
However, APS did not propose to cede its CC&N in the 2002 filing. Based on preliminary
discussions between ANS, ED-3 and Commission Staff ("Staff"), it became evident that the
application would not fully resolve all issues within the area. As a result, APS withdrew its 2002
application. This pending application is intended to resolve all issues, including cancellation of
APS' CC&N within the District as well as As-Chin.
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Staff agrees with APS and ED-3 that intermingling of electrical facilities owned and
operated by separate utilities within a service area creates operational difficulties, safety
concerns and confusion amongst customers. Staff finds that the sales of APS' Split Ends, Sexton
Substation, and the related inoperable 69 kV line will not impair APS' ability to continue to
serve its customers outside of the proposed ED-3 Service Area. Further, Staff finds that the
Transition Plan proposed by APS and ED-3 will minimize any difficulty associated with
transfening current APS customers to ED-3. Staff also finds ED-3's pledge to serve its current
and prospective customers under the same terms and conditions, reasonable and acceptable.
More specifically, Staff agrees with ED-3's promise to hold current APS low income customers
receiving service under Low Income Assistance Program ("LeAP"), handless. Staff finds that
ED-3's current rates are comparable to APS' and affected customers will experience immaterial
rate change upon transfer to ED-3 .

Staff finds that cancellation of APS' CC&N overlapping the proposed ED-3 Service Area
will clarify responsibility for provision of electric service within the area. Staff agrees that
cancellation of APS' CC8cN will make ED-3 the provider of last resort for the proposed service
area. Staff finds that ED-3 has the infrastructure and technical experience to adequately serve
current and prospective customers.

Finally, As-Chin has indicated that it is not opposed to deletion of its community from
APS' CC8cN. ED-3 has agreed to provide the same operational support to As-Chin Energy
Services ("ACES"), previously provided by APS.

Based on Me above findings, Staff recommends Commission approval of this application
as follow:

r

2.
3.
4.

1. That the Commission grant APS' request to sell and transfer its Split Ends, Sexton
Substation and the related inoperable 69 kV line to ED-3 .
That the Commission cancel APS' CC&N overlapping the proposed ED-3 Service Area.
That the Commission cancel APS' CC&N overlapping AK-Chin.
That if the Commission finds that a waiver is required for APS to transfer specific
customer information to ED-3, for the sole purpose of effectuating transfer of affected
customers from APS to ED-3, that the Commission grants APS a waiver from the
requirements of A.A.C. R14-2-203(A)(2), pursuant to A.A.C. R14-2-2l2(A)(l).

5. That the Commission authorize APS to complete pending RES projects under the
following conditions: (a) the customer completes the requested installation and related
interconnection of the requested RES project before or within twelve (12) months from
the date the Commission approves this application, and (b) the Commission Order in this
proceeding authorizes APS to continue to pay incentives to APS' customers, subsequent
to being transferred to ED-3, and permits APS to credit such incentives to APS RES
distribution generation targets.

6. That the Commission authorize APS to complete pending DSM projects under the
following conditions: (l) the customer completes the requested installation and related
interconnection of the requested DSM prob et before or within twelve (12) months from
the date the Commission approves this application, and (2) the Commission Order in this
proceeding authorizes APS to continue to pay incentives to APS' customers, subsequent

k
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to being transferred to ED-3, and permits APS to recover the related costs under APS'
Demand Side Management Adjustment Clause, and claim the energy savings resulting
tram such prob et for all DSM related regulatory requirements.

7. That APS file with the Commission's Docket Control, as compliance item in this docket,
a copy of all documents evidencing the sale and transfer of its assets to ED-3, no later
than 90 days Nom the close of the transaction.

8. That APS file with the Commission's Docket Control, as compliance item in this docket,
a report showing the net gain resulting from the sale of its assets to ED-3, no later than 90
days from the close of the transaction.

t
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INTRODUCTION

On August ll, 2008, Arizona Public Service Company ("APS" or "Company") filed an
application with the Arizona Corporation Commission ("Comlnission") seeking authorization to
sell and transfer certain electric transmission and distribution facilities in Pinal County to
Electrical District No. 3 ("ED-3" or "District"), and for Commission approval to delete from its
Certificate of Convenience and Necessity ("CC&N"), all areas contained within ED-3's service
territory and the As-Chin Indian Community ("As-Chin"). APS states that this application
modifies its April 15, 2002 tiling, in Docket No. E-01345A-02~0285.

On August 13, 2008, ED-3 filed a request for Commission authorization to intervene in
this proceeding. By its filing, the District affirms its support for APS' application.

PUBLIC NOTICE

Consistent with the Procedural Order in this proceeding, APS published a notice of this
application in the MaricopaMonitor, on February 27, 2009,and in the Casa Grande Dispatch on
March 3, 2009. On March 2, 2009, the same notice was mailed to each customer affected by the
proposed transfer, and all property owners in the transfer area.

On August 22, 2008, APS mailed a letter to each customer within the affected area,
informing them of its application for Commission authorization to transfer its customers to ED-3 .
To further publicize this filing, APS and ED-3 made joint presentations to the City Council of
Maricopa, on July 15, 2008 and October 21, 2008. Also, On October 6, 2008, APS mailed a
second letter advising each customer within the proposed ED-3 service Area of two town hall
meetings, held at Stanfield, on October 23, 2008, and Maricopa, on October 28, 2008. APS
states that these events were well publicized via direct mailing to customers within the proposed
ED-3 Service Area, and through publication in the Maricopa Monitor and the Casa Grande
Dispatch.

ANS and ED-3 maintain a website "...devoted to educating the public about the
Company's Application and responding to all inquiries directed at APS and ED-3 regarding the
matter." This website has a page devoted to Frequently Asked questions ("FAQ") about
APS/ED-3 sale.

BACKGROUND

I

APS is certificated to provide electric service in several counties in Arizona State. In
Penal County, APS' CC8cN overlaps the service territory of ED-3 and the boundaries of Ak-
Chin. Currently, APS serves approximately 1,000,000 customers in Arizona, of which 3,993 are
located within ED-3'S service territory. Prior to 1960, APS was the dominant provider of
electric service to residential, commercial, industrial and initiation loads within ED-3's service
area. As a result, APS owned and controlled most electrical infrastructure necessary for
provision of service in the area.

l
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ED-3 is a municipal corporation organized by the Board of Supervisors of Pinal County
pursuant to the Electrical District Act , as amended by the Arizona Revised Statutes ("A. R. S.")
§ 48-1701 to 48-1822, in 1926. ED~3 distributes electric power and energy to approximately
17,033 customers within its service area. Because ED-3 is a municipal Corporation, it is not
subject to Commission regulations. Prior to 1960, ED-3 primarily served irrigation pumps
within its service territory.

The Ak-Chin Indian Community Land ("As-Chin" or "Community") is located
southwest of the Gila Indian community, and on the north central part of the proposed ED-3
Service Area. The Community is located within APS' CC&N, and embedded within ED-3's
service territory. Pursuant to Commission approval in Decision No. 60433, As-Chin acquired
APS' electric facilities within its Community, in 1997. Upon acquisition of these facilities, Ak-
Chin formed the As-Chin Energy Services ("ACES") to provide electric service to its citizens.
To facilitate this process, As-Chin and APS entered into a Maintenance and Construction
Agreement and a Service Agreement authorizing APS to acts as its "Control Area Operator".
APS reports that these agreements terminated on December 31, 2008, and that ACES has
assumed full responsibility for its operations. Finally, APS states that it does not have any
customer within the Community, and has no intention of prospecting for new customers within
ACES service territory.

Electric Service within ED-3's Service Territory

Prior to December 1960, APS was the primary provider of electric service to residential,
commercial and irrigation customers within the service tenitories of ED-3 and Electrical District
No. l of Pinal County ("ED-l"). On December 21, 1960, the Commission approved a Power
Agreement between APS and ED-3, whereby APS agreed to transfer its initiation pumping
customers to ED-3 and to serve those customers on behalf of the District, for a fixed charge.
Pursuant to this agreement, APS continued to serve its residential, commercial and industrial
customers, while serving the irrigation customers, on behalf of ED-3. In 1961, the Commission
authorized APS to sell and lease back certain facilities and infrastructure located within ED-3's
service area to ED-3, for the purpose of serving ED~3's irrigation customers. Subsequent to
Commission authorization of the sale/lease-back transaction, APS and ED-3 entered into a Lease
Agreement for APS to lease ED-3's transmission and distribution facilities, and to operate and
maintain the electric system within the area. Further, APS and ED-3 signed a Lease Power
Agreement, whereby APS sold and delivered power over the leased facilities. The Lease
Agreement and Leased Power Agreement resulted in APS assuming full operational control over
all facilities within ED-3's service area, and APS utilizing the same facilities to serve its
customers, and ED-3's irrigation customers.

Subsequent to the 1961 agreements, APS constructed several facilities "...ranging from
simple pole-mounted transformers with service drops to more extensive overhead and
underground distribution systems" for serving new non-irrigation customers. These APS-owned
facilities radiate from and are interconnected with ED-3's facilities, and are generally referred to
as the "Split Ends". The Split Ends, a single substation (the "Sexton Substation"), and an
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inoperable 69kV transmission line are the only facilities owned by APS within ED-3's service
area. APS owns several transmission facilities, substations, easements and other infrastructures
within Pinal County, but outside of ED-3's service territory, that are not a part of this
proceeding.

In 1976, the Cormnission (Decision No. 46926) authorized APS to sell its electrical
distribution facilities to ED-l, and for APS to lease the same facilities from ED-1 ("ED-l
Lease"), for an initial period of twenty-five years. Also, in Decision No. 46926, the Commission
authorized APS to sell power, energy and associated services to ED-1, under a Lease Power
Agreement. In 1989, ED-l's operation was consolidated into ED-3's, and ED-3 assumed the
operations and contracts of ED-l. As a result of this merger, ED-3 assumed responsibility for
the ED-l Lease and Lease Power Agreement between APS and ED-1 .

On October 21, 2001, the Lease Agreement between APS and ED-3 expired. ED-3
terminated the agreement, and assumed operational control over its electric facilities. The
Federal Energy Regulatory Commission ("FERC") issued an opinion on the termination of this
agreement, stating that "it is clear from the terms of the Lease Agreement that operational control
over ED-3's transmission system reverted to ED-3 upon termination of that agreement. ED-3 is
a transmitting utility and there is no evidence that it cannot properly operate and maintain its
transmission system." Also, APS and ED-3 mutually agreed to tenninate the ED~l Lease,
effective March 29, 2002. Subsequent to ED-3 assuming full control over its system, it began
serving residential, commercial and industrial loads, that were previously served solely by APS.
ED-3 reports that since it assumed full responsibility for its operation in 2001, it has made
significant capital investments in electric infrastructure, including the addition of 69kV lines,
substation enhancements and additions, pole and conductor replacements, and the replacement of
other equipment. ED-3 states that its capital investments were necessary to adequately serve its
customer base that has grown from 400 irrigation customers to over 17,000 residential,
commercial and irrigation meters. As a result, the system employed in distribution of electric
service within the District is now a mix of ED-3 and APS owned facilities. APS confirms that
"ED-3 owns the subtransmission system, distribution substations and most of the areas
distribution system, and serves those customers in the area that are not already served by APS."

On October 9, 2001, Pinnacle West Capital Corporation ("Pinnacle West"), the parent
company of APS, filed a petition with "...the FERC under Section 211 of the Federal Power Act
for an order requiring ED-3 to provide network transmission service to enable it deliver power
and energy to APS retail loads served through ED-3 system." Based on this petition, FERC
issued a proposed order dated January 17, 2002, stating that the transmission requested by APS
would meet the standards of Sections 211 and 212 of the Federal Power Act. Further, FERC
requested that APS and ED-3 negotiate the rates, rems and condition of such service within 45
days of the Order. On March 1, 2002 APS and ED-3 entered into a Settlement Agreement, as
follows: "(l) provided for the sale of APS facilities within the EDS's boundaries to ED-3
(subject to Commission approval), (2) resolved the rates, terms and conditions for transmission
service to APS retail loads served via the EDS system, (3) resolved the termination of ED1 Lease
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and provided for the termination of APS's Lease Agreement with ED1 and EDS upon the sale of
the specific assets." See Direct Testimony of ED-3's witness, David Benedict at Page 9 of 11.

On April 15, 2002, APS filed an application in Docket No. E-01345A-02-0285, for the
Commission authorization to sell and transfer its assets within the District to ED-3. This filing
was intended to effectuate the March 2002, Settlement Agreement discussed above. APS and
ED-3 state that the Settlement Agreement would have mitigated the difficulties associated with
two utilities owning and operating intermingled facilities within the same service area. Also, the
Settlement Agreement intended that APS retains its existing customers, and the right to
prospective customers, within the District. Thus, APS would continue to act as a provider of last
resort within the District. Consistent with FERC's finding and the Settlement Agreement,
Pinnacle West would wheel energy over ED-3's system transmission and distribution for
delivery of retail electric service to APS' customers within the District. Although, ED-3
intervened in support of the 2002 filing, APS and ED-3 now contend that the difficulties
associated with two utilities serving within the same territory would have persisted had the
Commission approved the application as filed. Based on preliminary discussions between APS,
ED-3 arid Commission Staff ("Staff'), APS voluntarily withdrew the application in 2002.

On September 20, 2007, APS and ED-3 entered into a "Supplemental Agreement to the
Implementation of the Settlement Agreement" (the "Supplemental Agreement") to fully resolve
all operational inefficiencies and Safety concerns existing within the District. The Supplemental
Agreement provides for: (1) APS to sell potions of its electric distribution system located within
or immediately adjacent to the "proposed ED-3 Service Area" to ED-3, at the net book value of
the pertinent assets, at the time of the transfer, and (2) for APS to discontinue service to current
and prospective customers within the proposed ED-3 Service Area. By the Supplemental
Agreement, ED-3 will become the sole provider of electric service within and around its district.
The Supplemental Agreement provides for APS to sell all of its facilities to ED-3, and for the
Commission to cancel APS' CC&N overlapping the proposed ED-3 Service Area. Thus, upon
approval of this application, ED-3 will become the sole provider of electric service within the
District, and it will assume full responsibility for the operation and maintenance of all electric
infrastructures in the proposed ED-3 Service Area. APS and ED-3 claim that the Supplemental
Agreement resolves the complex issues with intermingled infrastructure, as well as the
difficulties associated with separate utilities serving the same territory.

On August 11, 2008, APS resubmitted its application for Commission authorization to
sell and transfer its assets within the proposed ED-3 Service Area to ED-3, as well as for
Commission approval to cancel its CC&N overlapping the proposed ED-3 Service Area and Ak-
Chin. As previously indicated, ED-3 has been granted its request to intervene in support of this
application.

On January 21, 2009, As-Chin responded to APS' request to cancel its CC&N
overlapping the Community. The letter states that the "As-Chin Council has voted to indicate to
APS and to the Commission its agreement with the request for deletion of Ak-Chin from APS
CC&N."
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THE TRANSACTION

As previously indicated, APS seeks Commission authorization to: (1) sell all of its
electrical assets within the proposed ED-3 Service Area to ED-3, and (2) cancel and delete its
CC&N overlapping the proposedED-3 Service Area and Ak-Chin.

SALE OF ASSETS

APS seeks Commission authorization to sell and transfer: (1) Split Ends, and (2) the
Sexton Substation, along with the inoperable 69 kV line to ED-3 .

The Split Ends

APS seeks Commission authorization to sell and transfer the Split Ends to ED-3 pursuant
to A.R.S. § 40-285. A full description of the Split Ends is contained in Attachment H of Mr.
Froetscher's direct testimony. APS reports that the Split Ends acquired at an original cost of
$l9,646,489, had a net book value of $l3,07l,499, as of October 2007. APS states that it has
accepted the net book value as the sales price for the Split Ends. APS projects a net gain of
$8,824 Nom its aggregate sale to ED-3.

APS states that the proposed sale of the Split Ends will not impair its ability to serve its
customers within the District, even if the Commission denies its request for cancellation of its
CC&N. APS contends that Commission approval of the proposed sale will "clarify
responsibility for operating and maintaining the system, will improve the safe operation of the
system by defining these responsibilities, will eliminate customer confusion resulting from the
combined (and convoluted) ownership, and will further the public policy goal of resolving
disputes through settlements. Moreover, because there is a risk that, if this sale is not approved,
ED-3 will choose to serve new and existing customers who requests ED-3's service by bypassing
the current APS infrastructure arid constructing its own duplicative lines..." APS states that if its
prognosis was to result from Commission denial of this proposal, the Split ends could become
abandoned, and its ratepayers will be burdened with the related stranded costs as well as cost of
removal. Finally, APS concludes that the proposed sale is consistent with previous Commission
Orders, and in the public interest.

Sexton Substation

r

The Sexton Substation at the intersection of Highway 84 and Anderson Road, in Pinal
County is owned by APS. The Sexton Substation is comprised of fuses, transformers and
breakers. ED-3 owns a 69kV transmission line that enters and exits the Sexton Substation, while
APS owns an inoperable 69kV transmission line that extends east from the Sexton Substation.
APS contends that the sales of its 69kV transmission lines will not hinder its ability to serve its
customers because the line is not in service and does not currently serve existing customers.
Further, MS avows that the lines and associated structures only support ED-3's infrastructure,
not APS' operation.
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APS reports that it has agreed to sell the Sexton Substation and the related inoperative
69kV transmission lines to ED-3 at a negotiated sales price of $100,000. Further, APS states the
Sexton Substation was acquired at $206,236. As of June 30, 2007, the Sexton Substation had an
accumulated depreciation of $l20,788, and a net book value of $85,448. The 69 kV
transmission line, installed in 1974 at an original cost of $l9,294, is now fully depreciated.
Based on the information provided by APS, it appears that it will receive an immaterial gain
from the sale of the Sexton Substation and the related inoperable 69 kV line.

CANCELLATION OF CC&N

APS and ED-3 have jointly concluded that cancellation and deletion of APS' CC&N
overlapping the proposed ED-3 Service Area will fully resolve the difficulties associated with
two utilities sewing the same area. Accordingly, APS requests the Commission cancel and
delete its CC&N overlapping the proposed ED-3 Service Area, from its certificated areas. APS
defines the proposed ED-3 Service Area as "...all lands within the ED-3 district boundaries
along with additional properties immediately adj cent to those boundaries, and for which service
is provided today by APS via facilities that are interconnected to ED~3's distribution system."
APS contends that deletion of peripheral areas from its CC8cN will minimize its reliance on
ED-3 for wheeling and interconnection to serve its customers in those areas. APS and ED-3
concur that this proposal, upon Commission approval, will clearly eliminate APS' responsibility
for construction, operations and maintenance of electric infrastructure in the proposed ED-3
Service Area. Finally, APS will cease to be a provider of last resort within the proposed ED-3's
Service Area, and ED-3 will assume full responsibility for providing electric service to the
affected customers.

CONSUMER SERVICES ISSUES

Staffs inquiry from the Corporations Division of the Arizona Corporation Commission,
confirms that the APS is in good standing.

Staffs search of the Consumer Services database identified four opinions in 2008,
opposing the proposed sales of assets and transfers of APS' customers to ED-3. There were no
recorded complaints or opinions regarding this proceeding in 2006 and 2007. There has been no
opinions or complaints filed regarding this application in 2009.

ENGINEERING ANALYSIS

Staff engineering analysis was focused on the following critical parameters :

NETWORK/SYSTEMS RELIABILITY

Staff finds that the proposed transfer of APS' Split Ends and the Sexton Substation to
ED-3 is appropriate and reasonable from a network and system perspective. APS and ED-3's
systems are currently intermingled, thus creating confusion, prospective safety hazards,



Arizona Public Service Company
Docket No. E-01345A-08-0426
Page 7

operational inefficiencies, and duplicity of system maintenance. The proposed sale of APS' Split
Ends and the Sexton Substation will eliminate the inherent difficulties associated with two
utilities maintaining intermingled facilities, by clearly defining responsibilities for the area's
infrastructure. Staff found that because the Sexton Substation and the related inoperable 69 kV
line have very limited use by APS, sale of these facilities will not impair APS' ability to serve
outside the proposed ED-3 Service Area. Also, Staffs analysis indicates that the sale and
transfer of the Split Ends will not negatively impact APS' ability to continue to provide reliable
service outside of the District. Finally, Staff agrees with APS that the proposed sale will avert
the prospect of abandonment of these facilities, and the risk of APS incurring significant removal
costs. Based on the above findings, Staff concludes that the sale of the Split Ends and the Sexton
Substation is in the public interest.

ED-3'S SYSTEM TECHNICAL CAPACITY

Based on the infonnation provided in this application, Staff finds that ED-3's system is
capable of serving the load that would be transferred from APS. APS and ED-3 have jointly
confirmed that most of the sub-transmission and distribution system currently being employed in
serving both utilities loads in the proposed ED-3 Service Area is owned, operated and
maintained by ED-3. Further, ED-3 has been augmenting its system by engaging in significant
capital investment in new inNastructure development within its service territory. Therefore,
Staff finds that ED-3 has the technical capacity to serve the current and prospective loads within
its proposed service territory.

APS BENEFITS FROM SYSTEM TRANSFER

With a few notable exceptions, the facilities being transferred to ED-3 are dedicated to
sewing only customers in the transfer area (the exceptions are four or five areas, including
Mobile that will still be served by APS, via the ED-3 system, but are well outside the proposed
ED-3 service area and don't present the same operational, safety, efficiency, etc., concerns). The
transfer of customer load and facilities to ED-3 will result in a consolidated utility system in that
area. All customers will be served by one utility, providing efficiencies in operations arid
maintenance, and consistency in rates, tariffs and system planning functions. Responsiveness to
outages, for example, would be timely and better coordinated. Most of the customers being
transferred to ED-3 are on APS' dedicated facilities. Those few customers who are not
transferred to ED-3 will remain on the small portions of the system that APS would retain as
described above. ED-3 in this case would wheel power for APS on its distribution system and
charge APS wheeling charges approved by FERC.

TECHNICAL SUPPORT FQRAK-CHIN

As-Chin currently serves its community through ownership of ACES, which receives
operational support from APS. As-Chin has indicated its willingness to obtain similar technical
support Nom ED-3. On the other hand, ED-3 has assured Ak-Chin of the same quality of
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service, previously provided by APS. Staff finds that deletion of As-Chin from APS' CC&N
will not impair electric service to the Community.

Based on the above engineering analysis, Staff concludes that, from a technical, safety
and reliability stand-point, APS' proposal to sell its Split Ends, Sexton Substation and the related
deletion of APS CC8<:N overlapping the proposed ED's's Service area and AK-Chin, is in the
public interest.

JOINT TRANSITION PLAN

On January 5, 2009, APS and ED-3 filed a Joint Transition Plan ("Transition Plan") with
the Commission, detailing mechanisms designed to effectuate the proposed sale and transfer of
assets. More importantly, the Transition Plan outlines the process for insuring smooth transition
of APS' customers to ED-3. APS and ED-3 state that they are "...working closely to assure that,
if the Arizona Corporation Commission ("Commission") approves the Company's Application,
the transfer of APS's distribution system and customers in the ED- Service Area will occur in
as timely and straightforward a manner as possible." The Transition Plan is focused on pertinent
issues necessary for smooth transition.

CUSTOMER NOTIFICATION OF APPLICATION

APS and ED-3 assert that they are committed "...to educating all affected customers of
the facts and circumstances underlying the application and to informing customers of how the
application will affect them." To facilitate the process of customer notification, APS has
developed a Community Outreach Plan, attached to Mr. Froetscher's testimony as Exhibit F.
The Community Outreach Plan proposes the development of a website for contacting and
educating affected customers and other interested parties, mailing of letters with pertinent
information to customers, issuance of public notices pursuant to Commission Procedural Order,
Open Houses, and proper noticing of Commission decision regarding dies application.

On August 22, 2008, APS mailed a letter.to each customer within the affected area,
informing them of its application with the Commission for authorization to transfer its customers
to ED-3. To further publicize this filing, APS and ED-3 made joint presentations to the City
Council of Maricopa, on July 15, 2008 and October 21, 2008. Also, On October 6, 2008, APS
mailed a second letter advising each customer within the proposed ED-3 service Area of two
town hall meetings, held at Stanfield, on October 23, 2008, and Maricopa, on October 28, 2008.
APS state that these events were well publicized via direct mailing to customers within the
proposed ED-3 Service Area, and through publication in the Maricopa Monitor and the Casa
Grande Dispatch.

l

APS reports that a public website has been designed and "...devoted to educating the
public about the Company's Application and responding to all inquiries directed at APS and ED-
3 regarding the matter." Staff visited www.aps.com/ed.3, the website devoted to this proceeding.
Staff observed that the website has general information regarding this application as well as a
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link to each letter mailed to APS' customers, dated February 20, 2009, August 22, 2008 and
October 6, 2008, respectively. Also, the Company provided a link to Frequently Asked
Questions about APS/ED-3 Sale.

Pursuant to the Commission Procedural Order, dated February 10, 2009, APS in
conjunction with ED-3 published a Public Notice of this application in the Maricopa Monitor
newspaper, on February 27, 2009, and in the Casa Grande Dispatch, on March 3, 2009. On
Monday, March 2, 2009, APS mailed a copy of the Public Notice to each customer and all
property owners in the affected area.

CUSTOMER COMMUNICATIONS UPON APPROVAL OF APPLICATION

APS and ED-3 state that if the Commission approves this application, they will provide
affected customers written notice of the approval. The notice will indicate the exact date on
which APS' customers will be transferred to ED-3, how APS' final meter reading will be
conducted, and information regarding the treatment of customer deposits, line extension
advances, and credit or debit balances with APS. As it relates to customer deposits, APS states
that the balance of each customer's deposit will be applied to the last bill, and any remaining
balance will be refunded to the pertinent customer. In the event that a customer has inadequate
deposit to pay the last bill, the customer will be appropriately billed for the shortfall. Also, all
credit balances will be retiunded while debit balances will be appropriately billed. Further APS
will refund line extension deposits to all eligible customers upon the transfer of assets to ED-3 .

APS states that in the proposed notice of approval, APS' customers in the proposed ED-3
Service Area will be provided a listing of ED-3's current rates, programs, as well as deposit and
credit policies. The notice will indicate that if the deadline for transfer to ED-3 expires, and an
affected customer has not voluntarily transferred to ED-3, such customer will be automatically
placed on ED-3's rate that is most comparable to the customer's current rate under APS. The
notice will further indicate APS and ED-3's availability to respond to all inquiries during the
transition period.

The notice of approval will advise customers enrolled in special programs offered by
APS, such as equalizer and automatic payment, to indicate their interest in participating in
similar programs offered by ED-3 .

TRANSFER OF OPERATIONAL INFORMATION FROM APS TO ED-3

APS states that it will provide all operational information necessary for smooth transition
of its assets and customers to ED-3. Further, APS pledges that its operations personnel will
closely collaborate with ED-3's personnel before, during and after die transfer of its distribution
system and customers to ED-3. APS claims that it will transfer to ED-3, the following
information:

1. Map of the area, including GIS maps, wall maps, one-line and cabinet detail.
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2.
3.
4.
5.

Right-of-way, survey and easement information.
Meter locations, routes, and other relevant metering information.
Location of regulators, capacitor banks, reclosers, switches, and fuses.
Equipment records.

TRANSFER OF CUSTOMER INFORMATION FROM APS TO ED-3

APS states that upon Commission approval of this application, it will be necessary to
transfer pertinent customer information to ED-3. For residential customers, such information
may include customer name, contact information, identification number, usage pattern, meter
number and code, rates and programs, participation in medical monitoring program, and other
information necessary for ED-3 to serve the affected customers. For non-residential customers,
APS may be required to transfer similar information as well as others, such as business
identification number, federal tax id, and identities of officers. Because of the sensitive nature of
certain personal and business information, ED-3 promises tO "...take commercially reasonable
steps to protect and preserve the confidentiality of all customer specific infonnation APS
provides, in accordance to ED-3's privacy policy and applicable law."

APS contends that it may "...be prohibited from providing this customer specific
information to ED-3 without a waiver from the Commission from the requirements of A.A.C.
R14-2-203(A)(2)." The rule states that customer specific information cannot be released by a
utility "...without specific prior written customer authorization unless the information is
requested by a law enforcement or other public agency, or is requested by the Commission or its
staff, or is reasonably required for legitimate account collection activities, or is necessary to
provide safe and reliable service to a customer." Therefore, APS request that the Commission
grant it: (a) a waiver pursuant to A.A.C. R14-2-2l2(A)(l) from the requirements of A.A.C. R14-
2-203(A)(2) for all customers affected by this filing and for the sole purpose of effecting the
transaction contemplated herein, or (b) a declaration that such transfer of customer specific
information do not require a waiver from A.A.C. R14-_-203(A)(2), since such transfer is
" ...reasonably required for account collection activities" or is "...necessaly to provide safe and
reliable service."

Staff agrees with APS and ED-3 that transfer of pertinent customer specific information
from APS to ED-3, will be necessary to facilitate seamless transition of affected customers from
APS to ED-3. Further, Staff believes that if APS' request to transfer customer information is
denied in this proceeding, and ED-3 is placed in a position to independently obtain same
information from affected customers, the intended ease of transition may be burdened by the
process of data collection as well as the related costs. Based on the fact that customer
information will be "...necessary to provide safe and reliable service" to the affected customers,
Staff concludes that the waiver sought by APS may not be necessary in this proceeding. If the
Commission Ends that a waiver is required in this instant case, Staff recommends that the
Commission grants APS a waiver from the requirements of A.A.C. R14-2-203(A)(2), pursuant to
A.A.C. R14-2-212(A)(1).

III \1111\111
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TREATMENT OF CUSTOMER APPLICATIONS FOR INSTALLATION THAT COULD
QUALIFY UNDER THE COMMISSION'S RENEWABLE ENERGY STANDARDS OR
APS'S DEMAND SIDE MANAGEMENT PROGRAM

APS anticipates that some customers who might be eligible and have requested
participation in Commission approved Renewable Energy Standards ("RES") or Demand Side
Management Program ("DSM") may be transferred to ED-3 prior to completion of their projects.
The Company suggests that customers whose RES or DSM projects are in the process of being
completed, prior to transfer to ED-3, should be motivated to continue such projects and receive
the applicable incentives from APS, even after transfer to ED~3, subj et to certain conditions.

For RES projects, APS proposes that if it has received a customer's application for
incentives under any of the Commission approved programs and the customer has been given
reservation for a RES qualifying installation, prior to being transferred to ED~3, APS will grant
the customer such incentives, contingent upon: (a) the customer completion of the requested
installation and related interconnection of the requested RES project before or within twelve (12)
months from the date the Commission approves this application, and (b) the Commission Order
in this proceeding authorizes APS to continue to pay incentives to APS' customers, subsequent
to being transferred to ED-3, and permits APS to credit such incentives to APS RES distribution
generation targets.

Similarly, APS proposes that if a customer located within the proposed ED~3 Service
Area, has applied for an incentive under the Commission approved DSM programs, and the
application is pending prior to Commission approval of this application, that the Commission
authorize APS to complete the project under the following conditions: (a) the customer
completes the requested installation and related interconnection of the requested DSM project
before or within twelve (12) months from the date the Commission approves this application,
and (b) the Commission Order in this proceeding authorizes APS to continue to pay incentives to
APS' customers, subsequent to being transferred to ED-3, and permits APS to recover the related
costs under APS' Demand Side Management Adjustment Clause and claim the energy savings
resulting from such project for all DSM related regulatory requirements.

Staff has reviewed APS' proposal to fulfill its prior commitment to current customers
seeking incentives under RES and/or DSM. Staff finds that it is reasonable that APS completes
pending RES and DSM prob ects, even after the Commission approves this filing and the affected
customers have been transferred to ED-3. This proposal will mitigate the concerns expressed by
some customers intending to participate in RES or DSM programs. Further, Staff finds that the
two conditions proposed by APS are reasonable. Staff recommends approval of APS' proposed
RES and DSM transition plan, contingent upon conditions l and 2, stated above, for RES and
DSM.

ED-3 has a Solar Program with incentives that are similar to those offered under APS'
renewable programs. Also, ED-3 is in the process of developing DSM programs for its
customers.
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TREATMENT OF LOW INCCME CUSTOMERS

APS reports that approximately 190 customers within the proposed ED~3 Service Area
are currently enrolled in its Low Income Assistance Programs ("LIAP"), through rate schedules
E-3 and E-4. Further, APS states that ED-3 currently does not have an equivalent program for
low income customers. However, ED-3 has agreed to provide low income discounts to
customers who are currently enrolled in APS' LIAP, in amounts equal to the benefit received by
such low income customers, under schedules E-3 and E-4. In other words, if the Commission
approves this application, ED-3 has agreed to hold current APS' low income customers
harmless, upon transfer to ED-3. Staff finds that ED-3's commitment to hold low income
customers harmless, if the Commission approves their transfer from APS to ED-3, is reasonable.

ED-3'S PLAN FOR TRANSITIONING TRANSFERRED APS CUSTOMERS

ED-3's witness, Mr. Jeffery J. Wooer avows at page 7 of his testimony, as follows:

"ED-3 will treat all of the customers it serves equally, both in rate
structure and other applicable terms, regardless of whether such
customers reside inside or outside of the EDS district boundaries,
regardless whether their property is included in EDS's tax base, and
regardless of which utility served them previously. Additionally, EDS
will assume all remaining outstanding obligations of APS to its
customers (including any applicable line extension refunds, etc), if any."

According to ED-3, all customers, existing and prospective, including those currently
being served by APS, will be served by ED-3 under the same terms and conditions. However,
ED-3 states that if a current APS customer seeks voting rights under its Bylaws, such customer
may voluntarily petition to be included in the District Boundary. Upon approval, such customers
would be subj et to property tax assessment for the ED-3's statutory costs. In other words, APS
customers transferring to ED-3 will not be automatically included in the District Boundary, and
will not be subject to property tax assessments. ED-3 avows that it will not discriminate against
current or prospective customer on any basis, whether the customer has voting rights or the
property is included in the District Boundary.

Further, ED-3 has indicated that it will waive all requirements for establishment of new
service, such as customer security deposits and establishment fees, for APS customers
transferring to ED-3, under this filing. Consistent with its policy for all customers, ED-3 will
require affected APS customers who become delinquent on payments, oNer transferring to ED-3,
to provide security deposit. ED-3's Guidelines for APS Split Ends Transfer customers, states:

1.

2.

The existing service Establishment for existing APS customers will be waived
The initial Security Deposit requirement will be waived. If the customer has a

' returned payment or is disconnected, a Security Deposit will be required.
3. EDS will accept all normal line extension agreements.
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Staff has reviewed APS/ED-3 transition plan and finds it reasonable and acceptable.
Staff finds that this transition plan will facilitate ease of transitioning current APS customers to
ED-3.

FINANCIAL ANALYSIS

Staff has reviewed APS' proposal to sell its Split Ends, and Sexton Substation with the
attached inoperable 69kV line for $13.1 million. On June 2006, ED-3 deposited $1,994,209 in
an escrow account, which is the cost of APS' facilities relating to customers that have switched
service from APS to ED-3. As of June 2008, APS projected a net gain that could range from
$5,728 to $8,824,after accounting for income tax. APS contends that because the anticipated net
gain is immaterial, that the Commission should authorize it to record the gain and reports it as
part of its Sale of Utility Property (Net Gains) quarterly report. APS states that its request is
consistent with Decision Nos. 60481, 61708, and 69670.

Staffs analysis indicates that APS' projected net gain could increase as accumulated
depreciation grows over time, if the agreed-upon sales price holds. However, Staff agrees with
APS that the net gains in this proceeding will be immaterial. Also, Staff agrees with APS that
the standard fifty-fifty sharing of gain in the disposition of assets should apply in this proceeding.
Finally, Staff recommends that the Commission approve APS' request to defer customers' share
of any gain from the proposed sale of assets, and report such gains as a part of its quarterly filing
in Sale of Utility Property (Net Gains) quarterly report.

ED-3 has calculated an estimate of the bill impact on an average residential customer that
will be transferred from APS to ED-3, under its current tariff and the comparable APS tariff.
This analysis is fully discussed by ED-3's witness, Mr. Jeffrey J Woner, and depicted in Exhibit
ED3-12. The analysis shows that estimated bill impact will be minimal on an average residential
customer transferred under this proposal. For example, a residential customer with an average
consumption under APS' current tariff E-12 (non-TOU) is billed $187.87 monthly. Under ED-
3's tariff, Residential Service-01 (Underground), the same customer is billed $188.81 monthly.
Under the same APS tariff, the same residential customer has an average monthly bill of $238.31
during the summer months and $145.97 during the winter months. Under the ED-3's tariff, the
monthly average bill for  a  residential customer is $205.89 during the summer months and
$155.13 ding the winter months.

For residential customers on Time of Use tariff, under APS Schedule ET-1, the monthly
average bills are $166.96 on an annual average, $192.42 during the summer months, and $141 .46
during the winter months. Under ED-3's tariff, Residential Service-0lTOU, the same customer
is billed at $166.28 on an annual average, $188.87 during the summer months, and $143.53
during the winter months.

ED-3's bill estimation shows that there is an immaterial difference in costs of electric
service for atypical residential customer receiving service from APS or ED-3. Based on this
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analysis, it appears that current ANS residential customers that will be transferred to ED-3 will
experience an immaterial difference in cost of electric service.

SUMMARY OF CONCLUSIONS

Staff agrees with APS arid ED-3 that intermingling of electrical facilities owned and
operated by separate utilit ies within a  service area creates operational difficult ies,  safety
concerns arid confusion amongst customers within the service area. Staff finds that the sale of
APS' Split Ends, Sexton Substation, and the related inoperable 69 kV line will not impair APS'
ability to continue to serve its customers outside the proposed ED-3 Service Area. Further, Staff
finds that the Transition Plan proposed by APS and ED-3 will minimize any difficulty associated
with transferring current APS customers to ED-3. Staff also finds ED-3's pledge to serve its
cur rent  and prospect ive customers under  the same terms and condit ions,  reasonable and
acceptable. More specifically,  Staff agrees with ED-3's promise to hold current APS low
income customers receiving service under LIAP, harmless. Staff finds that ED-3's current rates
are comparable to APS' and affected customers will experience an immaterial bill impact upon
transfer to ED-3.

Staff finds that cancellation of APS' CC&N overlapping the proposed ED-3 Service Area
will clarify responsibility for provision of electric service within the area. Staff agrees that
cancellation of APS' CC&N will make ED-3 the provider of last resort for the proposed service
area. Staffs analysis indicates that ED-3 has the infrastructure and technical experience to
adequately serve current and prospective customers.

Finally, Ak-Chin has indicated that it is not opposed to deletion of its community from
APS' CC&N. ED-3 has agreed to provide the same operational support to ACES, hitherto
provided by APS.

RECOMMENDATIONS

Based on the above analysis, Staff recommends Commission approval of this application
as follows:

1.  That the Commission grants APS' request  to sell and transfer  its Split  Ends,
Sexton Substation and the related inoperable 69 kV transmission line to ED-3 .

2. That the Commission cancel APS' CC&N overlapping the proposed ED-3 Service
Area.
That the Commission cancel APS' CC&N overlapping AK-Chin.
That if the Commission finds that a waiver is required for APS to transfer specific
customer information to ED-3, for the sole purpose of effectuating transfer of
affected customers from APS to ED-3, that the Commission grant APS a waiver
from the requirements of A.A.C. R14-2-203(A)(2), pursuant to A.A.C. Rl4-2-
212(A)(1).

3.
4.
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5. That the Commission authorize APS to complete pending RES projects under the
following conditions: (a) the customer completes the requested installation and
related interconnection of the requested RES project before or within twelve (12)
months from the date the Commission approves Uris application, and (b) the
Commission Order in this proceeding authorize ANS to continue to pay incentives
to APS' customers, subsequent to being transferred to ED-3, and permits APS to
credit such incentives to APS RES distribution generation targets.

6. That the Commission authorize APS to complete pending DSM projects under the
following conditions: (1) the customer completes the requested installation and
related interconnection of the requested DSM project before or within twelve (12)
months from the date the Commission approves this application, and (2) the
Commission Order in this proceeding authorize APS to continue to pay incentives
to APS' customers, subsequent to being transferred to ED-3, and permits APS to
recover the related costs under APS' Demand Side Management Adjustment
Clause and claim the energy savings resulting from such project for all DSM
related regulatory requirements .

7. That APS files with the Commission's Docket Control, as compliance item in this
docket, a copy of all documents evidencing the sale and transfer of its assets to
ED-3, no later than 90 days from the close of the transaction.

8. That APS tiles with the Commission's Docket Control, as compliance item in this
docket, a report showing the net gain resulting from the sale of its assets to ED-3,
no later than 90 days from the close of the transaction.

s

l
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ENGINEERING STAFF REPORT
APS' SALE OF TRANSMISSION AND DISTRIBUTION SYSTEM ASSETS

AND TRANSFER OF A PORTION OF THE CC&N TO ELECTRICAL DISTRICT NO. 3
DOCKET no. E-01345A-08-0426

INTRODUCTION

On August ll, 2008, Arizona Public Service Company ("APS" or the "Company") filed
an application ("Application") with the Arizona Corporation Commission ("ACC" or
"Commission"), seeldng authorization to transfer or sell certain electric transmission and
distribution facilities in Pinal County to Electrical District No. 3 l"ED-3")', and to delete from its
Certificate of Convenience & Necessity ("CC&N") all those areas that are currently being served
by ED-3, and those that are contained within Ak-Chin Indian Community lands.

DESCRIPTION OF FACILITIES AND SERVICE ISSUES

APS owns the 69 kV Sexton substation, a short portion of an abandoned 69 kV line, and
numerous overhead and underground distribution facilities, collectively known as the "split
ends." "Split ends" are lateral service connections extended from the main existing feeders and
sub-feeders. They are constructed as more customers get connected on the system, and load
grows with the passage of time. These facilities and the respective service areas of both the
utilities are defined in detail, and included as Attachments A and B, respectively, in the
Application.

Currently, APS customers in the area are served by the electrical distribution system that
is connected to and fed through ED-3's electric system. This has occasionally resulted in
confusion regarding which utility is responsible for repairs, delays in restoring service, increased
costs for both utilities, and a potential risk to the safety of employees of both utilities and public.
These service issues have led to APS' filing with the Commission an application to relinquish a
portion of its CC&N and transfer it to ED-3. APS retains the service area outside the ED-3
boundary, though its electric system in this area is connected to and receives power wheeled on
ED-3's system.

PURPOSE

The purpose of this filing is:

to consolidate APS' distribution system with the distribution system of ED-3, and
transfer to ED-3 the APS distribution system facilities within the ED-3 service area,

1 ED-3 is a political subdivision of the State of Arizona formed in 1926. ED-3 is a public power utility and has the
authority to distribute electrical power and energy to both rural and urban customers within its service area in the
western Penal County. Ed-3 has provided electric service to irrigation customers since 1961 and to area residents
and businesses since 2001.

1.
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2. to achieve operational efficiencies by operating the two systems as one system,

3. to improve quality of service and system reliability,

4. to provide greater safety to end use customers, the general public and utility personnel,

to achieve more coherent and integrated planning of the future distribution system and to
avoid duplication of facilities,

6. to provide uniformity and fairness of rate structure and other service offerings to
.customers,

7. to provide essentially the same benefits to APS customers before transfer to ED-3 as is
currently provided.

STAFF'S ANALYSIS, CONCLUSIONS AND RECOMMENDATIONS

Staff has reviewed the Application, and based its analysis on the answers to the following
four questions :

Is the transfer appropriate and reasonable from a network/systems perspective?

Is ED-3's system technically capable of providing satisfactory service to the transferarea?

3. Will APS customers' services improve as a result of the proposed changes?

How does the transfer benefit APS Nom a technical (network) perspective? Are the
facilities being transferred to ED-3 dedicated to serving only customers in the transfer
area? If the APS facilities are not dedicated, what is the effect on APS' network and what
changes will be needed?

Staff believes that transfening the distribution facilities / split-ends to ED~3 is appropriate
and reasonable from the network/system perspective, because currently the two systems are
intermingled with each other creating confusion, prospective safety hazards and operational
inefficiencies while doing system maintenance.

ED-3's system is capable of sewing the load that would be transferred Horn APS,
because the ED-3 subtransmission / distribution system has been serving this same load (APS'
split ends are attached to the existing ED-3 system) and ED-3 has been augmenting its system in
the recent past, spending millions of dollars on upgrades and new infrastructure development.

2.

5.

4.

1.
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With a few notable exceptions (including Mobile that will still be served by APS, via the
ED-3 system, but are well outside the proposed ED-3 service area and don't present the same
operational, safety, efficiency, etc., concerns, because these facilities are not intermingled with
those of ED-3), the facilities being transferred to ED-3 are dedicated to serving only customers in
the transfer area. The transfer of customer load and facilities to ED-3 will result in a
consolidated utility system in that aea. All customers will be served by one entity, providing
efficiencies in operations and maintenance, and consistency in rates, tariffs and system planning
functions. Responsiveness to outages, for example, should be more timely arid more
coordinated. Most of the customers being transferred to ED-3 are on APS' dedicated facilities.
Those few customers who are not transferred to ED-3 will remain on the small portions of the
system that APS would retain as described above. ED-3 in this case would wheel power for APS
on its distribution system and charge APS wheeling charges approved by FERC.

The As-Chin Indian community that presently has its own Utility Authority but has
received operational supports from APS has agreed to be transferred to ED-3, as it has been
assured of receiving the same quality of service and the benefits as it currently receives from
APS.

Based on the above analysis, Staff concludes that, Nom a technical, safety and reliability
stand-point, the proposed CC8cN transfer from APS tO ED-3 and the transfer / sale of APS'
distribution facilities to ED~3 is reasonable and appropriate.

EG]:PKB:tdp

Originator: Pram K. Ball

2 Operational support constitutes responding to outages and restoring electric service.
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Public Notice of Hearing for the Sade and Transfer of Certain Facilities to Electric District No. 3
Docket No. E-01345A-08-0426

Pursuant to a Procedural Order dated February 10, 2009:

...APS shall mail to each customer affected by the transfer and all property
owners in the transfer area a copy of the above notice, and shall cause the
above notice to be published at least once in a newspaper of general
circulation in the transfer area service territory, such mailing and
publication to be complete by March 6, 2009.

Attached is the Affidavit of Publication from the Casa Grande Dispatch certifying that the required
public notice was published in the Casa Grande Dispatch newspaper on March 3, 2009, and a second
Affidavit of Publication from the Casa Grande Dispatch certifying that the required public notice was
published in the Maricopa Monitor newspaper on February 27, 2009.

Also, attached is a copy of the public notice that was mailed to each customer affected by the transfer
and all property owners in the transfer area on March 3, 2009.

If you have any questions or concerns, please call Jennie Vega at 602-250-2038.

Sincerely,
_,f

'
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Leland R. Snook

Attachments
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RE:

CC: Steve Olea
Alexander Iggie
Deborah Reagan
Parties of Record (via electronic mail)
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P u B i c 'ice or HEARING on THE APPLICATION or Arz1zonA ac SERVICE CDMPANY For THE SAL:

AND TRANSFER TO ELECTRICAL DISTRICT No. 3 OF CERTAIN ELECTRICAL FACILITIES IN PINAL COUNTY AND

THE Del.nlon FROM ms CElmt=lcAr£ oF Conv£nlsncE AND Nsczsslrv or CERTAIN AREAS no PINAL COUNTY
(DDQKET No. E-01 i44A-0S-0426)

Summary

On August 11, 2008, Arizona Public Service Company ("APS") Eyed an application with the Arizona Corporation Commission ("Commission')
pursuant to A.R.S. 40-285(A), for the sale of certain electrical facilities in Pinal County to Electrical District: No. 3 ("ED-3") and for deletion
from its certificate of Convenience and Necessity of certain areas in Penal County For the sole purpose of this transaction. APS has requested
a waiver of Arizona Administrative Code R14-2-212(1), which considers all customer information to be confidentiaL The waiver requests a
one-time approval for APS to provide ED-3 with customer-specific information such as customer name, address, billing rate, energy usage. etc.
only from those APS customers that will be transferred to ED-3 and only upon approval of the Application. The information will continue to be
held on a strictly confidential basis by ED-3 and used only for the purposes of providing electrical service. APS also requested a waiver of AAC
R14-2-203(A)(2) and specific language authorizing impacted customers to remain eligible to participate in the Commission's Renewable Energy
Standards ("RES") and APS' Demand Side Management ("DSM") programs up to the date on which the Commission approves APS' application
for the sale of its electrical facilities. .

If the application is approved,approximately 4,000 APS customers who reside in the Maricopa and Stanfield areas will be transferred toED-3.
it is important to note :her existing ED-3 customers will NQI be impacted by this transition and their account information will continue to

remain coplidentiallv held by ED-3. APS has established a Web site with information regarding this application at www.aps.corn/ed3 or you
may call APS at (520) 421-B455 with questions or you may contact ED-3 at its website www.ed3online.org.

How You Can View or Obtain a Copy of the Application .

Copies of the application are available at APS' offices, 318 N. Marshall, Casa Grande, Arizona. and at the Commission's Docket Control Center at
1200 West Washington, Phoenix. Arizona. for public inspection during regular business hours and on the Internet via the Commission's website
(www.azcc.gov) using the e-Docket function.

Arizona Corporation COmmission Public Hearing Information
The Commission will hold a hearing on this matter beginning April 2, 2009, at 10:30 a.m., or as soon thereafter as is practical, at the
Cornmission°s offices, 1200 West Washington Street, Hearing Room 100, Phoenix. Arizona. Public comments will be taken on the first
day of the hearing. Written public comments may be submitted by mailing a letter referencing Docket No. E-01345A-08-0426 to Arizona
Corporation Commission, Consumer Services Section. 1200 West Washington, Phoenix. AZ B5007, or by e-mail. For a form to use and

instructions on how to e-mail comments to the Commission, go to http:Ilwww.azcc.govldivisions/utilitieslforms/public_comment.pdf. if
you require assistance. you may contact the Consumer Services Section at 1-800-222~7000,

About Intervention

The law provides for an open public hearing at which, under appropriate circumstances. interested parties may intervene Any person or entity
entitledby law ro intervene and having a direct and substantial interest in the matter will be permitted to intervene. If you desire to intervene,
you must tile a written motion to intervene with the Commission no later than March IB, 2009. You must send a copy of the motion to intervene
to APS or its counsel and to all parties of record. Your motion to intervene must contain the following;

1. Your name. address, and telephone number and the name, address, and telephone number of any party upon whom service of documents

is to be made. if not yourself:

2. A short statement of your interest in the proceeding (e.g., a customer of APS, a shareholder of APS. no); and

3. A statement certifying that you have mailed a copy of the motion to intervene to APS or its counsel and to dl parties of record in the case.

The granting of motions to intervene shall be governed by A.A.C. R14-3-105, except that all motions to intervene must be Filed on or before
March 18. 2009.If representation by counsel is required by Rule 31 of the Rules of the Arizona Supreme Court, intervention will be conditioned
upon the intervenor obtaining counsel to represent the intervenor. For information about requesting intervention, visit the Commission's website
at http:/lwww.azcc.gov/divisions/utilities/forms/intervemupclf. The granting of intervention, among other things, entitles a party to present sworn
evidence at the hearing and to cross-examine other witnesses.However. failure to intervene will notpreclude any interested person or entity from

appearing at the hearing and providing public comment on the application or from Being written comments in the record of the case.

ADA/Equal Access information

The Commission does not discriminate on the basis of disability in admission to its public meetings. Persons with a disability may request a

reasonable accommodation such as a sign language interpreter, as well as request this document in an alternative format. by contacting the ADA
Coordinator, Shaylin Bernal, at SBernal@a1.cc.gov, voice phone number (602) 542-3931. Requests should be made as early as possible to allow

time to arrange the accommodation.

No. of publications: 1: date of publication: Marchis. 2009
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Surnmarv

On August 11, zoos. Arizona Public Service Company ("APS') Eied an application with the Arizona Corporation Commission ("Commission")
pursuant to A.R$S. 40-28S(A). for the sale of certain electrical facilities in Final County to Electrical District No. 3 ("ED-3") and for deletion
from its certificate of Convenience and Necessity of certain areas In Penal County. For the sole purpose of this transaction, APS has requested
a waiver of Arizona Administrative Code R14-2-Zl2(l), which considers all customer information to be confidential. The waiver requests a
one-time approval for APS to provide ED-3 with customer-specific information such as customer namefaddress. billing rate, energy usage, etc.
only from those APS customers that Will be transferred to E)-3 and only upon approval of the Application. The information will continue to be
held on a strictly confidential basis by ED-3 and used only for the purposes of providing electrical service. APS also requested a waiver of AAC

R14-2-203(A)(2) and specific language authorizing impacted customers to remain eligible to participate in the Commission's Renewable Energy
Standards ("RES') and APS' Demand Side Management ("DSM") programs up to the date on which the Commission approves APS' application

for the sale of its electrical facilities.

If the application is approved, approximately 4.000 APS customers who reside in the Maricopa and Stanfield areas will be transferred to ED-3.
It is important to note that easting ED-3 customers will NOT be impacted by this transition and their account information Will continue to
remain confidentially held by ED-3. APS has established a Web site with information regarding this application at wwv.aps.com/ed3 or you
may call APS at (520)421.8455 with questions or you may contact ED-3 at its website www.ed3online.org.

How You Can View or Obtain a Copy of the Application

Copies of the application are available at APS' offices, 318 N. Marshall, Casa Grande. Arizona, and at the Commission's Docket Control Center at
1200 West Washington, Phoenix, Arizona. for public inspection during regular business hours and on the Internet via the Commission's website

(www.azcc.gov) using the e-Docket function.

i

.-Arizona Corporation Commission Public Hearing Information
The Commission will hold a hearing on this matter beginning April 2, 2009, at 10:30 a.m.. or as soon thereafter as is practical, at the
Commission's offices, 1200 West Washington Street. Hearing Room 100, Phoenix, Arizona. Public comments will be taken on the first
day of the hearing. Written public comments may be submitted by mailing a letter referencing Docket No. E-01345A-0B-0426 to Arizona
Corporation Commission, Consumer Services Section. 12o0 West Washington, Phoenix, AZ 85007, or by e-mail. For a form to use and
instructions on how to e-maiicomments to the Commission, go to httpzllwww,azcc.gov/divisions/utilities/formslpublic_comment.pdf. i f
you require assistance, you may contact the Consumer Services Section at 4800.222-7000.

About Intervention

The law provides for an open public hearing at which, under appropriate circumstances. interested parties may intervene. Any person or entity

entitled by law to intervene and having a direct and substaNtial interest in the matter will be permitted to intervene. If you desire to intervene.
you must file a written motion to intervene with the Commission no later than March IB, 2009. You must send a copy of the motion to intervene
to APS or its counsel and to all parties of record Your motion to intervene must contain the following

1. Your name, address. and telephone number and the name, address, and telephone number of any party upon whom service of documents

is to be made. if not yourself: .

2. A short statement of your interest in the proceeding (e.8., a customer of APS, a shareholder of APS, etc); and

3. A statement certifying that you have mailed a copy of the motion to intervene to APS or its counsel and ro all parties of record in the case.

The granting of motions to intervene shall be governed by A.A.C. R14-3-105. except that all motions to intervene Must be filed on or before
March 18. 2009- li representation by counsel is required by Rule 31 of the Rules of the Arizona Supreme Court, intervention will be conditioned
upon the intervenor obtaining counsel to represent the intervenor. For information about requesting intervention, visit die Commission's website
at httpzl/www.az.cc.govldivisions/utilities/formslintervenpdf. The granting of intervention. among other things, entitles a party to present sworn
evidence at the hearing and to cross-examine other witnesses.However. failure Lo intervene will not preclude any intervened Derron or entity from
appearing at the hearing and providing public comment on the application or from lilingwrirten comrngnts in the record of the case.

ADA/Equal Access information

The Commission does not discriminate on the basis of disability in admission to its public meetings. Persons with a disability may request a
reasonable accommodation such as a sign language interpreter, as well as request this document in an alternative format, by contacting the ADA
Coordinator, Shaylin Bernal, at SBernal@azcc.gov, voice phone number (602) 542-3931. Requests shod be made as early as possible to allow

time to arrange the accommodation.

No. of publications: 1, date al publication: February 27, zoos
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PUBLIC NOTICE OF HEARING ON THE APPLICATION OF
ARIZONA PUBLIC SERVICE COMPANY

FOR THE SALE AND TRANSFER TO ELECTRICAL DISTRICT no. 3 OF
CERTAJN ELECTRICAL FACILITIES IN PINAL COUNTY AND THE

DELETION FROM ITS CERTIFICATE OF CONVENIENCE AND
NECESSITY OF CERTAIN AREAS IN PINAL COUNTY

(Docket No. E_01345A-0)-l)426)

Summary
On August 11, 2008, Arizona Public Service Company ("APS") filed an application with the Arizona
Corporation Commission ("Comnlission") pursuant to A.R,S. 40-285(A), for the sale of certain electrical
facilities in Pinal County to Electrical District No. 3 ("ED-3") and for deletion from its certificate of
Convenience and Necessity of certain areas in Pinal County. For the sole purpose of this transaction, APS
has requested a waiver of Arizona Administrative Code R14-2-2l2(l[), which considers all customer
information to be confidential. The waiver requests a one-time approval for APS to provide ED-3 with
customer-specific information such as customer name, address, billing rate, energy usage, etc. only from
those APS customers that willbe transferred to ED-3 and only upon approval of the Application. The
information will continue to be held on a strictly confidential basis by ED-3 and used only for the
purposes of providing electrical service. APS also requested a waiver of AAC R14-2-203(A)(2) and
specific language authorizing impacted customers to remain eligible to participate 'm the Commission's
Renewable Energy Standards ("RES") and APS' Demand Side Management ("DSM") programs up to the
date on which the Commission approves APS' application for the sale of its electrical facilities.

If the application is approved, approximately 4,000 APS customers who reside 'm the Maricopa and
Stanfield area will be transferred to ED-3. It is important to note that existing ED-3 customers will NOT
be impacted by this transition and their account information will continue to remain confidentially held by
ED-3. APS has established a Web site with information regarding this application at .aps.coMed3
or you may call APS at (520) 421-8455 with questions or you may contact ED-3 at its website

.ed3online.org.

How You Can View or Obtain a Copv of the Application
Copies of the application are available at APS' offices, 318 N. Marshall, Casa Grande, Arizona, and at the
Commission's Docket Control Center at 1200 West Washington, Phoenix, Arizona, for public inspection
during regular business hours and on the Internet via the Commission's website ( .ucc.gov) using
the e-Docket function.

Arizona Corporation CoMmission Public Hearing Information .
The Commission will hold a hearing on this matter beginning April 2, 2009, at 10:30 a.m., or as soon
thereafter as is practical, at the Commission's offices, 1200 West Washington Street, Hearing Room 100,
Phoenix, Arizona Public comments will be taken on the first day of the hearing. Written public
comments may be submitted by mailing a letter referencing Docket No. E-01345A-08-0426 to Arizona
Corporation Commission, Consumer Services Section, 1200 West Washington, Phoenix, AZ 85007, or by
e-mail. For a form to use and instructions on how to e-mail comments to the Commission, go to
http://www.azcc.gov/divisions/utilities/forms/public__comment.pd£ If you require assistance, you may
contact the Consumer Services Section at 1-800-222-7000.

About Intervention
The law provides for an open public hearing at which, under appropriate circumstances, interested parties
may intervene. Any person or entity entitled by law to intervene and having a direct and substantial
interest in the matter will be permitted to intervene. If you desire to intervene, you must file a written
motion to. intervene with the Commission no later than March 18, 2009. You must send a copy of the
motion to intervene to APS or its counsel and to all parties of record. Your motion to intervene must
contain the following:
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Your name, address, and telephone number and the name, address, and telephone number of any
party upon whom service of document is to be made, if not yourself,
A short statement of your interest 'm the proceeding (e.g., a customer of APS, a shareholder of APS,
etc.), and
A statement certifying that you have mailed a copy of the motion to intervene to APS or its counsel
and to all parties of record in the case.

The granting of motions t5'TNte1vene shall be governed by A.A.C. R14-3-105, except that all motions to
intervene must be filed on or-beforeMarch 18. 2009. If representation by counsel is required by Rule 31
of the Rules of the Arizona Supreme Court, intervention will be conditioned upon the intervenor
obtaining counsel to represent the intervenor. For information about requesting intervention, visit the
Commission's website at http://www.azcc.gov/divisions/utilities/forms/interven.pdf. The granting of
intervention, among other things, entitles a party to present sworn evidence at the hearing and in Cross-
examine other witnesses. However. failure to intervene will not preclude any interested person or entity
from appearing at the hearing and providinsz public comment on the application or from filing written
comments in the record of the case.

ADA/Equal Access Information
The Commission doeslnot discriminate. on the basis of disability in admission to its public meetings.
Persons with a disability may request a reasonable accommodation such as a sign language interpreter, as
well as request this document 'm an alternative format, by contacting the ADA Coordinator, Shaylin
Bernal, at SBernal@azcc.2ov,voice phone number (602)542-3931. Requests should be made as early as
possible to allow time to arrange the accommodation.
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