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RE: APS COMPLIANCE WITH DECISION NO. 70667 — APS/PINNACLE WEST COMMUNICATIONS WITH
CREDIT RATING AGENCIES

Docket No. E-01345A-08-0172

Attached please find copies of Arizona Public Service Company (APS) and Pinnacle West's available past
communications with credit rating agencies as instructed per Decision No. 70667 (December 24", 2008):

“Arizona Public Service Company shall file all currently existing communications within 10 days of the
effective date of this Decision and shall file future communication on a monthly basis. The first such
monthly report shall be due on February 1, 2009, and the monthly filing shall continue until the conclusion
of Arizona Public Service Company’s general rate case. Thereafter, Arizona Public Service Company
shall make such filings on a six month basis, with the first filing due by January 1, 2010.”

This monthly filing covers the communications with rating agencies from December 25, 2008 through January 27,
l 2009. If you have any questions or concerns please contact David Rumolo (602)-250-3933.

Sincerely, ,
| Z 7
Leland R. Snook

LS/dst

Attachments

CC: Ernest Johnson (unredacted)
Brain Bozzo (unredacted)
Barbara Keene(unredacted)
Terri Ford (unredacted)




Rating Agency Communication Log

Date Person APS/PNW Personnel Subject Comment
12/31/2008 | Tony Bettinelli, S&P Jim McGill Tony sent e-mail requesting final
interim order
1/6/2009{Tony Bettinelli, S&P Jim McGill Sent e-mail with final interim order
1/7/2009{Tony Bettinelii, S&P Jim McGill E-mail from Tony re: sending final
interim order
1/8/2009| Tony Bettinelli, S&P Jim McGill E-mail from Tony re: liquidity
survey
1/8/2008{Tony Bettinelii, S&P Jim McGil E-mailed Tony liquidity survey Confidential attachment
1/21/2009Phil Smyth, Fitch Investor Relations (IR)  |IR sent press releases on Post's
retirement and dividend
declaration and earnings
conference call
1/21/2009|Tony Bettinelli, S&P IR IR sent press releases on Post's
retirement and dividend
declaration and earnings
conference call
1/21/2009|Laura Schumacher, IR IR sent press releases on Post's
Moody's retirement and dividend
declaration and earnings
conference call
1/21/2009|Scott Solomon, Moody's  |Jim McGill E-mail from Scott regarding Bad
Debt Expense
1/21/2009|Tony Bettinelli, S&P Jim McGill E-mail from Teny requesting
update on SunCor
1/21/2009| Tony Bettinelli, S&P Jim McGill E-mail from Tony requesting
information on bad debt expense
1/22/2009|Tony Bettinelli, S&P Jim McGill and Chris Called to discuss SunCor -
Froggatt revolver renewal, real estate
market
1/22/2009{Laura Schumacher, Jim McGill E-mail to set up call to discuss
Moody's SunCor
1/22/2009|Phil Smyth, Fitch Jim McGill E-mail to set up call to discuss
SunCor
1/22/2009|Phil Smyth, Fitch Jim McGill E-mail from Phil regarding cali to
discuss SunCor
1/123/2009|Laura Schumacher, Jim McGill E-mail from Laura regarding call to
Moody's discuss SunCor
1/23/2009|Laura Schumacher, Jim McGill E-mail to set up call to discuss
Moody's SunCor
1/23/2009|Phil Smyth, Fitch Jim McGill E-mail to Phil to set.up call to
discuss SunCor '
1/23/20093Laura Schumacher, Jim McGill E-mail from Laura regarding call to
Moody's discuss SunCor
1/23/2009]Laura Schumacher, Jim McGill E-mail to set up call to discuss
Moody's SunCor
1/23/2009 | Phil Smyth, Fitch Jim McGill E-mail from Phil regarding call to
discuss SunCor
1/23/2009|Phi! Smyth, Fitch Jim McGill E-mail to Phil to set up call to
discuss SunCor
1/23/2009 [Laura Schumacher, Jim McGill and Chris Called to discuss SunCor - .
Moody's Froggatt revolver renewal, real estate
market
1/23/2009 | Phil Smyth, Fitch Jim McGill and Chris Called to discuss SunCor -
Froggatt revolver renewal, real estate
market
1/27/2009{Scott Solomon, Moody's  [Jim McGill E-mail from Scott regarding Bad

Debt Expense
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Request Page 1 of 1

McGill, James T(Z71171)
From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent:  Wednesday, December 31, 2008 11:02 AM

To: McGill, James T(271171)

Subject: Request

Jim,
Would you please send me the entire final order for the interim rate request? Thanks.

Regards,
Tony

The information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local iaw, to monitor and review the content of any electronic message or

" information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message.
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Request Page 1 of 1

McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Tuesday, January 086, 2009 10:54 AM
To: '‘Bettinelli, Antonio’
Subject: RE: Request

Attachments: doccontent.pdf

From: Bettinelli, Antonio [mallto:Antonio_Bettinelli@standardandpoors.com]
Sent: Wednesday, December 31, 2008 11:02 AM

To: McGill, James T(271171)

Subject: Request

Jim,
Would you please send me the entire final order for the interim rate request? Thanks.

Regards,
Tony

The information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message.
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I BEFORE THE ARlZONA CORPORATIONL
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2 1 | .
: COMMISS ONERS S Arizona Comoranon Commtssmn
3 IMIKE GL_EASON-Chairman" - DOCKETED
4 | WILLIAM A, MUNDELL - =~ .
(EFF HATCH-MILLER ~ ~  ~ DEC 242008
5 |KRISTINK.MAYES = —— —
" | GARY PIERCE - [ToockeTE0 Y ‘ : j
7 | IN THE MATTER OF THE APPLICATION OF |  DOCKET NO. E-01345A-08-0172

ARIZONA PUBLIC SERVICE COMPANY FOR A _
8 | HEARING TO DETERMINE THE FAIR VALUE . ' | .
. OF THE UTILITY PROPERTY OF THE DECISIONNO. 70667
" 9| COMPANY FOR RATEMAKING PURPOSES, TO R -
| FIX A JUST AND REASONABLE RATE OF ,
16 | RETURN THEREON, AND TO APPROVE RATE = ‘ o
SCHEDULES DESIGNED TO DEVELOP SUCH INTERIM RATE CASE

11 | RETURN. OPINION AND ORDER
12 | DATES OF HEARING: - September 11, 2008 (Public Comments), September 15,
l>“ ' - 16,17, 18, and 19, 2008. -
J .
1 PLACE OF HEARING: ’ Phoenix, Arizona
|5 | ADMINISTRATIVE LAW JUDGE: Lyn Farmer
IN ATTENDANCE:  Mike Gleason, Chairman
16 . ' - William A. Mundell, Commissioner
' : “Kristin K. Mayes, Commissioner
17 ' : Gary Pierce, Commissioner s
18 | APPEARANCES: - o Mr. Thomas L. Mumaw and Ms. Meghan H. Grabel,
. : » o PINNACLE WEST CAPITAL CORPORATION, and
19 ‘ - Mr. William J. Maledon, OSBORN MALEDON on
. - : o o behalf of Applicant; : v
20 :
Y Mr. Michael M, Grant, GALLAGHbR & KENNFDY ‘

2 : ' on behalf of Arlzona Investment Council;

M. Damel Pozefsky, Chief Counsel, on behalf of the
Residential Utlllty Consumer Office; :

Mr. C. Webb Crocket, FENNEMORE CRAIG P. C on
~behalf of Freeport- M\,MoRan and Arizonans for Electric.
Choice and Competition; :

Ms. Karen L_ Nally, MOYES SELLERS & SIM? on
. beball of AZ-Ag (Jroup, _

Mr. Wiliam P. Sullivan, CURTIS, GOODWIN '
 SULLIVAN, UDALL & SCHWAB, P.L.C., on behalf |
of the Town of chkenburg, o : _

Sflyn/aps2008/imerimraies/0801 120&0 - _ ‘ o o S
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. Mr Lawrence V Robertson Jr on behalf of Mesqulte "
- Power, LLC, Southwestern’ Power Group, II LLC and_ .

Bowre Power Stauon LLC -and ‘ )
Ms Maureen Scott Semor Staﬁ" Counsel and Ms.| .
. Amanda Ho and:Mr. Charles Hains, Staff Attomeys A
- Legal Division, on behalf of the Utilities Division of the |
- Arizona Corporatlon Commlssmn ‘ 3
BY THE COMMIS'SION o N | - S
On March 24 2008 Arlzona Public Servxce Company (“APS”) ﬁled W1th the Arlzona :
Corporatron (,ommlssmn (“Comm:ssron ) an appllcatlon fora rate increase. ‘ ‘ '_ ' _ |
On April 2, Aprll 8, and’ Apnl 14, 2008 The Kroger Company (“Kroger”) Freeport-

McMoRar Copper & Gold, Inc and Arizonans for Electrrc Choice and Competltlon (together I

‘AI:,CC”)' and Mesqurte Power L. L C., Southwestem Power Group Il I L and Bow1e Power
Station, LLC (collectively “Me:,qurte s respectwely ﬁled Motrons to Intervene o |

On April 30, 2008 the Town of Wrckenburg fileda Motlon to Intervene v v

By Procedural Orders 1ssued on Aprrl 25 and May 19 2008 the Motrons to Intervene were .
granted v i

On June 2, 2008, APS ﬁled an Amended Appllcallon :

On June 6, 2008 APS filed a Motion for Approval of Internn Rales and Prellmmarv Order
(*Motion™) and requested a procedural conference be scheduled. In its Motron APS requested the
Commission approve an ‘Interlm Base Rate Surcharge” of §. 003987 per kWh to be effectne upon :
the expiration of the $.003987 per kWh 2007 Power Supp]y Adjustor (“PSA”) charge granted in’
Decision No. 69663 (June 28, 2007). ‘

On June 13, 2008, a Procedural Order was issuedr'scheduling'a procedural conference on |
APS’ Motion. Also on June 13, 2008, Western Resource Advoca.tes" and Southwest Energy‘.'
Efficiency Project (“WRA/SW EEP’ ") ﬁ]ed a Petmon for Leave to InterVene V |

On June 16, 2008, the Residential Utrhty Consumer Office (“RUCO”) ﬁled an Apphcatron to
lntervene :

On Junc 19, 2008 the Ar17ona Investment Council (“AIC”I filed a Motron to Intervene

On June 19 2008, the procedural conference was held as scheduled Interventron was granted

""“'3 .

2 DECISION No 70667
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to WRA/SWEEP RUCO AlC and the Ai-Ag Group ' The pa'rties.were directed to meet rand
discuss the Motron to see if there could be agreement on the procedural trmeframes for the acttons
requested by APS in lts Motlon and whether the partles could reach any other agreements The

parties were drrected to ﬁle erther.a joint recommendatton or separate recommendatrons by June 30,.

2008.

On June 30, 2008, the parties filed a Recommended Proeedural Schedule.

‘On July 16, 2008, a Procedural Order was ‘.issued scheduling a hearing on the APS Motion to
commence on September 115, ..2008, and establishing ‘-.a’lss‘ociated procedural ret;uirements _and
dead]ineé setting a public .comment session and procedurel conference for September 11, 2008; and
setting dates for the prefiling of witness testimeny. ) |

© On July 23, 2008, the Hopi Tribe tiled a Motion to Intervene, which was granted by
Procedural Order issued on August 4, 2008. | | »

OnJ uly 29, 2008 a Procedural Order was 1s%ued scheduling the hearmg on the permanent rate
case to commence on April 2, 2009.

On August 6, 2008, APS filed proof of publication br notice of hearing in comp]iance with the
July 16, 2008, Procedural Order. _

On September 16, 2008, Commmxoner Mayes docketed a letter requesttng the partles to
addre» various issues during the hearmg -

The public comment session and the evrdentlary hearmg were held as scheduled vuth the
hearing eoncludmg on %eptember 20, 2008. APS presented testlmony from Wlllram Post, Donald '
Brandt, Charles Cicchetti, and David Rumolo AEC presented testlmon) from Kevm nggms ‘
RUCO presented testrmony from btephen Ahearn, and Staff presented testimony from Ralph Smith
and David Parcell. o | N |

-On September 26, 2008, APS filed its late filed Exhlbrt 22, _

On October 3, 2008 Chatrman Gleason docketed a letter concerning the cost to ratepayers 1f

APS’ credit ratmg falls 1o _|unk status and dskmg APS t\, respond

' Counsel for Az—Ag.Grotrp orally requested intervention during the procedural cnnference. Co L —

A T DECISIONNO 70667 o
ST S ' Page60f88
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Inrtral Closmg Brlefs were ﬁled by APS AIC AECC, Mesqulte RUCO and Staff on

October 3, 2008 and Reply Br1efs were ﬁled bv APS AIC AECC RUCO and Staff on October 8 :_- S

2008. , . NN : o
| On October 9 2008 APS responded to Charrman Gleason s letter B
On October 14 2008 APS filed 1ts late- ﬁled Exh1b1t 23

DISCUSSION
APS’ POS|t|on

In 1ts Motron APS requested an mterrm base rate surcharge of $ 003987 per kWh to. be A |

effective upon the exprratlon of the 2007 PSA ad;ustor charge whrch was expected to occur in Julv
or eatly August 2008. The Motion does not request contmuatron of a PSA charge but rather"
implementation of a new surchargc” that would collect $1 15 mrlhon in base rates on an annual‘
basis. Like the PSA charge the interim base rate surcharge would exempt E 3 and E-4 low income
customers, E-36 customers, and the solar rate schedules Solar-2 and SP-1. According to the Motion, N
as of May 31, 2008, APS had expended ‘b‘over $1.7 bil.llou for new facilities that are not included _in
current rates,” and APS asl(s to recover on an interim basis the “higher costs of ownlng and operatlng
such infrastructure investment.” APS asserts that its eamings and cash flow are inadequate to finance
its capital needs and so it “must borrow huge sums to keep up with the needs of APS customers.”
According to the Molron approval of the interim rates would increase APS return on equrty,
providing an additional $69 mrllron in earnings on an annual ‘basis that APS says. “would be
reinvested i rn mfraslructure and technology necessary to serve AP‘S customers and _reduce the need for
external debt fmancmg | V |

Donald Brandt, Preoldent and (,href Executive Ufﬁcer of APS and Presrdent and Chief
Operatmg Ofﬁcer of Pinnacle West Caprtal Corporation Pmnacle West”) testified in support of the A ’
reduested lnterim surcharge. Mr Brandt testified thal APS" distribution, transmrssron generation '
plant 1mprovements and new environmental control systems 1nfrastructure mvestment requrrement-:

have increased and that the underlying cost of materral, co_m_modltres. and land for construction of

? In Decision No. 69663, the Comnussxon authorized the connnuanon of the 2007 PSA aﬁer Januar) 3] 2008, in order to E

collect the remarnmg $46 nulllou of 2007 fuel and purchased p0wer Costs. © - S e —

 pecisionNo__70667
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this infrastructure has also increased’ He testified that there-are three ways ‘to fund plant' using

retalned earmngs new debt, or new equity 1nfus1ons Mr. Brandt testlﬁed that APS did not earn 1ts

' authorlzed return: on equrty” in 2007 and, wrth the current rates expects its ¢ eammg shortfall” to'

contmue He also testrﬁed that APS’ net cash flow for the past five years shows that APS’ ﬁnancxal |

health has weakened consrdcrably Accordmg to Mr Brandt between 1993 and 2003 “APS was
able to limit its cash expendrtures to the amount of cash the Company took in, resultmg in posmve .
net cash ﬂow and a fi nancrally strong utlhty 3 He testrf ed that begmnlng m 2003 APS’ cash

outlays exceeded its cash receipts, resultlng 1n a negatlve cash flow and, weakened credrt metncs Mr.

| Brandt believes that APS’ poor ﬁnancral performance has caused Pmnac]e West’s stock value to fall,

which could lead to APS’ inability to attract sufficient eqmty mvestment Accordmt, to Mr. Brandt '
if APS cannot obtam equity, then it must borrow more funds or delav projects. T he cost of the new
debt will depend upon the Company’s credit ratings. 'Mr. Brandt testified that “APS’s credit ratmgs
on its outstandmg debt are currently among the lowest that they can possrbly be without bemg
regarded as ‘junk,’ rated ‘BBB-* by Standard and Poor's (‘S&P"), ‘BBB’ by Fitch Ratings (* FltCh"),
and ‘Baa2’ by Moody’s Inyesto_r’s Service (‘Moody’s).”4 He testified that‘to keep a BBB rating,
S&P expects APS in its present “busviness proﬁle" category to maintain‘a Funds from Operatio'ns to
Debt ratio (“FFO/Debt™) between 18 percent and 28 percent.’ Mr. Brandt believes that the: credit
ratings agencies are concerned about APS’ credit metrics, 1nclud1ng its cash ﬂow and earnmos and
will likely downgrade APS 1f 1nter1m rates are not approved. He testrﬁed that the * consequences of al
downgrade are dramatic and endurlng and will hkely cause APS to incur hxgher mterest rates,
resultmg in increased costs of between $70 mllhon to $145 million per year or $l blllron over the
next ten years.’ Mr. Brandt also beheves thata downgrade might cause APS to lose all access to the
credit .markets. Mr. Brandt dlsagrees with Staff's and RUCO’s posmons that the_ Company is
expe,riencing ordinary regulatory lag, instead characterizing it as “extrao‘rdinary .’regnlatory lag.”’ Mr.

Brandt claims that “[s]uch extraordinary delay under the Company’s .currcnt operating ,condltions

* Ex. APS-1 at 8.
1d a1l
*1d at12.
fdat13.
"Ex. APS-2 at 6.

DECISION N o 70667 3
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mstrtutronalues economlc conﬁscatlon of mvested caprtal and causes APS srgmﬁcant ﬁnancral harmr-' :

that threatens its already precarrous credtt metncs B Although Mr Brandt acknowledged that the .’v_
' Commrssron has recently approved several adjustment mechamsms for APS he stated that except for 1

the Transmlsswn Cost Adjustor they are srmply nperatrng cost pass through provrswns whrch do" fo

not provrde earnmgs to the Company w

APS to 1ecover its cost of service and have not for years In response to Staff’ s posmon that no credrtv_

ratmg agencv has mdrcated that a downgrade would result absent an mterlm 1ncrease Mr Brandt;" '

tesuﬁed that “[a]s those experrenced in the 1ndustry are well aware, credrt ratmg agencres do not N

telegraph or otherwrse expressly communrcate to the utllrty or the publrc what specrﬁc 1mpact a

potential future event wrll have on that company s credtt raung before the event oceurs. 1 However
he also testified that he had partrcrpated in conference calls with Moody s personnel and was told that
APS needed credit metrlcs in the upper part of the range and that he had had a separate in- person ‘

meeting with S&P representatrves, who said that after the Commission rulcs on this mterrm request '

11

S&P will be reevaluattng APS’ credit rating status in its ratings cornmr_ttee.‘- Mr. Brandt disagrees

with Staff's witness’ belicf that Value Line and S&P stock' evaluations indicate Pinnacle-West
compares favorably against other electric utilities when evaluating credit worthiness. Mr. Brandt

testified that the interim request will benefit customers:

" But even setting aside for a moment the substantial potential for downgrade, there

. is little question that the requested interim relief will improve the Company’s-
earmngs during the course of the general rate proceedings, which result itself will '
ultimately benefit customers. The belief that any action that inures to the benefit -
of shareholders must necessarily also be to the detriment of customers is simply

~wrong. The Company’s ability 1o attract capital at reasonable prices such that it
can provide reliable service and invest in customer-beneficial programs and
sustainable technologies depends entirely upon its financial strength. The better °
APS’s financial health, the lower the cost of capital that will ultimately be paid by
customers to ﬁnance the pro;ects from which they 1mpo"tantly beneﬁt ’ g

The converse is also true: the more the Commission artmcrally depresses electric
prices in the short run, the worse the Company’s financial health and the harder it

S1d.

*I1d. auis.
" 1d. at 26.
'DECISION NO. _- 70667
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wrll be for 1he Lompany to attract the caprtal it needs at reasonable pr1ces Equrty ‘
- capital invariably flows to where it can earn the. best risk-adjusted returns, which
means that the Company’s actual rate of return is more important than its allowed
rate of return. The better the Company’s actual ROE the better the terms on
which the Company can issue equlty Because as 1 have discussed,. the
Company’s actual rate of return is significantly and negatlvely impacted by
" regulatory lag, any measure that reduces that impact and improves the Company’s
earnings will also improve the Company’s chances of attractmg needed capital at .
lower costs, thus keeping customer costs down in the long run. Because granting
the Company’s interim rate request will mitigate the impact of APS’s extensive
regulatory lag and improve the Company’s ROE, it will also improve the.
- Company’s likelihood of being able to finance its necessary capital spendmg with
a lower cost of capltal thus provrdmg subslanual beneﬁts to customers.

' M‘r. Brandt testified that even thonghvthe. amo.unt'oi; the requested interim surcharge was based
upon the then-existing PSA ’c.ha’r.ge,‘ the $115 -mill‘ion 'mcrease 'remai_ns an ar;pronriate amountﬁro
recover through interim base rates b‘ecausebit'lijroyides a_re‘asonable level of protecﬁon against ab
downgrade; it generates an amount that is less than what APS is erly' to receive in the permanent
rate case and thus will not likely need to be. refunded; and if it is implemented in November, it will
coincide with the rate decrease associated with the change to winter rates. In response to Staff's
alternative recomrnendation, APS stated that it believes such an analysis, with two adjustments,
supports an even larg_er increase rhan requested by APS - somewhere between $95 mi]lion énd $247
million Mr. Brendt agreed with Staff’s .modiﬁed alternative reconmlendetion that does not reciuire
an equity 1ssuance in order to 1mp1ement 1nter1m rates. | | |

- Charles Cicchetti, an economic consultam and former Chair of 1he Wxsconsm Publrc
Service Commrssron testified on behalf of APS in support of its Motion. Dr. Clcchetu believes that
APS’ declmmg financial condmon isa customer emergency and that the Commrssron should begin’ to.

address 11 by adoptmg an interim surcharge to replace tl*e PSA adjustor. In response to Staff’s

‘ argumcnt that there is no emergency, Dr. Cicchetti testrﬁed that the “current ﬁnancxa] Lhallenges will

only get worse if not addressed bcforc the end of 2009,” and “interim relief is clearly warranted from

a cost-of-service standpomt and to help keep retall pnces _lower aver time.”"* In response to Staff’s.

2 Jd. at 35-36,

"* Inclusion of book depncnatlon expcnse and use of a drﬂerent time perrod Jd at38.°
”Ev APS-13 at 3, _

C T

' DbCISION NO.: 70667 -
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arguments about ordmary regulatory lag, Dr. Crcchettr drsputed both that the amount not recoy ered is
too small to be an emergency and that’ such lag can serve ‘as a method to 1mprove a utrlrtv s ":

performance

- David Rumolo APS Manager of Regulatron and Prlcmg, test1ﬁed concermng the methods for,‘:
1mplementlng the 1nter1m base rate surcharge ' The Company analyzed three alternatlves for”“
assessmg the surcharge on a per kWh basrs srrmlar to the Interrm PSA Adjustor as a petcentage?_. :
adder to base brlls usmg an equal percentage mcrease for all customers and on a per kWh basrs::t '

except for general service customers whose base rates mclude demand charges Accordmg to Mr

Rumolo each method collects the same revenue but has drfferent nnpacts on customer classes APS |

is w1lhng to 1mp.ement any of the methods and noted that the per kWh method tends to beneﬁt small
energy users such as resrdentral customers and that the percentage method tends 1o favor lar, gc users.
APS does not plan to charge the 1nterrm rates to customers who receive service under the low-income ‘,
and medical equlpment rale schedules since they were exempt from the PSA adjustor ln his rebuttal
testrmony, Mr. Rumolo presented calculations that modified Staff’s alternatrve recommendatlon to
include revenue requirements assocrated with additional operatmg costs (deprecranon expetise and
property taxes) and addluonal generatlon mvestment _ | ) ‘
William Post, the Chalrman of the Board for APS and Chalrman and CEO for Prnnacle West .‘
testified in support of APS’ requested mtertm rate relief. Mr Post testlﬁed that the proceedmg
prov1des an opportunrty for the Commlssron and APS to addrcss the state s energy future. He i

testified that the Commission should grant the Motion to: -

: (1) reduce rcgulatorv lag; (2) send a strong message to the capltal markets and to
the mdustry as a whole that the Commission shares with APS the goal of
acquiring capital at the lowest possible cost consistent with high customer service
and reliability; (3) improve APS financial strength consistent with the ability to
finance new base load additions; (4) maintain Arizona’s energy independence; (5)
support the investment necessary to improve efficiency and manage costs; and (6)

. minimize the impact of price increases by implementing such rates coincident
with- the change to winter rates in November and reducing the increase in
pen‘nanent rates determmed in the Company s base rate request by ‘a lrke
amount,’ : :

FEX APS-LIat12. R S =)
8. DECISIONNO. 70667 |-
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APS states that estabhshed authorrtles and Commrssron preeedent 1nterpret the Anzona
Constrtutron to give “the Commlsslon broad power to tallor and 1mp1ement rates appmprrate for
utilities’ specrﬁe errcumstances. As support APS pomts to Article 15 § 3 of the Arlzona,

Constitution, granting the Commission “full powerto. .. prescrrbe just-and _reasonable Crassrﬁcatrons

to be used and just and reasonable rate and charges and‘Arizona ‘Atternev General Opinion No. 71-

17, prov1d1ng_ that the Commrssron s powers are not Ilmrted to those expressly granted by the.
Cdnstitution; the Commission may exercise all powers necessary or es‘sentlal in thevperfo‘rmance of
its duties. ™ | R |

'APS asserts that under Arizona 1aw, the Commission does not n“eed to make a determination .
of “emergency” to grant interim relief as requested in its Motion. APS rel‘ies primarily on Pueblo Del
Sol Water Co. v. Ariz. Corp. Cbntm n, ]601Ariz. 285, 772 P.2d 1138 (Ariz. Ct. App. 1988) (“Pueblo.
Del Sol™y, Ariz. Corp. Conrm 'n v. Mountain States Tel. & Tel. Co.,.7‘1 Ariz. 404, 228 P.2d 749 (Ariz.
lQSl)»(“Mountainb States™); and Arizona Attomey General Opinion No. 71-17 (‘;Attorney General
Opinion™) as the basis for its position. | |

Pueblo Del Sol is a 1988 opinion from the Court of Appeals, Division 2, and is cited by AFS
as an example where an Arrzona court held that the Commission could grant interim rates without
makrng a ﬁndmg of an emergency. " In Pueblo Del Sol, the Court of Appeals stated that [1]nter1m
rates are not Jimited to emergency as appellant contends.” 13 APS also cites a 1951 Arizona Supreme
Court decision, Mountam States, ‘stating that it ¢ upheld a. utility’s rlght to interim relief where the

Commission’s normal ratemaking process would not be completed in a reasonable time.”"?

' Op. Ant'y Gen. 71- ]7 at 3 freferencmg Gurvey v. Trew, 64 Ariz, 342, 346, 170 P.2d 845 847-48 (1946), cert. demed
329 U.S: 784 (1946)). In Garvey, the Arizona Supreme Court stated:

The corporation commission is one of the departments of the state government created by the

- Constitution: Art. 15. Const. of Arizona; Phoenix Ry. Co. v. Lount, 21 Ariz. 289, 187 P. 923.

has very broad powers conferred upon it by the Constitution.... Nor are the powers of the

commission limited to those expressly granted. We have held_rhat the powers conferred by the

article are merely the minimum, and that under the constitution, the commission may exercise all

powers which may be necessary or essential in connectron with the performance of its duties.

Garvey, 64 Ariz. at 346. :
" In its Initial Post- -Hearing Brief, APS aeknowledged that there is a more recent, conflrctmg, opmlon from the Arizona
Court of Appeals, Division 1, holding that an emergency is required to grant interim rates, but stated that even under that
standard, it would be entitled to relief. APS Initial Post-Hearing Bnef at 6, note 2. .
% pyeblo Del Sol, 160 Ariz. at 287, 772P2dat 1140. o S S : .
7 APS Inmal Post-Hearmg Briefat 6. . o " ' . T -
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1 | APS disagrees with Qtaff’s and RUC()’s posmons that al ‘lndmo of an emergencv lrs " | o
2 necessary to 1mplement lnterrm rates APS argues that the Attorney General Oplnion does not clearly"f. -
3 require d fmdmg of an actual emergencv when an evrdenttary hearing has been held and does not grve:" -
4 an excluswe lrst of emergency srtuatrons APS crtes Wisconsm and Alaska regulatorv decrsions toz B
5 support 1ts clatm that other _]l.ll‘lSd]Cthl’lS use mterrm rates or other mechamsms routmelv wrthout ﬁrst:'l =
ﬁnding an emergency, and ‘often based on. concerns about a utihty s contmumg ﬁnancral vrabllity »20 1

In response to the statement m the Attorney Ueneral Opmion that 1nterim rates are not proper rnerely‘- - )

because a companv s rate of retum has, over a pertod of time detenorated to the pomt that 1t 1s e

O % 3 o

umeasonablv low,”?! AP§ pomts to the 1mmed1ately followmo sentence Wthh states “[r n other_
10 words mterim rate’ rehef should not be made available to enable a public service c0rporation toi' ‘:
11 |ignore its obligations to be aware of i 1ts earnmgs positlon at all times and to make timely application
12§ for rate rellef thus preservmg its abrlity to render adequate service and to pay a reasonable return to
13 Jits mvestors »22
14 If the Comrmssron determmes that a finding of emergency is required APS argues, the‘-' "
15 | Commission has broad authority to ‘consider the circumstances and is not bound by the events
16 described in the Attorney General Opinion. : APS discusses past Commission decisions and decisions.
17 | from other jurisdictions in which APS believes that poor earnings, financial difficulties, and threats of -
18 ]a ratmg downgrade WETE reasons to 1mplement mterim rates

19 *Finally, APS argues that although the Attornc; Gcneral Opinion made it clear that it was not '
20 || necessary for the Commission to establish the fair value of APS’ property to grant interim rate relief,
21 | the Commission could make such a temporary or interim fair value finding here. APS rellies_on the |
22 | following statement in the Attorney General Opinion to conclude that “interim rate relief is always' |
23 | available to the Comm‘ission where, as here, financial difficulties and effective raternaking dictate, -

24 ) that it be 1mplcmented” 2

The Commission’s broad and exclusive legislative power to choose the modes

‘ by which it establishes rates . . . ‘should be construed broadly enough to permit.
26 | | o
27 ®Id at7. :
< 2; Op. AttyGen 71-17 a 20,
2 1d. X
28 | APS Post—Hearmg Reply Briefat S. — |
10 - DECISIONNO. - 70667
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the Commission to avarl 1tse1f of concepts and procedures whrch are devrsed
“from time to time to permit cffective utility regulation and to keep pace wrth
. constantly changmg economic and socral condrtrons”’2

Mesgurte s Posmon

Mesqurte recommends that the Commtssmn approve the 1nter1m relref requested by APS
sub_]ect- o refund Cmng testlmony by APS’ w1tness Dr C1ccettr Mesqurte states that the
Commission should carefully consrder the long term mterests of the ratepayers Mesqulte notes that
the parties agree that a downgrade would result in “(i) reduced access to and mcreased cost of capltal
(ii) reduced operatmg ﬂex1b1hty in dealrng wrth supplrers and vendors and (ili) a prolonged passage
of time before an 1nvestment grade' qualtty cr_edrt rating status could be_ regained, if ev_er. "2

Mesquite argues that the'Commi‘ss‘ion has the requisite jurisdiction and authority to grant
interim relief, citing the Atttorney General Opinion and prevrous Commlssron decrslons \'Ie-squite
argues that the Attorney General Opmron says that a ratepayer does not have a right to notice and an
opportunity to be heard when an interim rate request involves a situation of “true emergency,” but
that such rights may exist in “non-emergency” situations. From this Attorney General Opinion
discussion of notice and intervention rights during intcrim rate proceedings, Mesquite concludes that
becauSe intervention was granted in this proceeding and a hearing was held, no demonstration of a
ﬁnancral emergency is required for 1nter1m rates to be 1mplernentcd % Mesquite states that, pursuant
o the Attorney General Optmon the Commtssron is not requrred to make a farr value determination
in order to set mterrm rates and that prior Commtssron decrsrons from the 1970s and 1980s”’ granted
APS interim rate relief w1thout finding an emergency Mesquite concludes that there is legal
jurisdiction and authority, as well as ample precedent for the (.ommrssron to grant 1ntenm rate rellef
as requested by APS. ‘ v
AIC's Position |

AIC recommends that the Commission approvebthe Jinterim relief requested by APS. AIC

believes that although the request was needed at the time of the Motion due to APS’ construction

12 14, at 4, (quoting Op. Att'y Gen. 71-15 (use of automanc ad_;ustment clauses))

5 Mesquite’s Closmg Briefat 6.
14 at 3. oo o ;
z Mesqulte crted Decrston No 48569 (Jam.ary 4, 1978) and Decrsion No 55228 (October 9, 1986) B —
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budget and need to mamtam 1ts FFO/Debt ratro ata level supportlng an 1nvestment grade credlt-

rattng, “the unprecedented economrc developments 1mmed1ate1y precedmg, durmg and smce the"

heanng have ampllﬁed bv several trmes the need to place APS ona stronger ﬁnan01al footrng s AIC..-

argues that a dowrrgrade to junk would not only result in hrgher costs to ratepayer but would 1mpa1r‘i o

APS’ abrhty to ﬁnance needed generatron facrlmes Although APS’ current ratmgs are “stable ” AIC", ‘ -
argues that mdrcatrons have been made in recent reports that detertoranon in’ cash ﬂows or al
“sustained weakenmg of ﬁnanc1al metncs could result ina downgradc ‘ v
AIC relies upon Artrcle 15 §3 of the' Arlzona Constrtutron Mountam States, the Attorney'
General Oplmon and a 1949 Caltforma Publrc Utlhttes Comm1s51on (“PUC’) dec1sron 01ted in the S
Attorney ueneral Opinion; and six interim rate decisions 1°sued by the Commrssron durmg 1975-1
1986. AIC argues that the “abrlrty to grant mterrm relief to APS is essentlally an authorrt) ‘sub-set”,
of the Commission’s broadcr ‘full power” to prescnbe rates and charges ‘as set forth in Article 15 | .
§ 3 of the Arizona Constltutron AIC quotes the Cahforma PUC s ﬁndmg of 1mpltc1t authorlty to -

grant mter]m rate lncreases

It is an elementary rule of law that the power to grant a particular relief carries

‘with it all the incidental, necessary, and reasonable authority to grant that which is

* less. It is apparent that the authority delegated to this Commission by the Public

Utilities Act to award rate relief to a public utility carries with it the incidental and

1mp11ed power lo grant interim rate relief, if the facts warrant such sumrnary
rehef "3 : -

AIC concludes that because the Arizona Constitution grants the Cornnlission “full power,” the |
Commission has the necessary “lesser” authority to grant inter_im relief, and the tocus shouldl be on
whether the “facts warrant such summary relief.” AIC disagrees with RUCOQ’s position that the .
“emergency” exception should be narrowly construed. AIC also argues thatralthough the procedural

posture of APS’ request differs from the situation in Mountain States, “the basic proposition

% AIC Opening Briefat2..

Prdat7. - o

% pacific Tel. & Tel. Co., 78 P.U.R. (N, 3)491 (1949).

' AIC Opening Brief at 7. L o o
2 1d. at 8, citing Pacific Tel. & Tel. Co., 78 P.UR. at493. - . R o —
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: establlshed by the Supreme Court has equal apphc:mon here where the Cernmission is unable to

“grant relief in a reasonablr trme 33 o

AECC’s Posmon

AECC is supportrve of i mtenm rate rehef because it agrees with APS that it is not in APS‘ or |
its ratepayem best interest for APS to be threatened with a credit downgrade to below rnvestmentv
grade AECC disagrees with the level of i mtenm rate relief requested by APS based upon an analysrs
COﬂdUCtvd by AECC witness k.evm nggms Mr nggms testlﬁed that AECC’R recommendatlon is
intended to preserve APS’ ﬁnancral health whlle the permanent rate case is pendrng He determined
that a $42.4 million increase in mterrm rates wou)d be s ufﬁcrent to avord the threat of a downgrade
and wc-uld allow APS to maintain an FF O/Debt ratio of 18.25 percent until the pendmg permanent
rate case is re.solve_d. Mr.: nggma tesuﬁed that an 18.25 pereent FFO/Debt ratio is within the
investmemt grade range.”* Mr. Higgins also testified that given the gro.wth in'Arizona and the need
for additional infrastructure, there will be a need for new equity. Although he acknowledged that if
the new equity is delayed or not issued, it would take 2 rate increase of ‘rnore than $42.4 million to
achieve an 18.25 percent FFO/Debit ratio, Mr. Higgins did not alter the.arnount’of his recommended
interim rate relief: | | |

And I want to be clear that 1 am not recommending more than $42.4 miltion. I
- do believe that APS should have the latitude to decide when the most propitious
moment is for the company to infuse that equity and to go to the capital markets

- for additional equity. . . my recommendation is that it ought to be left to them to

weigh those factors going forward and to act in the best financial mterest of the»
company, and therefore, customers with respect to issuing that new equity.**

- AECC points out that APS Exhibit 9, “APS’ 12/31/1009 Projected FFO to Debt Ratio™ does
not show the effects of Mr. Higgins’ recommended $42.4 million interim increase with the APS 3500
million reduction in capital expenditures. .A'cc'erding to AECC, evc'n. if the $400 million equity

infusion is not made, APS’ FFO/D_ebt ratio at the end of 2009 would be about 18.76 percent affer the-

 AIC Opening Brief at 8.
** Ex. AECC-1 at 6, : . o C
¥ Tr. at 269. - : - S L -
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caprtal reductlon and thc AECC $47 4 mtenm rate mcrease %, In response to Staft’s alternatiye
recommendatlon » AECC states that “[u]nfortunately in thlS scenarlo the mtenm 1ncrease would be, :
based on factors that AECC contends should be more fully addressed 1n the general rate case;,
proceedmg | | _ . | | | L . '

AELC recommends that 1f the Commlssxon grants an 1nter1m rate 1ncrease it be apphed on:‘ " '
an equal-percentage ba31s across the customer c]asses subject to the mCrease Mr ngglns explamed"
that it is a fundamental rate desron objecnve for the cost recovery mechamsm to reﬂect the general I ,

nature of the costs bemg recovered and that’ other regulatory Jurlsdlcttons use a rate desrgn method:" :

smnlar to AECC s proposal when 1mp]ementmg interim rate increases. Mr Htggms testified thatno |*

Class Cost of Scrvrce Study was conducted for purposes of the Motton and that because the need for.
the increase is related to rate base and not fuel and purchased power costs ‘there is no basrs to apply
an interim rate increase for base rales on an energy charge Although AECC agreed with Staff that
the approprrate rate de51gn is a public policy determmatlon to be made by the Commission, 1t
disagreed with Staffs and RUCO’s preferred rate desxgn arguing that there is no sound basis’ to
allocate the i increase on energy charges and that such an approach would be unjust and unreasonable
for htgher load and hlgher-voltage customers, whether they be commercial or re51dentral 2
AE(,C also asserts that the Commtssmn has authority to grant interim rates, c1t1ng the
Attorney General Opmton and Mountum Statev Accordmg to AECC the Attorney General
1dent1ﬁed two situations when interim rates could be authonzed: (l) “as an ‘emergency measure when
sudden change brings hardship to a contpany, when the company is insolvent, or when the condition
of the company is such that its ability to maintain service pending a formal rate determination is in

. 3
serious doubt »39

and (2) when the Commission is unable to “grant permanent rate relief within a
reasonab]e time."* Accordmg to AECC, because a demonstration of ¢ emerf,enc y” is not requlred

under the second srtuatton “it stand., to reason that a showmg of ‘emergency’ is not a le_;,al'

* AECC Reply Brief at 3.

rd at s, '

* AECC Post-Hearing Brief at 11-12; Ex. AECC-! at 8 (“For example, at the amount of intérim increase proposed by .
APS, a 75 percent load factor E-35 customer would experience a base rate increase in excess of 7.7 percent under a flat
kWh charge -- 75 percent higher than the 4.4 percent average increase identified by Mr. Rumolo ).

39Op AttyGen 71-17at20. » o . : ‘ S
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requ1rement that WOuld otherwrse prohlblt the Commlssron from grantmg an interim rate increase

3l

when the public mterest demands it. AhCC concludes that if the Commission dec1des to grant

mter1m rates only upon a ﬁndmg of an emergency, then it makes that requ1rement as a matter of |
publlc pohcy, because nelther the Arrzona Constltutron nor other state law 1mposes such a
requirement.

RUCO’s Position

RUCO recommends that the Comnai’ssion den)" APS’ ,‘Motion“_f‘or interim rates. Stephen
Ahearn, Director of ;R'UCO, testified that [APS’ c]aim that] “.interim rates are necessary to 'mitiéate
‘tirﬁing differences’ that arise as a result of the.lag between the plant construction period and the tirhe
when the plant enters service and is incl'ude.d “in rates™ does not corrstrtute an emergency under
Arizoha law. Mr. Ahearn explained that the *timing differences” are a no,rmai part of the regulatory

process and that they work both ways, tending to offset the effects. Mr. Ahearn believes that:

* This APS request is yet another example of how Arizona utilities are attempting
to redefine the rcgulatory paradigm in Arizona, which has worked fairly and
rationally for decades. Utilities, through requests for automatic adjustors,
interim/emergency rates, single issue ratemaking, decoupling mechanisms, and
‘ACRM:-like’ mechanisms would like to create a new regulatory system that shifts
the risk from their shareholders to their ratepayers. Consideration of these types
of schemes is a very slippery slope that could easily lead to a situation where -

- monopoly enterprises could operate in the absence of any effectrve or meamngful

regulation.:
Moreover, requests for these types of schemes have become the norm and not the
" exception . . . . Extraordinary relief, if ever, should only be allowed in

extraordinary situations. - The Commlssron should not allow non- tradltlonalﬁ
ratemakmg practices to bccome the norm.*

- RUCO argues that the record does not support a conclusmn that APS will be downgraded if

the Commlsswn does not grant interim relief, as only one credit ratmg agency is even eonsrdermg a

‘ downgrade 4 RUC'O argues that the erhergency exception should be narrowly construed and that the

Commission should not ﬁnd an emergency exrsts based upon speculanon about ratmg agencres

future actions. If the Commtssron were to consider APS’ claims about the credit ratmg, agencies,

4! AECC Post-Hearing Briefat 14.

2 Ex.,RUCO-4 at 5.
B 14 at 6-7. . N S e e o oL
“RUCO Post-Hearmg Br)efat? S SR Lo o B S —
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RUCO notes 1t 1s not clear that a downgrade is unminent because onl) onc ratmg agency has APS‘ at"‘. |
the lowest 1nvestment grade and another _]USI upgraded APS’ outlook to- “stable " the FFO/Debt rauo-l--
is only one financial metric used by ratmg agenc1es, and the FFO/Debt pTOJCCtlonS do not show a:'
decrease to helow 18 percent if the mterlm relief is not granted 5 _ " ” o .‘ -

RUCO also argues that the specnﬁc amount requested $1 15 million 1s not supported by the‘..: -.: :

¥ 46

record and is arbltrary RUCO ﬁnds APS* rattonale that the amount would mimmlze the 1mpact

on ratepayers because it would mimic ex1st1ng rates to be disrespectful to" the Company s customersg‘ )

who should not have to overpay Just to keep rates con51stent RUCO concludes its Reply Brief bv '
noting the “great uncertamty caused by the recent market turmml and cautiomng the Commissron to.
“take their time to allow a reasonable perspecuve of recent market events to mform the ultimate .
»48

dec151on in this matter.

RUCO argues that exceptions to constitutional requirements such as a fair value finding and

determination of just and reasonable rates should be narrowly construed. According to RUCO,

Arizona courts have recogmzed llmlted circumstances when the Constitution s fair value ratemalung
prov151on is not mandatory 1) when rates change pursuant to an already establlshed adjustor
mechanism; and (2) when an emergency exists, prov1ded a bond is posted guaranteeing a refundrf
necessary once the Commission has considered fair value rate base and_made a final determination ot
just and reasonable rates. RUCO disagrees with APS’ argument that a ﬁnding of emergency is not
required in order to vapprove interim rates, citing the recent Court of Appeals’ conclusion - 1n

Residential Ulility Consumer Oj]" ce v. Ariz. Corp Comm'n, 199 Ariz 588 20 P.3d 1169 (Anz Ct . |

1 App. 2001) (“RUCO”) that the statement in Pueblo de Sol that interim. rates are not lmnted to |

emergency situations had “misstated the test set forth in .‘acate.s'.”49_ In R UCO, the Court of Appeals
stated that “[c]learly, Scates contemplated, and we agree, that interim rate making Arequires all three

elements — an emergency situation, the posting of a bond, and a subsequent full rate case ~ in order 1o .

Id. at 7-8. : . S .
¥ RUCO argues that the Commission shoul d *only consider facts that are tangible and not *‘verbal representations fram
a third party that have not been authenticated, corroborated or even verifiéd in any legal manner.” RUCG Reply Brief at

“ 14, _
*1d a8t 6. | : R S o
‘ “9Ruc0 atl99 Ariz. 592, 20P.>d atll73 o - S B s
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comport with the constltutlonal mandate that rates be ]LlSt and reasonable 50 RUCO recommcnds

that the Commxssmn not use 1ts broad powers to expand the exceptlons to the Arlzona Constltutlon s.
falr value requlrement .

Staff’s Position 7

' Staff recommends that the Commrssnon deny APS lVlOthI’l for mterlm rates because APS has
not establlshed that interim rate. rellef is warranted. If the Commrssron were to hnd that mternn rates'
are dppropnate Staff presented an altematlve recommendatlon | | »

o Ralph Smlth a Semor Regulatory Consultant testrﬁed on behalf of Staff concemmg, APS’
requested interim rate mcrease Mr. bmlth testified that- APS has not 1dent1ﬁed any sudde.n or
unanticipated event or mrcumstance affectmg its abrllty to provide rehable sa*"e reasonable and
adequate service whlle its pennanent rale case is being processed; that APS is not facmg a ﬁnancml
emergency and continues to obtain financing; and that no downgrade of APS’ credit rating appears
imminent or probable while the permanent rate case is pendi_ng.Sl He concludes that no ernergency
exists to support the requested interim rate increase.

Mr. Smith agrees that a doanrade to junk status would not ‘be a desirable outcome, but
pointed out that nocredit rating agency has stated that APS’ debt would _be downgraded if the interim
ratevsvwcre denied vbyv the Commission. Staff believes that -an analysis of APS’ financial condition
shows that APS’ debt is investnﬂent,grade; the outlook for.APS and Pinnacle West is “stable”; APS’
FFO/Debt ratio is “well 'wlthin the 15% to 30% range specified by Standard & Poor’s for a BBB-

rating for a corporation with a ‘strong’ business risk profile and an ‘aggressive’ financial risk profile -

|| and within the lO"_/o 10 30% range for a U.S. utility with that business and financial risk proﬁle;_"52 the

FFO{Debt ratiois 23 percent in 2l)08; and APS and-Pinnacle West have Comrnission-authoriza_tion to
issue $400 million' in equity. Mr 'Smith testiﬁed that altllough APS ‘alleges that it is experienclng' ‘
negative effects from regulatory lag because customer growth is not generatmg revenues to’ cover the
cost of capital 1mprovements it is impossible lo make such a determmauon in an mtenm rate case

due to the abbrewated schedule and lack of opportumty t0 conduct an 1nvest1gauon He notes that in

SOId. )
*'Ex. S-1 at 15-16. o = - : S 3
* 1d. at 29. . S L S S -
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o the prevrous perrnanent rate case, Staﬁ’s 1nvest15alton concluded that APS’ Llarm was. not supported

2 | by the ev1dence and m any event ordmary regulatory lag by 1tself is not the type of crrcumstance

3 | that Justrﬁes mtenm rates
-4 Mr Smrth explamed why regulatory lag is not a‘teason to 1mplement mterlm rates o
' 6l - Regulatory Iag is an ordrnary and ant1c1pated feature of regulatlon One of theii
, useful functions of regulatory lag is to. place financial responsibility upon the
7 utility for fluctuations in costs between rate cases. - The regulatory lag feature of
.Rate Base/Rate of Return regulation. is essential to effective and efficient.
8 * operation of such a regulatory regime. Because of the lag between placing new: -
- plant into service and obtaining rate recognition of such plant, the utility may bear
_9' ~the cost of new plant additions temporarily. This can encourage management to-
1'0 - emphasize cost control to a higher degree than might be expected if cost
v responsibility- for plant additions during the periods between rate cases were
11 - shifted away from the utility and onto ratepayers.. In evaluating plant additions,
» the Company should conduct a cost-benefit analysis to determine if there is a
c12 . business case for 1mplement1ng the plant additions on the time frame budgeted by .
the Company. If the case is compelling and the project is cost-justified, no
13 additional special ratemaking treatment is. needed. If the project is not cost-
14 justified or the benefits are too speculative to warrant the commitment of funds, it
v may be prudent to delay or avoid the related capital expenditures. These
15 incentives that are currently in place would be lessened if ordinary regulatory lag
~began to be utilized by Arizona utilities as a justification for interim rate
16 increases. Absent some emergency or other exceptional circumstance, ordinary
regulatory lag by itself does not warrant the extraordmary relief of an interim rate
17 increase.’
18
19 ln the event lhat the Commlssron wants to grant an interim rate mcrease Staff presented an

20 alternaltve ba51s for determlmng the amount of increase. Mr. Smrth testified that given the hmlted_
21 | time to review APS’ rate request one way | to find an appropriate increase mrght be to use the» o
22 111creased investment in net plant with the most recently approved cost of capital. Usmg the most_ ‘
23 |l recently approved cost of capital applied to the approx1mate' $538 million increase in the level of
24 unadjusted jurisdictional rate base proposed in APS’ pending rate case over the adjusted level found
25 'in Decision No. 09663 Staff caloulates an increase of $65. 2 m1llton in interim rates Although

26 | initially Staff recommended that this $65.2 million i increase be contmgent -upon APS receiving the

28| g a2 o R o -
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$400 ‘million equitv“'infusion fro1n V’Pinnacl'e.West atthe hearing, Staff modiﬁed its recommcndatio’n -
to ellmmate that contmgency Staff recommended that if the Commlssmn declded to 1mplement
interim rates the rate desxgn should be sxmple and straight- forward to 1mplement and the revenues
should be tracked, verlﬁed and easy to refund ‘ “ o

Dav1d Parcell Consultmg Economlst also testlﬁed on behalf of Staff concermng APS’
requested interim rate increase. Mr Parcell testlﬁed that although APS focuses ona smgle ﬁnancral
metric (FFO/Debt), rating agenmes indicate that many factors go into the ratmgs proee5s that all -

ratmg agen01es rate APS as “stable "5t

and only one of the three major ratmg agenc1es has APS at the :
lowest mvestment grade. Mr. Parcel used other indicators of financial strength and viability to

compare APS with other electric utilities and found the stock rankings of Pinnacle West are typically

in the above-average categories for electric utilities, indicating below-a‘verage.risk. He concludes that

APS is not presently at any signiﬁcant risk of a downgrade.

Staff disagrees with APS’ claim -that interim relief is possible on a “somewhat routine
basis,”>* but also disagrees with RUCO that the Commission_ean only set interim rates in emergency
situations. * Staff belieues that th‘e Commission can order interim rates if it believes the record
supports a finding that an emcrgency is likely 1o occur and makes some ﬁndtng of fair value in the

de01s1on granting mtenm rates According to Staff, it is reasonable that the Commtssnon would:

. have some ability to act to avert an impending crisis, as long as it finds some
measure of fair value. The plenary and exclusive Constitutional authority of the
Commission over rates would seem to necessarily encompass the ability to act to

" prevent an emergency from occurring as much as it encompasges the ability to
~alleviate an emergency that is in the process of occumng or has ocr‘urred 58

~ Staff also cited the Attomev General Opmton statement that the Commlss1on s power to
choose the methods used to establish rates should be broadly construed to allow the Commrsslon to
use the concepts and procedures it deems necessary for effective utlllty regulauon as economxc and

soc1ali condxtlons change. Staff also notes that thc Attorney General Oplmon recogmzes the

34 Moody"s recently (.lulvy 2008) revised APS’ eutlook from negative to stable. Ex.S-2at'11.
%3 Staff Reply Briefat 2, ' : S : L
% Staff Initial Post-Hearing Bricf at 8. S ' S -
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Mountam Stules exceptron 10 the need 10 ﬁnd farr value when the Comrmsston is unable to grant |

permanent rate rehef m a reasonable trme Although Staff agrees with APS’ charactenzatron that the IR

Commrssron may exercrse all powers necessary or essentlal in'the performance of its dutres »S7 Staff

beheves that APS’ posrtlon would allow mtenm rate rehef‘ at almost any trme an extreme view wnh‘ o
whrch Staff dlsagrees “Staff argues that 1nter1m rate rehef 1s mtended for extraordmary, unusual -or ’
exrgent crrcumstances cltrng RUCO and the Attorney General Opmron Staff states
It is not, as APS would apparently prefer, a means to accomplish early rate relief
for rate base additions or for perceived shortfalls in equity returns. Interim rate *
relief should be viewed -as an extraordinary remedy because interim rate
proceedings’ are expedited and therefore' lack: the extended opportunities for
discovery and audit that are normally associated with Commission rate cases.
Because both the time and the means for processing and evaluating .interim rate
cases are abbreviated, an interim rate case is not the most thorough or complete

means for setting rates. Such procedures should therefore be used sparmgly
the exception mstead of the rule :

Staff notes that RUCO d1d not address the issue of what authorrty the Commrssron has to set |-
interim ates if it also makes a fa1r value ﬁndmg Staff is concerned that RUC O’s posmon may
srgmucantly restrict the Commrssron abrlrty to act in an 1mpend1ng emergencv ”59 Staff argues
that while the Commission’s authority to grant interim rates is “probably not limited to crrcumstances
that present an ongoing emergency, interim rates should nonetheless be regarded as an extraordma.ry
form of rate relief, available only in connection wrth urgent unusual or special c1rcumstances »60.
Staff believes that if an emergency has alreadv occurred or is occurrmg, the law does not require- a
fair va ue_ﬁndmg be made to implement interim rates. However, Staff recommends that if an
emergency is not present, the Commission make a fair value finding if it grants interim rates.®! |
| ANALYSIS | |
The Commission’s authority to grant a utility emergency rate rel.ief-.is part of its constitutional _

ratemaking authority, which has been construed as plenary and exclusive. Ariz. Const. art. 15 § 3

57 Qtaff Post- Hearma Reply Bnefat 2.

* 1d.

®1d. at3
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Arizona.C’orp C’onﬁn ’h . Stal‘e ex rel. W ods 171 Arlz 286 830 P7d 807 (Anz 1992), State v,
Tucson Elec. Light andPower Co 15 Ariz. 294 138 P. 781 (AI‘IZ 1914) = :
' ln May of 1971 upon the request of the Commrsslon s Chalrman Russell Wllhams the

Arrlzona Attornev General 1ssued Oplmon No. 71-17. Therem 1t is explamed that mterrm rates are

used (o:

fill a hiatus which occurs between the time that existing rates being charged by a
public service corporation have been- invalidated by a court or have.been
~determined by the appropriate regulatory body to. be confiscatory of the
“corporation’s property, and the time that permanent rates which produce a fair-
'return are estabhshed :

‘The Attorney General Opinion discusses criteria used to determine whether an emergency

exists and when interim rates are appropriate:

The foregoing authormcs make it clear that, in general, courts and
regulatory bodies utilize interim rates as an emergency measure when sudden
change brings hardship to a company, when a company is insolvent, or when the
condition of the company is such that its ability to mamtam service pending a

" formal rate determination is in serious doubt.
In addition, under the Mountain States Telephone case, supra, the inability
- of the Commission to grant permanent rate relief within a reasonable time would
be grounds for granting interim relief.

Perhaps the only valid generalization on thls subject is that interim rate
relief is not proper merely because a company’s rate of return has, over a period
of time, deteriorated to the point that it is unreasonably low. In other words,
interim rate relief should not be made available to enable a public service

" corporation to ignore its obligations to be aware of its earnings position at all -
- times and to make tlmely application for rate relief, thus preserving its abrlrty to
-render adequate service and to pay a reasonable return to its mvestors '

In Scates v. Arizona Corp. Comm 'n, 118 Ariz. 531, 578 pad 612 (Ariz. Ct. App. 1978)
(“Scates ’), the Court‘ of Appeals ‘Division 1, held that the Commission. ‘did not have authbrity to

increase rales for select services wuhout making a deterrmnahon of the utlllty s investment and how

€ While the state legislature may enlarge the Commission’s powers pursuant to ‘Article 15, § 6, it cannot limit that
constitutional power. The Commission’s “exclusive field may not be mvaded by either the courts, the legrslatlve, or |
executive.” Tucson Elec., 15 Ariz. at 306, 138 P, at786 ‘ : . :

“oPAnyGen 71-17at1-2, o o ‘ S =
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the substantxal 1ncrease would affect the utxllty s rate of return on that mvestment The Scates Lourt

stated

. Although all partles before the Comm1551on generally agreed that it would be N
" improper to lmplement an“increase of all rates without such inquiry; we se¢ no.. = -
' Justlﬁcatlon for permitting the same increase in revenues to be accomplished. by . -
~ raising only some of the tariffs. - As special counsel for the Commission’s staff -
. pointed out dunng the course of this hearing, such a plecemeal -approach is * *
fraught with potential abuse. Such practice must. 1nev1tably serve both-as an
incentive for utilities to seek rate increases each time costs in a pamcular area: -
rise, and as a disincentive for achieving countervdlllng economies in the same or - -
other areas of thelr operanons o

In its decrslon the Court also dlscussed the Attorney General Opmlon and the hmlted
circumstances where mtenm rates should be used to those:-

where an emergency exists, where a bond is posted guaranteeing a refund to the .

utility’s subscribers if any payments are made in excess of the rates eventually

determined by the Commission, and where a final determination of just and
reasonable rates is to be made by the Comm1551on after it values a utility’s

property

The Scates Court found that the Comhmission’s decision 1o increase rates did not fit under cither the
interim rate or automatic adjustment exception to the Co.nstitution’s requirement of a fair value I
finding. _ | | | B | .

In Pzteblo Dvel'SoI:.vthe Court of App‘ea]e, Division“Z, decided the issue of whether the
Commission had the power to imolemem “interim rates” when it approved the transfer of assets and ;
Certifi cate of Convenience and Necessnv (“CC&N") from one water utmty to another and required
the purchasing utility to charge the (hlgher) rates of the sellmg utility. subject to refund. ’lhe Court
stated: B

Interim rates are not limited to emergency situations as appellant contends. In -

fact, when previous rates are confiscatory the courts are authorized to allow the

utlhty to impose its own mcreased rates on an interim basis until the Comumission
imposes reasonable rates. Arizona Corporation Commission v. Mountain States

# Scates, 1]8 Ariz. At 535,578 P.2d at616
1d .
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Tel. & Tel. Co 71 Ariz. 404, 228 P. 2d 749 (1951) Although there is no Arlzona
* authority on the Commission's power to impose ‘interim rates - subject to a
.decrease, it is only logical that they can do so. United-Tel. Co. of Florida v.
Mann; 403 So0.2d 962 (Fla.1981), Appellant would have the Commission’s power
limited to imposing interim rates that are only subject to increases. It appears that
appellant wants to have its cake and eat.it too. We cannot condone such a result.%

In RUCO a water utthty ﬁled a request for a surcharge to co]lect mcreased costs it was'
paying for watcr from the Central Ar17ona Prmect (“CAP”) The Commlssmn found that the utility’s
rate of return was less than its authonzed rate of_ return, but that the utility had not demonstrated that
the deterioration in its rate of return was caused by the increase in its CAP water expenses. lThe
Comrnission also found that the uti]ity’s operations had changed signiﬁcantly since its last rate case, ,
with a 49 percem mcrease in customers, a ‘%00 percent increase in rate base and a 37 percent mcrease
in revenues. Because these factors could affect rates and needed to be analyzed during a full rate
hearing, the Commission required the utility to file a rate application within six months and granted
the surcharge subject 1o “true-up” at a full rate hearing. On appeal, the Commission argued that its
decision‘ was Jawfully based on its “constitutionally sanctioned plenary power to prescribevrates”67
and not on an emergency basis, relying on the Pueblo Del Sol decision and a liberal interpretation of
Scates.® | |

| In determivninvg whether the CommiSsion exceeded its constitutional rate-making authority by
approving a surcharge without first conducting a fair yaluation of the utility’s property and
determining its rate base, the Court of Appeals', Division- 1, summarized‘ the law in Arizvona‘

concerning the Commission’s interim ratemaking authority: -

Although the Ccmmlssmn s authorrty to prescrlbe rates is plenary, 7ucson
Elec. Power Co., 132 Ariz. at 242, 645 P.2d at 233, the Commission’s rate-
making authority is subject to the “just and reasonable” clauses of Article 15,
Section 3 of the Arizona Constitution. Undér most circumstances, the
- Commission is constitutionally obligated
to find the fair value of the [utility’s] property and use such finding asa -
rate base for the purpose of calculating what are just and reasonable

% Pucblo Del Sol, 160 Ariz. at 287, 772 P2da 1140
¥ RUCO at:390, 1171. _
% RUCOat 592, 1173, .
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1 P 7 rates | Whlle our consntunon does not estabhsh 4 formula for _
o amvmg at falr value, it does require such value to be found and usedas” - -
2 - the base in fixing rate.- The reasonableness- and justness of the rates j '
- mustbe related to this finding of fair value.. . _
3 N Szmms 80 Ariz. at 151, 294 P.2d at 382 (ernphasm added), see also Arzzona
 Corp. Comm’n.v. Ariz. Pub. Serv. Co., 113 Ariz. 368, 370, 555 P.2d 326, 328.
4 (1976), Al‘lZ Const, art. 15, § 14, In hmlted cxrcumstances, the Commxssmn .
5  may engage in rate making without ascertammg a- utility’s rate base. The -
Commission can exercise its authority when rates are predicated on an interim
6 ' basis or when the rate changes are pursuarit to an automatic adJustment clause. :
' Relying - on - the supreme court’s decision  in Arizona. Corporation =
7 Commission v. Mountain Staté Telephone & T elegraph Co., 71 Ariz. 404,228 -
P.2d 749 (1951), the Arizona Attorney General acknowledged that the superior
8 court has the authority to order a temporary rate increase without a full rate
9 - hearing. Op. Att’y Gen. 71-17.at 10. The Attorney General reasoned that the
Commission itself could approve rate increases without first determining the fair
10 "~ value of the utility’s property, but “only upon a finding that an emergency -
‘ exists.” 'Jd Scates follows the Attorney General’s conclusion that, while the
11 - Commission has broad authority when setting rates, the interim rate-making
. auwthority is limited to circumstances in which (1) an emergency exists; (2) a
(2 “bond is posted by the utility guaranteeing a refund to customers if the interim
13 rates paid are higher than the final rates determined by the Commission; and (3) .
. the Commission undertakes to determine final rates after a valuation of the
14 utility’s property. 118 Ariz. at 535 578 P.2d at 616 (following the conclusion
drawn in Op Att y Gen. 71- 17)
15
16 o o ) o .. .
The Court in RUCO discussed the Pueblo Del Sol decision, stating that:
17 : ' o ' : : .
18 Although depicted as an “interim rate,” the rate that was being charged by the
sclling utility was a final rate set by the Commission for that particular company.
19 Id at 286-87, 772 P.2d at 1139-40. We do not believe Pueblo Del Sol to be an”
' “interim rate™ case as contemplated by Scates. The Commission's approval in
20 Pueblo Del Sol was, in effect, an approval of the commued use of a prev1ously
21 authorized rate.
When discussing interim rates, the Pueblo Del Sol court restated the test set
22 forth in Scates in the dlS_] unctive. The court defined interim rates as “rates charged -
' by the utility for services or products pending the establishment of a permanent
23 rate, in emergency situations, or where a bond is posted that guarantees a refund
to consumers for any excess paid by them prior to the Commission’s final
24 determination.” Id at 287, 772 P.2d at 1140 (emphasis added).' Although we
25 agree with the result reached in Pueblo Del Sol, we believe that the court.
misstated the test set forth in Scates. -We agree with the Scates court’s approval
26 of the circumstances in which interim rates may be considered and approved by
_the Commission. Clearly, Scates conternplated, and we agree, that interim rate -
% RUCO, 199 Ariz. at 591,20 P.3d ar 1172,
DECISIO NO. 70667
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' utllrty s exrstmg rates do not provrde a fdrr and reasonable return on the company’s property and

'permanent rate relief within a reasonablc trme The utility must post a bond and the Commlssron

- DOCKET NO. E-01345A-08:0172 |~

makmg requrres all three elements~an emergency srtuatron the posting of a bond,
and a subsequent full rate case-in order to comport with the constrtutronal
© mandate that rates be just. and reasonable '

,A< the pames have set forth in their legal bnefﬁ the Comnussmn has broad and excluswe
ratemakmg authority under the (‘onstltutlon However the Constrtutron itsclf i 1mposes requlremcnts
associated with that ratemakmt, powcr Artrcle 13 § 14 provrdes that the Commlssmn shall to aid
itin thc proper discharge of its dutles ascertam the fair value of the property wrthm the state of every
pubhc_servrce corporatron domg b‘u_smess ther_ern. As discussed above,.several »Arrzona'cases and
Arizo‘na Attorney General Opinio‘ns“ have disctxssed the lirr_lited situations in which that constitutional
fair value finding is not required to be eooterrtporaneOUS vvith the adoption and implementation of
new rates. » o - | | .

Given that the requirement of a fair,value finding (which protects both the utility and the
ratepayer) is contained in the Arizona Constitution, we believe that, .appropriately,. the law has
developed to allow only limited exceptions to that requirement. Based upon the current law, lhere are
three recognized exceptions to the constitotional fair value finding requirerrlent: | |

(1) emergency rates are. lawful when sudden change brings hardship to the utility, when the
utility is insolvent, or when the oondition.of the utility is such that its ability to maintain service
pending a formal rate determination is in ‘serious doubt. The utility must post a bond and the
Commission must spbseouently make a determination of fair value and e'stablieh final rates that are'
just and reasonable. o ‘. o o | N

(2) interim rates are lawtul when a eourt or the Commrssron has made a determmatmn that a
result in the conhbcanon of the eompanys property, and the Commrssron is unable to grant
must subsequently make a determmatron of fair value and establish ﬁnal rates that are Just and

reasonable.

(3) rate changes without a fair value finding are lawful when a pljeviously' authorized adjustor

™ RUCO, 199 Ariz. at 592, 20 P.3d at 1173, —
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mechamsm is modlﬁed out51de of a general rate case.”

For the reasons. set forth herem we declme to adopt a new exceptron to the constltuttonal falr
value ﬁndmg requrrement - '. : o | 3 _

Although APS relles on the Pueblo Del Sol decxsmn as support for its posmon that a ﬁndmg” :‘
of a an emergency is not necessary to 1mplement mterlm rates the Court of Appeals Drvrslon 1,in the' b

subsequent RUCO dectston stated that the court in Pueblo Del Sol had mlsstated the Scates test and"

that Scares requrred all three elements for 1nterrm ratemakmg . an emergency 51tuatron the posung' I

of a bond, and a subsequent full rate case - in order to comport w1th the constrtut:onal ‘mandate that 1

rates be just and reasonable.”73

“APS argues that RUCO’s “‘fair value’ ‘argun_tent ignores the nature and purpose of an interim |

rate” and asserts that a fair value. finding is not necessary “because interi'm rates will eventually

become a part ofa permanent rate increase or be refunded to ratepayers wnh interest followmg a fair -
value determmatlon made after full exammanon of all relevant data in the permanent rate case.’
Although this logic sounds appealmg, it 1gnores the underlylng reason why the Constltutron requtres ,

a fair value finding that must be related 10 just and reasonable rates. Utlhty ratemaking begins with

‘I an analysis-of the cost of providing service and ends with rates that are designed to collect the

appropriate costs and allow the utility the opportunity to earn areasonable re_turn on thefair value of .
its property necessary to provide that service. All _elements that go into the ratemaking formula to set |
just and reasonable rates have a ternporal quality. Once a representative test year’s op'erating costs,
revenues, and fair value are analyzed, verified, audited and determined to be prudently incurred and
properly matched” in a rate case proceeding, just and reasonable rates are set by the Commission. To
later modify the rates by changing only one mput to that balanced properly maiched ratemakmgi

formula undermmes the ongoing Justness and reasonableness of the rates because the rates are no

™" We agree with the RUCO court that the rates at issue in Pueblo Del Sol were not “mtenm rates” w:thm the context of
the Scates analysis. : ~

2 Court of Appeals, Division 2.

™ RUCO, 199 Ariz. at 592,20 P. 3d at 1173.

™ APS Post-Hearing Reply Brief at 4. - ‘ : : .

7 “Matched” means that the expenses and revenues are reﬂectlve of the same time period — in order to provide service to

a customer, the. utility incurs a specific cost, and therefore must collect a specific amount of revenue.  The test-year | . o

establrshes the relatronshrp between the cost of provrdmg service and the revenue needed to collect those costs = '
7 0667
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lonber related to the fair value as requrrcd by the Constltutlon

Although APS clarms that no harm i is done to ratepayers because the rates wrll be examtned
later in a permanent rate case, the selectrve use of mtemm rates to .speed recovery of and on plant
1nvestment is not - fair from a rdtepayer perspective. ThlS is exempllﬁed in the followmg two
examples First, after rates are estabhshed by the Commrssxon ina permanent rate case over ttme
some of the utlllty s mdmdual operanng expenses may 1ncrease while others may decrease To the.
extent that there is a net decrease m operatmz expenses a utility will “overearn’ (revenue remains the
same but expenses decrease resultmg in greater earmngs) earning more than the rate of return used
1o set rates. The ratepayer continues to pay the previously establlshed rates, and the utility is ot
obligated to refund the “over-earmng' in a permanent rate case 8 Second, even if operattng expenses
do not change. a utiblity may “overearn” if it does not continue to invest in plant. For example, in a
permanent rate caSe,. operating incorne is established partly‘ on the net plant value at the end of the .te‘st
year. »I’The value of net plant continues to decrease as depreciation expense is incurrecl and recovered
as a.component of existing permanent rates. However, the operating income provlslon for net plant
stays the same until the next rate case determination. The ratepayer continues to pay the previously
established rates and the utility is not obligated to refund the “over-earning’-’ ina permanent rate case.
Further, 10 the extent that a plant asset becomes fully depreciated between rate cases, the utility mayv
continue to collect deprematron expense on a fully deprecrated asset.- In these examples, the earnmgs I
of the company will have increased, but no “interim rate relief” is anllable to ratepayers

APS has not articulated why it is fair or appropriate to routinely_ require ratepayers to pay:
interirn rate increases while permanent rate cases are being processed, but not to require va utillty to
file for_v interim rate relief to decrease its rates when it is overearning. As the court in Pueblo Del,Sol

2977

stated, a utility cannot “have its cake and eat it too. Even if the law were to allow additional

opportunities for interim rate relief in non-emergency situations, from a fairness perspective, we find

" See Op. Att’y Gen. 89-002. '

™ See Pueblo Del Sol 160 Ariz at 287,772 P. zd at 1140 (disagreeing mth appellant s apparent bellcf that interim rate
relief is appropriate only for rate increases). The count noted thal any Commission power to implemént interim rates-
works both ways.— not-only could the' Commission require rate increases, it could require rate decreases, toc. -It is

|| doubtful that APS would agree that the. Commission could require an interim rate decrease w1thout also makmg a f'ndmg .

that rates were excessive or that an emergencv existed. - _ o - -
27 . DECIIONNO. " 667 R
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that it is' riotappropriatcf‘to cre'ate the opportunlty 10 allow APS' to Seek- no'rr-‘efnerge'ncy interim rate_

increases whlle a general rate oase is pendrng, because there i 1s no concomltant obhgatlon on APS to

file a general rate case when it is oyereammg, thereby not affordmg ratepayers the same opportumty."
for mterlm rate rellef that APS seeks for itself. B o i

Although Mr Brandt argues that regulatory lag mstrtutlonalrzes econormc conﬁscatron of ' =
mvested caplta]” we note that the Anzona Supreme Court has prevrously consrdercd whether the useﬁ
of the hlstorlc test year is unfarr or lackmg in due process In Ariz. Corp Comm nv. Aruona Publtc‘ '

Servzce Co., 113 Arlz 368 555 P.2d 326 (Arrz '1976), APS argued that fair value set by the

"I Commission is prospectlvelv confiscatory because the use of a historic test year produces a rate

n78

which is obsolete before it is set.™™ - APS appealed an October 1975 Commlssion rate decision' and o

during the Superlor Court trial, APS’ then yrce -president and treasure testlﬁed in support of APS
position that the Commrssron s rate decrsron vrolated due procr.ss because it would result in

confiscation of APS’ property

He gave a history of the financial difficulties of the Company resulting in a lower
rating of the utility’s bonds. ' The witness then pointed out the descending amount
of the rate of return on fair value as time progressed. He stated that the rates set by
the Commission are confiscatory and will make the financing of the Company’s
_construction program expensive, and if not impossible, at least much more
difficult. He further indicated that in confining the testimony and evidence of fair
value to the calendar year of 1974 which had been designated as the historic test
year, an unfair and 1llegal result obtamed '

-The witness pointed out that by September 30, 1975 plant addltrons were over -
$£71,000,000 and that by vear end 1976, plant additions in the amount of
$209,000,000 will be in service. None of this evidence was considered by the
Commission in determining the Company’s fair-value rate bdse A

The Supreme Court found that the record provided *“no evidentiary basis for holdin?' that the
rate set by the Commrssxon is at this juncture conﬁscatory noting that .if the rate were 10 become

contrsea'ory in the future the approprrate rellef would be to file a rate appllcatron The Court

% Ariz. Corp. Comm’n 113 Ariz. at 328, 555P.2d 21370,
" 1d at 327, 369.

% 1g at 328, 370. —|
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conclﬁded tiiat:

Although we might be sympathetic to the problems of a rapidly expanding utility
in inflationary times, we are restrained by the provisions of the constitution and
‘our interpretations of that document. The determination of the formula to be used
. by the Commission falls within their legislative function. Only if the
_ - determination of the fair value is arb:trary and unfalr at the time it is made can
the courts mterfere :

The Court did not agree with APS that the Comlnission’s use of thé historic test year violated
due prdcess or resulted in a confiscation >of property.82 | | |

AIC cites previous Commission decisi‘ons83 from the 1970’s and '80’s in which the |
Commission granted APS interim rates. In those cases; the Commission determined thal an
emergency existed under the law and authorized interim rates, subject to refund. We also note that in
addition to authorizing interim rates those decisions required APS to “pay for an in-depth study of the
management and operations of the company . . . selected by the Commiséion” ‘(D‘ecision No. 44920),
required APS to make a filing addressing whether APS’ “ongoing construction program is justified
for its Arizona customers in light of the most receﬁt loéd data and forecast available . . . and a
detailed explanation of whether, and to whét extent if any, APS’ management has taken steps 1
improve its efficiency and effectiveness in reéponse to the management study” (Decision No. 51753);
and required APS to cease A]lowance for Funds Used During Constructlon (“AFUDC”) on an
amount of Construction Work in Progress (“CWIP") associated with the first generatlng unit of Pa!o
Verde, in order to “prevent any possibility of increased shareholder earnings durlng the existence of
[the] emergency and to compcrisate APS’s ratépayers for the increased value ‘of caSI; -eamings ovér
AFUDC earmngs” (Decision No. 53909). | -

APS argues that the Commission authorlzed interim rate relief for Tucson Electrzc Power

¥ 4. at 328-29, 370-71. (referencing Simms v. Round Valley Light & Power Co., 80 Ariz. 145, 294 P.2d 378 (Sup. Ct.
1956) and Ariz. Corp. Comm 'n v. Arizona Water Co., 85 Ariz. 198, 335 P.2d 412 (Sup. Ct. 1959). .

8 The Supreme Court alse disagreed with Attorney General Opinion No. 74-25 and. found that the Commission may /|
consider additional plant under construction at the close of the test year as long as the Commission’s method complies
with the Constitution and is not arbitrary and unreasonable.

% Decision No. 44920 (January 16, 1975); Decision No. 47359 (September 30, 1978); Decnsnon No. 51753 (February 4,

1981); Decision No 5?349 (December 21, 1982) (Anzona Water (,o % and Decision No. 53909 (January 30,1984). -—
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(“TEP”) wrthout ﬁndmg the ex1stence of an emergency in Decrsron No 69568 (May 21 2007) On~i '
September 12 2005 TEP ﬁled a MOllOI’l to Amend Decrslon No 62103 pursuant to A R S § 40 252 ‘.

In DCCISIOD No 68669 (Aprrl 20 2006) the Commrssron ordered that a hearmg be held pursuant to:_' o

A R S. § 40- 252 to consrder amendmg Decrsmn No. 62103 and TEP’s 1999 Scttlement Agreement 1nv; )
lrght of the Commtssron s Track A and B Orders and a subsequent court decrslon concermng electric | :
restructurmg In Dec1sron No. 69568 the Commrssron determmed that m hght of the ongomg':
dockets and discussmns concermng TEP’s rates no reductlon in rates would oceur until thez
permanent rate case, - but 1mplemented a mechamsm for refund or credlt Dec151on No 69568
involved an A.R.S. 8 40-252 proceedlng to- amend a prevrous rate order and therefore is
dlstmgmshable from thrs Motlon made ina pendmg rate case .
APS' argument that other 1urisd1ctions use interim rates or other mechamsms routmelv to
address a utility’s financial vrablllty and AIC’s reference to the California PUC $ ﬁndmg of implicit |
authority, ignore the fact that, unlike other states, Arizona has a con_sntuttonal fair value finding
requirement. Although we have broad power to ruse concepts and procedures lthat adapt to changing
socialandeconomic conditions, we still must comply with the Constitution. APS is encOuraged to i-
propose concepts and procedures that it believes will assist us in addressing changing conditions, hut_ o
they must comply with the Constxtutron | | - | |
Although Staff and APS mdrcate that even if the Commrssmn finds that there is no -
emergency, the Commission could grant interim rates if it makes a fair yalue ﬁndmg as well, we - '
decline to adopt that approach or reach that conclusion in this case. Staff’s alternative position see'ms‘
designed 10 find a way 1o allow interim rates in the cvent that i)ve believed that an- emergcncy does not
currently exist, but might in the near future. We prefer to use our broad discretion to determine what '
constitutes an ‘femcrgel'ncy” rather than (0 create a “mini rate case proceeding” using a temporary fair
value finding.** We believe that under certain circumstances, an .“emergency”could be found to exist
when the absence of action would cause thevemergency event(s) to oceur.. Accordingly, w'e‘dccline to

adopt interim rates based upon a temporary fair value finding.

 See Op. A’y Gen. 71-17 at 15-16. - o ' e =)

“*__“'5&
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We cannot 1gnore the Court of Appeals recent determmanon 1n RUCO that 1ntenm rate |
makmg requires an emergency srtuatlon the postmg of a bond and a subsequent full rate case in
order to meet the constltutronal mandate that rates be _]USt and reasonable - We find that there must be
an emergency under the ﬁrst except1on above and that we have the authorxty to evaluate the‘
ev1dence ona case-by-case ba31s to determlne whether an emergency ex1sts

The Attomey General Oplmon dlscusses the crlterra used to determme whether an emergency ‘v
ex1sts ~ when a sudden change bnngs hardship to a company, when the company is msolvent or
when the company’ s cond1t1on 1s such that its abrhty to mamtam service while a rate case is pendmg
is in serious doubt Based upon the test1mony and ev1dence presented at the hearing comblned with
the current economic climate and the Commission’s broad authorlty to determine what constltutes an
emergency or whether one is imminent, we ﬁnd that an emergency exists m this case.

Arizona Attorney General Opinion 71-17 expresses clear guidelines for determining when an
“emerge'ncyl’ declaration is appropriate. According to the criteria described in the Opinion, an
emergency exists when “sudden change brings hardship to a company, when a company is insolvent
or when the condition of the company is such that its ability to maintain se_rvice pending a formal rate
determination is in serious doubt.”  See also RUCO, in which the court stated that “interim rate
making requires... an emergency situation the posting of a bond, and a subsequent full rate case-in
order to comport with the constrtutronal mandate that rates be just and reasonable n8S

| It is clear that recent sudden changes have dramatlcally affected global credit markets,
impactrng the operatlon of compames nationwide. Events unfolding even as the hearing in this case
began 1llustrate the magmtude of the ongoing economic crisis. On. the first day of the hearing,‘
September 15, 2008, Lehman Brothers declared bankruptcy % At the hearmg, APS stated that they
would be unable to issue a planned $400 million equity issuance because the stock offenng would
have been below the book: value of the Company 87 Elsewhere, the record reflects news accounts

descrlbmg the 1mpend1ng ﬁnancral crunch mcludmg one artlcle entltled “Rlpple spreadmg in the

B RUCO, 199 Ariz. at 599, 20 P.3d at 1173,
% Tr. Vol. I, Page 130, lines 10-12. . R o o
¥ Tr. Vol. I, Page 66, lines 13-18. . - . ST e S z
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ﬁnancral crisis. 8 In sum, the, record in lhls case reﬂects the extraordrnary and uncertaln econonuc
trmes faced by consumers and busrnesses in Arrzona and across the country

Gwen the recent state of the economy, and absent near—term rate relref APS bonds could be::» P

-downgraded from 1nvestment to non-mvestment grade whrch could bar the Company from accessmg :

the credrt markets or make the procurement of credtt prohlbmvelv expensrve R response to a 1
letter from a Commrssroner requestlng 1nformanon regardmg the cost 1mpact assocrated wrth a bond -
downgrade APS ﬁled exhrbrts demonstratrng that such a downgrade to “Junk bond” temtory would |-

result in hrgher ﬁnancmg costs across . all categorres of Company debt totalmg $l btllton of |

] addmona] costs over the next lO years Almost as troublmg as the fmancral 1mpact to APS and its

customers assocrated wrth a credrt downgrade or m.ibrhty to access credit markets, is the lnke'rhood :

that surh .a. status could seuously 1mparr APS’ ability to continue to butld crmcal _electric |

infrastructure and to deploy the next generanon of renewable energy pro;ects in Arrzona APS has

assured the Lommrsslon that if mtertm rates are implemented, the earnmgs generated would be |
remvested in infrastructure and technology necessar) to serve APS customers and reduce the need for '
cxternal debt .ﬁnancmg.”g‘ : -

This vCommission expects the Company to be a major participant m renewable energy and |
transmission projects'throughout its service territory, most of which will only come to fruition if the. -
Company remains a credit-worthy counterparty to the developers of these proyects APS will also be :
requrred to mvest sxgmﬁcant]y in tradttronal forms of energy generation to meet its expectcd load
growth, as APS requrres 5,000 megawatts of new resources by 2020. Despite these energy needs,
APS has indicated that it will cut or postpone $500 rnillion of spending from its capital expenditure a
budget over - the next four years and has cut its operations and maintenan‘celbudgct by $50 million.
Therefore, in light of the requirement that APS continue to build new infrastructure and bea leader

nationally in the production of renewable energy, we believe that the Company’s ability to maintain. |- ’

%Tr, Vol. Il, Page 416, line 17. ~ :

¥ See October 17, 2008 APS Response to an October 8, 2008 letter from Commissioner Mayes

% See pages 4 and 13, APS Exhibit 1, as noted in response to an October 3, 2008 letter from Commissioner Gleason o
*! See APS June 6, 2008 Motion, p. 6 _ _ S ‘ , —

TVEE
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the quality of serVice mandated' by the Commission is in serious doubt under the irnminent threat of a
credrt downgrade

Whlle we ﬁnd thdt APS is experlencmg an emeroency we, wrsh to mdke 1t clear that - w

strongly drsagree wrth APS that emergency or 1nter1m rate increases can be routmely 1mp1emented

We belleve emergency rate mcreases should be spanngly utrhzed and reserved for the most perllous
situations.

The second exception 1o the constitutienal‘re'quirement that fair value mnst be considered in
setting just and reasonable rates is thebMouhtairt States case where a‘Commissiontdecisron to not
c’rant a rate mcrease was appealed and the Superror Court found that the C ‘ommtssron had failed to
find the fair value of the company’s property; that the previous rates did not provrde a fair andb

reasonable return on the companv property and resu'ted in the confiscation of the company’s

- property; and that pendmg the Commission’s determination of just and reasonable rates, the company

must post a bond in order to put into effect temporary rates. The Commission appealed the judgment.
arguing that the court had no authority to allow the corhpany to put interim rates into effect. The

Supreme Court stated that:

The sole question, therefore, before this court is one of jtlrisdiction, for in
view of the fact that the record showed the commission had failed for nine
months after the company had applied for relief to grant any, and that the

" trial court had reasons to believe such a situation would continue for an .
unreasonable time and in fact has continued for almost a year afier
judgment, it is obvious that unless in some manner there was immediately
established a temporary rate which the company might. collect it would
have been compelled long since either to operate for an indcfinite time
with insufficient revenue or to suspend operations during this pertod wrth :
consequences lo business and society in Arizona truly appallmg

'The parties’ reliance on Mountain Stales as broad suppon for allowing interim rates absent

an emelgency is misplaced. The case does not say, as some have 1mphed that whenever the

1 Commission’s normal raternakmg process would not be completed in a: reasonable trme the utlhty

has a rlght 10 interim rates. The procedural posture of the case mvolved a determrnatxon by a court

2 Mountain States at 71 Ariz. At 408_; 228 P2d at 751. e
3 DECIQIONNO | 70667

Page 36 0788 ;_::t '




o

D

~N OV v

10

—
o

—
L3}

o DOCKE_T No; E-01345A~08-‘0172)

that the utthty $ rates were conﬁscatory and that the Commrssmn had not deterrnmed tau value S

The court sent the case back to the Commlssxon for rate settmg in comphance W1th the court’ ﬁndmg_: .

and allowed 1nter1m rates after a penod of time when the Commrssron still had not set rates pursuant 1

to the court’s dec1sron The case mvolved the Junsdlcttonal 1ssue of ‘whether a ut111ty couId.-

Jmplement rates after a court had made a determmatlon that rates were unlawtul It did not estabhsh". :

precedent that a uu]lty could 1mp1ement mtenm rates due to a behef that the normal ratemakmgi o

process would not bP completed ina reasonable t1me

No determmatron has been made here by the Commtssmn or a court that current rates and [

charges are not just and reasonable thereforc Mountam States pr0v1dr“‘ no basrs for the
1mplementat10n of interim rates in thls matter. -Even if Moumazn Starev wete 'nterpreted to allou

interim rates without an emergency, we do not agree that th,s pendmg rate case will not be resolved

|| within a reasonable time. APS has not ignored its obligation to be aware of its eammgs, as it has

approprlately filed a rate application when it believed that its eammgs were 1nsufﬁc1ent However B

untll the pames have audited, analyzed, and vcnﬁed the data presented by APS no determmat)on can

be made of whether APS is entltled to a rate increase. The rate case appllcatlon is being processed in |

accordance with the Commission’s adopted tlmeclock rules, and to date, no requests to extend or

delay that process have been made or granted. Further, unlike APS’ prevrous rate cases, thls
proceeding is not consolidated with other dockets mwlv.ng subqtanttal additional issues. And to the
extent that it is possible, APS and the pat'tles are free to dleLL:S whether agr eement can be reached on' '
some or all of the rate case 1ssues thereby potentially rcducmg the tlme needed for heanng and :
decision. Flnally, APS should continue to moritor its ﬁnancud condltton an_d_take steps when
necessary to insure that it remains financially strong_. Cur direction to “APS" in Decision'No. 68685

(May 3, 2006) remains appropriate today:

However, APS shouId also look for ways to improve ils cash flow, even looking . .
at expenses that are borne by shareholders and not ratepavers, especially when
- credit rating agencies are focusing on its FIFO/Debt ratio. Accordingly, while we
are not imposing restrictions on APS dividend payouts or dictating that certain
expenses be eliminated in this proceeding, we expect APS to manage its
operatlons in such a manner (mcludlng its ;;,eneratton assets) that w1th the rellef o
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;:,ranted herein,’ together with the measures that APS 1tself adopts its busmess
profile returns to 3, its FFO/Debt rano contmues to improve and 1ts credit ratlng
remams mvestment grade

It is not clear why, after ‘more than two years durlng whrch wc havc granted an mterrm rate
mcrease modrﬁeatlons to- the PSA a transmlsslon cost adjustor a permanent rate increase, and other
measures APS is Stl” havmg problems mamtammg 1ts FFO/Debt ratio. | | _

Thev final exeeptlon to the const_ltutronal ’requxrem_ent that rates consider' fair value and be'j'us‘t'
and reasonable is_rhe adjustor mechanism. APS’ ‘reque'st‘ ‘cannot be considered a “surcharge” under

the adjustment clause exception, The court stated in RUCO:

The surcharge in this case is not the product of an automatic adjustment
clause that existed before Rio Verde filed its application for a surcharge, nor
does the record reflect the existence of an automatic adjustmernt clause. We
agree with the court in Scates, and we acknowledge our concern for
“piecemeal” rate making as being “fraught with potential abuse.” Id at
534,578 P.2d at 615. '
Here, the Commission argues that the surcharge at issue can be fairly
classified as an automatic adjustment, with no showing that an automatic
adjustment was ever contemplated or that a clause was ever approved. The
Commission appears to argue that it can sua sponte declare a rate increase
based on an increase in the cost to a utility of a specific operating expense
under the guise of an automatic adjustment without there having been
consideration or approval of an automatic adjustment clause. Such an ipse
dixit approach not only offends the Scates court’s concerns about piecemeal
rate making, but it also offends the constitutional mandate that rates be fair
and reasonable and made in the context of a fair valuation of all of a utility’s
assets. See Ariz. Const. art. 15;°§ 3. If ever there was a situation “fraught
with potential abuse,” Scates, 118 Ariz. at 534, 578 P.2d at 615, it occurs
when the Commission of its own volition has the ability to. declare am rate
mn,rease an “automatic ad|uslment 94

APS’ Motion requested that the amount of the expiring PSA surcharge be implemented as an
“Interim Base Rate Surcharge.” Such an Interim Base Rate Surcharge would collect an increase in
base rates and increase APS’ earnings. As the Scates court explained; adjustor.'me:chanis'ms have

been upheldv because:

- The clauses are iniﬁally ‘adopted as part of the utility’s rate structure in

% Decision No. 68685 at 29, o e o : . N
"“RucowoAr,z at 593, 20P3datll74 . S, T —
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»_?accordance mth all statutory and constltutronal requ1rements and further SR
" because they- are desrgned to insure that, through the adoption of a set formula . ©
- geared to a specrﬁc readrly 1dent1f1ab1e cost, the ut111ty s proﬁt or. rate of return S
+ . does not change - e

Here 1t is clear that the surcharge requcsted was not adopted in a rate ‘case and accordrnglv 1t does_‘v
not quallfy as an exceptlon to the constltutronal farr value ﬁndrng requrrement
As dlscussed bv Arr7ona courts our ratemakmg authorltv is sufﬁcrently broad to enab]e us to o
grant rellef tarlored to many dlfferent situations. “In some s1tuat10ns that may be to grant emergency_" \'
rate rehef and in other snuatrons the circumstances or pubhc mterest may requrre other forms of; o
relief, "% | | | . “ 7 |
In Decisioh No. 6868"5 we'noted that “APS’ existing' Irat‘e‘ structure “already' has‘ incorporated“
one e(eeptron to the constitutional fair value fmdmg requxrement in the form of the PSA.

meehamsm 97

We are. cogmzant of the recent. turmoil in the financial markets of the state of the.
economy in 0eneral *8 and of the risk that a downgrade to non—mvestment' grade credlt rating could '
have on APS and 1tsbratepayers We agree that it is in the long-term best 1nterests of APS and its
customers that APS have access to capital at attractwe rates in order to fund needed future plant at a
reasonable cost. As dtscussed abovc it is not clear why APS eontmues to clalm it cannot maintain 1ts |
FFO/Debt ratios. To a large extent this is \Mthm APS’ contro! - it can monitor its cash adjust its '
expendltures and seek an equity mfusmn when needed and approprlate However 1t is also apparenti
that APS’ FFO/Debt ratio may dcclme while the rate case is pendmg, mcreasmg the risk that it WJIl lb
be dow_ngraded. |

Based on the above we find that Staff’s alternative determination of an increase of $65._2.
million is'reasonahle and appropriate | This will result in a surcharge of $0. 00226 per kWh This will | |
increase the average APS re51dent1a1 customer’s bill bv $1.99 per month in the summer and $1.46 per'.

month in the winter. The emergency interim surcharge will be subject to refund wrth interest at 10

percent per annum pending a decision in APS’ permanent rate case.

% Scates 118 Ariz. at 535, 578 P.2d at 617.
* Decision No. 68685 at 23

* Sormne indicators suggest thal the countrv is facmo orin a recession.

(.
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~ Because the consequences of a downorade to Junk status would negatively impact the ratcs "
paid by ratepaycrs we believe addmona] sths could be taken consrstent with the law to 1mprove
APS cash flow in the short-term while we determme the reasons why APS is apparently contmually |
unable to sustain the de51red FPO/Debt ratio The current PSA has a 90/ 10 sharmg provision’ that
dimmishes APS’ cash flow because APS is unab]e to collect ten percent of the purchased power and
fuel costs that it mcurs above basc rates. In APS last rate case we mamtamed that prowsion n orderv -
to prov1de APS incentive to acquire the most _econormcal_ resources. The resu]ts of the recent fue]
audit confirm that APS has managed its resource acquisitions aopropriately. Recogmzmg that it is to
the long-term benefit of Arizona and APS customers for APS to maintain a hea]_thy financial
condition, as the costs for future plant, generation, niaterials, capitai, and service will be affeCted by
APY’ a‘bi]ity and cost to access the ﬁnancial markets, we \-.rould be \S'il!.ihé to‘ address any appropriate
motion orrequest »pursuant to A.R.S. § 40-252 to modify the PSA to climinate the 90/10 sharing until-
the permanent rate case where we could evaluate and resolve whether the sharing mechanism is
causing or significantly contributing to the FIFO/Debt ratio decline. In the rate proceeding we exoect
the panies to address this issue and to recommend whether the same or another sharing mechanism or
other such incentive should be adOpted as part of the PSA on a going forward basrs Although this
PSA modlﬁcation would have only a small posmve effect on APS’ cash ﬂow and its PFO/Debt ratio,
our wrlling,ness to consider it demonstrates that we are momtormg APS’ fmancral condiuon and aro
ready to take appropriate measures to address the risks that APS and its customers are facing

We also find that in the pending general rate case, APS should also present an analvsis of
what steps it has tak n to m_iprove its . FFO/Debt _ratio .and why, after the Commission has
implemented a forward looking .PSA a transmission cost adjustor an euviroinnental improvement
surcharge, new base ratcs and other measures, APS cannot 1mprove and sustain that fmancral ratio.
As part of this analysis; APS should present mformation regardmg steps that hawe been taken, or mayv
be taken in the future, to reduce costs (without diminishing service quality) and thereby mcrease
available cash, 1nclud1ng items such as dividend reductions, elimination of management bonuses, and,
other measures that would require sto«,kholders to share the burden vuth ralepayers I“mally,‘. we

expect APS_and Pinnacle West. to closely mo,mtor APS’ financial condition and to take the ste_p% >

T~
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necessary {0 maintain its investment grade credit rating.

Havrng consrdered the entrre record herem and berng fully advrsed in the prermses the_.

Commlsswn ﬁnds concludes and orders that

FINDINGS OF F AC'T

| 1. APQ 1s a publrc service corporanon prmupa!]y engaged in furmshmg electrlcrty in the: U

State of Arlzona AP‘§ prowdes elther retail or wholesale electrlc servrce to substantlally al] of | ‘

Arlzona with' the major exceptmns of the Tucson metropohtan area and about one-half of the 1.
Phoemx metropolltan area. APS also generates, eells, and delivers electncrty to wholesal_e customers o
in the western United States. | | | o
2., On March 24, 2008 APS filed with the Commlssmn an appltcatron f01 arate mcrease '
3.+  On April 2, Aprrl 8, and April 14, 2008 Kroger AECC, and Mesqune/SWPG/Bowre |
rerectlvelv, filed Motrons 10 Intervene » o |
4. On April 30 2008, the Town of W 1ckenburg ﬁled a Motlon to Intervene
5. On Apr11 25 and May 19, 2008 by Procedural Orders the Motlons to lntervene were
granted. ~ ' ' | ' V
6. OnJune 2,2008, APS filed an Amended Application. |
7. ~ On June 6, 2008, APS fded a Motion for Approval of intertm Rates and Preli,minary:
Order and requested a procedural conference be scheduled. In its 'Motion, APS' requested .the
Commissi_on approve an “Interim Base Rate Surcharge” of $.003987 per kW}r to be effective upon- '
the expiration of the $.003987 per kWh 2007 Power Supply Adjustor charge granted in if)_ecision No..
69663. o . )
8. | - On June 13, 2008, a Proeedural 'Order was iseued scheduling a procedural conférenée '
on APS’ Motion. Also on June 13, 2008 WRA/SWEEP hled a Petrtlon for Leave to Intervene
9.  OnJune 16, 2008, RUCO filed an Application to Intervene -
10, On Juue 19, 2008, AIC filed a Motion to lntervene ’
1. On June 19 2008, the procedural confcrcnce was held as scheduled Intervennon was

granted to WRA/S WEF P, RUCO, AIC and the Az-Ag Group The partxes were dn ected to meet and.
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discuss the Motion to see if there could be agreement on the proeedural _timefrélnes for the actions

requested by APS in its Motidn_' and 'whether_»the parties 00uld'_reaeh:"any other agrecments. The

partics were directed_ to file either a joint reeémmen_dation or separate_recommendatibns by June ‘3'0,. EE—

2008;: -
12, On June 30 2008 the parties ﬁled a Recommended Procedural Schedule
13. On July 16, 2008 a Procedural Order was 1ssued schedulmg a hearmg on the Motronv- '
for Interim Rates to commence. on September 15, 2008, and establlshrng .ass0c1ated procedural
requ1rements and deadlines; setting a public comment session and procedural conference for '
September 11, 2008; and setting dates for the preﬁlmo of witness testrmony |
14, On July 23, 2008, the Hopi Tribe filed a Mot1on 10 Intervene which was granted by
Procedural Order issued on August 4, 2008. »
15. - On July 29, 2008, a Procedural Order was issued schedulmg the hearmg on the
permanent rate case to commence on April 2, 2009.
16.  On August 6, 2008, APS filed proof of publication of notice of hearing in compliance |
with the July 16, 2008, Procedural Order. - _ v
| 17. Onv Septemberv 16, 2008, Commissioner Mayes docketed a letter reques_tingv the parties
to address various issues during the hearing. | | |
18. The pubhc comment session and eudentlary hearmg were held as scheduled mth the
hearmg concluding on Seplember. 20, 2008. APS presented testrmony from William Post, Donald
Brandt, Charles Cicchetti, and Davrd Rumolo. AECC presented testlmony from Kevin ngglns,
RUCO_presemcd testimony frorn Stephen Aheatrn, and Staff presented te._s'timony from Rdlph Srnith
and David Parcell. ( | _ ‘ ‘ | '
19. On September 26, 2008 APS ﬁled its late-tiled Exhinit 22. v _
20. - On October 3, 2008, Lhaxrman Gleason docketed a letter concernmg the cost to
ratepayers if APS’ credit ratmg falls to junk and asking APS to respond.

21, The Commrssron has received substantral pubhc comment concerning the request for

lan Interlm Base Rate Surcharge. .

22, In1t1al Closmg Brlefs were ﬁled by APS AIC AECC Mesqulte RUCO and Staff on
‘ ' . B i R . : E ’ l v 2 _g- 3
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October 3 4008 and Reply Bnefs were filed bv APS, AIC AECC RUCO and Staﬁ on October 8?_
2008, ..‘ r, , e e ‘,,a_‘ i v‘ i‘_ ,
E 23 , On October 9, 2008 AtPS responded to Charrman Gleason s letter
24, - Oon otmber 14, 2008, APS filed its late- filed Exhrbrt 23..
25.‘_ The pendmg general rate case is bemg processed in cornpltancc mth the.v__
Commission’s timeclock rules and no requests for delay have been requested or granted o
_‘ 26._ APS’ requcsted Interim Base Rate Surcharge 1s not part of an adjustor mechanrsnr. :
adopted in a permanent rate case where farr value was consrdered o ‘ ‘ |
‘27.i Given the current market condrtrons and the 1ndrcatron that the country is facrng av..'
recession we find that an emergency exists, therefore it is reasonable to adopt the level of Staft’ s.
alternative emergencv interim rate - 1ncrease and to momtor APS’ abrltty to aecess caprtal at, ‘

reasonable terms in the short-term and to acknowledge that steps should be taken to ensure that APS |

s ﬁnancrally healthy in the long term for the future of Arizona and APS ratepayers

- 28, APQ has not artlculated why it is fair or approprrate to routmely require. ratepayers to :
payv interim rate increases while permanent rate cases are bemg processed, but not to_requrre a utility
to file for interim rate relief to decrease its rates when it is ‘over' earning. - ' |

29. It is not appropriate to create the opportunity to allow APS to seek non—emergency
interim rate increases vwhile a general rate case is pending, bec:'ause there is no concomita_nt obligation_
on APS to file a general rate case when it is vo.ver earning, thereby not affording ratepayers the same..-'
opportunity for interim rate relief that APS seeks for itself. | | o o

.30._‘ The Commission has the ability to determine what constitutes an emergency under- |.
state law, ha_s exercised that ability in previous Commission decisions,_and there is no reason to craﬁ.:
or invoke another exception to the constitutional requirement. | -

31.  APS’ existing rate structure already has - incorporated one exception to 'the
constitutional fair yalue finding requirement, in the formn 'of the PSA mechariism, which was
established fo address the timely recovery of fuel and purchased power costs |

32, APY nash ﬂow is diminished by the 90/10 sharmg prowslon in the PSA

,33..._ - Given APS’ assertron that xts future casn ﬂow will be msutﬁuent 10 mamtain,a
400 - DECISIONN 70667
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' FFO/Debt ratio necessary for 1nvestment—grade ratmg,.APS should take any . necessary and

approprlate steps, consistent with the law, to 1mprove its cash ﬂow in the short term.

34. The rssues of whether a PSA sharing provmon is approprlate for the future and:,
whether such provisions cause or srgmﬁcantly contrtbute toa decline in the FFO/Debt ratio, should
be addressed by the partres in the pending rate case. | .

35. We recogmze that it is to the long-term beneﬁt of Arizona and APS Customers for
APS to maintain a healthy ﬁnancral condition, as the costs for future plant generatlon materlals,
caprtal and service will be affected by APS’ abrhty and cost to access the ﬁnancral markets |
36 The discussion in Decrslon No. 68685 focusmg on APS’ need to take steps to manage
and 1mpr0\e its cash flow remains critical and important today, and we again fmd that APS and
Pinnacle West must take steps to_ insure that APS® financial ratios remain investment grade.

37 We:'ﬁn_d that in the pending general rate case, APS should present an analysis of what
steps it has taken to improve its FFO/Debt ratio and why; after the Commission has implemented a
forward looking PSA, a transmission cost adjustor, an environmental improvement surcharge, new
base rates, and other measures, APS cannot improve and sustain that ﬁhancial ratio. The an_alysis
shall also include information regarding steps that have been taken, or may be taken in the future, to
reduce costs (wrthout dtmlnrshtng service quality) and thereby increase avallable cash, mcludmg
items such as drvrdend reductlons elimination of management bonuses and other ‘measures that
would requlre stockholders to share the burden with ratepayers. |

38. Wc find that APS should file monthly reports on its and Pmnacle West s cash posmon _
and financial ratios, including their projected cash flows, until the pendmg general rate’ proceedmg is
resolved, and that Staff should monitor such filings in the pendmg, general rate proceeding. | _

39. Whlle 'APS has stated that it has responded to its current fiscal condrtton by

postponing $500 million in capita] expenditures over the next to_ur years, and has cut $50 million

| from its operations budget, the Company has resisted additional cost savings measures, as outlined in

a response to an inquiry from a Commissioner asking APS to detail its cost savings ac’ti_vities.99

% These figures were provrded to the Commrssron in this docket in response to a November 19 2008 letter from
Commrssroner Mayes

o DFCISION NO, __7_05_6_7__
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4(! _. In 11 ght of the fact that APS is experiencmg an emergency for the second tnne since _‘ N
2006, and 1s requestmg that 1ts customers pay addmonal rates prior to a complete mvesttgatton by this |
Commlssmn of the prudency of the: mvestments underlymg 1ts proposed permanent rate mcrease we,
believe that it 1s in the' pubhc interest to require the Company to more closely scruttmze 1ts operattons
and expenses and make additional cuts to ‘these areas of its budget W believe that the amount of
budget cuts APS should target is at least $20 milhon (annuahzed pre tax) or 2 6 percent below 1ts
2007 test year operatmg and maintenance expense. Adoptmg these measures prowdes an addittonal
avenue for APS to 1mprove its ﬁnances Spec1ﬁcally, we believe APS should make use of several
castly identifiable short term measures, 10 further buttress its ﬁnances and protect ratepayers unttl 1ts
pendant full rate case is completed. We decline to declare precxsely how those cuts should be made,.
but find that the Company should consider cutting back its iobbying and‘ ‘ad\/ertisino:'exp.enditure‘s ‘ |
paring back management compensanon for 2009, imposing a temporary hlrmg freeze for all non—
essential personnel, exammmg payrol] overhead and nnplementmg a freeze on increases to its -
dividend, among other measures. Such steps would be slmllar to those taken by corpordtlons
throughout the Umted States facmg emergenmes durmg, these difficult economlc tlmes. Giyen its |
request for an emergency rate increase, we ﬁnd that APS should be prepared to adjust lts practices .'
from business as usual 1o appropriately reﬂect the severity of the emergency it has identified.
Further, the Company should file a report detailing the cost saving measures taken'and associated
savings achieved in this Docket no later than March 18, 2009, for Cor_nm‘ission revievv. - |

41, In this proceeding, APS has consistently pointed to its: ﬁnancial' ._“met’rics as |
demonstrative of the Company’s deteriorating condition. Because APS’ finances have been made "a |
central issue in this proceedmg, we believe it is necessary that APS better 1nform this Commissmn of |
its interactions with credit ratings agencies. Accordingly, APS should be 1equired to ﬁle a]l |
communications between APS/Pinnacle West personnel/representatives and the representatives of
credit ratinds agencies, including notes, emails, phone messages, presentations (inclusi\"e ot‘ memos |
and I’owerPomt) and meetmg notes, and that APS should memoriahze the substance of any meetmgs
and phone calls between APS and ratings agency represen tatives, effective the date the Commissmn

votes on this Order. APS shall ﬁle ali such commumcdtions asa comphance item in thls docket unttL .

. ‘—fai 3
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| 1 [the conclusmn of its general rate case, and thereafter w1th Docket control every six months

2 begrnmng Januaryl 2010

3 | - ECONCLUSI‘ONS OF‘L‘AW

4 » 1. APSisa pubhc service corporatton within the meaning of Artrcle XV of the Artzona
5 Constltu‘uon and ARS. §§ 40- 203 -204, -221, -250 -251, and -361. |

6 C 2. The Comm1sswn has Junsdlctron over APS and Pmnacle West and the subject matter

7 | of the appllcatlon | |

8 3. Notice of the apphcatlon was provided in accordance w1th the law

9 -4, An emergency exists which warrants the 1mp1ementatton of ernerge'n_c-y‘lrates at _this
10 | time. | o “
11| 5. APS’ current rates are not conﬁscatory ‘
.1.2 6. The Motion for. an Interim Base Rate Surcharge should be approved as discussed
13 | herein. | |
14 | ' ORDER |
15 IT IS THEREFORE ORDERED that Arizona Public Service Company ts'hereby granted an

16 emergency interim base rate surcharge of $0.00226 per kwh that shall become‘ effective with all bills |

17 | issued afier December 31, 2008 ._ v _. ‘ | |

18 IT IS FURTHER ORDERED that the emergency interim base rate surcharge is subJect to
19 { refund wrth interest at 10 percent per annum pending a decrsron in APS’ permanent rate case. .

| ‘20 IT 1S FURTHER ORDERED that this surcharge shall not apply to E-3 and E-4 1ow 1ncome
21 | customers, E- 36 customers, and the solar rate schedules Solar-2 and SP- 1
22 1T IS FURTHER ORDERED that Arizona Public Service Company shall notice all its

.23 customers ina form acceptable to Staff, of thlS surcharge by December 31 2008.

24 ITIS FURTHER ORDERED that Arizona Public Service Company shall post a $10 mllhon‘
25 bond or 51ght draft letter of credit and provtde the ongmal to the Comrmsswn s Business Office and

. 26 file coptes in Docket Control as a comphance 1tem in this Docket pnor to December 31, 2008, and ‘

27 such bond or srght draft letter of credit shall remain in effect until a ﬁnal order is 1ssued by the

t
\
|
1 C .
L 066,

28 Commxssron in Anzona Pubhc Serv1ce Company s pendmg permanent rate case.
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IT IS FURTHER ORDERED that Arrzona Pubhc Servxce (‘ompany shall ﬁle monthly reports" b

on Arrzona Pubhc Serwce Companv s and Plnnacle West Capltal Corporatlon s cash posrtron and-j t '

fmancral ratros mcludmg thelr pro;ected cash ﬂows, untr} the pendmg general rate proceedmg 1s~‘-- i_. o

resolved _ . o : o L
1TIS FURTHER ORDERFD that Staff shall momtor such ﬁlmgs in the pendrng genera] rate"'

proceedmg

IT IS FURTHER ORDERED that in 1 the pendmg general rate case Arlzona Pubhc Servrce, .;f.'_ -

Company shall present an analysrs of what steps it has taken 10 rmprove its FFOfDebt ratio and why, :

after the Commission has 1mplemented a forward lookmg _PSA, a transmission ,cost ad_mstor, an | -

environmental improvement surc_h’arge, new base-rates, arld' Oth_er measures, Arizona Public Service | .,
Company cannot ihrpreve and sustain that financial ratio, The analysi_s' shal_l also include informatiortf'
regarding steps that hat'e been taken, or may be taken in the future, to‘ reduce bccsts (without
diminishing service quality) and thereby increase available cash, inclﬁdihg_ 'itemsﬂ such as dividehd
reductions, elimination of management bonuses, and other measures that would reQuire stcckholders |
to share the burden with ratepayers. | N v -
IT IS FURTHER ORDERED that in the 'pending general rate case, the parties shall address B
the issues of whether a PSA sharmg prov:sxon is appropriate for the future and whether such ', :
prov151ons cause or srgmﬁcantl) contrlbute to a decline in the FFO/Debt ratio.- )
IT IS FURTHER ORDERED that Ar1zona Pubhc Servrce Company and Pinnacle West
Capital Corporation shall take approprlate steps to insure that Arlzona Public Servree Companv s
{inancial rallos remain mvcstment grade | ' |
IT IS FURTHER ORDERED. that Arrzona Publlc Service Compauy shall examine its
operations and expenses and employ short term measures to further buttress its ﬁnanual posmon.
Arizona Public Service Company shall target additional cuts to ‘its operations and exper)ses'of at least |
$20 million or 2.6 percent below its 2007 test year operations and maintenance expense. Arizona |-
Pubhc Servxcc Company shall corrslder items such as cuttmg back its lobbymg and advemsmg

expendltures, paring back managemem compensatlon for ’7009 1mposmg a temporarv hmng freeze
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for’ all non-cssential personnel exammmg payroll overhead and 1mplementmg a ueeze on any
increases to its drvrdend in 2009, among other possible measures | _ .

IT IS FURTHER ORDERED that Arrzona Pubhc Servrce Company shall. ﬁle a report wrth_
thc Cornmrssmn s Docket Control as a complrance item in this docket detarhng ‘the cost cuttmg
measures taken and associated savmgs, no later than March 18, 2009 for. Comnussron review.

IT 1S FURTHER ORDERED that APS shall rernvest the earmngs resultmg from thev
addluonal interim base rate surcharge and any monies achteved from cost savrng,s measures taken
pursuant to this Order, in 1nfrastructure and technology necessary to serve APS customers and reduce
the need for external debt financing. | | | | |

IT IS FURTHER ORDERED that APS shall file all communications between Arizona Publrc
Service Company/Pinnacle West ~Capital Corporation personnel/representatlves and the
representatives of credit ratings agencies, including notes, emails, phone messages, presentations
(inclusive of memos »and PoWerPoint), and meeting notes. | |

~IT IS FURTHER ORDERED that Arizona Public Service Company shall memorialize the
substance of any meetings and phone calls between Arizona Public Service Company/Pinnacle West
Capital Corporation personnel/representatives and ratings agency representatives, fo‘r past

communications and on an ongoing basis, effective the date the Commission votes on this Order.
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o [T 15 11 PI[H*R ORDERI"D that Anzona Publxc Servme Compdny ahall ﬁk dll >uch-"' . o

‘commumcanons as a comphame 1tem in IhlS Docket Arxzona Publlc Serv1ce Company shall ﬁlc all‘ SR

curremlv e\(lstmg communu.ahons w1thm 10 days of the eﬂecnve date of lhlS Demsnon and shall nlei‘ ‘
future commumcanons ona momhly basw "1 he ﬁrst such monthly report shall be due on February 1 |
2009, and the monthly ﬁlmg shall contmue untll the concluswn of Arlena Pubhc Servnce_;'
(,ompany s general rate case. Thereaftcr Anzona Public. Serwce Company shall make such tllmgs
on a six month basis, w1lh the Ilrst filing due by Jvanuary 1, 2010

TS FLJRTHER ORDERED that this Decnslon shall become effecuve munedlataly S

'BY ORDER OF THE ARI7ONA CORPORATION COMM]SSIQN :
CHATRMAN , ‘ T T COMRY
LOMMI SIONER.

IN WITNESS WHEREOF/ 1, BRIAN C. MCNLI]' }:)ecutive’_-
“Director of the Arizon Curporatlon Commlsswn have |
" hereunto set my hand and caused- the official seal of the |-
“Commission to be affixed at the Capitol, in the City of Pboemx

this Q¥—day of D) g ¢ , 2008

L)\I: TV E I}\l*CTOR

| DISSENT W%

DISSENT
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RE: Request Page 1 of 1

McGill, James T(Z71171)

From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent:  Wednesday, January 07, 2009 11:32 AM

To: McGill, James T(Z71171)

Subject: RE: Request

Thanks.

----- Original Message-----

From: James.MCgill@pinnaclewest.com [mailio:James.MCgill@pinnaclewest.com)
Sent: Tuesday, January 06, 2009 12:55 PM Eastern Standard Time

To: Bettinelli, Antonio

Subject: RE: Request

From: Bettinelli, Antonio [mailto: Antonio_Bettinglli@standardandpoors.com]
Sent: Wednesday, December 31, 2008 11:02 AM

To: McGill, James T(Z71171)

Subject: Request

Jim,
Would you please send me the entire final order for the interim rate request? Thanks.

Regards,
Tony

The information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may
otherwise be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee
or agent responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this
communication is strictly prohibited. If you have received this communication in error, please immediately notify us by replying to the message
and deleting it from your computer. The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local law, to monitor and review
the content of any electronic message or information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or
recipient of the message.

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary information. If you have received it in
error, please notify the sender immediately and delete the original and any copy or printout. Unintended recipients are prohibited from making any
other use of this e-mail. Although we have taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no liability for
any loss or damage arising from the use of this e-mail or attachments, or for any delay or errors or omissions in the contents which result from e-
mail transmission.
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McGill, James T(Z271171)

From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent: Thursday, January 08, 2009 2:20 PM

To: McGill, James T(Z71171)

Subject: FW: S&P Liquidity Survey Request

Attachments: Liquidity Survey Template version 2006 01.xls; Comprehensive Liquidity Survey 2006 Version1 modified.doc
Jim,
Were you able to update the liguidity survey? I may have missed it. Thanks.

Tony

From: Bettinelli, Antonio
Sent: Monday, December 15, 2008 12:28 PM
Subject: S&P Liquidity Survey Request

We are currently reviewing S&P liquidity metrics for all issuers and require an updated
liquidity survey based on your Nov. 30, 2008 positions. Please return the survey on or before
Dec 31. I've attached the template and instructions. Feel free to contact me if you have any
guestions. Thanks in advance.

Regards,

Tony Bettinelli
Associate

U.S. Utilities & Infrastructure
Standard & Poor's Corporate Ratings
One Market St.

Steuart Tower, 15th Floor

San Francisco, CA 94105-1000
(415) 371-5067 Fax: (415) 371-5090
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S&P LIQUIDITY SURVEY (Version 2006 09)

Company:
Date (data as of)

Section | - Sources of Primary Liquidity Amount (millions $}
Question A1 Total Unrestricted Cash

Question A2 Availablity under committed bank lines (cash and LOC)

Question A3 Trade collateral posted (cash and LOC)* s
Question A4 Market value of discretionary inventory ® b
Question A Total Primary Liquidity (A1+A2+A3+A4) ] 0

Question A7 Collateral received from counterparties (cash only)

Section |l - Credit Event Liquidity Calls Underlying exposure

Question B1 Negative MTM related to credit thresholds
Question B2 Negative MTM related to adequate assurance
Question B3 Estimated 60-Day Exposure

Question B Net Exposure (net as allowed by contractural terms) May not eq
Question C Static Margin
Question D Triggers on loans & contracts
Question E Commercial Paper outstanding ;
Total Credit Event Exposure (B+C+D+E) 0
CELA Ratio  Credit Event Liquidity Adequacy (A/(B+C+D+E)) | #DIV/0} |
Section lil- Credit and Market Event Liquidity Calls Line 31 after Stress
Question F1 Neg MTM given a Credit Event + 15% price increase in 1st yr and 20% thereafter
Question F2 Neg MTM given a Credit Event + 15% price decrease in 1st yr and 20% thereafter
Question F Take larger F1 or F2 0
MCELA Ratio  Total Market and Credit Event Liquidity Adequacy (A/(C+D+E+F)) | #DIV/o! ]
Section IV - Monthly Volume (realized physical sales and purchases)
Question G1 Natural Gas (mmbtu) Purchases
Question G2 Natural Gas (mmbtu) Sales
Question G3 Power (MWh) Purchases

Question G4 Power (MWh) Sales

Question G5 Crude Qil {bbl) Purchases
Question G6 Crude Qil (bbl) Sales

Question H Baseline Henry Hub Average One-Year Forward Price of Gas used for this survey ($/MMBtu)?

Question | Absent a credit event and assuming a paraliel shift of the entire forward curve, how high/low must the ©
average one-year forward price of gas (Henry Hub) move before your company exhausts all sources
of primary liquidity reported in Question A? Please consider both the effect of addtional margin calls
as well as other working capital items. ©

Notes:
(@) Exclude cash colliateral posted to back LCs.

{b) Gas inventory used for arbitrage trading will be considered a source of primary liquidity as long as the inventory is not pledged as security
under the terms of an existing bank line.

(c) Assume that power and oil prices move in proportion to gas prices. Cash collateral from counterparties should NOT be counted as a source of
primary liquidity.
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Survey to Assess Liquidity Requirements Related to Credit and Market Events

Background

introduction

In this survey, Standard & Poor's is concerned with liquidity demands generated by the
trading/marketing of energy products, particularly under two stress scenarios:

e A dramatic decline in credit quality (“credit event™)
e A severe price movement in commodity prices (“market event”)

The survey applies to your company as a consolidated entity. Although the survey
targets the liquidity demands of trading operations, Standard & Poor's views liquidity on
a consolidated basis. Therefore, when filling out the survey, please account for all
potential sources of collateral calls, whether they are gencrated from unregulated
subsidiaries, regulated subsidiaries or joint ventures.

If your trading operation has a stand-alone rating or if the sources and uses of some of

your subsidiaries should be viewed separately from the consolidated entity, contact
Standard & Poor’s to discuss your particular situation.

Ratio Definitions:
CELA (Credit Event Liquidity Adequacy):

Primary Liquidity
Liquidity Demands During a Severe Downgrade without Price Stress.

MCELA (Market and Credit Event Liquidity Adequacy):

Primary Liquidity
Liquidity Demands During a Severe Downgrade with Price Stress*

* This will include Negative MTM and 60-Day Exposure given a 15% movement in the
forward curve for the 12 month strip and a 20% movement beyond the 12 month strip
plus potential collateral calls related to static margin, triggers on loans and contracts, and
commercial paper outstanding.

Standard & Poor's believes that investment-grade companies should maintain enough
liquidity to address a scenario in which there is a crisis of confidence in the company's
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financial condition and, at the same time, a 15%/20% adverse movement in power and
oil/gas prices. A shortfall from this guideline is just one factor in the overall ratings
analysis. However, the degree and magnitude of such a shortfall could have negative
ratings implications.

Available Liquidity
QUESTION A. — What is your primary liquidity?

Primary liquidity includes unrestricted cash on hand, unused committed credit facilities,
collateral posted, and discretionary inventory.

Cash held as collateral

Cash held as collateral from counterparties, for the purpose of this survey, should be
considered restricted cash and should not be considered a source of liquidity. Standard
& Poor's believes that cash held as collateral may or may not be available when a
company’s credit profile is deteriorating quickly. Counterparties usually have the
flexibility of requiring the cash collateral to be placed in an escrow account or replace the
cash collateral with a letter of credit.

Collateral Posted

Cash that is posted to back outstanding letters of credit should not be included as a primary
source of liquidity. Because collateral is added back to available liquidity, please remember to
report gross exposures in Questions B so that we avoid double counting.

Discretionary Inventory

Oil and gas inventory that is used for arbitrage trading purposes and that you can easily and
quickly sell is considered a source of primary liquidity. Please exclude inventory that is pledged
as collateral under the terms of an existing bank line.

Supplemental guestions related to available liquidity

1. What is your total unrestricted cash on hand?

2. What level of unrestricted cash do you plan to maintain over the next 12 months?

3. How much of your receivables have been factored into cash or sold to generate
cash?

4, How much cash collateral have you collected from your counterparties and do
you consider this to be unrestricted cash?

5. Do you expect to use your revolving facilities to finance construction projects or
as bridge loans to long-term debt?

6. List all credit lines and, for each credit line, provide the following descriptions:

. Total facility amount and maturity date

. Type of facility (i.e., 364-day revolver, 3-yr revolver or bilateral loan)

o Issuing entity, obligor, guarantor, co-guarantor (clarify if different)

. How much of the facility can be drawn as cash and how much as letters of
credit?
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) What is the current availability and usage under the line (in cash)?

. What is the current availability and usage under the line (in letters of
credit)? Is this a committed or uncommitted credit line?

. Does the credit line have a MAC clause?

) Does the facility have a security interest or springing security interest? If

yes, what is the security interest and what is the springing mechanism?

Liquidity Demands

Standard & Poor's has identified five major sources of potential calls on liquidity in the
event of severe credit deterioration:

Negative MTM exposure
60-day exposure

Increase in static margin
Triggers in loans and contracts
Commercial paper

QUESTION B. What are your liquidity demands related to negative MTM and 60-day
exposure?

What is negative MTM exposure?
The easiest way to think about this is to remember that each contract has either a positive

or negative market value. Contracts with positive value are “in-the-money” contracts and
have a positive mark-to-market (MTM). Contracts with negative value are “out-of-the-
money” and have a negative MTM value.

Because companies may be able to reject their out-of-the-money contracts in a
bankruptcy, counterparties may request collateral equal to the negative MTM portion of a
contract.

What is 60-day exposure?

Companies with speculative ratings may have to post collateral for their payables to
eliminate the collection risk faced by their counterparties. To completely offset the risk
to counterparties, the collateral would be equivalent to the difference between accounts
payable and accounts receivable. In effect, the company has to prepay its purchases prior
to physical delivery, less any sales to the same counterparty for that month.

Standard & Poor's uses a company’s estimated net 60-day AR/AP exposure as a proxy
for the potential increase in liquidity need in a downgrade event. Companies should
report the 60-day exposure (the current month plus the previous month), even though the
actual AR/AP exposure as of that date of reporting may be less than 60 days.
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How to aggregate Negative MTM and 60-day exposure

Negative MTM exposure should be aggregated on a contract-by-contract basis. Since
only contracts with negative value are relevant, the total exposure is a sum of the negative
exposures.

60-day exposure (see above section for details) should also be aggregated on a contract-
by-contract basis. Similar to negative MTM exposure, exposure is relevant only when
there is a deficit. As a result, the total exposure reflects the sum of all the negative
exposures.

If a contract allows MTM to be netted against A/R and A/P, the total negative exposure
should be aggregated on a contract-by-contract basis and the total exposure should still
reflect the sum of the negative exposures of each individual contract. But the value of the
contract is determined after netting MTM and AR/AP.

If the A/R is being used as collateral to back a credit line, it should not be counted again
as available to offset A/P or negative MTM exposure.

Is exposure calculated as net of collateral posted?
No, do not calculate exposure as net of collateral posted. We are interested in the

underlying exposure. Moreover, posted collateral is added back to available liquidity in
our liquidity adequacy calculations.

How do master netting agreements affect exposure?

Contracts with positive value can be netted against contracts with negative values, but
only if explicit contractual rights to do so exist. S&P is aware that inter-affiliate netting
and physical/financial netting may not be enforceable in court, but the focus of this
survey is the on-going margin requirements.

Which contracts should be included?

All contracts that have a collateral clause should be included. Collateral clauses include
any clause or language in a contract that could result in a collateral call. Do not exclude
unit-contingent contracts or contracts that receive accrual accounting treatment (as
opposed to mark-to-market accounting treatment). Include positions in the hedge book
and any other positions that could generate a relevant exposure.

‘ What s the assumed credit threshold?
‘ Assume credit threshold = $0 for contracts.
|

What about collateral clauses with soft triggers?

Collateral clauses are designed with a triggering event. If the triggering event is well
defined, such as a specific credit rating level (e.g., BBB or BB), it is a hard trigger. If the
triggering event is loosely defined, such as a MAC (material adverse change) clause, it is
a soft trigger.
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Collateral clauses that have a soft trigger are generally known as adequate assurance
clauses because they usually require a company to provide “adequate assurance” (AA) to
its counterparty in the event of a MAC.

Adequate assurance clauses are a significant source of confusion for estimating liquidity
demands because it is not always obvious what kind of event would constitute a MAC or
the amount of collateral that would be sufficient as AA. In your liquidity adequacy
calculation, you should estimate exposure based on the entire negative MTM value of the
contract. In other words, if a contract is out-of-money by $10, the liquidity demand in a
credit event should also be $10.

What about financial triggers in collateral clauses?
If the triggering event in the collateral clause is a financial test, assume you have failed

the financial test for the purpose of calculating the potential liquidity demands.

What about customized collateral clauses?

If you have an unusual or customized collateral clause, such as a cap on collateral or if
the required collateral is a percentage of the exposure, you should follow the terms of the
collateral clause, while assuming that the triggering event has occurred.

What about a company’s ability to change trading patterns?
Do not assume flexibility to change trading patterns or the ability to flatten out positions
to reduce liquidity exposure.

QUESTION C. What are your liquidity demands related to an increase in static
margin?

Static margin is the fixed security deposit posted to exchanges, ISO’s, pipelines or other
counterparties. It is considered static because it does not vary directly with changes in
market prices. However, this amount can go up substantially, sometimes $50 million to
$100 million, when a company’s credit rating falls below investment grade. In the past,
some companies were surprised by the size of the increase in the static margin when
downgraded below investment grade.

QUESTION D. What are your liquidity demands related to triggers in loans and
contracts?

Companies often have loans and contracts that require them to post collateral when their
credit falls below a certain level or some other financial triggering event. The type of
contracts include, but are not limited to, loans, surety bonds, structured transactions, and
performance-based contracts such as a power purchase agreement or a tolling agreement.
The estimate should assume that the triggering event has occurred, whether they are hard
triggers, soft triggers, or financial triggers, and it should assume that collateral covers the
entire exposure to the counterparty.
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QUESTION E. How much commercial paper do you have outstanding?

QUESTION F. What are your liquidity demands related to negative MTM and 60-day
exposure with a 15% market price stress?

Calculate liquidity demand related to negative MTM and 60-day exposure assuming the
following stress scenarios on your portfolio:

. Stress your portfolio assuming a 15% rise in the 12 month forward strip of
power, gas and oil and a 20% rise in the forward strip beyond 12 months (i.e. a
parallel shift in the curves, with a kink at 1 year).

. Stress your portfolio assuming a 15% decline in the 12 month forward
strip of power, gas and oil and a 20% decline in the forward strip beyond 12
months (i.e. a parallel shift in the curves, with a kink at 1 year).

The response to “QUESTION F” should reflect the higher of the two above scenarios.

Please stress the portfolio first, then add up all the contracts with negative values as
opposed to picking out all the contracts with negative values then stressing that subset of
the portfolio.

Supplemental Questions

Counterparty exposure table

For each counterparty, list its credit rating, positive exposure (credit exposure) and
negative exposure (liquidity exposure). A company can have both credit exposure and
liquidity exposure to a counterparty if the contracts between the two counterparties are
netted to the maximum possible extent (i.e., netting with AR/AP, cross-commodity
netting, financial/physical netting and inter-affiliate netting).

Counterparty Rating  Positive Exposure Negative exposure
Credit Exposure  Liquidity Exposure

Power Co BBB +30 -20

Gas Co A- +20 -30

Good Netting Co A +100 0

Total +150 -50

Forward Volume

e Provide a summary of your gross long and gross short forward volume by year.
Include all contractual assets, accrual or MTM, but do not include positions
provided by hard asset that you own (i.e., owned assets) or contracts without a
collateral clause. Do not net the longs and the shorts except when they are with
the same contract.
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Commodity Long/Short 2004 2005 2006 2007+ Total
Power MWh) Long
Power MWh)  Short
Gas (MMBtu) Long
Gas (MMBtu)  Short

Oil (bbl) Long
Oil (bbl) Short
Coal (ton) Long
Coal (ton) Short

Monthly Physical Volume

e List your realized physical sales and purchase volumes for energy commodities
for the month.

Commodity Amount
Power (MWh) Purchases
Power (MWh) Sales

Gas (MMBtu) Purchases
Gas (MMBtu) Sales

Gas (MMBtu) Purchase
Gas (MMBtu) Sales

Oil (bbl) Purchase

Oil (bbl) Sales

Coal (ton) Purchase
Coal (ton) Sales

Wholesale Requirements Contracts

List all your requirements contracts or standard offer contracts, or any other wholesale
contracts that have variable load characteristics.
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Counterparty Peak MW load Maturity  Standard Contains

obligation offer collateral clause
(or avg MCF/day contracts/ (y/n)
obligation for gas) Negotiated

Retail Contracts

What is the total peak MW load obligation or average MCF/day gas delivery obligation
of your retail competitive supply business? Please break requirements out by state or

region.

Trader compensation

1. What was the total compensation (salary and bonus) of your five highest paid
traders (or supervisors of the traders that have trading responsibilities) last
year and what is the highest you expect this year?

2. How are traders’ bonuses determined? Are they discretionary or based on a
formula? Are they based on individual performance or corporate-wide
performance? If formula based, please provide.

3. What was the overhead (G&A) of your trading operation (include front,
middle and back office) last year (include salaries)?

4. How many i) commercial, /i) middle- and /ii) back-office people do you
employ?
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Thursday, January 08, 2009 4:23 PM
To: 'Bettinelli, Antonio'

Subject: 200811 - SP.xIs

Attachments: 200811 - SP.xls

Tony,

Attached is the Liquidity Survey.

Jim

200811 - SP.xls (16
KB)
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Srt & TR chatutob
McGill, James T(Z71171) MM /V/‘@z ﬂ?”"'? 4 “’47‘ G

From: Higuchi, Dene C(Z05435) on behalf of Hickman, Rebecca (Z46875)
Sent: Wednesday, January 21, 2009 8:45 AM
Subject: PNW/APS: Press Release Announcing Bill Post's Retirement, Management Changes

This morning, we issued a press release announcing Bill Post's decision to retire from the company effective April 30,
2009. The release also includes announcements regarding promotions of Don Brandt and Don Robinson. The text of the
release is included below in this message.

As always, if you have any questions about these announcements or need other information about our company, please
contact me or Lisa Malagon (602-250-5671).

Sincerely,

Becky

Rebecca L. Hickman

Director of Investor Relations
Pinnacle West Capital Corporation
400 North 5th Street, Station 9988
Phoenix, Arizona 85004

Telephone: (602) 250-5668

Fax: (602) 250-2789

E-mail: rhickman@pinnaclewest.com

PINNACLE WEST CHAIRMAN BILL POST RETIRES

PHOENIX - The Pinnacle West Capital Corporation (NYSE: PNW) Board of Directors announced today that after 38 years
with the Company, Pinnacle West Chairman and Chief Executive Officer Bill Post will retire effective April 30, 2009. Post
will remain a member of the board.

The Board of Directors elected current Pinnacle and APS President and APS CEO Don Brandt to the board, effective
today, and appointed him Chairman of the Board and Pinnacle CEO, succeeding Bill Post in those capacities, effective
April 30, 2009. Brandt will continue to serve as President of Pinnacle and CEO of APS, the operating company. The
Company’s current Senior Vice President of Pianning and Administration, Don Robinson, will become the President and
Chief Operating Officer of APS.

Speaking on behalf of the Pinnacle West board, lead Director Kathy Munro said they had worked to develop an orderly
succession plan in the executive office for some time.

“The board greatly respects the important contributions that Bill Post has made to the Company and to the community. Of
course we regret seeing him depart. However, we respect Bill's plans and have complete confidence that the new
management team will take the Company successfully into the next decade.”

“I have total confidence that Don Brandt, and his team will successfully navigate what will be a dynamic and new energy
environment for APS, Arizona and the country,” Post said. “It will be an exciting and challenging time for the electric
industry and this team is prepared to succeed for customers and shareholders.”

Prior to joining APS in 2002, Don Brandt served as Senior Vice President and Chief Financial Officer at Ameren
Corporation, a St. Louis-based energy services company. After initially taking the position of Chief Financial Officer for
Pinnacle West and APS, Brandt was promoted to President of APS in 2007. In March of last year, he added the titles of
APS Chief Executive Officer and Pinnacle President and Chief Operating Officer.

“Without question, we face a dynamic and rapidly changing energy future,” Brandt commented. “We remain dedicated to
our communities, customers, employees and standards of energy reliability. These core priorities will, as under Bill Post,
continue to shape the way we manage our business going forward.”

Executive Vice President and Chief Nuclear Officer Randy Edington will continue to report to Brandt, while all other
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operational areas will report to newly appointed President Don Robinson.

Robinson joined APS in 1978. He previously held the title of Senior Vice President of Planning and Administration, where
he developed major planning strategies, and the Company’s future energy resource plans. He also had responsibility for
the oversight of risk management, budgeting and forecasting.

Pinnacle West is a Phoenix-based company with consolidated assets of about $11.5 billion. Through its subsidiaries, the

Company generates, sells and delivers electricity and sells energy-related products and services to retail and wholesale
customers in the western United States. It also develops residential, commercial, and industrial real estate projects.

-30-
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McGill, James T(Z71171) é’% M

From: Higuchi, Dene C{Z05435) on behalf of Hickman, Rebecca (Z46875)
Sent: Wednesday, January 21, 2009 3:51 PM
Subject: PNW: Dividend Declaration and Earnings Conference Call/Webcast

Today, we issued a press release announcing our latest dividend declaration and our 2008 fourth quarter and year-end
earnings release conference call and webcast. The text of the release is included below in this message.

As always, if you need any information about our company, please contact me or Lisa Malagon (602-250-5671).

Sincerely,

Becky

Rebecca L. Hickman

Director of Investor Relations
Pinnacle West Capital Corporation
400 North 5th Street, Station 9998
Phoenix, Arizona 85004

Telephone: (602) 250-5668

Fax: (602) 250-2789

E-mail; rhickman@pinnaclewest.com

PINNACLE WEST DECLARES QUARTERLY DIVIDEND;
ANNOUNCES FOURTH-QUARTER CONFERENCE CALL

PHOENIX - Pinnacle West Capital Corporation’s (NYSE: PNW) board of directors today declared a quarterly dividend of
$0.525 per share of common stock, payable on March 2, 2008, to shareholders of record on February 2, 2009.

In addition, Pinnacle West plans to release its 2008 fourth-quarter and year-end results on Friday, February 20, 2009. That
same day at 12:00 noon (ET), the Company invites interested parties to listen to a live web cast of management’s
conference call to discuss the results and recent developments.

The web cast can be accessed at www.pinnaclewest.com/presentations and will be available for replay on the web site for
30 days. To access the live conference call by telephone, dial (877) 356-3961 and enter Conference ID Number
81428217. A replay of the call also will be available until 11:55 p.m. (ET), Friday, February 27, 2009, by calling (800)
642-1687 in the U.S. and Canada or (706) 6845-9291 internationally and entering the same Conference ID number as
above.

Pinnacle West is a Phoenix-based company with consolidated assets of about $11.5 billion. Through its subsidiaries, the
Company generates, sells and delivers electricity and sells energy-related products and services to retail and wholesale
customers in the western United States. It also develops residential, commercial, and industrial real estate projects.

-30-
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Request from Moody's Investors Service Page 1 of 1

McGill, James T(Z71171)

From: Solomon, Scott [Scott.Solomon@moodys.com]
Sent: Wednesday, January 21, 2009 1:28 PM

To: McGill, James T(Z71171)

Cc: Schumacher, Laura

Subject: Request from Moody's Investors Service

Attachments: Bad_Debt_Study.doc

Dear Jim,

| am a senior analyst at Moody's Investors Service and working on a project that involves polling select utilities, including Arizona
Public Service Company, about past due accounts and growing bad debt expenses. We kindly ask that you review and reply to the
attached questionnaire no later than Friday, January 30th. We intend to incorporate our findings into a Special Comment that will be
shared with you prior to its public dissemination.

Thank you very much for your kind assistance. We look forward to receiving your input and sharing the resuits of this study with you
in the near future.

Should you have any questions, please feel free to contact me directly.
<<Bad_Debt_Study.doc>>

Regards,

Scott Solomon

Vice President, Senior Analyst

Moody's Investors Service

212-553-4358

scott.solomon@moodys.com

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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| '~ Moody’s 2009 Regulated Utilities Bad Debt Expense Study:

1. Have you experienced increases in past due payments and bad debt expense from

| your residential, commercial and industrial customers over the past 12 months? If
| so, what has been the percentage increase in past due receivables overall and by

‘ type of customer (residential, commercial and industrial)? What are the
expectations for the next 12 months?

2. Please summarize any energy assistance programs that may be provided in your
utility’s service territory, including the funding mechanism for such a program.
Has funding for the program increased over the past 12 months? Does the
program provide mitigation against increases in bad debt?

3. What measures are in place with your public utility commission(s) to enable you
to pass through the increased costs of bad debt expenses onto ratepayers or to
recover a majority of your customer bad debt expenses from ratepayers?

4. If you have bad debt mitigation measures in your rate design, how long do you
expect it would take to recoup these expenses?
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Page 1 of 1

McGill, James T(Z71171)
From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent: Wednesday, January 21, 2009 9:03 PM

To:  McGill, James T(Z71171)
Jim,
Are you available to chat about Suncor tomorrow? Let me know what works.

Tony

The information contained in this message is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or copying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer.
The McGraw-Hill Companles, Inc. reserves the right, subject to applicable local law, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message.
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Data request Page 1 of 1

McGill, James T(Z71171)

From: Bettinelli, Antonio [Antonio_Bettinelli@standardandpoors.com]
Sent:  Wednesday, January 21, 2009 9:26 PM

To: McGill, James T(Z71171)

Subject: Data request

Jim,

[ also have a data request. Would you or someone on your team be able to pull together some items for us? For year end 2007 and 2008 we would
like to know the following data points for the metro area: Vacancy rates, foreclosures, unemployment, population, number of meters and past due
accounts (number and percentage) by cutomer class. And for each entire year, the total unpaid amounts billed. Let me know if you need any
clarifications.

Regards,
Tony

The information contained in this message Is intended only for the recipient, and may be a confidential attorney-client communication or may otherwise
be privileged and confidential and protected from disclosure. If the reader of this message is not the intended recipient, or an employee or agent
responsible for delivering this message to the intended recipient, please be aware that any dissemination or ¢opying of this communication is strictly
prohibited. If you have received this communication in error, please immediately notify us by replying to the message and deleting it from your computer,
The McGraw-Hill Companies, Inc. reserves the right, subject to applicable local faw, to monitor and review the content of any electronic message or
information sent to or from McGraw-Hill employee e-mail addresses without informing the sender or recipient of the message.
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Thursday, January 22, 2009 5:41 PM
To: '‘Schumacher, Laura'

Subject: SunCor Update

Laura,

Would you be available tomorrow (Friday) for an update on SunCor?

Jim
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Thursday, January 22, 2009 5:42 PM
To: 'Philip.Smyth@fitchratings.com’
Subject: SunCor Update

Phil,

Would you be available tomorrow (Friday) for an update on SunCor?

Jim
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McGill, James T(Z71171)

From: Philip.Smyth@fitchratings.com

Sent: Thursday, January 22, 2009 5:54 PM
To: McGill, James T(Z71171)

Subject: Re: SunCor Update

Hi Jim,

Yes. Earlier in the day would be better. The only thing I have scheduled is a one hour
meeting that starts at 9:30AM EST.

Best Regards,

Phil
James .MCgill@pinn
aclewest.com
To
01/22/2009 07:42 Philip.Smythe@fitchratings.com
PM cc
Subject
SunCor Update
Phil,

Would you be available tomorrow (Friday) for an update on SunCor?

Jim

Email Firewall made the following annotations

NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged
or proprietary information. If you have received it in error, please notify the sender
immediately and delete the original and any copy or printout. Unintended recipients are
prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for
any loss or damage arising from the use of this e-mail or attachments, or for any delay or
errors or omissions in the contents which result from e-mail transmission.

This email has been scanned by the Messagelabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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Confidentiality Notice: The information in this e-mail and any attachment (s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the Messagelabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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McGill, James T(Z71171)

From: Schumacher, Laura [Laura.Schumacher@moodys.com]
Sent:  Friday, January 23, 2008 5:39 AM

To: McGill, James T(Z71171)

Subject: RE: SunCor Update

Good morning Jim,

Yes, | am available today. What time would you like to call?

Laura

----- Qriginal Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Thursday, January 22, 2005 7:41 PM

To: Schumacher, Laura

Subject: SunCor Update

Laura,
Would you be available tomorrow (Friday) for an update on SunCor?

Jim

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary
information. If you have received it in error, please notify the sender immediately and delete the original and any
copy or printout. Unintended recipients are prohibited from making any other use of this e-mail. Although we have
taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or
damage arising from the use of this e-mail or attachments, or for any delay or errors or omissions in the contents
which result from e-mail transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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Message Page 1 of 2

McGill, James T(Z71171)

From: McGill, James T(Z71171)
Sent:  Friday, January 23, 2009 5:56 AM
To: 'Schumacher, Laura'
Subject: RE: SunCor Update

How about 1:00 NYC time?
From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Friday, January 23, 2009 5:39 AM

To: McGill, James T(Z71171)
Subject: RE: SunCor Update

Good morning Jim,
Yes, | am available today. What time would you like to call?

Laura

----- Original Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com)
Sent: Thursday, January 22, 2009 7:41 PM

To: Schumacher, Laura

Subject: SunCor Update

Laura,
Would you be available tomorrow (Friday) for an update on SunCor?

Jim

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary
information. If you have received it in error, please notify the sender immediately and delete the original and any
copy or printout. Unintended recipients are prohibited from making any other use of this e-mail. Although we have
taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no liability for any loss or
damage arising from the use of this e-mail or attachments, or for any delay or errors or omissions in the contents
which result from e-mail transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
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Message Page 2 of 2

for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via

|
|
|
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
this e-mail message.
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Friday, January 23, 2009 5:56 AM
To: 'Philip.Smyth@fitchratings.com’
Subject: RE: SunCor Update

How about noon your time?

----- Original Message-----

From: Philip.Smyth@fitchratings.com [mailto:Philip.Smyth@fitchratings.com]
Sent: Thursday, January 22, 2009 5:54 PM

To: McGill, James T{271171)

Subject: Re: SunCor Update

Hi Jim,

Yes. Earlier in the day would be better. The only thing I have scheduled is a one hour
meeting that starts at 9:30AM EST.

Best Regards,

Phil
James.MCgill@pinn
aclewest.com
To
01/22/2009 07:42 Philip.Smyth@fitchratings.com
PM . cc
Subject
SunCor Update
Phil,

Would you be available tomorrow (Friday) for an update on SunCor?

Jim

Email Firewall made the following annotations

NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged
or proprietary information. If you have received it in error, please notify the sender
immediately and delete the original and any copy or printout. Unintended recipients are
prohibited from making any other use of this e-mail. Although we have taken reasonable
precautions to ensure no viruses are present in this e-mail, we accept no liability for
any loss or damage arising from the use of this e-mail or attachments, or for any delay or
errors or omissions in the contents which result from e-mail transmission.
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This email has been scanned by the Messagelabs Email Security System.
For more information please visit http://www.messagelabs.com/email

Confidentiality Notice: The information in this e-mail and any attachment(s) 1is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of

the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the MessageLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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Message - ) Page 1 of 2

McGill, James T(Z71171)

From: Schumacher, Laura [Laura.Schumacher@moodys.com]
Sent:  Friday, January 23, 2009 6:23 AM

To: McGill, James T(Z71171)

Subject: RE: SunCor Update

That works. Do you want to call me in my office?

----- Original Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com)
Sent: Friday, January 23, 2009 7:56 AM

To: Schumacher, Laura

Subject: RE: SunCor Update

How about 1:00 NYC time?

From: Schumacher, Laura {mailto:Laura.Schumacher@moodys.com]
Sent: Friday, January 23, 2009 5:39 AM

To: McGill, James T(Z71171)

Subject: RE: SunCor Update

Good morning Jim,

Yes, | am available today. What time would you like to call?

Laura

----- Originai Message-----
From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Thursday, January 22, 2009 7:41 PM
To: Schumacher, Laura
‘ Subject: SunCor Update

Laura,
Would you be available tomorrow (Friday) for an update on SunCor?

Jim

Email Firewall made the following annotations

--- NOTICE ---

This message is for the designated recipient only and may contain confidential, privileged or proprietary
information. If you have received it in error, please notify the sender immediately and delete the original and
any copy or printout. Unintended recipients are prohibited from making any other use of this e-mail.
Although we have taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no
liability for any loss or damage arising from the use of this e-mail or attachments, or for any delay or errors or
omissions in the contents which result from e-mail transmission.
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Message - : Page 2 of 2

The information contained in this e-mail message, and any attachment thereto, is confidential and may not
be disclosed without our express permission. If you are not the intended recipient or an employee or agent
responsible for delivering this message to the intended recipient, you are hereby notified that you have
received this message in error and that any review, dissemination, distribution or copying of this message, or
any attachment thereto, in whole or in part, is strictly prohibited. If you have received this message in error,
please immediately notify us by telephone, fax or e-mail and delete the message and all of its attachments.
Thank you. Every effort is made to keep our network free from viruses. You should, however, review this e-
mail message, as well as any attachment thereto, for viruses. We take no responsibility and have no liability
for any computer virus which may be transferred via this e-mail message.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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i
|
|
|
McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent:  Friday, January 23, 2009 6:25 AM
To: '‘Schumacher, Laura'

Subject: RE: SunCor Update

|
|
Yes - talk to you then.

From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Friday, January 23, 2009 6:23 AM

To: McGill, James T(Z71171)

Subject: RE: SunCor Update

That works. Do you want to call me in my office?

~~~~~ Original Message-----

From: James.MCgill@pinnaciewest.com [mailto:James.MCgill@pinnaclewest.com]
Sent: Friday, January 23, 2009 7:56 AM

To: Schumacher, Laura

Subject: RE: SunCor Update

How about 1:00 NYC time?

From: Schumacher, Laura [mailto:Laura.Schumacher@moodys.com]
Sent: Friday, January 23, 2009 5:39 AM

To: McGill, James T(Z271171)

Subject: RE: SunCor Update

Good morning Jim,
Yes, | am available today. What time would you like to call?

Laura

--—---Original Message-----

From: James.MCgill@pinnaclewest.com [mailto:James.MCgill@pinnaclewest.com)
Sent: Thursday, January 22, 2009 7:41 PM

To: Schumacher, Laura

Subject: SunCor Update

Would you be available tomorrow {Friday) for an update on SunCor?

| Laura,
Jim

Email Firewall made the following annotations

This message is for the designated recipient only and may contain confidential, privileged or proprietary
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Message - _ Page 2 of 2

information. If you have received it in error, please notify the sender immediately and delete the original and
any copy or printout. Unintended recipients are prohibited from making any other use of this e-mail.
Although we have taken reasonable precautions to ensure no viruses are present in this e-mail, we accept no
liability for any loss or damage arising from the use of this e-mail or attachments, or for any delay or errors or
omissions in the contents which result from e-mail transmission.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not
be disclosed without our express permission. If you are not the intended recipient or an employee or agent
responsible for delivering this message to the intended recipient, you are hereby notified that you have
received this message in error and that any review, dissemination, distribution or copying of this message, or
any attachment thereto, in whole or in part, is strictly prohibited. If you have received this message in error,
please immediately notify us by telephone, fax or e-mail and delete the message and all of its attachments.
Thank you. Every effort is made to keep our network free from viruses. You should, however, review this e-
mail message, as well as any attachment thereto, for viruses. We take no responsibility and have no liability
for any computer virus which may be transferred via this e-mail message.

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.

|

|
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McGill, James T(Z271171)

From: Philip.Smyth@fitchratings.com
Sent: Friday, January 23, 2009 6:34 AM
To: McGill, James T(Z71171)
Subject: RE: SunCor Update

Can we do it at 11 or 1:30? There is something I need to do at noon, but I have some
flexibility if that is a problem.

Confidentiality Notice: The information in this e-mail and any attachment(s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the Messagelabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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McGill, James T(Z71171)

From: McGill, James T(Z71171)

Sent: Friday, January 23, 2009 6:37 AM
To: 'Philip.Smyth@fitchratings.com’
Subject: RE: SunCor Update

1:30 your time will work. We'll call you at your desk.

————— Original Message-----

From: Philip.Smyth@fitchratings.com [mailto:Philip.Smyth@fitchratings.com]
Sent: Friday, January 23, 2009 6:34 AM

To: McGill, James T{(Z71171)

Subject: RE: SunCor Update

Can we do it at 11 or 1:30? There is something I need to do at noon, but I have some
flexibility if that is a problem.

Confidentiality Notice: The information in this e-mail and any attachment(s) is
confidential and for the use of the addressee(s) only. If you have received this e-mail
in error, please delete this e-mail. Unauthorized use, reliance, disclosure or copying of
the contents of this e-mail, or any similar action, is prohibited.

This email has been scanned by the MessagelLabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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Reminder Request from Moody's Investors Service Page 1 of 1

McGill, James T(Z71171)

From: Solomon, Scott [Scott.Solomon@moodys.com]
Sent: Tuesday, January 27, 2009 2:02 PM

To: Solomon, Scott

Subject: Reminder: Request from Moody's Investors Service

Attachments: Bad_Debt_Study.doc

The attached questionnaire was forwarded on January 21, 2009. Could you please have it have completed and returned by Friday,
January 30, 20097

<<Bad_Debt_Study.doc>>

Regards,

Scott Solomon

Vice President, Senijor Analyst
Moody's Investors Service
212-553-4358
scott.solomon@moodys.com

The information contained in this e-mail message, and any attachment thereto, is confidential and may not be
disclosed without our express permission. If you are not the intended recipient or an employee or agent responsible
for delivering this message to the intended recipient, you are hereby notified that you have received this message in
error and that any review, dissemination, distribution or copying of this message, or any attachment thereto, in
whole or in part, is strictly prohibited. If you have received this message in error, please immediately notify us by
telephone, fax or e-mail and delete the message and all of its attachments. Thank you. Every effort is made to keep
our network free from viruses. You should, however, review this e-mail message, as well as any attachment thereto,
for viruses. We take no responsibility and have no liability for any computer virus which may be transferred via
this e-mail message.
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Moody’s 2009 Regulated Utilities Bad Debt Expense Study:

1. Have you experienced increases in past due payments and bad debt expense from
your residential, commercial and industrial customers over the past 12 months? If
so, what has been the percentage increase in past due receivables overall and by
type of customer (residential, commercial and industrial)? What are the
expectations for the next 12 months?

2. Please summarize any energy assistance programs that may be provided in your
utility’s service territory, including the funding mechanism for such a program.
Has funding for the program increased over the past 12 months? Does the
program provide mitigation against increases in bad debt?

3. What measures are in place with your public utility commission(s) to enable you
to pass through the increased costs of bad debt expenses onto ratepayers or to
recover a majority of your customer bad debt expenses from ratepayers?

4. If you have bad debt mitigation measures in your rate design, how long do you
expect it would take to recoup these expenses?

Page 88 of 88




