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TESTIMONY OF JACK E. DAVIS
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY

(Docket No. E-00000A-02-0051)

1.

Q-

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

My name is Jack E. Davis.. My business address is 400 North Fifth Street,

Phoenix, Arizona 85072. I am President of Energy Delivery and Sales for

Arizona Public Service Company ("APS" or "Company"). I am also President

of Pinnacle West Capital Corporation ("PWCC").

Q. DID YOU PREVIOUSLY SUBMIT WRITTEN TESTIMONY IN THIS
CONSOLIDATED DOCKET?

Yes. I filed both direct and rebuttal testimony in Docket No. E-01345A-01-

0822. However, since that testimony was never actually heard by the Arizona

Corporation Commission ("Commission"), I have provided a Statement of

Qualifications as an attachment to this testimony. See Appendix A.

Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS GENERIC
PROCEEDING?
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A. In response to the Commission's Procedural Order dated May 2, 2002

("Procedural Order"), I will discuss the reasons behind the transfer of most of

the Company's generating assets to Pinnacle West Energy Corporation

("PWEC"). As also requested in the Procedural Order, I will address (from a

layman's point of view) the issues of affiliate transactions, codes of conduct and

the division ofjurisdictional authority over pricing as between this Commission

and the Federal Energy Regulatory Commission ("FERC").

A.

A.

1
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Q, WILL APS PRESENT OTHER WITNESSES?

A. Yes. Dr. William Hieronymus will address the questions raised by Staff

concerning the potential for PWEC to exercise meaningful market power post-

divestiture. Market power was explicitly identified as a "Track A" issue in the

Procedural Order. Dr. Hieronymus also discusses the reasons why divestiture of

APS generation assets to PWEC remains in the public interest.

Q- WILL ANY OF THE COMPANY WITNESSES DIRECTLY DISCUSS
COMPETITIVE BIDDING PROCEDURES AND OBJECTIVES IN
THEIR TESTIMONY?

A. No. The Procedural Order has designated these as "Track B" issues. The

Company has proposed a separate but parallel process of addressing and

resolving "Track B" issues.

11. SUMMARY
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Q- PLEASE PROVIDE A SUMMARY OF YOUR TESTIMONY.

A. The Commission's Electric Competition Rules (A.A.C. R14-2-1601, et seq.)

specifically mandated divestiture of all APS generation assets by December 31,

2000. At the Company's request, this divestiture was both expressly authorized

by the Commission and postponed by up to two years as a result of the 1999

APS Settlement Agreement, which settlement was approved and adopted by the

Commission in Decision No. 61973 (October 6, 1999). See Schedule JED-1GD,

attached. An earlier settlement agreement negotiated with Commission Staff in

1998 but eventually withdrawn, also provided for divestiture of APS generation

to an affiliated entity. The reasons prompting these various actions by the

Commission and/or Staff are as valid today as they were in 1998 and 1999.

They also explain why the divestiture of generation by electric utilities to

subsidiaries or other affiliated entities has been a common part of industry
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restructuring in other jurisdictions. The Commission has had in place

comprehensive Affiliate Rules (A.A.C. R14-2-801,et seq.) since 1990. Affiliate

transactions are also reviewed in individual proceedings, both rate and

otherwise. Similarly, the Commission and FERC have approved Codes of

Conduct. In addition, APS has in place implementing Policies & Procedures

(Commission) for its Commission-approved Code of Conduct and Standards of

Conduct (FERC) that govern the interaction between affiliated merchant energy

functions (e.g., PWM&T) and the wire (transmission) functions of APS. These

existing regulatory policies and Powers have proven effective as to those utilities

covered by such provisions.

Finally, I am aware that sales to APS of power from the wholesale electric

market are regulated by FERC. This has been true since long before I came to

the Company, and I am not aware of any proposals to change this jurisdictional

fact of life. That does not mean, however, that the Commission is powerless to

either effectively participate in FERC proceedings affecting Arizona consumers

or that it has surrendered its ability to review discretionary decisions by APS

management to determine whether they were prudent given the facts and

circumstances known to APS at the time such decisions were made.

III. TRANSFER OF APS GENERATION TO PWEC

Q- DO THE ELECTRIC COMPETITION RULES DISCUSS THE ISSUE OF
DIVESTITURE OF GENERATION ASSETS TO AN AFFILIATE?
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Yes. In Decision No. 61969 (September 29, 1999) the Commission reaffirmed

die already existing provisions of the Electric Competition Rules requiring

divestiture of competitive generation and other competitive assets.

Specifically, A.A.C. R14-2-1615 (A) states:

3
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All competitive generation assets and competitive services
shall be separated from an Affected Utility prior to January 1, 2001 .

But this story goes back over a year prior to Decision No. 61969. In Decision

No. 61071 (August  10, 1998), the Commission, at  Staflf"s urging, added a

mandatory divestiture provision to the Electric Competition Rules. Although

originally proposed as a California-style divestiture to out-of-state merchant

plant developers, APS and Tucson Elect Power successfully argued for a

third opt ion - divest iture to  an Arizona affiliate.  See A.A.C. R14-2-1615.

That  provision was later  reaffirmed in Decision No. 61272 (December ll,

1998) and, of course, in Decision No. 61969.

Q. WERE THE PROS AND CONS OF DIVESTITURE DEBATED DURING
THE VARIOUS RULEMAKING PROCEEDINGS THAT EVENTUALLY
RESULTED IN THE PRESENT ELECTRIC COMPETITION RULES?

Yes. It had been a topic of considerable debate and analysis since the original

considerat ion of the Electric Competit ion Rules in 1996. Unlike the 50%

competitive bidding requirement, divestiture was fully subject to the review and

comment process of Arizona Rulemaking - no t  once but  on at  least  four

separate occasions. In conclusion, the Commission found that:

only through the divestiture of competitive services or the
transfer of competitive services to an affiliate would the
subsidization and crossovers between monopoly and
competition be prohibited.

Decision No. 61272 at Appendix C, p. 33.
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Nearly a year after that Decision, the Commission again considered the issue of

generation divestiture to an affiliate or affiliates of an Affected Utility and again

concluded after yet another full-blown Rulemaking proceeding that:

A.

[the] separation of monopoly and competitive. services by the
incumbent Affected Utilities must take place in order to foster
development of a competitive market in Arizona
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the requirement that competitive generation assets and
Competitive Services be separated to an unaffiliated party
or to a separate corporate a foliate or affiliates, will
provide greater protection against cross-subsidization
than would separationto a subsidiary.

Decision No. 61969 at 60-61 (emphasis supplied).

Q, DO THE ELECTRIC COMPETITION RULES IMPOSE ANY DUTIES
O R RESTRICTIO NS O N TH E TRANSF EREE(S)  O F  DIVESTED
ELECTRIC GENERATION?

A. No.

Q, WHAT DID THE 1999 APS SETTLEMENT AGREEMENT AND THE
COMMISSION DECISION APPROVING AND ADOPTING SUCH
SETTLEMENT AGREEMENT HAVE TO SAY ABOUT THE
DIVESTITURE OF APS GENERATION ASSETS TO AN AFFILIATE?

Decision No. 61973 reaffirmed for the fourth time that divestiture of the

Company's generation to an affiliate was "in the public interest" and thus

granted:

all requisite Commission approvals for ...
by APS or its parent of new corporate affiliates .
the transfer thereto of APS' generation assets

See 1999 APS Settlement Agreement at §§4.2 and 4.4.

the creation
and

In its adoption of the 1999 APS Settlement, the Commission went on to state:

[T]he Commission supports and authorizes the transfer by
APS to an affiliate or affiliates of all its generation and [other]
competitive electric service assets as set forth in the Agreement
Agreement no later than December 31, 2002."
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Decision No. 61973 at 10.

A.

The Commission further adopted the following language as set forth in the

Agreement:

The Commission has determined that allowing the Generation
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Section 32 of the Public Utility Holding Company Act ("PUHCA"),
and owned by an APS EWG [
affiliate (1) will benefit consumers, (2) is in the public interest,
and (3) does not violate Arizona law.

Assets to become "eligible facilities," within the meaning of

"Exempt Wholesale Generator"]

Id. at Attachment 1, p.7.

Unlike most settlements before the Commission, the 1999 APS Settlement

Agreement provided for the Commission itself to become a party to the

settlement by virtue of its approval of that settlement in Decision No. 61973.

The legality of the 1999 APS Settlement Agreement, including the

Commission's inclusion as a party to the settlement, and Decision No. 61973

survived unscathed through two separate judicial appeals, the last of which was

finally decided in December of 2001. In upholding the 1999 APS Settlement

Agreement, the Arizona Court of Appeals stated:

The agreement requires APS to divest its generation assets by December
31, 2002, andrequires the Commission approve the formation of an APS
affiliate to acquire those assets at book value. [Opinion at 118.]

Section 6.1 [of the Settlement] makes the Commission a party to the
agreement, and section 6.2precludes the Commission from taking or
proposing any action inconsistent with the agreementandrequires the
Commission to actively defend it. [Opinion at1133.]
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The general rule, however, is that a contract that extendsbeyond the
terms of the members of a public board is valid if made in good faith and
if its does not involve the performance of personal or professional
services for the board. [Citation omitted.] The [Arizona Consumers]
Council has not alleged that the [settlement] contract was not entered into
in good faith, and the contractdoes not involve personal services for
Commission members. The [settlement] contract can therefore bind
future commissions. [Citation omitted.. .Opinion
at 1] 38]
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Q- WAS DIVESTITURE A KEY ELEMENT OF THE SETTLEMENT?

A. Yes. Divestiture of APS generation was at the very heart of the 1999 APS

Settlement Agreement from the time of its original submission to the

Commission in May 1999. It was an express part of the Company's bargained-

for consideration in the agreement. APS would have never entered into any

settlement that did not guarantee its ability to divest its generation to an affiliate

or affiliates, that did not require the Commission to make the findings of fact

necessary for that affiliate or affiliates to be an "Exempt Wholesale Generator,"

or that did not allow the recovery of transition costs.

Q, ASIDE FROM THE 1999 APS SETTLEMENT AGREEMENT ITSELF,
HAVE APS AND ITS PARENT CORPORATION, PWCC, TAKEN
SPECIFIC STEPS IN REGARD TO DIVESTITURE OF APS
GENERATING ASSETS TOPWEC?

A. Yes. These include:

1) forming PWEC and subsequently obtaining a financial credit
rating (contingent upon transfer of the APS generating assets)
for PWEC Hom major credit rating agencies,

2) reorganization and reassignment of APS personnel to PWM&T
and PWEC and the retention by PWEC of new personnel
to both operate APS generation and to engage in the construction
of new generation,

3) PWEC's initiation of over $1 billion dollars in new
generation construction to serve APS retail customers, which
decision was wholly dependent upon the ability to acquire
existing APS generation under the provisions of the Electric
Competition Rules and the 1999 APS Settlement Agreement,
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4) provision of interim financing by PWCC for PWEC's
construction of new generation to serve APS load, which
financing has placed an extreme burden on PWCC without
the ability to collateralize the APS generating assets,

-7-
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5) development of a comprehensive "buy-back" purchase power
agreement ("PPA") whereby APS generating assets could
remain dedicated to APS retail customers at cost-based prices,

6) notice to or consents from some 3500 co-participants,
fuel suppliers, government entities, creditors, etc., for
transfer of the APS generation and related contracts,
permits, rights-of-way, letters of credit, etc.,

7) preparation of requests for and the securing of several private
letter rulings from the IRS addressing the transfer of APS
generation to PWEC and the continued tax-advantaged status
of the Palo Verde Nuclear Generating Station ("PVNGS")
decommissioning trust,

8) preparation of legal documents of transfer (deeds, bills
of sale, assignments, etc.),

9) preparation of the data required by Decision No. 61973 to be
included in the 30-day notice of transfer, presently to be filed
on August 1, 2002, and
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submission of an application to the Nuclear Regulatory
Commission ("NRC") for the transfer of the Company's
operating license at PVNGS.

The last two critical path events prior to the actual transfer are: 1) securing NRC

approval of a license transfer for the operation of the PVNGS, and 2) securing

approval from the owners of or (more likely) a buyout  of the secured lease

obligat ion bonds ("SLBs") associated with the previously authorized

sale/leaseback of PVNGS Unit 2. APS submitted its application for operating

license transfer to the NRC last month. Approval is expected within no more

than six months from the date of filing. Also, the Company will initiate buyout

of the SLBs in the next  couple of months. This buyout  will be an extremely

10)

8
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expensive proposition and will significantly increase the divestiture-related

expenditures incurred by APS to date.

Q- DID ANYONE OPPOSE THE DIVESTITURE PROVISIONS OF THE
1999 APS SETTLEMENT AGREEMENT?

A. No. Obviously none of the signatories were in disagreement over the necessity

of such a restructuring of the Company's lines of business into competitive and

non-competitive entities. And no non-signatory participant in the proceeding

resulting in approval and adoption of the 1999 APS Settlement Agreement,

including Staff, was opposed to divestiture.

Q~ YOU PREVIOUSLY MENTIONED A 1998 SETTLEMENT WITH
COMMISSION STAFF. DID THAT SETTLEMENT ALSO INCLUDE A
DIVESTITURE REQUIREMENT?

A. Yes. Staff, APS and Tucson Electric Power Company ("TEP") negotiated a

three-way agreement wherein APS would acquire some of TEP's generation and

TEP would acquire the Company's EHV transmission assets. APS would then

be required to divest the combined APS/TEP generation to an affiliate.

Q- DID EITHER SETTLEMENT AGREEMENT IMPOSE ANY
CONDITIONS ON THE AFFILIATE RECEIVING APS GENERATION
ASSETS?

No. In fact, neither Staff nor the Commission, or for that matter, any of the

signatories to either agreement, ever suggested that any conditions be imposed.

Q- ARE DIVESTITURE AND COMPETITIVE BIDDING UNDER RULE
l606(B) LINKED?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

2 4

25

26

A. Absolutely, both in the historical context of the Electric Competition Rules and

in the practical sense. I say historical context because the two provisions [Rule

1606(B) and Rule 1615] arose at the same time and have always been

synchronized in their starting date. Even during the approval process of the

A.

9
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1999 APS Settlement Agreement, the variance granted to Rule 1606(B) was

referred to as a "corresponding delay," that is, "corresponding" to the delay in

implementation of Rule 1615. Moreover, the competitive bidding and other

power procurement provisions of Rule 1606(B) refer only to "Utility

Distribution Companies," which in the parlance of the Electric Competitions

Rules is used only to describe Affected Utilities such as APS in their post-

divestiture state of restructuring. Practically speaking, it would make little sense

for a still vertically-integrated utility to bid for resources it already owns, a

concession that even merchant generators such as Sempra have acknowledged in

response to the Company's data requests.

IV. AFFILIATE RULES AND CODE OF CONDUCT

Q- HOW LONG HAS THE COMMISSION HAD COMPREHENSIVE
AFFILIATE TRANSACTION REGULATIONS IN EFFECT?

The Affiliate Rules were, in their present form, enacted in 1990. They address

both specific types of affiliate transactions and more generic issues such as cost

allocation, diversification, etc. The Affiliate Rules are organized as follows:

Rule 801 .-. Definitions

Rule 802 - Applicability (Class A utilities and affiliates)

Rule 803 -- Regulates organizations and reorganizations at the
holding company level; this includes any acquisition of or divestiture
of an affiliate o the Arizona utility and even the acquisition or
divestiture of a financial interest in such affiliate

Rule 804 .- Reqluires prior approval of specific transactions
between the us tty and any a fellate, requires affiliates to make
books and records available to the Commlssion

Rule 805 - Requires annual report on affiliates and affiliated transactions
as well as future business plans of the holding company and affiliates
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Rule 806 - Allows waivers of Affiliate Rules if "in the public interest"

A.
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Q- DID THE coMM1ss10n ALS() ADDRESS AFFILIATE
TRANSACTIONS IN INDIVIDUAL ORDERS PRIOR TO THE
ENACTMENT OF COMPREHENSIVE AFFILIATE RULES?

A. Yes. In Decision Nos. 56548 (July 12, 1989) and 55196 (September 18, 1986),

the Commission imposed both substantive and procedural provisions governing

affiliate transaction specific to APS and its affiliates. These orders were

subsequently rescinded or modified by the Commission, but they evidence that

the Commission is far from powerless to address concerns about the potential

for affiliate abuse. Moreover, the Commission still retains the power to disallow

affiliate charges in rate proceedings if it finds them impudent.

Q- DO SOME OR ALL THE MERCHANT PLANT INTERVENERS HAVE
REGULATED ELECTRIC UTILITY AFFILIATES?

Yes, although most of them claimed that information was either confidential or

claimed not to know what the word "affiliate" meant. Sempra, Reliant, Duke,

Panda/TECO, PG&E, AES and PPL all have traditional electn'c utility affiliates.

Q- WILL ANY OF THEM BE SUBJECT TO THE AFFILIATE RULES?

Not unless the Commission chooses to make them so. At present, only entities

affiliated with an Arizona electric utility having at least $5 million in annual

retail sales are subject to affiliate restrictions, and according to Commission

records, no such Arizona retail utility affiliates of the merchant plant interveners

exist.

Q- DOES APS PRESENTLY HAVE IN EFFECT A CODE OF CONDUCT
GOVERNING ITS RELATIONS WITH VARIOUS AFFILIATES?
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A. It has both a Commission-approved Code of Conduct and a FERC-approved

Code of Conduct. Below is a brief description of the origin and purpose of each

of these Codes of Conduct'

A.

A.
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The Commission-approved Code of Conduct is in accordance with Rule 1616 of

the Electdc Competit ion Rules and represented a Staff-APS joint  proposal.

Subsequent to the Code of Conduct's approval in Decision No. 62416 (April 3,

2000), die Company submitted Policies & Procedures ("P&P") to implement the

which were in t um reviewed by Commission Staff for

conformity with the requirements of Decision No. 62416.

Code of Conduct,

The FERC Code of Conduct  is intended to protect  capt ive customers from

subsidizing unregulated or competitive activities. The Standards of Conduct

prevent  discriminatory access to bo t h phys ica l fac ilit ie s  and  ne t wo r k

information. See Re Pinnacle West Capital Corp., 95 FERC 1161,300 at 62,026

(2001).

Q- DO YOU BELIEVE THE COMMISSION'S AFFILIATE RULES AND
THE COMMISSION AND FERC-APPROVED CODES OF CONDUCT
ARE SUFFICIENT TO PREVENT AND REMEDY AFFILIATE ABUSE?

A.
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Yes. They are more than sufficient, at least for utilities that are covered by them

such as APS. As noted above, the Commission can also issue individual orders

both in and outside the context of rate proceedings on this issue and can disallow

the recovery of specific costs from Arizona consumers. Neither of these is true,

of course, with regard to those power suppliers in Arizona that are exempt from

the Affiliate Rules and the requirements of Rule 1616,  and which are not

otherwise "public service corporations."

these ent it ies,  have FERC Codes o f Conduct  and are subject  t o  FERC's

Standards of Conduct. Whether that standing alone is sufficient to address any

Commission concerns is an issue for the Commission to determine in this or

some later proceeding.

I will concede that most, but not all

12
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THE JURISDICTIONAL ISSUE

Q, WOULD DIVESTITURE OF APS' GENERATION TO PWEC RESULT
IN THE FERC HAVING JURISDICTION OVER APS PURCHASES OF
ELECTRICITY?

FERC has had that jurisdiction since the 1930s. The transfer of APS generation

to PWEC or, for that matter, to anyone else, would not change that fact.

Without significant owned-generation, however, APS will obviously have to

purchase most of its Standard Offer service requirements from wholesale

suppliers. This too has always been understood since the first additions of Rule

1606 and Rule1615 to the ElectricCompetition Rules back in 1998. However,

by submitting its proposed PPA to the Commission for its review and approval

even prior to filing the agreement with FERC, the Company offered the

Commission an opportunity quite possibly not available to it should it be

required to purchase power from non-affiliates.

Q. EVEN THOUGH DIVESTITURE DOES NOT CHANGE THE HISTORIC
JURISDICTIONAL SEPARATION BETWEEN STATE AND FEDERAL
REGULATORS, SHOULDN'T THE COMMISSION BE CONCERNED
THAT FERC WILL PERMIT HIGHER RATES THAN WOULD HAVE
BEEN THE CASE UNDER THIS COMMISSION'S TRADITIONAL
RATEMAKING SYSTEM?
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No. Such FERC-authorized rates might be either higher or lower than cost-of~

service, unless the wholesale transaction itself is cost-based in the same manner

as the proposed PPA. But to the extent APS must obtain power from non-

affiliated sources, it is a risk the Commission has already decided to accept

Under the competitive-bidding or other market-based power acquisition

strategies contemplated by Rule l606(B). In the Staff Report dated March 22,

2002, the need for Commission monitoring of and participation in FERC market

proceedings is addressed in some detail. Letters in this Docket from two of the

Commissioners specifically address such a Commission role. APS supports

A.

A.

v.

-13-
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these efforts and believes the Commission can be an effective voice in support

of Arizona consumers.

VI. CONCLUSION

Q- DO YOU HAVE ANY CONCLUDING REMARKS?

A. Yes. Divestiture of APS generation to PWEC has been a requirement of the

Electric Competition Rules for years. It was an integral part of two settlements,

the second of which was adopted by the Commission and upheld as binding by

the Courts. Over the past 20 months, APS has undertaken numerous steps and

spent millions of dollars to be in a position to effectuate that divestiture as

agreed to in 1999. Divestiture is also the basis for the competitive bidding

provision of Rule 1606, which makes absolutely no sense in its absence.

The Commission and FERC have adequate provisions in place to prevent, detect

and correct affiliate abuse and discriminatory treatMent of any nature. These

include comprehensive Affiliate Rules and Codes of Conduct (and the P&P and

FERC Standards of Conduct), individual orders, and after-the-fact rate reviews.

APS purchases from the competitive wholesale market are and have been

regulated by FERC. The Commission has full power and authority to monitor

and participate in FERC proceedings and can review the prudence of

discretionary APS procurement decisions after-the-fact in individual rate cases.

Under terms of the proposed PPA, Commission involvement would also have

been extended to encompass before-the-fact review and approval.

Q, DOES THAT CONCLUDE YOUR INITIAL WRITTEN TESTIMGNY IN
THIS GENERIC PROCEEDING?
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A. Yes, it does.
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APPENDLYA

STATEMENT OF WITNESS QUALIFICATIONS

Jack E. Davis is President for Pinnacle West Capital Corporation (PWCC) and President
of Energy Delivery and Sales for Arizona Public Service Company (APS). As President
of PWCC, Mr. Davis has responsibility for Bulk Power Marketing & Trading. As APS
President for Energy Delivery and Sales, Mr. Davis has responsibility for Transmission
Planning and Operations, Customer Service, Economic Development, and Pricing and
Regulation. Mr. Davis is also on the Boards of PWCC and APS, as well as the Boards of
APS Energy Services and Pinnacle West Energy Corporation.

Mr. Davis graduated from New Mexico State University in 1969 with a Bachelor of
Science Degree in Medical Technology and in 1973 with a Bachelor of Science in
Electrical Engineering. He joined APS in 1973 and has held various supervisory and
managerial positions in both the APS System Planning and Power Contracts and APS
System Operations Departments. In 1990, Mr. Davis was named APS Director of System
Development and Power Operation and thereafter promoted to APS Vice-President of
Generation and Transmission in 1993. In October 1996, he was named APS Executive
Vice-President of Commercial Operations and in 1998 he was promoted to the position of
APS President, Energy Delivery and Sales. In March of 2000, he became the Chief
Operating Officer for PWCC and in February 2001, was promoted to President of
PWCC.

Mr. Davis has served as the past-Chairman of the Western Systems Coordinating Council
(WSCC) and is a member of its Board of Trustees. He is also past-Chairman on the
Western Systems Power Pool as well as past-President of Western Energy and Supply
Transmission (WEST) Associates. Mr. Davis is presently a member of the National Electric
Reliability Council Board of Trustees, and he is a registered professional Engineer in the
State of Arizona.
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BY THECOIVIMISSION:

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

No. 59943 enacted A.A.C. R14-2-1601 through R14-2-1616 ("Rules" or "Elecc Competition

| .

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

Rules").

On June 22, 1998, the Commission issued Decision No. 60977, the Stranded Cost Order

On August .10, 1998, the Commission issued Decision No. 61071 which made modifications

to the Rules on an emergency basis.

On August 21, 1998, Arizona Public Service Company ("APS") filed its Stranded Costs plan.

On Noiiember 5, 1998, APS filed a Settlement Proposal that had been entered into with the

Commission's Utilities Division Staff ("Staff Settlement Proposal"). Our November 24, 1998

Procedural Order set the matter for hearing. %November 25, 1998, the CoMmission issued 4"

2 DECISION no.(9/97-2i i I
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11

10

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

13 60977. On May 17, 1999, APS .filed with the Commission a Notice of Filing, Application for

14 Approval of Settlement Agreement ("Settlement" or "Agreement") 1 and Request for Procedural

15 Order. .

the Staff Settlement Proposal.

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

4 other parties, tiled a Verified Petition for Special Action and Writ of Mandamus with the Arizona

5 Supreme Court ("Court") regarding the Commission's November 25, 1998 Procedural Order,

Decision No. 61259. The Attorney General sought a Stay of the Commission's consideration of the

Staff Settlement Proposal with APS and Tucson Electric Power Company ("TEP").

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

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

2

3

9

6

8

1 Decision No. 61259 which established an expedited procedural schedule for evidentiary hearings on

Supreme

consideration.

Court that the Staff  Settlement Proposal had

DOCKET no. E-01345A-98-0473 ET AL.

been withdrawn Hom Commission

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

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

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

19 ac Competition ("AECC"), Residential Utility COnsumer Office ("RUCO"), the Arizona Community

20 Action Association ("ACAA"), the Arizona Consumers Council, the Arizona Transmission

17

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

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

2 3  o f  t h e Navy, Tucson Electric Power Company, Commonwealth Energy Corporation

24

25 The Parties to the Proposed Settlcrngnt are as follows: the Residential Utility Consumer Office, Arizona Public

26

27

OR

I

Service ¢OrI!p8ny, Arizona Community Action Association and the Arizonans for Electric Choice and Competition which
is a coalition of companies and associations in support of competition that includes Cable Systems International, BHP
Copper, Motorola, Chemical Lime, Intel, Honeywell, Allied Signal, Cyprus Climax Metals, Asarco, Phelps Dodge,
Homebuilders of Central Arizona, Arizona Mining Industry Gets Our Support, Arizona Food Marketing Alliance,
Arizona Association of Industries, Arizona Multi-housing Association, Arizona Rock Products Association, Arizona
Restaurant Association, Arizona Retailers Association, Boeing, Arizona School Board Association, National Federation
of Independent Business, Arizona Hospital Association, Lockheed Martin, Abbot Labs and Raytheon.

DECISION no.3 n/972
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13 various customer groups. APS opined that the Settlement provides many clear benefits to customers,

14 potential competitors, as well as to APS. Some of those benefits as listed by APS are as follows:

11 operate in the competitivemarket, from its distribution system, which will continue to be regulated.

costs that APS can collect in customer charges,

10 establishes unbundled rates, and provides that APS will separate its generating facilities, which will

9 amount, method, and recovery period of stranded

I .
7 ; Introduct1c>n

5 Mixed on August 5, 1999.

("Commonwealth") and Staff of the Commission appeared through counsel. Evidence was presented

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

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

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

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

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

DISCUSSION

DOCKET no. E-01345A-98-0473 ET AL.
a

Allowing competition to commence in APS' service territory months before otherwise
possible and expanding the initial eligible load by 140 MW;

Establishing both Standard Offer and Direct Access rates, and providing for annual
rate reductions with a cumulative total of as much as S475 million by 2004,

Ensuring stability and eértainty for both bundled and unbundled rates;

Resolving the issue.of APS' stranded costs and regulatory asset recovery in a fair and
equitable manner,

Providing for the divestiture of generation and competitive services by APS in a cost-
effective manner,

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

• Continuing support for a regional ISO and the AISA,

Continuing support for low income programs, and

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

4 DECISION no.4973
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13

10

2

4

9

6

8
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5

3

The Settlement was entered into by RUCO and the ACAA reflecting Agreement by

residential customers of APS to the Settlement's terms and conditions. In addition, the Settlement

associations. AECC opined that since residential and non~residentiaI customers have agreed to the

Settlement, the "public interest" has been served. AECCindicated the Settlement was not perfect but

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

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

("ESPs") to delay the benefits that competition has to offer.

Legal Issues:

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

DOCKET no. E-01345A-98-0473 ET AL.

"»

16

17

18
.»

19

20'
21

22

23

24

25

26

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

'legal because: (1) there was no full rate proceeding2° (2) Section 2.8 of the Agreement violates

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

illegally binds 1`L1ture Commissions. According to the ConsUmers Council, the ComMission does not

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

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

established outside a general rate case.

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

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

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

involves the introduction of a new service - direct access. The direct access rates have been designed

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

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

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

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

attack Decision No. 59601 .

APS argued that no determination of fair value rate base ('TVRB"), fair value rate of return

27
1

78
z Although the Consumers Council indicated they did not believe a full rate proceeding was necessary, it is
unclear as to the type of proceeding the Consumers Council believed was necessary. .

Q

4

5 DECISION NO. ,/978
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: . . . .
1 l("FVROR"), or other financial analysis is legally necessary to justify current APS rate levels, allow

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

3 lAps did provide information to support a FVRB of S5,l95,675,000 and FVROR of 6.63 percent.. No

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

l

I6 la full rate proceeding is necessary in order to adopt a rate reduction or rates for new services.

7 Further, pursuant to the Arizona Constitution, the Commission has jurisdiction over ratemaking

8 smatters. We also find that notice of the application and hearing was provided and that APS has

9 provided sufficient financial information to support a finding of PVRB and FVROR. Lastly, this

10 i Commission can clearly bind future Commissions as a result of its Decision. However, as later

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

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

12 Shopping Credit

13

14

15 : The ESPs generally argued that the

16 i Settlement's "shopping credits" were not sufficient to allow a new entrant to make a profit. AECC

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

i"shopping credit" is the .difference between the customer's Standard Offer Rate and the Direct Access

Rate available to customers who tice service from ESPs.
Ov*» .s
¢°'"1d°..

20 "shopping credit" would be offset by reducing the competitive transition charge ("CTCs"). Further,

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

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

18 3 . Staff opined that the "shopping credit" was too low and recommended it be increased without

19 tmpacmg the stranded cost recovery amount of $350 million. Under Staff's proposal, the increased

22 2004.

-
:

:

I23 The AECC expert testified that the "shopping credit" under the Agreement was superior to the

24 i "Shopping Credit" in the Staff Settlement Proposal as well a$ the one offered to SRP's customers.
-

25

26

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

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

27

'ZR .

x
ti

- J
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1

2

3

4

5

6

7

40kW to 200 kW customer g;roup3, APS showed an average margin on the "shopping credit" of over

8 mils per kph or a 23 percent markup over cost. APS asserted that the test for a reasonable

"shopping credit" "should not be whether _am ESPs can profit on all APS customers 81 of the time".

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

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

simply to have higher "shopping credits".

Metering and Billing Credits

The metering and billing credits resulting from the Agreement are based on decremental costs.

9 Several of the ESPs and Staff argued that these credits should be based uponembedded costs and not

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

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

12 significant income if it used embedded costs since it would lice up resources to service new

8

13 customers.

We concur, The proposed credits for metering, meter reading and billing* will result in a

direct access customer paying a portion of APS costs as well aS a portion of the ESP's costs. We

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

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

reading, and billing.

Proposed One-Year Advance Notice.Requirement:

Section 2.3 provides that

14

15

16

17

18

19

20

21

22

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

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

24 • • 9 » • 6 0 •
Offer service would create a deterrent to load switching by large industrial, institutional and

23

25

26

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

27 3 Represents over 80 percent of the general service customers for competitive access in phase oNe.
4 For example, the monthly credits for a direct access residential customers are $1.30, $0.30, and $0.30 for
metering, meter reading and billing, respectively.78

DECISION no.up l9 7. 3



13 ii provided to the utility, including response to petitions submitted under A.R.S. §40-246.

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

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

11 =`condition approval of .the Agreement on Section 2.8 being amended to include .language that the

12 Commission or Staff may commence rate change proceedings madder conditions paralleling those

10

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

! Council opined that Section 2.8 violated A.R.S. Section 40-246. Staff recommended the Commission

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

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

6 | submit substitute language on this issue.

7 Section 2.8

I ¢ 1 .
3 market prices are low and jumping back on Standard Offer rates when market prices go up. The

1 E customer as a condition to its return.

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

illegally bind future Commissions. While Staff disagreed with the legal opinion of the COnsumers

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

with the following language in Section 7.1:

Section 7.1

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

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

We agree that APS needs to have some protection from customers leaving the system when

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

DOCKET no. E-01345A-98-0473 ET AL..
l
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Competition Rules as now existing or as may be amended in the future, the provisions of
this Agreement shall control and the approval of the Agreement by the Commission shall
be deemed to constitute a Commission-approved variation or exemption to any
conflicting provision of the Electric Competition Rules..

I

[Staff recommended the Commission not approve Section 7. l .

We share Staffs concerns. We also recognize that the parties want to preserve their benefits

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

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

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

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

intent to undermine the benefits that parties have bargained for. with that said, the Commission must

be able to make rule changes/other future modifications that become necessary over time, AS a

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

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

Generation Affiliate

Section 4.1 of the Agreement provides the following:

20 3 affiliate, to be collected beginning July 1, 2004.

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

19 'Related to Section 4.1 is Section 2.6(3) which allows ANS to defer costs of forming the generation

According to NBV Southwest, APS indicated that it intends to establish a generation affiliate
Q .

22 gander Pinnacle West,not under APS. Furrier, that APS intends to procure generation for standard

23 3 offer customers from the wholesale generation market as provided for in the Electric Competition

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

25 Ecould bid for the APS standard offer load under an affiliate FERC tariff but there would be no

26 1 automatic privilege outside of the market bid. NEV Southwest supports the aforementioned concepts

27 8 and recommended they be explicitly stated in the Agreement.

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

9 DECISION no. / 9  /



1 !NEV Southwest. Power for Standard Offer SerVice will be acquired in a manner consistent with the.

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

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

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

5 iaftiliate instead of an unrelated third party. As a result, we find the Company's proposed mitigation

6 .of stranded costs in the Settlement should also apply to the costs of forming the new generation

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

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

Some parties were concerned that Sections 4.1 and 4.2 provide in effect that the Commission

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

9 I
z

10 Qwill have approved in advance any proposed financing arrangements associated with future transfers

lot "competitive services" assets to an affiliate. As a result, there was a recommendation that the11

12

13

Commission retain the right to review and approve or reject any proposed financing arrangements. kg

3 addition, some parties expressed concern that APS has not deE1:Litively described the assets Ir will

14 Q retain and which it will transfer to an affiliate.

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

16 We want to make it clear that the

17

I . .
competitive assets through an unfair financial arrangement.

Commission will closely scrutinize the capital structure of APS at. its 2004 rate :me and make any

18 i! necessary adjustments. The Commission supports and authorizes the transfer by APS to an afiiliate

19 or affiliates of all its generation and competitive electric service assets as set forth in the Agreement

20 no later than December 31, 2002. However, we will require the Company to provide the Commissions

21 with a specific list of any assets to be so transferred, along with their net bookvalues at the time of

22 5 transfer, at least tllilrty days prior to the actual transfer. The Commission reserves the right to verify

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

24 services or whether there are additional APS assets that should be so transferred.

25 Unbundled Rates

26
1

!
!1

9

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

27

.
1

¢

|

I

I

;
I
E

.s Agreement to not recover $183 million out of claimed $533 million.
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I

necessary information to determine whether a competitor's price is lower than the Standard Offer

rate. Further, some of the parties asserted that APS has not performed a Functional cost-Of-seMce

study and as a result the Settlement's "shopping credit" is an artificial division of costs.. In response,

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

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

would result in significant rate increases for many customers. ,

7 AECC asserted that a full rate case would result in additional months/years of delay with

8 continued drain of resources by all interested entities.

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

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

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

12 I circulate an Informational Unbundled Standard Offer Bill ("Bill") to the parties for comments.

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

14 I consensus could be reached on its format. In general, there was little dispute with the format of the

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

16 I methodologies. Enron was concerned that the Bill portrayedthe Standard Offer to be moresimplistic

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

18 I those seMces which are available from an ESP. Based on comments from RUCO and Staff; APS

19 | made general revisions to the proposed Bill.

20 We find the APS Attachment AP-IR, second revised dated 8/16/99 provides sufficient

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

22 I No. 2 herein). However, we find .the Enron breakdown into aPart 1 versusParts 2 and 3 will further

23 I help educate customers as to choice. We will direct APS to further revise its Bill to have a Part l as

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

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

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

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

'za I service study would result in months/years of additional delay. Lastly, the Standard Offer rates as

25
I
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6 There were concerns expressed that APS would be writing its own Code of Conduct.

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

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

9 single company during the two~year delay for transferring generation assets.

10 Based on the above, we will direct APS to tile with the Commission no later than 30 days of

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

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

13 provisions to govern the supply of generation during the two-year period of delay for the transfer of .

14 generation assets so that APS doesn't give itself an undue advantage over the ESPs. All parties shall

.15 have 60 days Eorn the date of this Decision to provide their comments to APS regarding the revised

16 Code of Conduct. APS shall file its Find proposed Code of Conductwithin 90 days of the date of this

17 Decision. Subsequently, within 10 days of filing the Code of Conduct, the Hearing Division shall

1 g establish a procedural schedule to hearth matter.

19 Section 2.6(1 l

20 Pursuant to the Agreement, the Commission shall approve. an adjustment clause orclauses

21 which among other things would provide for a purchased power adjustor ("PPA") for service after

22 July 1, 2004 for Standard Offer obligations. Part of the justification for the PPA we the fact that

23 these costs would be outside of the Company's control.

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

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

26 Section 2.6(1) with the understanding that the Commission can eliminate the PPA once the

27 Commission has Provided reasonable notice to the Company.

4

5

2

3

1 proposed in the Settlement are consistent with the Commission's requirement that no customer shall

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

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

Code ofConduct

DOCKET no. E-01345A-98-0473 ET AL..
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1 ' Requested Waivers

. Section 4.3 of the Agreernent would automatically act to exempt APS and its affiliates from

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

4 Mc Agreement, Commission approval without modification will act to grant certain waivers to APS

5 'and its affiliates of a variety of the provisions of the Commission's affiliate interest rules (A.A.C.

6 R14-2-801, Er seq.), and the rescission of all or portions of certain prior Commission decisions.

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

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

9 la blanket exemption for APS and its af f i l iates, Additionally, Staff recommended that the

10 iComrnission not waive die applicability of A.A.C. Rl4~2-804(A), in order to. preserve the regulatory

11 =authority needed by the Commission to justify approving Exempt Wholesale Generator ("EWG")

12 status for APS' generation affiliate.

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

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

15 the Commission's earliest convenience. The requested waivers of affiliate interest rules and

rescission of prior Commission decisions shallbe granted, except that the provisions of A.A.C. R14-

17 2-804(A) shall not be waived.

ANALYSIS/SUMMARY

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

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

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

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

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

D. Minimize the stranded cost impact on customers :ernaining on the standard offer;

Don't confuse customers as to the bottom line; andE.

13 Decision no. /0 /97 9
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1 F. Have full generation competition as soon M possible.

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

3 were in confect. Pan of that confect is reflected in the following language exacted from

4 Decision No. 60977:

5
I

'6
7

I

8

9

I

!
i
i
I

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

11 1 Decision No. 61677 modified Decision No. 60977 and allowed each Affected Utility to chose from
10

j five options.
12 ;

13
With the modifications contained herein, we find the overall Settlement satisfies the

14 5 objectives set forth in Decision Nos. 60977 and 61677. We believe the Settlement will result in an

15
;orderly process that will have real rate reductions during the transition period to a competitive
! _

16
,generation market. The Settlement allows every APS customer to have the immediate opporhmity to

17 5 benefit from due change in market structure while maintaining reliability and certainty of delivery.

18 ;
I . u . v .
g a choice in a reasonable timeframe and in an orderly manner. If anything, the Proposed Settlement

Further, the Settlement in conjunction with the Electric Rules will provide every APS customer with

19

20 9 favors customers over competitors in the short run since APS has agreed to reductions in rates

21 totaling 7.5 percents. This Commission supports competition in the generation market because of

! . . ¢ o
22 increased benefits to customers, including lower rates and greater choice. Wlule some of the

23 : potential competitors have argued that higher "shopping credits" will result in greater choice, we find

24 that a higher shopping credit would also mean less of a rate reduction for APS customers. We find

25 that the Settlement strikes the proper balance between competing objectives by allowing immediate

26 |
27 8 6 There have been instances another states where customers were told they would receive rate decreases which

werethenoffset by a stranded cost add-on.
7 X ; Pursuant to Decision No. 59601, dated April 24, 1996, 0.68 Percent of that decreasewouldhave occurred on July
. l,. 1999. . -

i
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11 | Competition Rules.

12 3.

9 eState of Arizona.

10

14

1 irate reductions while maintaining a relatively short transition period for collection of stranded costs,

2 | followed shortly thereafter with a full rate case. At that point in time the collection of stranded costs

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

4

6 [Commission finds concludes, and orders that'

8

5

7

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

I

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

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

FINDINGS OF FACT

APS is certificated to provide electric service as a public service corporation in the

* =1= =1~ * 4= *

DOCKET no. E-01345A-98-0473 ET AL.
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15

16

5.

6.

17

13 I Decision No. 60977, dated June 22, 1998.

Decision No. 61071 adopted the Emergency Rules on a permanent basis.

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

On November 5, 1998, APS tiled the Staff Settlement Proposal.

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

Decision No. 61259 established an expedited procedural schedule for evidentiary

19 hearings on die Staff Settlement Proposal.

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

21 Proposal.

22

18

10.

23 11.

24 12.

Staff withdrew the Staff Settlement Proposal from Commission consideration.

On May 17, 1999, APS filed its Settlement requesting Commission approval.

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

25 [July 14, 1999.

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

27 1 Ru1es and related Decisions, and ordered the Hearing Division to coNduct further proceedings in this

78 Docket.

4.

2.

7.

1.

8.
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1 14. In Decision No. 61634 (April 23, 1999), the Commission adopted modifications to

2 R14-2-201 tlu°oi1gh-207, -210 and212 and R14-2-1601 through -1617.

Pursuant to Decision No. 61677, dated April 27, 1999, the Commission modified

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

3 15.

5 Net Revenues Lost Methodology; (5). Divestiture/Auction Methodology; (c) Financial Integrity

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

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

8 of .Commission Orders adopting the Competition Rules and related Stranded Cost Decisions (the

7

9 "Outstanding Litigation").

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

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

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

13 generally referred to as stranded costs.

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

15 Utilities, ratepayers, and the move toward competition.

16 20. All current and future customers of the Affected Utilities should pay their fair share of

17 stranded costs.

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

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

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

21. Territory, establishes rate reductions for all APS customers, sets a mechanism for stranded .cost

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

23 approved.

6

24 23.

26

The information and formula for rate reductions contained in Exlmait AP~3 Appended

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

RUCO, ACAA, and AECC¢ collectively, represent residential and non-residentid ,24.

27 customers.
. <

OR 25.
8

Accordingto AECC, the Agreement results in higher shopping credits than in the Staff

Decisionno. IT I97.316
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ESPs that have been certificated have shown more of an interest in serving larger

8 lousiness customers than residential customers,

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

10 | reductions in order to have a higher shopping credit,

11 The Settlement will permit competition in a timely and efficient manner and insure all

12 | customers benefit during the transition period.

13

14 I $5,I95,675,000 and 6.63 percent, respectively.

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

16 Treasonable and in the public interest.

17

A

l | Settlement Proposal as well as those offered by SRP.

2

3 | for competitors to compete.

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

5 I the necessity of a full rate case.

6

7

26.

29.

30.

31.

28.

32.

The decremental approach for metering and billing will not provide sufficient credits

Based on the evidence presented, the FVRB and FVROR of APS is determined to be

An APS rate case Would take a minimum ozone year to complete.

DOCKET no. E-01345A-98-0473 ET AL.

CONCLUSIONS OF LAW

18 The Affected Utilities are public service corporations within the meaning of the

19 Arizona Constitution, Article XV, under A.R.S. §§ 40-202, -203, -250, -321, -322, -381, -336, -361, ..

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

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

22 contained herein.

23 3.

24

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

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

25 I interest and should be approved.

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

27 | in the Settlement Agreement.

an APS' CC&Nshould be modified in order to permit competitive retail access in APS'

1.

4.

6.

17 DECISION NO. /973



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

13 8 Service Company shall 51e a proposed Code of Conduct for Commission approval.

IT IS FURTHER ORDERED that Arizona Public Service Company shall tile a revised

15 = Settlement Agreement consistent with the modifications herein.

IT IS FURTHER ORDERED that Arizona Public Service Company's CC&N is hereby

11 a modified to permit competitive retail access consistent with this Decision and the Competition Rules.

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

8 approved and all Commission findings, approvals and authorizations requested therein are hereby

9 granted.

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

3 Eshould be commenced to consider statutory waivers on an industry~wide bats. The other waivers

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

5 50fA.A.c. Rl4~2-804(A) shall not be waived.

I §<:c&n sei'vice territory.

7.

ORDER

DOCKET no. E-01345A-98~0473 ET AL.
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1 IT IS FURTHER ORDERED that within ten days of the date the proposed Code of Conduct

2 its filed, the Hearing Division shall issue a Procedural Order setting a procedural schedule for

HAIM/IAN COMMISSIONER COMMISSIONER

IN WITNESS WHEREOP, I, BRIAN C. McNEIL, Executive

my hand and caused the official seal of die
Commission to be affined at the Capitol, in the City of Phoenix,
this day 0fqM,,28, 1999.

Secretary of the Arizona Corporation Commission, have
hereunto set

..._ _AN c.
EXEC

o IL
SEC ARY

3 l consideration of the Code of Conduct.

4 IT IS FURTHER ORDERED that this Decision shall become effective immediately.

5 BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

72

DISSENT
JLR:dap
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Paul A. Bullis, Chief Counsel
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1200 W. Washington Street
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7 Utilities Division Director
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1200 W. Washington Street
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This settlement agreement ("Ag'reement") is entered into as of May 14, 1999, by
Arizona Public Service Company ("APS" or the "Company") and the various signatories to
this Agreement (collectively, the "Parties") for the purpose of establishing terms and
conditions for the introduction of competition in generation and other competitive services that
are just, reasonable and in the public interest.

In Decision No. 59943, dated December 26, 1996, the Arizona Corporation
Commission ("ACC" or the "Commission") established a "Nramework" for introduction of
competitive electric services throughout the territories of public service corporations in
Arizona in the rules adopted in A;A.C. R14-2-»160l Er seq. (collectively, "Electric Competition
Rules" as they may be amended from time to time). The Electric Competition Rules
established by that order contemplated future changes to such rules and the possibility of
waivers or amendments for particular companies under appropriate circumstances. Since their
initial issuance, the Electric Competition Rules have been amended several does and are
currently stayed pursuant to. Decision No.. 61311, dated January 5, 1999. During this time,
APS, Commission Staff and other interested parties have participated in a number of
proceedings, workshops, public comment sessions and individual negotiations in order to
Mrther refine and develop a restructured utility industry in Arizona that will provide
meaningful customer choice in a MaNnerthat is just, reasonable and in the public interest.

SETTLEMENT AGREEMENT

INTRODUCTION

May 14, 1999

DOCKET NO. E-0134SA-98-0473. ET AL.

. This Agreement establishes the agreed upon transition for APS to a restructured
entity and will provide customers with competitive choicesfor generation and certain other
retail services. The Parties believe this Agreement will produce benefits for all customers
through implementing customer Choice and providing rate reductions so thatthe APS service
territory may' benefit from economic growth. The Parties also believe this Agreement will
fairly treat APS and its shareholders by providing a reasoNable oppommiry to recover
pnidently incurred investments and costs, including stranded costs and regulatory assets.

Speciicatlly, the Parties believeth Agreement is in the public interest for the
following reasons. Bing, customers will receive substantial rate reductions. Second,
competition will be promoted through the introduction of retail access faster than would have
been possible without this Agreement and by the functional separation Of APS' power
production and delivery titnctions. Third. economic development and the environment will

ATTACHMENT 1

•
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c

benefit through guaranteed rate reductions and the continuation of renewable and energy
efficiency programs. Esuttth, universal .service coverage will be maintained through APS' low
income assistance programs and establishment of "provider of last resort" obligations on APS
for customers who do not wish to participate in retail access. Eighth, APS will be able to
recover its regulatory assets and stranded costs as provided for in this Agreement without the
necessity of a general rate proceeding. Sixth. substantial litigation and associated costs will be
avoided by amicably resolving a number of important and contentious issues that have Meade
been raised in the courts and before the Commission. Absent approval by the Comm.ission of
the settlement reflected by this Agreement, APS would seek full stranded cost recovery and
pursue other rate and competitive restructuring provisions different than provided forhereM.
The other P eg would challenge at least portions of APS' requested relief, including the
recovery of all stranded costs. The resulting regulatory hearings and related court appeals
would delay the start of competition and drain the resources of all Parties .

r

NOW, THEREFORE, APS and the Parties agree rd the following provisions
which they believe to be just, reasonable and in the public interest:

TERMS OF AGREEMENT

ARTICLE I
Im1>r .LAMENTATION o1= RRTALU. A.ccF.ss

\ .4
,¢.g»

1.1. The APS distribution system shall be open for retail access on July l,
1999, provided, however, that such retail access to electric generation and other competitive
electric services suppliers will be phased in for customers in APS' service territory in
accordance with the proposed Electric Competition Rules, as and when such rules become
effective, with an additional 140 MW being Made available to eligible non-residential
customers. The Parties shall urge the Commission to approve Electric Competition Rules, at
least on an emergency basis, so that meaningful retail access can begin by July 1, 1999 .
Unless subject to judicial or regulatory restraint, APS shall open its distribution system to
retail access for all customers On January 1, 2001.

1.2. APS will make retail access available to residential customers pursuant to
its December 21, 1998, .filing with the Commission.

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

I .. »1

2
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1.4. APS agrees co the amendmenfand modification omits Certificate(s) of
Convenience and Necessity ro permit real access consistent with the terms of this Agreement.
The Commission order adopting this Agreement shall constitute the necessary Commission
Order amending and modifying APS' CC8cNs to permit retail access consistent with the terms
of this Agreement.

2.1. The Company's unbundled rates and charges attached hereto as Exhibit A
will be effective as of July 1, 1999, The Company's presently authorized rates and charges shall
be deemed its standard offer ("Star1da.rd Offer") rates for purposes of this Agreement and the
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled
service components to the extent requiredly the Electric Competition Rules.

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

ARTICLE H
RATE MATTERS

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

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

. 2.4. Unbundled rates shall be reduced 'm the amounts and at the dates set 0
forth in Exhibit A attached hereto upon the tiling and Commission acceptance of revised tariff

sheets reflecting such decreases.

. 2.5. This Agreement shall not preclude APS from requesting, or the
Commission from approving, changes to specific rate schedules or terms and conditions of
service, or the approval of new rates or terms and conditions of service, that do not
significantly affect the overall earnings of the Company Or materially modify the tariffs or
increase the rates approved in this Agreement. Nothing contained in this Agreement shall
preclude APS from tiling changes to its tariffs or terms and conditions of service which are not
inconsistent with its obligations under this Agreement.

2.6. Notwithstanding the rate reduction provisions stated above, the
Commission shall, prior to December 31, 2002, approve an adjustment clause or clauses which

3

4
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will provide full and timely recovery beginning July 1, 2004; of the reasonable and prudent

costs of the following:

By June 1, 2002, APS shall tile an application for an adjustment clause or clauses, together
with a proposed plan of administration, and mpponing testimony. The Commission shall
thereafter issue a procedural order setting such adjustment clause application for hearing and
including reasonable provisions for participation by other parties. The Commission order
approving the adjustment clauses shall also establish reasonable procedures pursuant to which
the Commission, Commission Staff and interested parties may review the costs to be
recovered. By June 30, 2003, APS will file its request for the specific adjustment clause
factors which shall, after hearing and Cormnission approval, become effective July 1, 2004.
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later full
recovery pursuant to such adjustment clause or clauses, including a reasonable return.

. 2.7. By Iune 30, 2003, APS shall 'tile a general rate case with preliled
testimony and supporting schedules and exhibits; provided, however, that any rate changes
resulting therefrom shall not become effective prior to July 1, -2004. .

2.8. APS shall not be prevented from seeking a change in unbundled or
Standard Offer rates prior to July 1, 2004, in die event of (a) conditions or circumstances which
constitute an ernergency, such as the inability to financer reasonable terns, or (b) material
changes in APS' cost of service for Commission regulated services resulting from federal, tribal,

(1)

(2)

(3)

(4)

APS' "provider of last resort" and Standard Offer obligations for
service after July 1, 2004, which costs shall be recovered only
from Standard Offer and "provider of last resin" customers ,

compliance with the E1e<:tric Competition Rules or Commission-
ordered programs or directives relatedto the implementation of
the Electric Competition Rules, as they may be amended from
time to time, which costs shall be recovered from all customers
receiving services from APS, and

Standard Offer service ro customers who have left Standard Offer
service or a special contract rate for a competitive generation
supplier but who desire to return to Standard Offer service, which
costs shall be recovered only from Standard Offer and "provider
of last resort" .customersl

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

noc1<ET"no . E_-1345A_98-0473 Sr* AL.
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state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the
changes otherwise specifically contemplated by this Agreement, unbundled and Standard Offer
rates shall remain unchanged until at least July 1,.2004.

3.2. APS has demonstrated that its allowable stranded costs after mitigation
(which result from the impact of retail access), exclusive of regulatory assets, are at least $533

million net present value .

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

3.3. The Parties agree that APS should not be allowed to recover
$183 million net present value of the amounts included above. APS shall have a reasonable
opportunity to recover $350 million net present value through a competitive transition charge
("CTC") set forth in Exhibit A attached hereto. Such CTC shall remain in effect until
December 31, 2004, at which time it will terminate. If by that date APS has recovered more
or less than $350 million net present value, as calculated in accordance with Exhibit B attached
hereto, then the nominal dollars associated with any excess recovery/under recovery shall be
credited/debited against the costs subject to recovery under the adjustment clause set forth 'm
Section 2.6(3).

o

ARTICLE m
REGULATORY ASSETS AND STRANDED COSTS

DOCKET NO. E-013ls5A-98-0473 ET AL.

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

Schedule C of Exbibit A attached hereto.

3.5. Neitherthe Parties north Commission shall take any action that. would
diminish the recovery of APS' stranded costs or regulatory assets provided for herein. The
Company's willingness to enter into this Agreement is based upon the Commission's .
irrevocable promise to permit recovery of the Company's regulatory assets and stranded costs
as provided herein. Such promise by the Commission shall survive the expiration of the
Agreement and shall be specifically enforceable against this and any future Commission.

ARTICLE Iv
CGRPGRATF STRUCTURE

4.1.. The Commission will approve the formation of an affiliate or affiliates of
APS to acquire at book value the competitive services assets as currently required by the
Electric Competition Rules. In order to facilitate the separation of such assets efficiently and
at the lowest possible cost, the Commission shall grant ANS a two-year extension of time until

5

/ I /'I - ¢ /I.



DocKB'r no. E-01345A-9s-0473 ET AL.
»

U

December 31, 2002, to accomplish such separation. A similar two-year extension shall be
authorized for compliance with A.A.C. R14-2-1606(B).

4.2. Approval of this Agreement by the Commission shall be deemed to
codsdtute all requisite Commission approvals for (1) the creation by APS or its parent of new

corporate affiliates to provide competitive services including, but not limited to, generation

sales and power marketing, and the transfer thereto of APS' generation assets and competitive
services, and (2) the full and timely recovery through the adjustment clause referred to in

Section 2.6 above for all of the reasonable and prudent costs so incurred in separating
competitive generation assets and competitive services as required by proposed A.A.C. R14-2-

1615, exclusive of the costs of transferring the APS power marketing function to an affiliate.

The assets and services to be transferred shall include the items set forth on Exhibit C attached
hereto. Such transfers may require various regulatory and third party approvals, consents or
waivers from entities not subject to APS' control, including the FERC and the NRC. No Party

to this Agreement (including the Commission) will oppose, or support opposition to, APS

requests to obtainsuch approvals, consents or waivers.

. ' .4.3. Pursuant to A.R.S. § 40-202(L), the Commission's approval of this
Agreement shall exempt any competitive service provided by APS or is affiliates from the
application of various provisions of A.R.S. Title 40, including A.R.S. §§ 40-203, 40-204(A) ,
40-204(B), 40-248, 40-250, 40~25l, 40-285, 40-301, 40-302, 40-303, 40~321, 40-322, 40-331,
40-332, 40-334, 40»365, 40-366, 40-367 and 40-401.

4.4. APS' subsidiaries and affiliates (including APS' parent) may take
advantage of competitive business opportunities in both energy and non-energy related
businesses by establishing such unra ted aEiliates as they deem appropriate, which will be
free to operate in such places as they may determine. The APS affiliate or affiliates acquiring
APS' generating assets may be a participant in the energy supply market within and outside of
Arizona. Approval of this Agreement by the Commission shall be deemed to include the
following specific determinations required under Sections 32(c) and (k)(2) of the Public Utility
Holding Company Act of 1935:

APS or an affiliate is authorized to establish a subsidiary company, which will
seek exempt wholesale generator ("EWG") stars from the Federal Energy

Regulatory Commission, for the purposes of acquiring and owning Generation
Assets.

The Commission has determined fat allowing the Generation Assets ro become
"eligible facilities," within the meaning of Section 32 of the Public Utility
Holding Company Act ("PUHCA"), and owned by an APS EWG affiliate
(1) will benet consumers, (2) is in the public interest, and (3) does not violate
Arizona law.

N
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The APS affiliate or affiliates acquiring APS' generating assets will be subject to regulation by
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than
that manner and extent of Commission regulation imposed upon other owners or operators of
generating facilities .

4.5. The Commission's approval of this Agreement will constitute cenaih .
waivers to APS and its affiliates (including its parent) of the COmmission's existing affiliate
interest rules (A.A.C. R14-2-801, Er seq.), and the rescission of all or portions of certain prior
Commission decisions, all as set forth on Exhibit D attached hereto.

4 .6 ; The Parties reserve their rights under Sections 205 and 206 of the .
Federal Power Act with respect to the rates of any APS affiliate formed under the provisions of

this Article W.

APS will purchase any electric energy from its EWG affiliate at market based .
rates. This Commission has determined that (1) die proposed transaction will
benefit consumers and does not violate Arizona law; (2) the proposed
transaction will not provide APS' EWG affiliate an unfair competitive advantage
by virtue of its affiliation with APS; (3) the proposed transaction is in the public
interest.

The ComMission has sufficient regulatory authority, resources and access to the
books and records of APS and any relevant associate, affiliate, or subsidiary
company to exercise its duties under Section 32(k) of PUHCA.

DOCKET NO. 1~:-01345A-98-0473 ET AL.

ARTICLEV
WITHDRAWAL Op LITIGATION

. . 5.1. Upon receipt of final order of the Commission approving this
Agreement that is no longer subject tojudicial. review, APS and the Parties shall withdraw with
prejudice au of their various court appeals of the Commission's competition orders.

ARTICLE VI
APPR over. BY THE CGMNHSSTON

6. 1 . This Agreement shall not become effective until the issuance of a Final
Commission order approving' this Agreement without modification on or before Augustl,
1999. In the event that the Commission fails to approve this Agreement without modification
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw
from dies Agreement and shall thereafter not be bound by its provisions, provided, however,
that if APS withdraws from this Agreement, the Agreement shall be null and void and of no
further force and effect. In any event, the rate reduction provisions of this Agreement shall not
take effect until this Agreement is approved. Parties so withdrawing shall be free to pursue

7
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their respective positions without prejudice. Approvlal of this Agreement by the Commission
shall make the Commission a Party to this Agreement and fully bound by its provisions.

6.2. The Parties agree that they shall make all reasonable and good faith
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and (2)
ensure full implementation and enforcement of all the terms and conditions set forth in this
Agreement. Neither the Parties nor the CommissiOn shall take or propose any action which
would be inconsistent with the provisions of this Agreement. All Parties shall actively defend
this Agreement in the event of any challenge to its validity or implementation.

ARTICLE VII
MTSCFI,LANFUIIS MATTERS

7.1. To the extent any provision of this Agreement is inconsistent with any
existing or future Commission order, mle or regulation or is inconsistent with the Electric
Cornpedtion Rules as now existing or as may be amended in the future, the provisions of this
Agreement shall control and the approval of this Agreement by the Commission shall be
deemed to constitute a Commission-approved variation or exemption to any' conflicting
provision of the Electric Competition Rules.

7.2. The provisions of this Agreement shall be implemented and enforceable
notwithstanding the pendency of a legal challenge to the Commission's approval of this .
Agreement, unless such implementation and .enforcement is stayed or enjoined by Court
having jurisdiction over the matter. If any portion of the Commission order approving this
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful
in any respect, then (1) APS shall have no further obligations or liability under this .
Agreement, including, but not limited to, any obligation to implement any future rate . .
reductions under Article II not then in effect, and (2) the modifications to APS' certificates of
convenience and necessity referred to in Section 1.4 shall be automatically revoked, in which
event APS shall use its best efforts to continue to provide noncompetitive services (as defined
in the proposed Electric Competition Rules) at then current rates with respect to customer
contracts then in effect for competitive generation (for the remainder of their term) to the
extent not prohibited by law andsubject to applicable regulatory requirements .

7.3. The terms and provisions of this Agreement apply solely to and are
binding only in the context of the purposes and results of this Agreement and none of the
positions taken herein by any Party may be referred to, cited or relied uponby any other Party
in any fashion as precedent or otherwise in any other proceeding before this Commission or
HIIY other regulatory agency or before any court of law for any purpose except in furtherance
of the purposes and results of this Agreement.

7.4. .
claims regarding the prospective just and reasonable rare levels, and the terms and conditions

This Agreement represents an attempt to compromise and settle disputed

8
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7.6. APS shall actively support the Arizona Independent Scheduling
Administrator ("AISA") and the formation of the Desert Star Independent System Operator.
APS agrees to modify its OATT to be consistent with any FERC approved AISA protocols.
The Parties reserve their rights with respect to any AISA protocols, including the right to
challenge or seek modifications to, or waivers from, such protocols. APS shall file changes to
its existing OATT consistent with this section within ten (10) days of Commission approval of
this Agreement pursuant to Section 6. 1.

of competitive retail access, for APS in a manner consistent with the public interest and
applicable legal requirements. Nothing contained in this Agreement is an admission by APS
that its current rate levels or rate design are unjust or unreasonable.

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

7.7. Within thirty (30) days of Commission approval of this Agreement
pursuant to Section 6. 1, APS shall serve on the Parties an Interim Code of Conduct to address
inter-atfiliate relationships involving APS as a utility distribution company. APS shall
voluntarily comply with this Interim Code of Conduct until the Commission approves anode of
conduct for APS in accordance with the Electric Competition Rules that is concurrently
effective withCodes of conduct for M other Affected Utilities (as defined in the Electric .
Competition Rules). APS shall meet and confer with the Parties prior to serving its Interim
Code of Conduct. .

9*
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DOCKET NO. E-01345A-98-0473 ET AL.

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

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

7.10. The Parties agree and recommend that the Commission schedule public
meetings and hearings for consideration of this Agrcement. The tiling of this Agreement with
the Commission shall be deemed to be the filing of a fontal request for the expeditious -
issuance of a procedural schedule that establishes such formal hearings and public meetings as
may be necessary for the Commission to approve this Agreement in accordance with

9
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Delivery
Service

Syslaun
Be1\=5uDfmibuliavl

nu u-q1"E Use
Transition

Charge

Simcnlh s10.00
Au kph 50.04158 SD.00ll5 $0.00930

Basie
Del iv er
Serbia: I 'bastion

Syiao
Ba1e5l$

fompezidvc
Transition

Ciuwge
S'manlh s1o.oo
Allkph so.c35 lx S0.00ll5 S0.0093G I

This ram schedule is applicable lo cunnmas receiving eleczxicene-gyon a direct as-.ss buys &¢lm any ='iEar.e¢l Elec°.nlc Service Provide (ESP)
as a¢e=4a in .-1LA.c. R14-24603. nm nag s&edule a =,, li=»\=mlyu~dmi= delivery required for f==id=n¢i=l ?'=::=°== in in4ivid»==l print: dwellings ma
ioindiv iéaal lyuuelsudapasunanswhmsanhsgwiec issuppl iedalanepdnofdel ivuyan4n\es : redd*uuughoasme1=r.  For lhosedwvel l ingandagarvneuls .
4 1 1 4 - r e e l a c u i c s a v i e e h a s h i s n s i e a l l y b g m m g m | ¢ = 4 u " u ¢ | m u n m a ; W n a | w o f M w i m a l l d p u r s i a n u n a w a z e r h u z i n g o r s p a c e h n z i n g r a l e
1 : § , ¢ | | ¢ , ¢ | ° " 1 = - i n 4 5 5  q | ¢ ¢ | , ¢ g i g , € , , i ¢ | 9 ¢ , " 1 4 | , y , | § | | | , ¢ g 6 , , | , , | | b ¢ ¢ ° , , , b ; | * , | f ¢ ¢ | » ; g ; n ! | , u 1 9 ¢ 8 _

TYPE OF SERVICE

Service shall be single phase. 60 Hum u coz Sr:nJard voltage (tzomo or lo/zos u may be selecrad by nsramer subject m avxilabiliryu the

custard:a*s premise). Three phase service is Banished undo' the Company: Conditions Gave-ning Esaauioru of Eleszric Distribution Lina and Scum
($€5¢¢ll¢ =3)- Tramfonnalicn equiprzneat is includr.-4 in cost ofexaazion. Three phase service is required for motors of an individual razed capacity of7-UZ
xi  or  near:

'lEis ru:sd\e¢lle is avdlahle Io all eu1i.En1ed n=uil délivcysavine lsfilocysa-w4hyCalnpany and 'Jvhee facility ofadequale upaciqandlhe
Iuquix~a4pha1eudnl i lablcval lageareadjasunn¢¢¢pluk:sav1d.

A R I Z O N A  r u a u c  S E R W C E C O M P A N Y
Pizoeix Arizona
Fila by: Alan Pruppe
Tile: Dilwiar. Pricing and Regulation

AV-\.[1--XB ILITY

APPUC.-\T lON

m z T a a n : c  a s o u m s m s r r r s

This rel: sdxeelule shall become eB'e1:t.ive as defined in Company's Tams and Conditions for Direct A83 (Schedule #cL)

ELECTRIC DELIVERY RATES

DIRECT ACCESS
RESIDENTIAL SERVICE

DOCKET NO. E-01344A-98-0473 £T. AL.

A.C.C. N o .  x x x x
Tuifcr Scheéale No. DA-Rl
¢d¢ul= l  Tu ' iB '
ES'=miv: :  I 1999

E x h i b i t  A

5 / 1 0 / 9 9

D A - R 1

, L

AU91!g1I11¥I|§||¢8|I*|yw{|»§!h¢1518i ¢1|\|&1iqI|1 |11j M ¥ y|;1¢|g¢i|||IP¢g{§¢|,§|-§Sd~|¢¢1|¢j|_0-

MO.\TI5{'LY an Lr,

TM monthly bill shall be the gear oflbe amount computed under A, of B. below, including the applicable Adjwsxmenu.

A. p.-we

May - October Billing Cycle (Summer):

Novanba -  Apr i l  Bi l l ing Cyc le (W'ml= ')7

M I N I M U M S 10.06 per rncnlh

DECISION NO, I9/5/7j_
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DA~Rl
A.C.C.No. xrcoc

Page 2 of!

ADIU

x.
When Metering, Meter Reading or Consolidated Billing an provided by the Customer's ESP, the monthly bill will be credi ted u

fol lows:

Meter
Meter Reading
Bill ing

$LJO per mouth
$0.10 pa Amanda
S830 per mouth

z. The monthly bill is :Bo subject in :be applicable pmponionale pan of my taxes. or govemxnennl imposition: which an or may in

the fume be aueased on We buys of groan rtveltllet of the Company sod/of the price of revenue (tom the electric service sold and/or
the volume of energy delivered or purchased for ale and/or sold hereunder.

ssawcss AcQtJ1p .£o FROM CERTIFICATED r:Ls<:rn1c SERVICE PROVIDERS

Cuslafnax saved unekr this rue l¢¢&;l¢ arevsponsible for acquiring their o~...1 generation my any other required competitively supplied servic-
Eom an ESP. The Company will provide and bill ii znnnnisaion and ancillary services on rugs approved by L*.e Federal Energy Regulalnry Coma-usnon *°
oh: Scheduling Coordinator who provider uznsmision service ca the Cusxomer'x ESP. The Cue:omer's ES? mu.: mama! a Dum Arcs Servuee Request

pursuant to the Len-ns and condition: in Schedule 310.

ousrrz-:  GENERATION TERMS AND CONDlTlON$

Cunnuuess ands Chi.: ran: Sthedulc who have on-siu gexealiou eonnetcd to the C9fnpany'x dearical delivery g~l:fd shall Ana into m
Mlgraneul for I-nl=rv2°l1n=¢Ii°n with the Company which shall eslablkh all paring deus related to mlaconneczxon and Adm requu-ed service stanvhrvk. The

cummawiaenoehavezheopeiol-nos¢llpowerand¢na.¢ytoxheCompany4nd='<hv\-IHB1 .

TERMS AND CONDITIONS

J "1 910.
» ~-4*

This ran: schedule is subject to the Company: Tam: and Condition: (or Slandaxd OS: and Dina As:-x Services ($d'leéule 81) and Schedule
These sdmdaales have provisions du: may aB'ec¢ cuslouxa'x monthly hill.

"",-*' 2;
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Banc
Delivery
Service

l
I
I

i
S month

Syslnn
BcnetiuDistribution

Competitive . 1
Transition

Charge

Per kW over 5 so .n 1

Per kph for the
Et  2.5oo kph

so.o4z5s

Per k\\'h for the
next 100 kph per
kW over 5

S0.04255

Per k\\1\ for le
men 42.009 kph

S0.D290l

Per k\\lh for all
nidi l ianal  kph

S0.01811

Pt? :ll kph s0.00\15

Per all kW S143

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

Exhibit A
5/10/99

DA-GS1
ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SER\1CE COMPANY
P i c e n i s c  MM:
We by: Aha Pruppa
1'ide: Dheaar, Pricing and R M

ACC. No. :ma
Tarilfor schedule No. DA-GS l
066¢1=l TaliB'
£&¢:iv¢< :c<x xx 1999

Dra=cT ACC€SS
GENERAL SERVICE

AVAILABIIJ 'P{

This rue schedule E available in all ealikialed reml delivery service tenilqvy served by Company Ar. :ll points whee fapililies ofadequate eapacky
and the repaired phase :M suitable voltage are adjacent lo the premise served.

APPLICATION

' l 'hisr: lc ::h¢¢hl leisappl iobl¢locuslnrrwrsreceivingelnaricaergyonadiruaamsbuisEruruanyezni icandEkc! :icServiceFrovid=r(E$P)
as delinad in A.A.C. Rl-8-1-1603. This rue gdrdule is applicxbleto all decurie series nquaird who arch service is supplied oz are point ofdelkluy add
rrreasaredduoughcnernerer. Fordraeéunnmaswhosedezuidlyisdelivermidrroughulnfelhlnnnem¢¢:r,suviceEareachmelershall l icccmpuled
u p e n d ¢ M Wm ewndiiionsinaecardaneeWixhzheCarrrpany°sSche¢uk#4('TcWiz:d Metering off-(uldple Service Entrance S4ldi°nsA!a
Sin||eP|uniselbrSund:rdO! 'erand Dir:aAr:r;=ssavic=)arem¢LForlhasesavicelecalionswhsreelézricservicehaahisroricallybeurmearnsredllzruugh
Nomdcxwhlsncnecfl .h¢.m¢laswasinsal ldpursuanuoawalnrhal i rrgrucsérertr lenalnngerinefetmtheelectr icservicenreasundbysrrdrmeiasshal l
bcearnhinedforbi l l iogpurpaus . .

This rue schcéxle shall become hE=ctjve as deEmed in Company's Tan: andConditions for Dirac! Arcs (Schedule so).

This rue schedule is pal. applicable m ruidendal service resale service Ar diner :ass service which qualify for Rare Schedule DA-GSIO.

TYPE OF SERVICE

Service sl'-all be s'mg!e or three phase. 60 Hertz. u one standard volume as may be selected by mums subject La availability ax the cusznmds
premise. Three phase service is furnished under the Company: Conditifuu Governing Extensions of Electric Distribution Lina and Services (Schedule 33).
Traxufornudcn equipment Ls included in is: o&le:aexuicrL Three phase servfee is not Furnished for motors fan individual razed capacity offs than 74/2 HP,
except for ==<i==i=1s fzdlilic or where local aggegaxe HP fall connected Ire: phase motors exceed. IZ HP. Three phase service is required for motor: fan
individual raked capadry of more than 7-1/2 HP.

\ .

METERJNG R;QL1R£.x¢sn'rs

All cuslomen stull comply with the :emu and conditions for load prollling or hourly mering spe1:i5ed"m Lhe Company's Schedule $10.

MONTHLY are,

Tb: monzhlv bill skull be the greater of the amount computed unéef A. or B. below, including mc applicable Adjust-ents.

A. lure

June - Oczobcr Billing Cycles (Summa):

•

e l . y
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l l
Basic

Delivery
Service

Colxlpmtitive
Transition

Charge

l I l |

~<I

S y i cm
Ben¢5B0 °bution

Slmonth $12.50

lPer kW over s $0.651

Per kph fat the
RM ZJW kph

s o . 0 m 1

PerkWhl'o¢tbe
ncaa 100 kWh per
kWover5

s0.03s17

Per kph for Nic
wa42. 000 k ph

scNzsoo 1Pa kph far all
additional kph

$0.01614

Per :dl kph S0.00l l5

P a all kW $2.43 I

1 a DOCKET no. E-01345A-98-0473 ET AL.

Q DA-GS1
A.C .C .  N o.  :Moe

a g e  z  a s

4 . 8615  ( °° I I W I \ °¢4 )

November - May Bi'ling Cydcs (Winter):

L
1.
J.

PR I M AR Y AN D  T R . - \ n$ . \ l I $s lon  LEVEL SER VI C E:

For customer! aaweO an primary voltage (l2Jkv to below 69kV'). Tb: Distribution charge will be discounted by 1 LE%
For customers saved u translnkion voltage (69kV on-higher), inc Distribution charge will be discounted 52.6%
Pursuant to AAC. R14-1-16 ILK. l l,  the Company shall retain ownership ofCun-ent Transformers (CT's)

For auzomcrs whose mastering service are provide by an ESP. a monthly facilities charge will be billed. in
ar lc l i t iontoal locherappl iablcchargeshowuahovc .  asdetamincdinthcsav icecanxrac tbascduponthe
C°wp=ny'seustofCl'an4lYfowlzaship.u1ail\ l=\11n¢==ll\4¢9¢1l5°¢L

and Potential Traaufonnas (PT's) for those meme: taking savacc oz '4oMge kvek of more than 25kV.

D€l'ER.\llTnATl0n OF KW
The kW ma (bf billing puapascs :hall be the avenge kW supplied du:-ing the ii-minute period ot'maxixnulu us¢
duxingthernondw.adaauxindE'umre=ldinpof¢h¢delivuym=1=r.

$1Z.50 plus SL74 for coda kW in was oftive ofeidur the F8816 kW élablidxed éuiirxg the 12 months adding with the current manly
onhemini:numkWspeci5edintheagreanauk'of:avi¢=.which¢verinh¢gre=1¢r.. .. .

A D J U S T M E N T S

1.

7.

When* Metering, Meter Reading or Consolidated Billing are provided by the Customex-'3 ESP, the monthly bill will be credited as

follows:
M a e $4.00 per moat
Mas Reading $0.30 pa month
Billing $0.30 pet' mouth

The monthly bill is also mb¢¢t w the applicable: ptoportiounte Pu! of any taxer, or govemineuul imposition: which are or may in
Eu  Na , be u,¢"¢¢ on ¢¢ 5,,;, of gross ggvqgua of tea Company mO/or the price or nvenuc from the electric service sold Md/or
the volume al' energy slivered or put:hasé4 for :ale andlor sold hetuundcr.

SERVICES ACOUIRSD FROM cexMx=r¢ATso ELECTRIC $ERV!CE PROVIDERS

Cusses 84-44 Nada go, nu sdladulc are rswnxilile for ggquinng their own gawrauon and any other required competitively supplied service

Eula ea ESP or Nada the Company _ _ _ _
approves! by the Feudal Energy R=s=l1==°'1 Cocumisiou an the Scheduling Coovdinalnf who grvxdes Inns:-usxuon service to the Customer's ESP. The
cusaaua-'sESPmusxaubmizaDireaAeu=sSaviceRequgapwsuanuaxhetszasandeondxucfmsmSd1¢dul¢#l0. .

' $ Op m A T ni mTuiE 11\¢CampanywillprovidcandbiIliutxansu-uissionandancil!aryse¢viceonr»l»=

(co>~rn4uso on PAGE J)
DECISION no. M972
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TEtLvls AND commons

This rue schedule is subject: m Company: Tenn: and Cowdidosu for Standard Of: and Direct Access Service (Schedule it) and the Compaay'x
Scheiulek10. These Schedule: have provisions :Han may aB'ecx cus1ome:'s monthly bill.

CONTRACT PERIOD

Cuszcmess served Nada this ru: schedule who have an»sit: geuerztion conneczczl to the Company's electrical delivery grid shall Ana into an
Agvauan for Inlscnuneaion with dz Company which shall aablish all pertinent derrik nelanezl :a inl.erconn¢v.-:ion and other required savica aandasds. The
Cnsxomerdoesnothavedueopxionto sell p¢weranden:rgytodx¢Cou1panyundzrLhi.nariB1

omsrra cs>lERAnon TE9.usA.\'D cowomows

0 -  1.999 kW:
2,000 kW my above:

As provided in Company'x mndard ageemau fer Se-nice.
Three (3) yexx or longer. at Compaay'x option for initial period when construction is required. One (I) yet, Er
longer, a Company's option when crmzruaion is act :e¢;ui.red.

DOCKET NO• E-01345A-98-0473 ET .AL.
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n

By

Title

ARIZONA QQMMI Y ACTION
ASSOCIATION .

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

RESIDENTIAL UTILITY
CONSUMER OFFICE

M; %%zé@w°~
DI Vu cTo 12

Section 6.1 and that afford interested parties adequate opportum'ty to comment and be heard on

the terms of this Agreement consistent with applicable legal requirements .

5

Title

By

(Partv\

Tie

ARIZONA PUBLIC SERVICE COMPANY

M r -_
mv 1 ~¢343"/

DOCKET NO • E-01345A--98-0473 ET AL o

(Pa{tv

By
mar-e

Title
h e r - S r

(Pane)

ARIZONANS FCR ELECTRIC CHOICE
AND co1~/rpETmont*3 coalition of
companies and associations in support of
competition that includes Cable Systems
International, BHP Copper, Motorola,
Chemical Lime, Intel, , Honeywell,
Allied Signal, Cyprus Climax MeWs, Asarco,
Phelps Dodge, , Homebuilders of
Central Arizona, Arizona Mining Industry
Gets Our Support, Arizona FOod Marketing
Alliance, Arizona Association of Industries,
Arizona Multi-housing Association, Arizona
Rock Products Association, Arizona Restaurant

Association, ` . .
G-lineal; and Arizona Retailers Association. >e*

4; 4. M By

Title Cb'4//?f7//V Tide

'A/l<*/\ 18 VloT A < ¢ \ * { - w \ 4-» " /<,6 ~,.,l7"
10
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Systan
Beue6Lt

Competitive
Trarnizion

Charge

5.3¢
Delivery
Service Distribution

Slmonmh $2,430.00
uerkw 53.53 s2.sz

kph SD.00999 $0.00l l5

I

This rate schduldb applicable pa customer: receiving electric energy on a direct :ness basis 5'un1 any eertiliczxed Eleevic Service Provide' (ESP)
as defined 'm A.A.C. R144.I603. This rue schedule is applicable only cusmmeu whose monthly :maximum dmnand is 3,000 kW or more for three (3)
consecutive months in my conxinuouz twelve (11) month pa-iod ending with the amen; month. Service mus be supplied u one point of delivery and measured
lhmugh Mme meter ulm olhenvise speeiid Hy individual cuszmoer ecmcr::L For lhotse cuscozcu wiz me et?:::idly is deliveren rlvough more than one meter,
device for eadx Meier shall be computed sepanlely undo' this ru: unless conditions in lecutdance with :he Company's Schedule #4 (Toulized Mdexing of
Multiple Sarvlce Enhance Sedum AL a Single Frwuise for Standard O8lerand Dire::lAn=u Service) axe met

1'hisn!:xhe¢lleisavzil:blelmalle=1iEan=drd:ildelivuy:a'viQ!u1iI°l7sH'\IdbyCunpanylu.l!poim:wh:e&$ili!iuofadeq1m:epa:i:y
axlddxlreqilixedphaseandsuitablevolugean:l4i:e:ultothsp\'uxli:aaerved. .

APPLICATION

AvAn.AstLmr

ARIZONA PUBLIC SERVICE COMPANY
Phoalisn Arizona
Feed by: Alan Prosper
Tide: Dir:~c:nr. Pricing and Regulation

DIRECT ACCESS
s7<111A LARGE GENERAL SERVICE

ELECTRIC nELrvexy RATES

DOCKET no. E_-1345A-98_-473 ETIAL.

A.C.C. No. x:c<x
Ta:iRlor Sdlsisle No. DA-GS10
05411-11 Tax'iB'
EB'e:dve: :<:c< >c<. 1999

Exhibit A
5/10/99

DA-GS10

s

This ml: sd:len'hlle is not qzpl iable no :sale service.

This rel: :chenille shall become e8'e¢tive so demoed in Canxpaoy': Ten-ns and Conditions for Diem A4===s (Schedule #l0).

T YPE oF seavrCg

Service shall be three phase, 60 Hero. oz Coo1p=u'xy's standard voltage that are available within the vicinity ofuxsxorods premise.

METERING REQUIREMENTS

All cuszomas shall comply with the terms and conditions for hourly musing specified in Sdscdule 310.

mol~m~rLy BILL

TRI: rnaulhly bill shall be the gzeucr of the amount computed under A. Cr B. below, including the applicable Adjusxmenu.

A. RATE

4

PRIMARY AND TRANSMISSION LEVEL SERVICE:

l .
z.
3.

DETERMINATION OF kw

T1x¢kW used forbillingpurpcssa-hall be xhe gzeaxeroti

1.

For customer: saved u puimaxy voltage (l15kV to below 69kV), the Dimibmicn sarge will be diawcunhed by 4.894
For Q-mama: serves! al trusmisioa voltage (69kV or higher). the Distribution dung: will be digauumgd 36.7%
Putnam to AAC. R14-1-l6l2.K.l1, Tb: Company shall retain ownaxhip ollCmlui. Trzxudhrmexs'
(CT 's)mdPo¢auizlTn:=fo¢mas(PT 'a) forrhoseuasomss¢ddaga=vic=uvulug=l¢v¢\;qfm¢¢¢
!han25 kg, Fcrcunamauwinasemelaings=¢vi¢esal¢l:mvidedbyanE$P,zmnuxblyfaci l i tiesdnxge
willbebilled. inaddiliantoallolherapplicabledurgesshown I5°v¢. as dztsmhed ixx thesavice
eontnn based upon the Com;:any'x eau oCT and Fl' ownership, inainlmanu and uperuliou.

To: kW used for billing purpcsa shall be the average kW supplied M119 the 15-minute period (of airer period as specified by
individual cuslnmer°s :a ) e f & n m ¢ m i Ig W m ¢ u I=d=lcmine4&uluc=diu§ of the ""A

4

2. The. minimum kW spedlhd 'm Rh: agrveanasl for Davie or individual mstnmercosuracz

/_/049
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Page 2 of!

B..\!INIMU'M

$2.430.00 per month plus SL74 Per kW per month.

ADJUSTMENTS

When Meaning Meier Rending or Consalidued Billing are provided by Lhe Customer's ESP, the monthly bill will be credited no

follows:
Meter
Meter Reading
Billing

$55.00 per month
S 0.30 per month
S 0.30 per month

T114 mnnlhly bill is also subject w the applicable proportionate part of my axes. or governmental imposition: which are or may in
:he Blame be assessed on the basis of gas: revenues of the Company nndlor the price or revenue from the electric service sold and/or
the volume of energy delivered or purchased for sale and/or sold.herv:und¢r.

SERVICES ACQU¥R£D FROM CERTIFICATED ELECTRIC sixvics PROVIDERS

Cusomérs saved under this me schedule are rsponsihle for acquiring their own generationand any other requiredcompetitively supplied service
5-om an ESP. T he Company will provide and hill in transmission and ancillary services on rates approvedOf the Federal Emery Regulatory Commission to
:he Sdaednkog Coordinatorwho provides transmission service to the Customers ESP.
pun runt no the ume and conditions in Sdxethalc $10.

The Customer's ESP must submit aDirect Accts Service Request

d s'~STl"£ czxstunow TERMS AND CONDITIONS

Customs: served under due: rue schedule who have on-size generation cornered to the Company's electrical delivery grid shall enter into an
Ageemmr for loxercunneczion with the Company which shall establish dl pertinent. deuxlx relaxed ro mlerconnectnon and other neqmnd semce szandaxds. TM:

Customer doe nae My the option to sell power and allergy to Lhe Company under this Randi

CONTRACT PERIOD

For sc:'vice locations in:

4) belated Areas' Ten (10) year; or longer, at Cnrnpany's uptiufk with standard seven (T) year Kermination period

b) Other 4r==.8~ Three (3) year; or longer, oz Company'x option.
v

TERMS .-\.\'D CONDITIONS

This F114 sdudule is subject 1° Company:Tezrruand Conditions to: Standard O8'¢rMd Direr Acc:-.ssService (Schedule#1) and Rh: Company:
.Sch¢dule =l0. Thee scheciules have provisionsthan may :Rees custard-xe":monday bill. . .

x
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Basic
Delivery
Service Di:::ribution

Sys1:m
Bcnet iu

Compeuuve
Transition

Charge !
Slmanth $1430.00
perks $2.58 SL86 I

1

per kWh s0.00'/31 so.oou5 i

This rue ldldule:hall beeauu¢Eec1ive as definedin Company's Terms and Condition.: for Direct Asch(Schedizle 3 l0).

TYPE OF SHRWCE

Sc'4ia:hallbetl1nephasc.60 I -Ie:u.ax 1 1 5  k g .

m s ' r e R _ r z ~ r c  g g q u r x g m g r n s

Cu=w=r=h=x1 ~=°===vlywixh an 1=:== and eeudiiips for hwdv r===1=ins =v¢=i5=d in Schedule #10.

M O N T H L Y  B I L L

The monthly hill shall be the 9-:gr of the amount computed under A. or B. below, includingthe applicableAdjl.L1!mcnLs.

A. R A T E

This rat:schedule is applicable only to Rzlnon Purina (Stu 8863970289) when in rcceivs electric energy on a dine: acres basis &om any
certiiicamsd Elédric Saviee Prvvidcr (ESP) u dcfmed in AAC. Rl-1-Z-X601 Service must be supplied as specified. by individual customer conlnct and the
Company's Schedule #4 (fuuiized Metsiog ofMuh.ii:le Service EntranceSection A11 Single Pxvmiisc for Sundard 013`er and Direct AccessService).

This raze schedule is not applicable lo :̀ =:J¢ advice. 1

Thy, ran: ,d,¢4,, l,  i,  available in ax ¢==1i!1=-ga reboil delivery service territory saved by Company oz all point.: where facilizias of adequate capacity
mdd\¢r:quix=dpMsea.ndsuitable vokuge arcadjacenUolhepreuuissserved.

APPLICATION

ARIZONA PUBLIC SERWCE c:owAny
Ru¢==li:= Ariznnl
Filed by: Alan Prupper
Tulle: Diruézvar, Ptidng and Rsgulaiion

AVA1ILAB¥IL1TY

ELECTRIC DELIVERY RATES

DIRECT ACCESS
i u 1 , s T o n  P U R I N A

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

ACC. No. xlocc
Tariff Sdundule No. DA-GSI I
0661111 Talia'
E8'dve: xxx xx 1999

Exhibit A
5/13/99

DA-GS11

I

D E T E R M I N A T I O N  O F  K W

The kW used for bil l ing purpose shall be the gamer old

L 'Ha kW used for billing purpose shall be the average kW snppli¢d during the 15-minute period (or other period as specified by
individual ¢ustomerls ccnuzct) oflnaximunu use during the mwlh. as detennind Euro reading: ofdae delivery meta:

2.

B. murmur

$2,430.60 per month plus SL74 per kW pa month.

A D JU ST M EN T S .

Tile minimumkW specified in :in agreement forservice or individual :name cantnct

l. When Metering, Miler Reading or Consolidnud Billing are provided by the Cu.slom¢r's ESP, the monthly bill will bacrediled ms

follows:

MeW- sss.oo ¢¢m¢¢»u»
Meter Reading S 0.30 permcndx
Billing S 0.30 pa' mcnlh

2. The monthly bill is aha subject lo the applicable puuponiomle pan of my taxes, or governmental imposition: which arc or may in
the Mum be assessed on the basis of gas: nevclwei of the Company and/crib: price or revenue (mm !he electric service sold 1nd/or

the volume of energy delivered or purchased for sale Md/or sold hereunder. 1.
/ //)~'7 Q
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Thisnze sdxedule is subject m Company: Terms and Comiitions for $tan4aa'd Over and Direct Ac:-s Service (Schedule #1) gas! the Campany'x
Sched*-.Llc =10. Thee schedules have provisions than may :Bea cu.xln¢1wls monthly bill.

'1'E8.\!$ ,-\.\'D CONDITIONS

Cuslocner is responsible for acquiring in own genazxion and any other required competitively supplied services from an ESP.. T he Company will

provide and bi!! ii traxmnision and ancillary sa'vine.-s on mes approved WY I*'¢ Federal 611=='!1' Regulatory Commasxon w the Scheduling Coouclinalor who
provider uusuuission saviee no the Cusxou-ner'x ESP. The Cuslomer'x ESP :nun submit a Dina Aces: Servaee Request pursuant to the Mann and conditions

in Schedule =1o.

l.l'C1-lstoma has on~site generation counseled to the Company'x electrical delivery did. it shall enter into an Agreement for interconnection with the
Cou1pa.ny mixich shall establish all pertinent details relaxed to imertomenion and other required service standards. The Customer do not Mve the option to
sell powa'aodenagytotheCompany undathisuridl »

SER\TC ES ACQLTRED FROM CERTIFICATED ELECTRIC SERVICE PROWDERS

ousrrrs Gaur-mow TERMS AND CONDITIONS

DOCKET no. E-01345A_98--473 ET .AL_

DA-GSI I
A.C.C. No. 2000<

Page 2 of!
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I

1

n
. a 1

System
Benefits

Diminution
at Translninion

Vo

"""B4§é
DclivuyS .

Dmnouuon
II PWBUY

v

Cocqemitive
T r y o n
Chan:

Smooth 52.-430.00 |

nerkW S235 sum $1.54 i

perkW'h S0.0066$ $0.803-#6 S0.00ll5
i

ARIZONA PUBLIC ssnvxcz COMPANY
P%aoe1i=¢. Acizéna
Filed by: Alan Popper
'Eden Diledllf. Pricing and Regulalicn

- . ' ' ' direct ac:-s basis Eom any
-rm: Hz ==h=dul¢ a applicable only xo ax-Ip Copper (Sn: =rr14932zs5) '"*"" " r=::iv= clecrnc =n==-9' on a . .

m~mi=ua §1 8= Service ?x-<ma:: (ESP) a.s defined in AA.; Rl-L-Z-1603. Same: mus be supplxe¢ =-* =p=¢15=4 =y xndnvxdual cxsmmzr °°$'*'*°'_="¢ the
Company's S¢edul: =4 (Todize4 Metering ot'Mukipl¢ Service Enhance Seclioru Al A S\n8l¢ Pr:-mas: fcr.Sundard Ola and DW* A865 crvlc..).

This ru.: sdxedule LI not applieblc torude suffix.

AVAILABILITY.

This ml: sdudule is available in all e=1i5e:llnd retail &div.uya:1n°e leuilnqsaved by Company at ail poiola where facililis ofadequalc capacity
and the required phase and suitable voltage are adjacent pa the pluniaessuved.

sL.=éucAnon

TM: ml: schedule shall become e8'e:tive as Anna in Company's Turns and Conditions for Dine: A (Sdxedule MO);

TYPE OF SERWCE

S=-4°= =h=ll b= :Am pp:-*=. so Hmm oz Hz.: kg or uighg.

METERING RSQUIREMENTS

Cusmmc shall comply with the mms and conditions for body meiaing specified in Schttiule MG.

morrrHLy Btu, .

'Hue monday bill :ball be the gears- ohh: :mount computed under A. or 8. blow, including the apps=ble Adjustments.

A RATE .

ELECTRIC osuvssiv RATES

DIRECT ACCESS
BHP COPPER

D O C K E T  N O .  E - 0 1 3 4 5 A - 9 8 - 0 4 7 3  E T  A L .

AC.C. Na. >ooo<
Tsriicr Sdtdule No. DA-GS xi
064441 Tax'iH`
Eieczivez >c<x :cc 1999

E xh i b i t  A
5/13/99

DA~GS12

PRIMARY AND Tx.-wsxnss1ow Lever, satzvzcs=

»a4iu°nman ¢ 4 l i @ z ¢ ¢ u g = ¢ ° w n m w . u d u u f u m d w w ¢®1m=m==4vv°nw

DETERMl'NATlON OF KW

The kW used for billing purposes shall be the gun: of

l. The kW use gt for billing pul'pcs8 shall be the avazge kW supplied during the 30-miruate period (or other period as specified bY
individual ctmoma"s manual) afmaxixnum use dining the month. as dexen-tuned 5'um reading of the delivery meter.

2. 'Dre minimum kW specified in the gerent. forsI=1'vi¢=°f individxd customer could::L

Pumumm AAC. R14-1-l6l2.K.l l. the Company :hall retain ownership ofCurre::1 Transformer: (CTls)
Md Potauial Tr:.nsforme~rs (PT's) for thos: cnszomss Wahl; service an voyage level: of more than 25 kg,
For cusxomas whose mewling services are provided by an ESP, 1 monthly facilities dirge will be billed. in

C01111Jany`seus!ofC l̀̀ and PTowne:ship.rnannlaxzlnceandopaalicn.

$2,430.00 per monthplus SL74 per kW per month x.<

B. MINIMUM

D E C I S I O N  N O . /M 73



a

t'.\.l.s10m¢r is responsible for acquiring its own genemion and any other required competitively supplied service Earn an ESP. T he Company will
provide and bill its If-rnwlision and ancillary service on mies approved by the Federal Energy R¢gula£ory Carr..-mission xo the Scheduling Coocdinuor aim
provider rnosmission sa'vice to the Custom:r°s ESP. The Custom¢r's ESP must subaru Dina Axe: Sa'vic: Requa pursuant to the In'rm and eouditiom
in s:1~»4¢»u =l0. .

ox.srrs GENERATION TERMS AND CONDITIONS

Taws vo colvnmows

seawcss ACQUIRED FROM CERTIFICATED ELECTRIC ssavrcs PROVIDERS

IfCi|slomer 158 on-site geuanlion connected to the Company's elec°.x~ic:l delivery grid. it shall enter into ea Agreement for lnlemonneaion widnhe
Compagywhicb shall establish all pa'\inaznde1ails relaudroinlenzonnection uudechernquiredserviceszandaxrha. The Cusznmerdoesnothavethe opdonm
sellp°we'JD¢l¢¥1¢\'$7l0!-b¢Coa\panyuuder this¢ariEZ .

This rue idielrhsle is subject to Company: Tana Md Conditions for Standard Over and Direez Ac:-s Service (Schedule #1) and the Conzpa.ny's
Thee schedule have provisions than may :Sea cusxomak monthly bill.

1

A D IU S T ME N T S

1.
When M¢un'ng. Meter Reading or Consolidated Billing are provided by the Cuswmefx ESP, the monthly bill will be credited as

follows'

The monthly bill is aM subject pa the applicable proponiorule pan of my uxex. or governmental imposition: which are or nay in

the fumrc be assessed on the bui of gross reverwel of the Company snr!/or the price or revenue from the electric mrvlce sold Ami/or
the volume of energy delivered or purchased for ads and/or sold hereunder.

M e n : $55.00 per month
Meier Riding S 0.30 pa math
Billing S 0.30 pea' month

DOCKET no. E-01345A-98-0473 ET AL.

DA-GS12
A.C.C. No. xx~c<

Page Z of!
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-

Delivery
$ .

9 |»o 'bastion

'i
E
!
l

Synmx

Beu¢5t.s

' E Eve
Tntmuoa

Charge
S/month $1430.00

I.

perkW $1.05 sum
kW\\ 50.00298 $0.00ll5 I

ARIZONA PUBLIC SERVICE COMPANY
M u n d i ;  wma
Filed by: Alan Piupper
Tulle: Dincxor. Pricing aa¢l Regulation

'l&nIca¢ldukBav\ilablcinallealiialedl8ail v8ysGvi¢¢lslilaqsa'vedbyCe|1\guny|Lallpoimwha¢&:i|iti we-»== .
an4&ilquirdpimseandalilablcvoltag¢areadja:aulo&¢pluhssav\d. e a

ThhralcséedulchappliableenlytoCypnasBagdad($ii¢8l209J2284)wtaitweuivadewi¢elu¢gfoaa4&uaae=uhu&iummy.
euuiuldElewwSev\eePlwids(ESP)asdaGncd AA.C. R144.1en3. Savieauaabeaapplieda$eci£¢byindividuaI&momerenlu'.laadlIle
C°wP°°Y'55°5'¢"l*54('l'°8IWdMaaiagd'MulliglcScv Enum=S¢8i¢mAla$ind¢PlwIiseW§ d M e D& eaM csS a1 i a )

'Uliaralcsclzedulciaaotapplicablelorualcsaviez.
.

no nm ==n¢a»l¢ Ann u¢=¢m¢ ¢¢¢¢=iv¢ as Anna in C°wv=»y'= T¢mu ma Cal\4itiena for ow: A-==== ($=b¢¢=1¢ no;

re; oF satzvrca . '

Savic=shallbeth\'l==pl\=L1¢.60 I-lenz.al ll! kVofllid\¢\'~

METERING R3Q'JTR£M£N'l'$

Cclsomerxhdleounplywiththclsuuandconditionsforho\u'lyn1¢¢4=l'il\!*1'°'Ui"l°$d"d"I'"0°

M O N T H L Y  a i r ,

The monthly bill shall be the gel: of the amour computed under A or B. below, including the applicable Adjustments.

A. RATE;

APPUCATTON

AVAIL ABIL IT Y

ELECTRIC DELIVERY RATES

DIRECT ACCESS
CYPRUS BAGDAD

DOCKET NO. E-01345A-98-0473 ET AL ¢

A.C.C. No. :Moe
Tuiior Sdlelhxle No. DA-GS1:
0li85911 Taxi!
Eifeclivcz XJO( Jo. 1999

Exhibit A

5/13/99
DA-GS13

I

Punnaanun A..-\C. 9.14-1-1s\z.lu1.\n¢c°¢»¢»l»y=h»lx Main ownership ofCurr=1 Transformer (CT's)
and Pocemuial Transfonnas (PPs) t'o¢d\as¢c1lsomasukilI¢sewic: u voltage level ofmofc than 25 kg.
F¢r¢unnmerxv»1\asc alelaingsaviwuvpvviddbyaa ESP, amonddy fadlilia dzargewill bebilld» in
addiliontosllollmarappliablechaxgeshownabov¢.as4as1nine4inlhexaviceeonniabasedupoathe
C°mpnny'scuaofCTandP'l'ownadzip.lmilucoanceandopa=¢io¢L

PRIMARY AND TRANSMISSION LEVEL SERVICE:

DETERMINATION OF KW

T'll¢kW\ls¢4forbilIingpuA'p¢sslliaIlbetI\eu¢l=\'°5 .

. . » - . • ¢4 byThe$£wusedf  b ` l l  g shdlbetbeavaagekWaapplneddlanng!he30~¢moauepe'lod (or o¢her.p==\°4=-*=P¢¢\5
individual ofmadauum use delius the moollz as delcrmmevi Sam ruing of the ddnvery mas.

l .

2. th¢man»»l»x=wq,.¢;lz=aanu»¢=¢==»==¢r°~a1fi¢=wif»4ivid~»=»l¢~===°w=r==n===~

B. MINIMUM

32.430-00 pa month plus SL74 per kW pa m°u1h.unliI June 30. 1004 whee this minimum will no lcng¢r be applicable.

m : c T s T n n  N O . / , ,  / 3
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DOCKET NO. z-01345A+98-0473 ET AL I
I

\

DA~Gs13
A.c.c. No. =<:<:o<

Page 2 of!

ADIIU5'1IMEVI'S

When Mcuzdng, Meter Reading or Consolidated Billing :re provided by :he Cunorner's ESP, the monthly Sou will be credit us

I°olk\wx:
Meter $55.00 per month
Meta Reading S 0.30 pa month
Billing S 0.30 per mnnlh

2. The :monthly Bil! is also subject no the applicable pruponionate pan of any taxes, or govemmenul imposition: which uh or may 'm
the future be assessed on the buys of gross revenue: of the Company .mellor the price or revenue from the eleexric service sold md./or
the volume of energy delivered or purchaser for sale and/or sold hertuncier.

SEXVICES ACQLTRED FROM c.'8RnFzcA'rsD ELECTRIC SERVICE paovxnsas

0.19-¢=uner 'u ruporuiblc For acquiring ii own genaalion and any other r=qui.re4 ¢omp¢¢itively supplied service.-s &on an ESP. T he Company will
provide and bill is transmission Ind ancillary so-vias on runs approved by the Federal Energy Regulamry Commission to UI: Scheduling Coordinxxor who
provide truasoision so-vice no the Cu.nom:r's ESP. The Customa-'x ESP must submit a Dir=¢2 A-== Service Request pursuant lo the 9i-rm: and conditions
in S¢hedul¢ :10. .

ON-SITE Giwiszmox TERMS AND CONUFITONS
»

•

lf Cuszame bu on-site Ge:-nerzuion conneazd xo tin Company's electrical delivery did. it shall enl:r into an Agveemenl for lnlcrcunneclion with hz
Company whip shall esnhlish dl pertinent details relied Lg interconnection and odder required service standards. The Cllszomadses net have the option no
sell pole and aggy Lo Khe Company under this xii

TERMS AND coxomoxs

.~ .

This ran: sdednxk is xubjen to Company; Terms and Conditions [or Standard Over and Direct Ac-sm Service (Schedule #1) and the Compuxy's
Schedule =10. These s:b¢dulc have provisions the! may akbcz custom<r'x monthly bilL `

I
II
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l

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

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

Palo Verde
Four Corners
Navaj o
Cholera
Saguaro
Ocotillo
West Phoenix
Yucca
Douglas
Childe .
Irv ing

. . .

EXHIB ITC

O

Q

DOCKET NO. E-01345A-98--473 BT 'AL •
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R14-2-805(A)(5)

R14-2-805(A)(9), (10), and (1 1)

R14-~2~805(A)(2)

R14-2-805(A) shall apply only co Lhe UDC

R14-2-804(A)

RI4-2-80l(5) and R14-2-803, such that the cenzz "reorganization" does nor include. and no
ComMission approval is required for, corporate restructuring that does nor direcrlv involve the
utility distribution company ("UDC") in the holding company. For example, the holding
cornpanv may reorganize. form, buy or sell non-UDC a&liarcs, acquire or divest interests in
non-U'DC affiliates. etc.. withoutCorrunission approval.

a

Revision o{Prior Commission Orders

EXHIBIT D
Affiliate Rules Waivers

DocKts'r no. E-0134SA-98-0473 ET AL .

Section X.C of the "Coccrieration and Small Power Production Policy" attached to Decision
No, 52345 (July 27, 1981) regarding reporting requirements for cogeocration information.

Decision No. 551 LB (J'ulv 24, 1986) - Page 15, Lines 5418 through 13-.1/2; Finding oEPacr
No. 24 relating to reporting requirements under the abolished PPFAC. .

Decision No. 55818. (December 14, 1987) in its entirety. This decision related to APS Schedule
9 (Indu.sm'al Development Rate) which was terminated by the Commission- in Decision
No. 593.29 (October ll, 1995).

9th and 10th Ordering Paragraphs oEDecision No. 56450 (April 13, 1989) regarding reporting

requirements under the abolished PPFAC.

65931301
41
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Jana Van Ness
Manager
Regulatory Affairs

#4¢ no
21 9 *

8 S have QE Q v 8602/250-2310
Fax 602/250~3399

.a.I.. anness@apsc.com
in 8 t//lvl§w.apsc.com

Mail Station 9909
P.O. Box 53999
Phoenix, AZ 85072-3999

&_3 €83? Q_Q?'€?*533SiC§'
8 5 1 8 8 8 5 8 1  C o n ~ ; l l ; ( l

1
s

December 1, 1999

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

RE: APS Settlement Proceeding
ACC Docket Nos. E-01345A-98-0473, E-01345A-97-0773, RE-00000C-94-0165

Dear Sir or Madam:

Pursuant to the Opinion and Order, Decision Nd. 61973 in the above referenced Dockets, Arizona Public
Service is filing an Addendum to the Settlement Agreement incorporating the modifications required by that
Decision. This Addendum has been reviewed and executed by all signatories to the original APS Settlement
Agreement.

If you have any questions regarding this filing, please contact me at (602)250-2310.

merely,

W 4,
Jana Van Ness
Manager
State Regulations

Attachment

Cc: Docket Control (18 copies plus original)
Parties of Record

r
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Addendum to Settlement Agreement

This Addendum is to the Settlement Agreement dated May 14, 1999 (hereafter
"Agreement") between Arizona Public Service Company ("APS" or "Company") and the
various signatories to the Agreement (collectively with APS, the "Parties"). By signing this
Addendum to Settlement Agreement ("Addendum"), the Parties intend to revise certain
provisions of the Agreement as directed by the Arizona Corporation Commission
("Commission") in Decision No. 61973 (October 6. l 999) ("Decision"). The Decision adopted
and approved the Agreement subject to certain modifications.

I .
Introduction and Recitals

On May 14, 1999, the Parties entered into the Agreement,

2. On May 17, 1999, APS filed with the Commission 11 Notice ollFiling Application
for Approval of Settlement Agreement and Request bl' Procedural Order.

3. Commencing onjuly 14, 1999, and pursuant to a Procedural Order issued by the
Hearing Division of the Commission, a full public evidentiary hearing on the Agreement was
conducted.

4. On October 6, 1999, the Commission issued its Decision No. 61973 adopting
and approving the Agreement as modified in the Decision.

5. The Parties now wish to enter into this Addendum to revise the Agreement as
directed in the Decision.

ll.
AddeNdum Agreement

Metering, Meter Reading, and Billing Credits

A. The Company's revised unbundled rates and charges reflecting the
metering, meter reading, and billing credits required by the Decision are attached hereto as
Revised Exhibit A.

B. The revised unbundled rates and charges in Revised Exhibit A to this
Addendum are substituted for the corresponding tariffs in Exhibit A to the Agreement

C, Schedules A through C of Exhibit A to the Agreement are not affected by
this Addendum and were adopted and approved by the Commission in the Decision as
originally proposed in the Agreement;

7**~88<)

1.
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2. Advanced Notice for Large Customers. Section 2.3 of the Agreement is replaced
with and superceded by the following provision:

2.3. Customers greater than 3 MW who choose a direct access
supplier must either (a) give APS one year's advance notice
before being eligible to return to Standard Offer service, or (b)
pay APS for all additional costs incurred as a result of the
customer returning to Standard Offer service without providing
APS at least one year's advance notice.

3. Deferral of Transfer Costs. Section 2.6(3) of the Agreement is
replaced with and superceded by the following provision:

(3) compliance with the Electric Competition Rules or
Commission-ordered programs or directives related to the
implementation of the Electric Competition Rules, as they
may be amended from time to time, which costs shall be
recovered from all customers receiving services from
APS, provided however, that no more than sixty-seven
percent (67%) of the costs to transfer generation assets to
an affiliate or affiliates shall be allowed to be deferred for
future collection under this provision, and

4. Rate Matters. Section 2.8 of the Agreement is replaced with and superseded by
the following provision:

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

723889 2
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5. Generation Affiliate. Section 4.1 of the Agreement is replaced with and
superceded by the following provisions:

4.1. Affiliates.

(1) The Commission will approve the formation of an affiliate
or affiliates ofAPS to acquire at book value the
competitive services and assets as currently required by
the Electric Competition Rules. In order to facilitate the
separation of such assets efficiently and at the lowest
possible cost, the Commission shall grant APS a two-year
extensioN of time until December 3 l, 2002, to accomplish
such separation. A similar two-year extension shall be
authorized for compliance with A.A.C. R14-2-1606(B).

(2) The affiliate or affiliates formed under this Section 4. l
shall be direct subsidiaries oflPinnacle West Capital
Corporation, and not APS.

(3) After the extensions granted in this Section 4.1 have
expired, APS shall procure generation for Standard Offer
customers from the competitive market as provided for in
the Electric Competition Rules. An affiliated generation
company formed pursuant to this Section 4.1 may
competitively bid for APS' Standard Offer load, but
enjoys no automatic privilege outside of the market bid on
account omits affiliation with APS.

Statutory Waivers. Section 4.3 of the Agreement is deleted in its entirety.

7. Waivers of Affiliate Interest Rules. The Revised Exhibit D to this
Addendum setting, forth the Affiliate Rules Waivers is substituted for the
corresponding Exhibit D to the Agreement so that the proposed waiver of R14-2-
804(A) in the Agreement is deleted.

771839
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9. Interim Code otlConduct. Section 7.7 of the Agreement is replaced with and
superseded by the following provision:

8. Conflicts with Electric Competition Rules. In reliance upon the Commission's
directive in Decision No. 61973 (page 9) that "We want to make it clear that the Commission
does not intend to revisit the stranded cost portion of the Agreement. It is also not the
Commission's intent to undermine the benefits that parties have bargained for," Section 7.1 is
replaced with and superseded by the following provision:

Nothing in this Agreement is intended to otherwise interfere with
the Commission's ability to exercise its regulatory authority by the
issuance of orders, rules or regulations. The requirements of this
Agreement shall be performed in accordance with the Commission's
Electric Competition Rules including any specific waivers granted by the
Commission's order approving this Agreement, except where a specific
provision of this Agreement would excuse compliance.

7. 1 . Approval of this Agreement by the Commission shall constitute a
waiver of any existing Commission order, rule or regulation to the extent
necessary to permit performance of the Agreement, as approved by the
Commission. Any future Commission order, rule or regulation shall be
construed and administered, insofar as possible, in a manner so as not to
conflict with the specific provisions of this Agreement, as approved by the
Commission. In the event any of the Parties deems a future ComMission
order, Mie or regulation to be inconsistent with the specific provisions of
this Agreement, a waiver of the new Commission order, rule or regulation
shall be sought.

7.7. Within thirty (30) days of the date of the Commission
decision approving this Agreement pursuant to Section 6. i', APS
shall file an initial proposed Code of Conduct to address inter-
affiliate relationships involving APS as a utility distribution
company as required by the Electric Competition Rules and which
iNcludes provisions to govern the supply of generation during the
two~year extension provided for by Section 4.1 olthis Agreement.
interested parties may provide APS with comments on the initial
proposed Code of Conduct within sixty (60) days of the date of
the Commission decision approving this Agreement. APS will
file a final proposed Code of Conduct t`or Commission approval
within ninety (90) days of the date of the Commission decision
approving this Agreement. Until the Commission approves a
Code of Conduct For APSQAPS will voluntarily comply with the
initial proposed Code of Conduct or. once filed,the final proposed
Code otl(.londuct. .

5
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10. Effect of Addendum. Other than as specifically modified by this
Addendum, all provisions of the Agreement remain in full force and effect.

AGREED TO AS OF \ Iv \ »2\\ 9 1999:

RESIDENTIAL UTILITY
CONSUMER OFFICE

ARIZONA PUBLIC SERVICE COMPANY

9

By

Title

/646444- a fi
Title C .>J._ 3

ARIZONA COMMUNITY ACTION
ASSOCIATION

(Partv)

Byl By

Title 4 M Y Title

(Party)

By

Title

(Party)

By

ARIZONANS FOR ELECTRIC CHOICE
AND COMPETITION, a coalition of
companies and associations in support of
competition that includes Cable Systems
International, BHP Copper, Motorola,
Chemical Lime, Intel. Hugues. Honeywell,
Allied Signal, Cyprus Climax Metals, Asarco,
Phelps Dodge, Homebuilders of
Central Arizona, Arizona Mining industry
Gets Our Support, Arizona Food Marketing
Alliance, Arizona Association of Industries,
Arizona Multi-housing Association, Arizona
Rock Products Association, Arizona Restaurant
Association, Arizona Retailers Association,
Boeing, Arizona School Board Association,
National Federation of Independent Business,
Arizona Hospital Association, Lockheed Martin,
Abbot Labs arid Raytheon. Title

By j

Title )"£5<&u~:\-

@ % ¢L*',>§v3_:&,Q»::
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R14-2-80l(5) and R14-2-803, such that the term "reorganization" does not include, and no
Commission approval is required for, corporate restructuring that does not directly involve the
utility distribution company ("UDC") in the holding company. For example, the holding
company may reorganize, Tomi, buy or sell non-UDC affiliates, acquire or divest interests in
non-UDC affiliates, etc., without Commission approval.

Section X.C` of the "Cogeneration and. Small Power Production Policy" attached to Decision
No. 52345 (July 27, 1981) regarding reporting requirements for cogeneration information.

Decision No. 551 18 (July 24, 1986) - Page 15, Lines 5-1/2 through 13-1/2, Finding of Fact
No. 24 relating to reporting requirements under the abolished PPFAC.

R14-2-805(All9), (10), and (1 1)

R14-2-805(A)(6)

R14-2-805(A)(2)

R14-2~S05(A) shall apply only to the LVDC

Revision of Prior Commission Orders

Revised
EXHIBIT D

Affiliate Rules Waivers

Decision No. 5581.8 (December 14., 1987) in its entirety. This decision related to APS Schedule
9 (Industrial Development Rate) which was tenninated by the Commission in Decision
No. 59329 (October l l. l995)... .

9th and 10th Ordering Paragraphs of Decision No. 56450 (April 13, 1989) regarding reporting
requirements under the abolished PPFAC

(151)3"3 u"
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Base
D¢hver\
Ssrwx Dw1nbu\u>n

5 \§:fTI
E3<-ncI3Ls

I
1

Compruuve
Tra1uluon`

Charge
o

ISmooth s:-'0
|Per kW over < SO

lI

I i
Per kph 1`or the
Hrs !  1 500 kph

so 04:'<

Pa' kph :Br the
next 100 kph per
kW over 5

lS00-1Z "

Pa' kph fa '  the
men 42.000 kph

s 0 0 : 9 0 1 l
Pa kph for  d l
additional kph.

S0.0 l8l l l
1

I

Per a l l  k p h $0001 15
s* 43IPer all kW

Q L

TYPE OF SERVICE

Savmof: shall be smglc or Lhrec phase. 60 Hen.; 31 one standard voltage as may be seleand by customer subject m availability ax the c'us1omc\*s
premise. 11u.e8 phase:umm u fiumshed under the Company's Conditions Govarung Eldasaots o¢'EIeanc Disxrxbuuou Lana Md Servxees (Schedule =3).
Transibmmion equlpmem u Included m eau oil¢:ac~nslon. Three phase service ms nc4 fiamnshad for motors off individual med capacity ofleaa than 7-1 2 HP.
exdqi for coasting facaliUa orwhae mol nggnguz HP of all aonnunnd Lhree phase motors exceed 12 HP. Hzree phase savior is required for moors ohm
individual med capacnry ofmcre than 7-1.'2 HP.

This Hz: sdmeMle u 1ppli~:1\blc no cuacnaas r¢.x1\mg eiasxn.: awry on a direr :com base &om my oatit icated Electric Sa'vioe Provider (ESP)
uknned in A.A.C. R 14-2.I603. This in:  sdmeriule vo npplicabk Lo :Jo elaruwc aavxoe r~eqmredwtuen so savnx mmwlidalonepoim of dclivaj-f  and
nneaaArudl1rou@on¢rnas .  Fu ' ihosea. |so |11a1wtosceleanaty  Lsdchvaedt l rouymmorethanoncmdu.sav1cef `ore. |d1meersha1lbecou¢uwd
uapnnnelyundath ix  raneunlmcondiuc rsmuzeordanoewnhrheCon¢any 'sSd\edu le¢4( I `c td izedMaamgof 'Mul l ibkSa 'v iocEJmr~u\ocSaxmns . -Un
S i ngk P l m u»¢ f o r S uk 1dudO! i l a l ndD uea . - \ nem S av 1a ) uen1a .  F o r nhos c s av noc  l oauouuw ha : e l em i c s av i oebuh i no r i ud l y beux r neas x ued t h r ougx
r w o m e a x . w h a x o n e o f  t h e m a a x w u m n U l e d p u r a n n m ; w u a g a d \ e ¢ 1 l e n o l o n g a m ¢ § x g 1 h e c l n a n c s a w o e n u a a u e d b y s u d x m a a s s h d l
be eolmbined for billing purpose.

METERING REQL'IRE. \ iEN'I IS

A VA JL A B I L I I Y

Thx ru: admedulc in avnihble in :JI eemhuuad Raul ckhvery save :armory saved by Company al dl point what facilities of adequlne capacuv.
and the requued phase and sunuble voyage are ndjmau xo the pruruscs served.

APPUCATYON

Ph o au .  A man o
F i l a  b y '  A h n  F i o n a
Title: Direaar. Pricing Md Regulation

.\{Of*<ITHLY BILL

ARIZONA PUBLIC sERv1ct: COMP ANY

Thu ru: sdmdulc shall become elfazuve as defined m Camp-nnvls To-ms and Conditions for Dunn: A.:o¢s (Schedule 410).

This me sdwdule us not applicable lo rwdcnual scrwcc. r¢sal¢ scnmsc or direez a»:oc.~:s savxce winch quaJiEes tr Rah: Scha1ul¢ DA-GS \0

All cusaomas shlJ\ comply wlLh the rams and uocuNuous :Br load profihngor hourly m¢l¢rmg 'specdiod in the C~xuplnyls Schedule =10

TM mcmhlv bull shall b¢ the guzcf o!IU'»e am<>um ewxnpuxmi under A. or B. blow. including Lhe apghcablc .-\d)u.wncnts.

June - Omaha Bulling Cvclcs rSumm~:f \

RATE

I v~=,

4 1

ELECTRIC  DELIVERY RATES

DIRECT ACCESS
G E N E R A L  s s n w c s

-;in\.," I
iAlz\if'*\L..

I

|(\

" " ' \

A.C.C. No. 5351
Tuiiu' Sdméde No. DA-GS I
own-1 Tarim
EHI¢4.ive: Ocmba l. 1999
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Blanc
Delivav
Seville Di:=tr1bulJon

S y r i a n
Ben et iu

Cornpemve
Trunnion
C

S/mouth $ 1 2 . 5 0
Pa* kW ova' 5 $0 . 652
Pa kw'h for an
Gr! 2.500 kph sao3s27

Per kWh for the
iN l00 kw`h pa
kW ova 5

S 0 . 0 3 8 2 7

Per kph  fo r the
m e n  4 2 , 0 0 0  k p h S 0. 02600

Per kWh for dl
additional kph $ 0 . 0 1 6 1 4

Pu al kph so . 0o \  15
Pa dl RW $2 . 43

Customers served undo' Uus rue schedule are re.~:pons\bl¢ for uqumng lhemr own gencnuon ma my other required con1peuUv¢lv supphod serwwcs
thorn an ES? or under the Com;=lnv's Open -Woes: Transmsswn Tanr!` The Company wail provmdc and ball :IS xnnsxmssuon And msxllnw acrwca on rous
=vvl0v°dby the Fade-nl Energ Regulua-y Conunissaonno Up S¢haiullng C-xxdinaior who provuck-s Lransmnssnon service to the Cus1om¢rls ESP We
Cus1oma°'sESP mun s1ubm.lt I Duecx Accts S¢r~1¢eRequest pursuant to Les tzrnu And asndmous LnS-:h-rmiulc #IO

s s a w c z s  A C Q L T R E D F R O M C F R T I F l C . l . - \ T E D  E L E C T R I C  S E R \ " C E  ? R 0 \ 1 D E R S

q
an

.-\DIL'STMENTS

1

1

.-\ RATE(ccunnund)

November May Billing C/de (W inn):

The morrlhlv bill as also subyai lo the applicable prop<x*uona1.e pan of any taxer or govaumenul imposnuom winch are <x may m the r\xlure
be lsmsicd on The beau ofgvuss revalues of theCorr.\pan~ .lnd¢4X the price or revenue from the electric scrvxce sold Andior the volume -31.
energy dehvaed or purdused for up ardor sold hereunder

When Melzrsng, Meer Reading IX Covnwindazmi Bulling uh prmnued b\ the Custom¢rls ESP. the momhlv hull MII b: credilai as Ibllows.
Meier $':.62 pa' month
Meta' Reading Sl 69 per month
Bulling Sl 33 per month

$12.50 pau  SI .74 fo r earl  kW in  ¢xc<:ss o l l f iv¢ o f  euher the Myra kW anb l ished  during  the 12 moods end ing uh the current month
or the nunimum kW specified m do agreement :lx s»:r°»1oe.v~Md\eve' u the gs-ca1a:

`l1\¢kWuaedforb€[lingpurpclashdlbethenvazgekw supplied chuingthc I5-mlnu1epa~iodofmaJcrnumu.s¢
¢u'ingthemouth.udeami.ned&umradin9 ofmhe delivq-ynlaa.

D E T E R M I N A T I O N  O F  K W

2
3.

P R I M A R Y  - * N D T W S M I S S I O N  L E V E L S E R V I C E ;

For angoras saved an prixnuy volta.ge(l2.5kv lo below 69kV). the Dwznbuuon dur8v: wllI be diseomuued by ll6°~.
For cunornax saved u uarsrmsua-n volume 69xv or lugherl, the Dismbuum dirge wall be discounted 52.64
Puxuumu w A..-KC. Rl4~2~l6l2.K.l I. the Cqmpanv shall roam owncsslxip otlCuncux Tnnszbnnen (CTls)
Md Potential Truuztwmas (PT's) For those cuslomas uknng xervwe ax voltage levels of more than 25kV.
For customers whose rncu:-nng servers are provided by an ESP. a mom.hly tlsulnuss charge will b¢ billed. m
addition to dl other' applicable marga shown above, as d¢\a1nmed in the azure oxuncz based upon the
Company°: one ollCT and PT owwrshnp. mannlznanoe and opazuon.

J
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TERMS AND CONDITIONS

. This nu sd1e¢ale is subseam Campmys Tcmu andCondiuonn for Sunday Otfa' Md Dinar:.mean Savior: (Sdwdule IH) Md !acCompany's

Sahnrhxk NO Than: Sdmedula havepmvumm Liu m.ly do a.Lsloma"s momhlvball

on-srrE GENERATION TERMS .-\.\'D CONDITIONS

Cunnmanlewnd under thix nle|d\edu|¢wY\oMvecn-ul.: gamrnuoneol1\ecledholh¢CompAny'lele»:u.ic.\1d¢livu'yg1dlhl1la1a'u'lom
Agemunezifcr ln|41unIunn|:ucnwn.htheCampmywhid1sb.|JIaubluhdlpaunaidaulnrelundunnawonneazionmdo¢ha'requuudsa-vucenmdands. The
Culann1erdoelnothnvelheopzionmoaell powernndenergymM¢Comp¢nymyderdunJ|.|i8 .̀

0 - L999 kW:
2,000 kWlndabovc:

CONTRACT PERIOD

As p'ovidad m Con¢nnyll §.lndaJd nguanai for sa'vla.
`Urm(3)yeuLorlonga, UConmanyls opucntbr initial pa1odwha1 eors!1uc'Uoniar¢qu\red. One(l)year,or
longa_u Company! option who enumnzaim is not required.

I
4

's '. 1
. i . =. » .
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Conwaxuve
Truumon

Char
Sum
BenefitsDiinbuuxxl

il
Bloc

WHVQV
Sa'vioe

Sémonlh $1000 »

! S09-$l*8I.~*Jl kph SO (1-0 l I < SO 00930

|

D1stnb\Junx\

'a
Basic

Dehverv
Szwnce

5»W:m
Beneiiu.

I
I

I

Eo11¢¢1.IUve
i *r } / l lU\X\
I ChAf3.¢

Smooth S10 00

AJI kwlh so 03518 I SD00li5 SD 00930

DA-Rl

9 »

ELECTRIC DELIVERY RATES

MRIZONA PUBLIC SERWCE COMPANY
Fl\°=dL Aliztlll
Filed by: All! Plumper
Title' Dindnr, Plidng MdRegulalion

J%%\GlNALr
l

1

A.C.C. No. 5350
T l r iBlor Sdaduk No. DA-R l
06851411 Tai!
E8leaiv¢: Odcber I, 1999

DIRECT ACCESS
x i£s rD£rrrLALs£nwc£

AVA[T.A90.[TY

1Mlma|¢edulehnvl i labkindleal. i5aledral i ldel ivaylaviczlarhnryselwdbyCou1p¢nyandwhat&il i t iaof ldcquu:alpac ity t k
wquinadphuanadauiubkvoh1g=ueadjlca1zoxh=prunilanaved.

APPLICATION

`{`hi||rue|¢edukB l iabkloamomaxroceiW hgelemucanagmzdimma1 ba.|ia8éu1mycsti5alcdE|em'icSaviaPrDvida'(ESP)
-¢éln4mA.Ac.Rx4-2-1603. 11:3 ruenMedukinappliabéeadymel¢m1cde|ivu-yrequind f`orrundmul.lplrpolalmindv'idud privnte dwellhngl arad
inhdvidu1lynnel4|¢d¢||ttmen|D1 MaenndaaviceL1nxppiieduonepoulofdeljvay\ndn1a.nuuddluu@cuemds. Fxdicedwdlhnglmdaputnnenn
whe1veieeoicncvioebuldnoriad}ybe¢nmanuudd|uu¢twornnaxwhuncneofdxmaau in ledp mn weh n xi n g u s p weh axi n g mc
a¢e¢denolcngurMdlca,&clecnricnaviamasuedbyn1¢maaxshdlbecnmbinedfmbiUingpurpooa

This ml: ldaedulc :h.dl become ¢8loaive u ckfinod in Company'a Tams and Conditions for Dirt: .Anna (Sdmedule MO.)

WYPEOFSERVICE

Servioelblllb¢lingl¢ph.lsc.60HauuonznmdudvohAg:(l20/240or120/'Z08urnnybcseleandbymaomambjeamnvaihbdlitylliir
a1l lpr\mh¢). TMeep+u.¢aawioeinfuminheduncianheConmpmy/|CcndiliauGoveming E:amucmofElem'icDisuib1monl.i|len|ndServicel
(Sdiedule 83). T1-lnl:fa'mAuon equupmalmuncludedmoodofenaaulon TY|ucpM.|eaav1ec nrequund formowl1o¢'lnil\divi¢u.lrundclpu.ityoll7-IQ
HPa'more.

METERING REQUIREMENTS

~lor~rrm.y Btu .

'Ì he 1'narl!dy bill shall be the gunerof time amowu oonmutedunda' A. of B. below. including lhe apphuble Adjunmuua.

Allanlnmaxshdlcomplywxdnhetansmdconditionsforioadproéilingorhoudyrneaxngspecxfiedi.nSd\e<iul¢t¢\0.

A .  R A T E

May - Odoba' Bi l l ing Cycles <Sunu11erl.

Novqmba - April Bill ing Cvclcs (W inter

Sl000pa'monlh

1 \ t

3

_4

11

<cor~ . 'L`ED ON REVERSE SIDE) _j 4 i ' \ J; u;..C/i.,:~Jf~¢

;~,=s SIR FILING

f*>



TERMS AND CONDFUONS

ssavrcss ACQUIRED FROM CERTTFICATED ELECTRIC SERVTCE PROVIDERS

Cunnmen saved undo Thu me sdledule nm rcsponsnbie for acquiring Lieu' own gamaauon Md my other required eompanivelv xuppliod advices
Bonn no ESP. The Company wtll.prvov1d¢ Md be] m umnnmaon Md ancillary aavwa an ms approved by the Fodad Energy Regulmxy Commnssnon ro
d:¢SahedulingCoordinuorwhopl-ov\datr~anl1mnncnaa'v1oexolh¢Cusxoma'l ESP. TheC4.uncma's ESP nmn mbmn l Diff¢!AneenSavwe Request
pwnunmUsauumdennaluaumSdaesauk#l0.

ON-SIT8 GENIERATlON TERMS AND CONDITIONS

Culomers saved undo this re: adxaank who have on-sue geuenucn ¢o11l1eand w the Company: deuu'ic.d delivery g'id shall Ana into an
Agreemaiforlnmauolueanon wnhlh¢Comp4nywt~ud\ah.dles\zb|isha1lpenmerudaukneluedtoumervnmanionmdodwrrequiredaervioestmdnrds. TM
Cunomardoenncthnvethcopuonloxll pw/eranda1a'g'wLtuCarnpanvundaMuun£`[

=\0.

This rue sdmechzle u aubgea Ia the Comrpanys Tams Md Condzuouu :ix Standard OtfaMd Dura Aacas Savior (S¢haiul¢ =l ) and Sch¢dul¢
Time sdaednlehave provusnau Thu may Dec! aasomad uhonzhlybull.

ADIL'ST?~4E.\'TIS

l

MGH' $4f00 pamoulh
Mela.Rading s|.69 p¢m¢¢nh
Billing SI.3Jp¢rm0mh

TlumoMVybnllma1aomb;eaLo&¢npplncableprupnruennepnrlofulyuxen.orgovamaulUnpodticrlwhidaanornuyinthetisuue
b¢ulmedoutl*¢baxuo(gnasr¢va1ueotl!.b¢Conwnymd/or themmorrevmue6'umthcelecu1csavie¢soldl.nd/orzhevolumeof
¢n=ru&livae¢orpuldwedforaMeand/or sold luanda.

When Melting Meier Reading or Coluolidalnd Balling.ve provided by inc Cus1on1~="s ESP. ax monthly bill wall be credatad as follows:

A
| a n

" M a J I

l QW?

r
t5A.a1

.A.C.C. No, 5350
Page 2 of*
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Swan
8<netiLsDlstnbuuon

IBasic
Dclivew
Scr\1o¢

CornpeiMve
Trusnuon

C huge

Smooth S2_43000 i

Ip¢~rkW Sus so so

lnffkwh so 00999 Isooow

•

Tbinrauadzochale unoupplicabklorenakaaviae.

This rue schedule :hall become ¢8leczive u dcfuned in Company's Tana Md CondiUous for Dirac! Acc el (Sdmedule 410).

TYPE OE SERVLCE .

SaW! ahdl b< three phase. 60 Hertz. ax Company'x standard voyage l.ha1 are available did-Nn the vianixy of cusloma's premise,

METERING REQLHREMENTS

All GIIOIIIGI dull comply withlhe nuns sndconditions for I*°'-\f|Y f'*""\"83P°'3\5**'| in Sdwriale #l0.

s4ox~m-n.y BILL

The m°'lNv bill shall be Khe greuar of the amount computed undo A. or B. below, including u'¢ applicable Adjunmau.

A.  RATE

Thill\lcl¢e¢lkillvulabkindlcaiiflaiedtdnilMljvayxa'v\eela!i\o¥'yae'vodbyComlpnnyaldlpoiluwhatfaciliueofndequneapncity
mdtbcrequkudphueandmiubkvoMg¢a:ea¢djlea'uto prumsssa'vd

'I11i:lnl¢s¢o¢ll¢isapphabletoaxnnmasrnaiwngdectncmagronxdireamomb-isBumanyea1iBcale4Elem~icSav1mPmv1da(ESP)
udéned'mA.A.C.Rl4-24603. Thisru¢ad\e¢1l¢iaapplialbleodyloannnmaswhenumo1ihlymuMumdelmnn4ilJ,000kWormorefu'drec(3)
coueanivennomb1 hanyoouuixmomtw¢Ive(I2)mow|bpa~ioda\da1gwuhcheannuunouM. Savioemunbcmppliedaxanpodmofdelivaynndmeanamd
l.tlvu¢or¢mda'unIelo0\erwues9enGedbyindhndualansnmaoouuraa. Fwlhoaeazlcmaiwhoseelewicitybdelivuuddtuujiuicrelhlnotxmaa.
savioefora|Mmaaxhdl beoonzputedaqanz¢lyunda°thisr-ueunlweond|uouumaeoordnneewi|hdwCo1up¢ny'|SMedukd4(Tou|izedMaa'ingo¢`
MultipkSa'viceEm\noeSeaioruAx4SinglePrunis¢thrSundudOGlaudD1rea-\cowSa~ioe)arema.

5

APPLICATION

AVAII.~\.BILITY

Fila Ult Alla Prosper
Titkx Dewar, man; .no R¢gul»u¢n

ARIZONA PUBUC SERVTCE COMPANY

DIRECT ACCESS
Eyr-gA LARGE GENERAL SERVICE

. ~ I¢~-°" l i '

.. 2 asaJ3i`v/"\L.

ELECTRJC DELIVERY RATES

4
J

A.C.C. No. 5352
Tlri8'or Sdleduk No. DA-OSIO
Ofitilnll TaziB`
Efeaiver October I. 1999

Exhibit A
DA-GSIO

PRIMARY AND TR.-\.\IS.\(ISSION LEVEL senwca

l
q

3

*

For cuaomerx saved al primary voltage I 12 5kv w b¢lo~v 69k V`\. Dr Dasnbuuon dirge will be ducoumnd by 4 8%.
For anaomus served ax xrzumnisnlon voyage f69kv Rx hnywrr. the Danbuuon ~*ws¢ wlll be discount 36 "M
Pursuant to A..-\.C RI 4-2-l6l 2 RI l, Loc Company shall ream ownlastup o(ICulTau Tranatbrnmas
ACT's} Md Po4:r\\ll.l Trarsm¢11wfs ¢P'Tlsl for Lhasa :somas taking saws ax voyage lcveb of more
than ZN kg. For customer: whoa: rnetenng savvy uh pr-1»1d¢d by mESP. A monthly facility doge
vnll be ballad. m add rum to all other wplieablc :Marga shown above, as delammed m the Slavic:
toru-an based upon Le Companvls one ollCT Md PT ovmershsp. mauuaunce and op¢rauon.

DETER.\1fNATION OF KW

The kW mud for billing purposes shall be the g-rears at"

'Ur kW used for billing puxpoucs :lull be Rh: avenge kW supplied during the l5~minut¢ period (or other' period u apoatiad by
indivldud customer's contnri) ofmaxxnmm use during Me month. as daamined firm wading of the cklivcry maze.

"»
Q TT! rmnunum kW sp¢~:u1¢d Mn !he ageemenl fix Se-moe or mdiv\¢1al uaomer oontrna.

r
1

I
I

(CO.*~TI?~'L'ED ON REVERSE SIDE)

A~pevwED FOR FiLlNG

oEc:s4or~s 1983- O
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ON-SITE GE.\'ER.-\TION TERMS .-\.*<'D CONDITIONS

Cunornms sa'vod undo this Ru: schechulc vvtlo have on-su: gataaum eounannd no Lhc Companv'u =le»:u1caJ deliva-y did shall Ana' into an
.Agemnanfor Inuxuounoaion vv1v.hLheCcn~4>anvwiud1 shallcsublishUlpaunaldeunbrvlaxedlouuaeomecuonmdotharequnredsavweslmduds. T`h¢
CuswmadoanothavednoptiontosellpowernndcnergQ'u>lhcCompu1yunda'1hisunB`.

CONTR.-\C'I` PERIOD

For savior Iocauonu in:

TERMS AND CONDITIONS .

Thu ru: sdledule is subject lo Compmvs Terry and Commons for Sur dud Offs aid Dirul Access Saviee (Sdmedule al) Md uh: Companv'x

Sdaaiulc #IO The: sdmeiiulcs have provisnona Leal may ago: nlsxomals monlhlv bill.

Cunomsl|aved\mda'lhi|n!¢:d\e¢|k;rer c1u1ble for amunnng Umcirowngamauiozxmdmyczharequired conwpauively wppliod savior
Eva:nlnESP. TbeCa|up¢nywxUpoWkmdbillitsuunrdsionmdancdlaryxavieamma|ppmvedby&\¢Fedad F1159/Rcgulun|'yCuuu|lniss|oum

S¢adulingCoc1'dinuorwhopvvidelu'lrmnlsionsa'vicelolh:O1§oma"IESP. TbeO1nolna"l ESPmuna1bmnaDir.eaAm¢uSavioeRa;um
pw~nummzt¢\a1mande0lmdiua-ninSd:e¢1l¢sl0.

SERVTCES ACQLTRED mom CER CATED ELECTRIC SERVICE PROVIDERS

B. MINIMUM

$2,430.00pa' month plus SI 74 pvsr kW pa.monLh.

ADJUSTMENTS

a) lsolnled Lu-cas: Tm (10) yeas.or kruger. u Company's option. uh sxandud seem(7) scar xatmxuuonperi l
b) Olga Areas; Throe (3) yean. or longa. uConlpany'x option.

Themouihlybillisdaoaxhjaanolhenpplicabkpruponianalcpartof anyuxenorgxnvanmauulinnpolhiomvéxidmurornnyindrfiiuuv
beasaeuodoudrbuixofgcasrevmuaof theConrpanymd/ordaepriceornwumue&umIhecleariclavioeaoldnnd/or thtvolumcof
=nergy<$ellva.eda-purduaed fa-sd: u1d/or xoldhdvezmda'

What Maying, Moor Reading or Consolidated Billing uh provudcd by the Cuslnma's ESP, Me monthly bill wlLl be crediiod as fdlowt
Man' $154.l5 pamorih
Mau Reading Sl 69 parmonlh
Billing Sl.33 pa rnonM

. \
I

I
fr I

\\

I

I

l
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@4973
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basic
98'V

Service Dxsawbuxim
Syman
Bcncfiu

Cornpeuuve
Trnmruon

C

S/month $2_43000

kW I so 58 SI 86

per kph I 1 so 0o11< 1SO 0073"

\

APPLICATION

ThinleléedukilppliableonlytoRzlicnPulina(Si!¢l86]970289)whdxii!uoeivuglem'icenergfmldil¢dlm$balilE0l1nlny
¢¢1i§GldE10wi¢Scvic¢Fluvide'(ESP)uddilnedmA.A.C.R14-2-l601 Servioelmlbeaappliduspeciiedbyhdiilidudulnnmzacmuaandliu
Callupllmy'lSdle¢ll¢l4(Taldi:zedMda'illgd°MultipleSavieeFatlnoeSeulcllA¢ISindeplenum&&lndudOE'¢ DillvmAne$Selv1ee)..

1'hhru»1d\e¢lkinnauppliabklnludesaviee.

Thial nu admeduk shall become eiemve u defined m Clxnplny's Tenn and Caldiuom for Dina .-was (Sdlcdule 810).

'IYPEOF SERVICE

Sdvix-|h|.|lb¢!hlu¢phax.60 Hau.u 12.5 kg

METERING R.EQL'IR£MENT$

Culnm¢:hdleouplyw1d1LhelanuaMcondilioual'orhoudyrnel:mg$eciEedinSd1e1iule=l0.

mo1~rmLyBlu.

Hz °==¢=dh1v ban .he be Ur awe of the amount eonputod Una: A or a. below. inauaing an lppliabk Adjumna-

A. RATE

AvAu..=~nu.mr
Thi"-,l,1d\,¢ul¢i,1v"hb,l¢;n,_ll¢,,u5al,¢,alld¢u",ry,a-vigggg-ri1g¢y;¢-vndbycanup¢nyuldlpoixnwba¢flci1i¢iqofndequ.lx¢ca.p¢ci:y

mdlhetuquindphn-nndnziubkvohugenreudjwedtoxheprumnanaved.

Filedbyt A|lI1 P1\=Vv=f
Title:

ARIZONA puauc SERVICE COMPANY

ELECTRIC DELIVERY RATES

!
1n.I?"§11ii\l/"*

DIRECT ACCESS
RAISTON puRn~4A

x
i t

!
\=....

A.C.C. No. 5395
Tariia' S&e¢1k No. DA-GSI I
Ofidlvll TuiB'
Efodive' Oaober x, 1999

Exhibit A
DA-GSH

0ETERMINATlON OF KW

The kW us¢d for bnlhngpumcsw shall be Me gamer of.

TM kW used for blllin.g purpose shMl b-: the avenge kW mpphad Ming loc I5-rrunuue period (or other' period u spccdied by
indivx¢u.l cuaoma'sconua».1)ofmaxunm use 4h1ring Ll'\¢mcwU'L us deiummcd 8'om reMing oflhc delivery rnctzr.

1

B .\1fNI.\fL'M

$2.430 O0pa mcnlh plusSL74 per kW pa month

.-\DIL'STMENTS

The mnmmum kW w¢c\E¢d Ln inc Jgc¢1'ncrtl he scrwce or \rx1l\1dlJA1 usowner ~.'onlra».'L

Wham Mcuzring, Mew Reading or Cousolidared Billing are crowded by the Cusxoma~'s ESP. the monthly bull wlll be aeditnd as follows:
Meter S154, 15 per mcnlh
Mau Reading Sl.69 pcfmomh
Billing St 33 per month

The monthly bill is also subj¢L1 xo the applicable proponionau: pan of my axes. orgovemrncnul imposiujons which are or may Ln the l*luture
be amassed au the basis of grossrevenues of the Company and.or the pnsx or revenue from Lhc electric same: sold and/or the volume of
mcrgy cklivaed or purchased for sale ardor sold hereunder

(CON A 'UED ON REVERSE SIDE)

4oW3

2 .

1.

1 ...__.- , . .

2 !4'1P9"8VED 5-09 F!LiNG
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1 ,"""'\¢ .'_- 1v!1\ .  |
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Ttmvs AND CONDITIONS

This rel: adIechxk in xubjea to Company: Tam: and Condiuons for Standard O6lef Md Dire-:1 Ames Sevier (Schedule vi) and the Company ls .
Sdxeduk #10. Tbeae ldiechala have provisiau that my azfax axsxomak monthly bull.

IfQ.\lamshalon-augenarazacnccnneaadtod1eCcuupany's¢lecuic;ldelivery;-nd.naha.UalsmloanAgreanenlforLmeroomeai<:uw~id1zh¢
Caunpnnywhidnhnllelabiinhdlpenineuldeuikneluadtouuaxaonneaaonudonhafrnqnauedsavieeamdudn TheO.laomerdoeno1bnv¢d\eop¢.ionlo
ullpowermda\ergytolh¢Carnpnnyunda'1hilundi

ON-SITE GENERATION TERMS AND CONDITYONS

, 0ml,,,,,»g9,,,P,,,,,;b4¢f<,,,¢q,,g,mg,u.,.,,,g,,,.-,¢,¢n.n¢lmv*¢u\¢»mnpuvd-:umpaluv¢lyn»ppUe¢aaw=s6umm£SP.Tb=Coll1P"\YW'U
P"°v14e|n4b\ll r!|.vl1IIu1liouu\dall.1lluyaav1oaa\melqaplovedby:h¢Feda'\IEnagyReguluoryComminxonlotl\¢$¢he¢ulingConuiinnlnr»ho
pn>v\4=»u=nlm1»»°u»¢~s¢¢\°uc~»¢¢m=r'»ss? 17>eCusmma'nESPmuna»bmnnDireaAaoenServioeReqnennpmnnnlwMelauanndenndiUonn
inSdledule¢l0.

SERVICES ACQCIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

r o

I Cs""!°` »* . . ,
l;L..-..¢'=\~..¢lk.}°l
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Comlpsutive
TrusnUon

ch-fs=

Dianbulion
u Pnmarv Syman

Benefru

Basic
D d i v a v
Sd vi m

I Dmnbuuon
I u Tr-arsmssaon
I VoltaVoyage

S-mouth S*,430.00 ie

u k W S235 St 22 $1.<4

\
1  SOOOH *$900346$000665

4

AvA1usrury

.  T b i a n l e l é e é l k h a v a i l l b k i n a l l o a l i i a l e d l u l a i l d e l i v s y a a v i e e l e l r i l e l ' y \ e r v ° 4 b y C c m p l a y l l d l p o i m a w h : ¢ f A c i l i 1 i a o f a d s q u l l c a l p u i t y
m d t b n q u i l v d p h n u l n d l a i l a b l e v u h a g u e n d j n c a i l o d i e p l u l l i n e s s a v a d

APPL I C AT I ON

' D l i u u e a ¢ e d u k i n p p l i a b % e a \ l y \ o B l 4 P C o p p e ' ( S i \ ¢ 4 7 7 4 9 3 2 2 8 8 w h e r a x w e u v u d e m w e a e r g c u a d i r u d a m a b u i a i u u n m y
¢¢5j5 g ¢ E l g a i c s a v i o e P I v v i d s ( E S P ) | l d ¢ 5 n e 4 m A . A C . R I 4 - 2 - l 6 0 3 .  S e r v w c m m b e s u p p l i e d a u p e c i l i e d b y i n é v i d u d a m a m s c n m n a a n d d w
C a | m p m y ' | S a h | d u k #4 ( T o u | i z e 4 M a s m ¢ o ( M u l l i p l e S a v 1 e E n l r 1 | 1 c S e a | o m . - \ u S i | 1 ¢ k  F i u m n l n e f a ' S l a n d | | d O E a ' l d D i | u a A o e m S a v i c e ) .

1 ` h i a n l n d \ e ¢ » k i l m a p p l i u b l e x o r a n l e a a v i o e .

'Dain rue sdledak aha. l l  become e6la: ive u deaned m Company's Tens and Ccndiuom for Dine!  Ame ($d\e¢lk HO).

T YPE OF SER VI C E

s a ~ m = m u l b ¢ u u ¢ ¢ p h . s e , e o H ¢ u . u  n z . s k w . ° t l u g h = r .

METERING R.EQb1REMEN'I IS

C t l l a l l l e s h d l e u n p l y w i t h l h e l a n l a n d ¢ o n d i d o l ' l f o r h o u r l y m e a i l l g s p e c i l i e d l n S d \ e d u l e 4 l 0 .

m o m ' H 1 , y B x u,

mmnnmlywlm1u g»»l¢amm°wn¢°n¢umwa¢Aw8.ul°w.w1u4algmwk»buw ~n

A .  R A T E .

ARLZONA PUBUC SERVTCE COMPANY

Filed by Mm Prosper
Title: Dirvdnr. Pricing Md Reguluioa

Ph¢euix.Ar i1ml

ELEC T R I C  D ELI VER Y RATES

.9 ft s *J ii we

DIRECT ACCESS
BHP COPPER

,-\C.C, No. $396
TanB'a Sdln¢lk No.  DA-GS12
0-wa- l  Tar im'
EElediv¢: Oaober l .  1999

Exhibit A
DA-Gsuz

l  O f f  k m

The kW used tr billing purpose shall be: Loc average kW supplied during Lhe 30-mmm: period (or other period as specnlied by
mdiviéud cuaoma's o\>v1u°a».'1) of maxunurn use during the month. as deusrfmned from reading of the delivery meta

PRI. \ (ARY AND TRA. \ 'S. \ { ISSION LEVEL SERVICE

Pmmum no ,-L-LC Rl-1-'Z-161 ` Ll 1, do C~xnpa.nv shall furn ovmershnp oIICurran Trmstormax l.CTla)
Md Pctanid Truutomrcn (PTls) for that :  custom-as ukxng save ax voyage level o¢'rncr¢ the 25 kg.
For mnomas whose melange aa'v\cel are prov dad by m ESP. A f110"=h1y fuwliua dog: will be billed. Mn
addition to All other applicable \.+u.rge shown above. u detcrmmed m do sfervwm oonuul baaed upon Ll-m
Co¢upanv's con oCT ad PT ownashxp. rrmmenance any openuon.

D ET ER M I N AT I ON  OF  KW

'Use kW used Rx trilling purpose shall b¢ Le geaxzr of

R

172 minimum kW 9e¢\E¢d m :he agmmcnt  for  serve or indiv ldnd cuscma eomrut2.

B Ml ln Im 'L8~{

$2.430 00 Pu monk plus St 74 per kW pd month.

(

I
x
I

( c o s . 'L'ED ON REVERSE SIDE)

'PFXOVED FOR FELING

sEc:e»on m93JO..
re .



Thu rel: seheciule us subyai to Companv's Tana Md Condsuous br Standard Oifa' Md Dire: Awe Sauce (Schedule al) and the Compuly's

Sdredule 'IO 'Dune adxouiula have provuuru Thu may s.dl¢¢l c1.lswn1as rnoruhlv ball.

owsm; GENERATION TERMS AND CONDITIONS

lfCulomahllon-citegenauimcomeaadloth¢Compmyl\clea11caldelivaygidnd'nMa1a'nrnonnAgeenaiforImaoouInediGuwl1b¥b¢
Cclnnpnnywhidxdmdlaubliahdl patina!daailsrelnedtouuacuuneaxmmdod\arequi1edaa*nce91.anduds. Th»cCusIomadocsno(h;vetbeopl1onlD
aellpowwlnda1ergyuo!heCompanyunda.d1.ilunBi

TERMS AND CO.N'DlTlONS

SERVICES ACQUIRED FROM CER CATED ELECTRIC SERWCE PROVIDERS

Culouna' is renponaabk for acqmmug nu own gexauion Md my other' vequnred conipaxtively supplied seviees firm m ESP. T he Company will
provudemdbilliutruuniadonanduncillaryaavucesonnxaapprovedbythe Fed-:rd Snag ReguLuoryCouxni|naon¢9tb¢Sch¢dn|ingCoo|dina|arwt\o
providairlllnilwu 1e'viceloth¢O1sln|uer'|ESP `Dx¢Cusnme's ESPmunxubmNIDireaAao¢asSa-via:Requa1purunmlnthexa-muandeondidous
inSd1e¢1k #10, .

ADI'L'$TME}4T$

I Whal Maa1ng, Mas Reading or Conlolidued Billi.nganeprowded by Lh¢Cu|loma's ESP, lhemornhly bill wall beawedivaiu followtt
Meer $I54,l5 pamo|1h
Mela Readilng sx.69 p¢m¢mm
Billing $l.J3permoulh

ThemoumhlybillinUnosuhgeazodxeappliéablepmpuniomzgpmof any1axnmorgovamnaul 1nmposmomwh|dauroruuyinxhnlWnue
be:sea1edmlh¢buisotlgrulnevenuaofLheC¢rnlpAnymdlathepnceornevennctiomdaeelewzcsa-vucznold:nd/or the vdume of
axagydeliveredorpwdnuedfcxsdeand/oraoldhacnnda.

l . i
»-' 4 | t • 0 4

l
I

*,»r / J * I
as

1°

DA-bsx2
.-\C.C. No. $396

F w 2  o f !
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' T
1

\ Cgmpqfuve
TruuruoI1

CDwtnbuuon

Banc
Delivav
Scrvxee

Swan
Bcn¢t3u

Smooth s2.u0 00 i

n- k W iSt 05 ex 34

1per kg»vh SO 00"98 $000l\* I

I 4

1

9

AVAHABUIIT

Thi:ru:|dre¢|km|v'ul|b4 innliea1iHc.|xedreuildelivaysavioctafiwry!avedb'yC4nunp|nyudpoiri|whavf|€1litiaof|deq.|-liempacity
nndMlaquiz-dphuemdmhnbkvoltageuvndjaoaimlizpruruaasavad.

APPUCATTON

T`hi1r-ucndmdukisapplia1bkady\oCyprua Bagd|d(Sd1c|=l2O932284)wba1rxrecmvgalawncenergf cundixealceabuuBrauunny
eeniEa\Ied Elowi¢Scv\c= Provida'(IE$P)ukFlnedinAA.C. R14-2-l603. Savlmnxnbealpplieduspeciiedbyindividudalllouzaeortidindihe
C4mpmnry'lsd\o¢1ku-4(TcuJizedMaa1ngofMuh.lpleSav1oe&1n1n¢$emorlA!ISiltg}eP1vrmnefmSInldudOGla'lndDi1udAae$Savice).

'Until rue \die¢lle is not lppliabk lo real: savxoe.

This ru: :dledule shall become cdlea1v¢ an dctined Lm C~>mpanv's Tams Md Condiuonn for Dumb ,-\sem(Sche@le MO).

TYPE OF SERVICE

Sdv1aahlllbedvecphlsc.60 Hat. ull5kVorh1@\er

METERING aEQup£m£>.'rs

Qxdnrna shall oomnply wuhnhc rams md oon4|uc1sIbr houriy nmaanngwanhcd mS~:hc¢1Ie 410.

MONTHLY BILL

The mwhlv bull shall be the yuxu of the amour wmpulM undo A. or 8. blow, including the applicable Adjumnaul

A. RATE

Filed but AlanPmppe'
Title: Dumdum. Pricing .nd Regulmlioli

ARIZONA PUBUC SERVICE COMPANY
I 1 J

1 ' 2

I
J

ELECTRIC DELIVERY RATES

L .~ I
l""\ 3
8 ' '
In 4 I

DIRECT ACCESS
C YPRUS BAGDAD

3431 ;-L
m

3 i \
i

A.C.C. No. 5397
TlnBlor Séeduk No. DA-GSI]
odsin-1 Tu~iE
&&'¢aiv¢: Oanbq 1, 1999

u.aua.u.Ll.. LI

DA-GSl3

PRJ.\{.~\RY A.\ID TRA.\IS\{ISSlON LEVEL SERVICE.

Pursuant to .-\.A.C. RN-2-l6l IK.11. the Company shall mom ownashxp of Currenl Trarsfcxrnexs (CT's)
LM Potcnud Truxsfcwmers gPTls) for those anaomcrs ukmg sa'vlm uvohagc levels of more Lim 25 k\'
For cu§om<nwhosernncnng scrvlca are prov1d¢d by an ESP. a monx.hJy famhua dmrgc well be billed Ln
addnUon no all odder applicable :harem shown above, as detmmned Mn Loc scrwce conman b¢s¢d upon the
C.xnpa.nv's :as otlCT and PT owncrshlo. nuxnlenalwc and operalmn

DETERMINATION OF KW

`D\¢ kW Lied for bulling purpos-5 shall b-¢ Le gear of;

The kW used for billing purposes shall be the avenge kW supplied ching the 30-mmuu: pl od (or eth:paled as specified by
mdivlcln.d cuswmcr's eonlxw) of maxzmum use dmlng the month. as dctammed from ruldinp of the delivery m¢1:r.

'1h T1':eminimumkWspecdicdinlhelgre=rrlel1lfmsavimwlMW¢dul:olmco

B .\ATNl!vfL'M

$2,430.00 per month plus $1.74 per kW pa month. anal Jun 30. "()0~i when Lhxs rmnimu,mw\ll no longer be applicable.

r
\
l
\

<co>rt1r~u:D ON REVERSE SIDE)
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8

TERMS ANDCONDITIONS
\

'UM ru: admedule u mbjec! w Company's Toma and Condnuons Rx Slxndutf Otfe' andllDiru: Anna Sa'vIc-e (Sdmelinle al) and do Cernpnny I

Sdiedule -110 Theme ld\edl1les have prvovisuoru Thu Mn deus ~:usxoma'x monmhlv bail.

On§l' l¥ QENERATIGN TERMS AND CONDITIONS

IfC1.\lame'ha.lon-megaxeruimeclumemedwd\eC4xupmvla¢Iec'.r\cald¢liva'vgid.tshallauauioanAgrveecnaifor[nla'¢ollr\¢¢1iGI1w1'-*IU1¢
Cou1panywhiduahdlen.|blin.h dlpaNnandenubreluadtomufoon1ea1onendo1haruquuedxawcznmduwdn; TheCus1oma'doe1no1havcd\covu0n\o

sellpowd\ndellagyloLheComp4nyundaU'u.sL\ni

ssnwcss  ACQUIRED FROM CER CATED ELECTRIC SERW CE PROVIDERS

Cunorna' is fupousnbk for acquiring Ruown game-anon Md my other required aonmanively wppliod service Hrmu an ESP. T M Convwv will
pn-ov1& andbal l  i i Uuuniaslou m y u l q l l u y : a w m .ms approved by an Feds-nl Easy Regulatory Commisiou to the $d\e¢xlmg Coovdnnalnr who
m W & u s i o n | & w a w & nnu1a's ESP TheCusoma'x ESP rnun Gabrila Dirwd-\n¢mSd'vioe Requalpwsuamtozhelauuandcondauorn
in S¢be¢Ale #l0.

7
B

~*\DJIL'$T54£.*~'TI$

\Vial Meaning, Mau' Reading or Coruohdaxad BnllMg are provided by the Cuaoma's ESP, the rnonmhly bill will b: aediwd u follows:
M e s $154.15 pen-nnnnh
Mas Reading S|.69 pa'n1omh
Billing $1.33 pamonlh

T11f:|no1~nh1ybiU i|;hombjeato|.heq>p|icab|epwpovuon|x.epnnofmylaxel.a'g¢va1n|rnaulimpolitiornwhidaareormayintheiixuxre
belalenedouthebasinofgunrevezuaof tl'\¢Colmpa.nymd/atheprloeorrsvamueSomlh¢¢le»:lr1caa'vioeaoldmd/or the volunn of
dog)/érlivaeda puxduaed fa' ad: and/or sold haeunda.
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DOCKETED BY L

l

Ari20na Corporation Commission

recovery for APS (plus an undetermined amount for "transition" costs associated with

Residential Utility CoNsumer Officer (RUCO - a state utility "watchdog") and Arizona

creating affiliates to handle competitive ventures). The parties to this settlement

testify to the fact that this settlement agreement does not encompass the wide spectrum of

Arizona Corporation Commission, the Arizona Consumers Council and potential

I In the recent Auditor General's performance audit of RUCO, it states, "According to the act establishing
RUCO, the agency is intended to represent the interests of residential consumers, critically analyze
proposals made by public service corporations to the Commission, and formulate and present
recommendations to the Commission." According to Greg Patterson - then Director - RUCO did not
perform any type of critical analysis to determine whether the benefits to residential consumers are fair and

Community Action Association. Excluded from participating in the negotiations was the

competitors of APS, like PG8c E Energy Services, Commonwealth Energy and others.

cut to the tune of an additional minimum of $350 millioN dollars in stranded cost

Such exclusions - as well as a lack of adequate representation for residential consumers -

interests it holds itself out to represent.

agreement are A.PS, AECC (a representative of industrial and commercial interests), the

competition, given a modest rate out (actually, 6.83%), and then asked to pay for that rate

pay for it yourself? Well, that's what has happened to Arizona residential consumers and

settlement agreement/contract.

small businesses with the Commission's approval of the Arizona Public Service ("APS")

DOCKETED

0CT 1 91999

Have you ever been promised a present, given a different one, and then asked to

Commissioner Jim Irvin
Arizona Corporation Commission

Dissenting Opinion
Decision No. 61973

October 19, 1999

In sum, Arizona consumers were promised robust

_f

_ L

a
I

. r

4922



Consumers Promised Competition

When the Commission embarked on deregulation over five years ago, the primary

purpose was to restructure the electric industry by introducing the generation portion of

utility service to the wonders of the free marketplace - where robust competition would

spark innovative technologies, and consumer choice would improve quality of service

and drive rates downward. Incumbent monopolies such as APS fought hard and

challenged the Commission's authority to change the regulatory paradigm, but so far

these legal challenges have been unsuccessful.

On SepteMber 21, 1999 .- as I promised voters in 1996 to help bring about

competition in Arizona - I voted for a second time in favor of the Electric Competition

Rules ("Rules") for the purpose of beginning the deregulation process, one that had been

stalled earlier this year. While the Rules are not perfect, and while future Commissions

will need to make adjustments to the Rules to assure a 'fair' competitive market, I believe

they provide a framework where consumer and free-market interests enjoy some

safeguards. However, only two days after these Rules were adopted, the Commission

has now approved a settlement which, among other things, gives many "exemptions" and

"waivers" from provisions in the Rules which conflict with the APS settlement contract.

When potential competitor after competitor testifies that the APS settlement

agreement will not provide an appropriate atmosphere for competition within APS'

service territory, it our role as regulators to at least consider their arguments.

Un.fort7unate1y, at least one Commissioner indicated he was unwilling to consider any

amendment unless it was proposed by a party to the agreement. However, many

reasonable 'm light ofAPS' stranded cost recovery figure, or whether the figures supplied by APS and
AECC are accurate.

is



potential competitors - which are not parties to the settlement argue that the shopping

credits provided for in the settlement ah too low, a view supported by Commission Staff

Staff opined that it had, "demonstrated that the proposed shopping credits were

inadequate when considered in reference to each entire class of customers. The fact that

one particular customer may experience an adequate shopping credit does not justify the

Commission's approval when the referenced customer's usage characteristics are

different than those Of the class as a who1e."2 In fact, Staff argued that making a

modification to the shopping credit would make it more likely that a competitive market

can develop without increasing rate levels, and still allow the company to collect all its

stranded costs. Not surprisingly, APS cc>unse1 stated during Open Meeting that any

increase in the shopping credits would be a "dealbreaker." My proposed amendment

was then subsequently voted down, as was the opportunity to develop a more competitive

market in Arizona.

Consumers Given Modest Rate Cuts

One provision of the APS settlement agreement hailed by consumer groups such

as RUCO is the modest 6.83% rate cut to residential Standard Offer customers. How

RUCO came to this conclusion is unclear, its Director admitted during testimony that no

critical financial analysis of any portion of the agreement was conducted by its staff.

Timothy Hogan, who represents the Arizona Consumers Council (which is opposed to

the settlement) asked the appropriate question, "Is it enough?" APS has not been

through a full rate case since 1988, and this Commission has not undertaken the

z Staffs Exceptions to Recommended Order
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process to determine if the company has been - or is currently .- overearning profits. The

population in the PhoeNix metropolitan area has exploded since 1988, and one can

ascertain that customer growth has mirrored that number as well. If the goal of this

Commission was to get rate cuts for all consumers, a rate case certainly would have been

less onerous and less expensive to all parties than the monumental effort to deregulate

the generation portion of the electric industry.

More disturbing is the fact that these "guaranteed" rate cuts are not guaranteed at

all. Of the 7.5% rate cut APS proposed, about one-tenth of that number was already

ordered by this Commission in 1996. In addition, the company reserves the right to come

back and seek changes to its rates prior to July 1, 2004 ( the year the "guarantee" expires)

in the event of an unforeseen event or an emergency. APS claims that these rate cuts will

save all consumers close to $475 million dollars in savings during this transition period.

However, Commission staff estimates that the savings are closer to $329 million dollars,

with about $173 million going to residential consumers. Unfortunately, RUCO and

ACA.A conducted no analysis at all.

Customers Pay through Stranded Costs

"Stranded Cost Recovery" is a term artfully used by incumbent utilities to explain

why consumers should have to pay them to change the system. Under the original

Stranded Cost Order, incumbent utilities such as APS would have had to divest

themselves Of generation assets - a process which would give a clear indication to all

parties of their value. However, the Rules were changed in April, 1999 to allow

incumbent utilities to utilize any method outside divestiture to recover its stranded costs.

In an article appearing in Forbes earlier this year entitled "Poor me," Christopher Palmers
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writes, "Not every state legislature or utility commission has the political will to force

divestiture, however." After explaining how incumbent utilities often litigate the matter

of stranded cost recovery as a tactic of delay, he writes, "For this reason, legislators and

regulators sometimes feel like they need to cut some deal, any deal, just to get a

competitive market moving forward." It is a tactic that has worked brilliantly for APS.

The agurnent advanced by APS is that in changing the regulatory paradigm from

one of a monopoly system to a competitive marketplace, certain investments (such as

generation plants) lose value. If anything, the market has shown throughout many states

(CA, MA, NY, CN) that generation assets can be sold at nearly twice the book value of

the plant.3 Although APS contends that its generation assets are at least $533 million

dollars over market value, how can the market value be determined when nothing has

been offered for sale in Arizona?

The Commission has had a long standing practice (and one which I support) of

allowing utilities' shareholders to keep fifty percent (50%) of any net profit of assets

divested. The other fifty percent (50%) is returned to ratepayers who paid for those

assets. So how does a utility get around this concept of "stranded benefit"? Instead of

divesting themselves of the asset through the open market, they transfer it to an affiliate

at "book value," thus bypassing any need to account for a net profit. Meanwhile, the

asset still retains it higher "market value" and, if then sold by the generation affiliate,

may fetch a hefty price. Only with divestiture can the open market determine whether a

utility is left with "stranded costs" or "stranded benefits."

3 Pakneri writes, "According to data collected by Cambridge Energy Research Associates, the average
nomruclear power plant put up for sale last year sold for nearly twice its book value." Forbes

.I
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Another justification APS advances for the recovery of stranded costs is that "lost

revenues" will result by losing current customers to new market entrants. If this is true,

why did Pinnacle West Energy Corporation (an APS energy affiliate) announce plans to

build and upgrade new generating facilities to meet the demands set by customer

growth?4 In its recent application to the Commission, Pinnacle West Energy Corporation

writes:

"The growth rate in electricity use has exceeded six percent a year
for Arizona Public Service Company (APS) customers in Arizona.
Growth in the metro-Phoenix area is expected to increase peak customer
demand for power from 7,000 MW in 1999 to over 9,000 MW in 2005. In
order to meet that need, new generating plants and transmission lines will
be needed to import more power into the Valley." '

And I thought consumers in Arizona were being asked to pay for "stranded costs"

because of lower valued plants, in addition to ANS' estimates on how many customers it

stands to lose to new market entrants. APS Energy Services (an A;PS marketing affiliate)

already markets power in other states such as California. So, while Arizona consumers

are being asked to foot the bill for APS' stranded cost recovery, California consumers are

being marketed "competitive" cost power by its affiliate.

ConclusiQns

1. The APS settlement contract does not promote competition. Rather, it protects

the status quo, making Standard Offer Service more attractive to the average

consumer and tougher for competitors to effectively compete within APS' service

temltory. Also, the shopping credits provided for in the agreement are too low.

4 In 1988, APS' customer based was 582,003. In 1996, it was 717,614. In 1998, it had grown to 798,697.
These Figures are based on APS filed annual reports.
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The aggregate 6.83% rate cut over the next four years is a modest figure

considering that APS has not been through a rate case since 1988. Is it enough,

given APS' rapid growth in its customer base since that time? And what about

the so-called "guarantee," even though APS reserves the right to change its rates

in the case of an emergency?

Patties to the agreement like RUCO did not perform a critical financial analysis of

the proposal, either with regards to the consumer rate cuts or the stranded cost

recovery for APS. Furthermore, they accepted the information provided by APS

and AECC without analyzing its veracity.

APS has not proved it is entitled to its stranded cost recovery figure. Commission

staff estimates that under the APS methodology, stranded cost recovery should be

approximately $110 million dollars, far below the estimated figure of $533
i

million calculated by APS. Additionally, Arizona's Court of Appeals has ruled

that utilities do not have a"regulatory compact" with the Commission, a concept

advance by utilities to justify their reasons for stranded cost recovery.

The agreement provides for exemptions to APS to the recently passed

Competition Rules; rules which attempt to bring about a level playing field to

foster a competitive market in Arizona. Such exemptions render the protections

for fair competition in the Rules meaningless.

Attempting to bind future Commissions to the "benefits" bargained for by the

parties has been challenged as unconstitutional, and -- contrary to APS' assertions

made in the settlement agreement - its adoption by this Commission will create

4.

5.

6.

3.

2.

more litigation rather than less litigation.



In my opinion, the APS agreement/contract passed today represents an

affirmation of the status quo, does not promote competition through a leveled playing

field, and contains rate cuts which could likely have been more if obtained through a rate

case. Because the provisions contained therein are not in the public interest, I cannot

vote in favor of the agreement, and must therefore dissent.

In

Jim'Irvin, Commissioner
zone Corporation Commission

x./
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1

2

3

4

TESTTMONY OF WILLIAM H. HIERONYMUS

INTRODUCTION

5

6 Q- Please state your name, occupation and business address.

'7 A. My name is William H. Hieronymusz. I am adVice President of the consulting Et

2 Charles River Associates, Inc. Charles River Associates is an economic and

9 management consulting firm with ofEccs in Boston, Wmzhington D.C.,

10 Philadelphia; College Station and Houston, Texas; Sa.lt Lake City and several

West Coast cities as well as international offices in Europe and the Pacific. My

12 business address is 200 Clarendon Street T-33. Boston. MA02116.

13 Q. What is your occupational background?

14 Ihavc assisted clients on the economic and management issues involving utilities

15 since approximately 1975. Since that time, I have performed numerous

16 engagements for utilities, indc'pc'ndc11t power producers, government agencies and

17 other parties with interests in the industry. Since approximately 1988, I have

18 focused 011 the restructuring of the electric power industry, initially in Europe and

19 the Far East and, firm 1993, in North America. In that context, I have pcrformod

20 engagements conccming utility privatization legislation, the .treatment and

2] quantification of stranded cost; the creation of regulatory and market rules; asset

22 valuation and mal'kct forecasting; and market power monitoring and mitigation. I

23 have testified well over 100 times before state commissions, the Federal Energy

24 Regulatory Commission (FERC), legislative bodies and federal courts. I do

25

A.

have appcarod before the Arizona Corporation Commission (Commission) on
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1 numerous occasions. Most recently I submitted prepared written testimony on

2 behalf of the Arizona Public Scrvioc Company (APS) in Docket No. E-01345-0l-

3 0822. My resume is attached as Exhibit WI-TH-l.

4 Q- What is the purpose of your testimony in this proceeding?

Ihavc been asked by APS to comment on two issues. The first is whether the

6 separation of generation from APS, consistent with the Commission's existing

'7 competition rules and the APS Scttlcmcnt, is in the public interest. The second is

8 whether Pinnacle West Energy Corporation (PWEC), as the fllture owner of tlle

9 APS generation, will have market power.

10

SUIMIMARY OF C ONC LUSI ONS

12 Q- Please summarize your conclusions.

13 Regarding the first question, the separation of APS's generation is in the public

14 interest because the public interest is best scrod by the creation of a liquid and

IN vibrant competitive wholesale market. Severing the vertical connections between

16 generation and transmission materially facilitates the creation of a competitive

17 wholesalemarket by reducing concernsabout the exerciseof vertical market

18 power. Eliminating unitary ratcmaking over the various portions of the utility

19 enterprise, especially the full scpaxation of the generation entity ti'om the

20 distribution Md customer service entity, eliminatescross-subsidization eoneeme .

21 The bénciits ofa competitive wholesalemarket flow primarily from three

22

5

A.

A.

causes. First, the progressive movement from cost of service to market pricing
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1 produces powerful efficiency incentives that did not exist previously. Related to

2 this is the improvement in management decision madding for competitive sewiees

3 as more profit-oriented mzulagcmcnts replace utility monopoly managcmonts and

4 their regulators ah decision makers concerning what to build, how to contract for

fuels, and how to operate generating facilities. Second, a competitive wholesale

6 market allows customers to benefit as competition among efficient generatcus

7 drives down prices relative to what they would have been under continued

2 monopoly regulation. Third, a competitive wholesale market is an essential

9 underpinning of retail competition and, with it, the product and pricing

10 innovations that rctdl competition can produce.

11 Within the context of the WSCC market area, then: can be a competitive

12 market cvcu if APS remains 3,11 "old fashioned" utility, vertically integrating load

13 and generation. However, APS's customers will not be allowed to benefit from

14 either the wholesale or retail competitive alternatives if this occurs .

15 The experience with gas deregulation taught the. lesson that separation of

16 the control of the transmission network from the control of bulk energy supply is

l'7 an essential element of creating a competitive wholesdc market. Beginning with

18 Order No. 888 and continuing on through the current campaign to cause all

19 electric transmission to be controlled by RTOs that are independent of generation-

20 owning entities, this separation of generation from transmission has been the main

21 theme of FERC policies to promote competitive wholesale markets .

22 Because the bulk of existing generation is, or was, owned by vertically

23

5

integrated utilities, the creation of a vibrant wholesale market ds is facilitated by
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l reducing the connection between a utility's existing generation and its load.

2 Separation of competitive generation fromremainingregulatedmonopoly entities

3 is necessary to eliminate potential cross-subsidies that could interfere with both

4 wholcsadc and retail competition

I am aware that recent events in areas near Arizona have tamishcd the

6 image of market restructuring. Ibclieve that, allegations ofmisbehavior

7 notwithstanding, the specific events of 2000-2001 in the WSCC arose from a very

8 unusual combination of events that arcunlikely to room simultaneously andmust

9 be understood in that oontcxt. It is notable that many other policy decision

10 makers have not been fiazcdby the Caliibfrnia experience. The movement away

from the regulated monopoly model to the competitive market model has only

12 marginally slackened itspace. In most of the U.S., in Europe, Asia, South

13 America and parts of Africa, indeed even in a number of fonnerly communist

14 countries, the belief that competitive wholesale and retail energy markets: are

superior to regulated monopoly remains unshaken.

16 Turning to the second topic of my test imony, potential madcct power in a

17 oompcti tic market and the potential maxkct power that apost-divcstiturc PWEC

18 might be alleged to have, this issue is difficult to summarize easily. As a general

19 matter, PWC ovenif it had fullauthority tosellpower from the entire fleet ofits

20 assets (including those to be transferred) would lack market power in relevant

21 regional power markets, sino its share of such markets is small and those markets

22 arc structurally competitive, and will remain so after divestiture. Moreover, the

23

15

5

Pinnacle West companies arc not in fact free to sell their power at market rates.
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1 Cllnrently, the Pinnacle West companies only have power to sell during off-peak

2 periods. Completion offed Hawk Units l and 2, and West Phoenix Unit 5 will

3 somewhat improve its balance between load and resources. However, load

4 growth in Arizona is so rapid that these units will be absorbed before they arc on

5 line, with the result that Pinnacle West still will have insufEeient resources owned

6 or under current contract to serve 2003 loads reliably while making sales during

'7 most near-peak pexiode. In off-peak periods, they will have power to sell, but so

8 will many other sellers. Hence, these shoulder and off-peak markets will be

9 vigorously competitive.

10 If APS is granted its requested variance from the Commission's Rule

l 606(B) and enters into a long term contract withPWCC to serve its standard

12 offer load, its not short position will be maintained. Under the proposed

13 agreement with APS, PWEC would contrast away its generation on a long-tcnn

14 basis. Since its ability to sell energy at market prices would be small, it would

l5 lack market power. As is the case today, its ability to sell power to the market

16 would be primarily during off-peak periods when competition is cspccidly

l'7 vigorous.

18 To the extent that the Commission's final resolution of the issues in this

19 and related dockets frees up PWEC capacity or, more generally allows such

20 capacity to be sold into short term markets at market rates, PWEC's share of such

21 maxkcts will increase. Even in this event, PWEC still will lack market power in

22 regional power markets (e.g. the market consisting at a minimum of the Desert

23 Southwest and Southcm California). In most respects, it is this larger market that
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l is appropriately considered in evaluating PWEC's potential market power, since

2 power pricing reflects relatively unconstrained competition across it during most

3 periods.

4 The potential market power adhering to resets located within load pockets

such as Phocniic and Yuma is prospectively constrained by existing APS tariff

6
. . 6 | . . .

provlslons for ' must run" power and *.v111 contmuc to be constramcd by RTO

7 tariff conditions once an RTO becomes operational.

8 Whcnovcr there is a transition from traditional regulation to competitive

9 markets, the issue arises as to whether tlle generation portion of the previously

10 vertically integrated utility will have locations market power over the customers

in the related control area. Pinnacle West has passed FERC's test (the "hub and

12 spoke" test) to determine whether it should be authorized to sell power at market

13 rates, including the right to sell at market rates within the APS control area. Since

14 this authority was gTantcd, FERC has supplanted the test that Pinnacle West

pwscd with a new and more stringent test (the "Supply Margin Asscssmcnt"). I

16 have pcrfurmcd this test and End that a post-divwtiturc PWEC still would qualify

17 for market rates in all areas, including the APS control area.

18 If the Commission has any rcmdning concern that PWEC could have

19 locational market power in the APS control area, that concern can be addressed

20 readily. APS's cusxtomcrs arc potentially subject toPWEC exercising market

21

I5

5

power only if thdr loads arc not covered by bilateral contracts. If those loads arc
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I substantially covered by bilateral contracts .- whether with PWEC (through

2 PWCC) or some other seller -PWEC will not have market power with respect to

tltcm. Since any well-dcsigncd resolution of the issues in this docket will assure

4 that the APS Standard Offer Scrvicc will be backed to a large degree by bilateral

agreements,PWEC will not have locational market power in the APS control

.6 3llG8.

7

8 THE BENEFITS OF A COMPETITIVE MARKET AND NEED TO TRANS FER

9 FACTLTLITTES

10 Q- What is the current status of market deregulation in the U.S.?

11 A. A pictorial summary created by theU.S. Department of Energy is attached as

12 Exhibit No. \WI-IH-2. The primary focus of the DOE analysis is on retail access.

13 However, underlying retail access in most or all instances is wholesale market

14 restructuring. According to DOE, 24 states plus tlle District of Columbia have

enacted retail access by law or by regulation. These states include most of the

16 Northeast and Mid-Atlantic_ and much of the Midwcet and Southwest and Wan

l'7 Coast areas. The areas without acppwved retail access include the prairie and

18 mountain states, much of the Southeast and some hydro-based states in the

19 Northwest. Arizona is Ola<lsificd as having approved rctdl access, as is correct.

20 The states with approved retail access include one, California, where anocss has

15

5

3

I
My undcxstanding is that FERC has accepted the form of the must run protocol as part at' APS's tariff
but requires that the specific (i.c. price) terms otlthc tariff be filed before the must run portion of the
tariff beeomcs active.
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l been suspended and seven when: it has been delayed since the events of 2000-

2 2001 u

3 Q- What common activities have the states with retail access undergone?

4 The activities relevant to this proceeding include separation of generation,

Manumission and distribution (and in some case retailing or customer service),

6 specifically the corporate separation of generation other into a separate subsidiary

'1 or by divestiture to third parties or a combination of the two; creating regulatory

8 structures for retail competition, including provider of last resort regulations, and

9 the creation of transitional arrangements to cnaurc price stability and guard

10 against the exercise of market power.

11 Q- You noted that a common activity in states with retail access is the separation

12 of competitive generation from the regulated monopoly activities. Has this

13 been done in all such states?

14 A. Yes,with the exception of Virginia. Notably, Virginia rctail access is off to a

15 very slow start.

16 Q- Why is the separation of the generating assets from the regulated utility a

17 nearly universal element of the move to retail access?

18 There arc several reasons. First, the creation of a market-driven, competitive

19 market is soon as beneficial in its own right. Indeed, many industry experts

20 believe that wholesale competition,not retail competition, is the primary bcnciit

21 from utility restructuring. Sceond, both retail access initiatives and the federal

22

5

A.

A.

move to pull transmission planning and control out of the vertically integrated
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1 utility undermine the basis for maintaining a regulated monopoly source of

2 gcncradon. Third,both retail and wholesale competition require adeep and liquid

3 wholesale market. This is made more difficult if the load-serving utility retains its

4 generation.

5 Q- Please expand on the desirability of a competitive wholesale market.

6 There arc two main "fathers" of the movement to deregulate electricity market.

7 The first we the analogy to other markets that previously were tightly regulated

8 and then deregulated. These include rail and motor freight, telecommunications,

9 airlines and natural gas. These earlier industry deregulations were soon as a

10 success. The caustics for the prsrccivcd sucecss .- reducing the scope for vertical

11 market power and cross-subsidization, more profit driven and innovative

12 managements, and removing politics and regulatory policies to a substantial

13 degree from micro-decision malting -- were seen as applying also to the electric

14 utility sector.

15 The second was the then-recent history of the electricity industry itself.

16 Both regulators and utilities had boon badly bruised by the experience of over-

17 building expensive caseload generation in the 1970s and early 1980s. As reserve

18 margins narrowed, utilities were reluctant to build, and regulators to approve, new

19 power plants. In somc'statcs, xugulator or legislatively driven excessive costs for

20 QF power were a cause of high rates. Indeed, tlle Hist part of the CPUCls "Blue

21 Book" that ldcked offits deregulation initiative roads like a plea for someone to

22

A.

"stop mc before I makebad regulatory decisions. about new gcncrati on again."
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I On the more positive side, the experience with QF power beginning in the

2 mid-l980s and with Exempt Wholesale Generators in the early 1990s created

3 confidence that non-utility resources could be absorbed into the generating mix

4 without impairing reliability. Confidence in a competitive wholesale market also

5 was enhanced by development of a new and better technology for gas-fired

6 generating equipment that could be built quickly and without a need for high

'7 front-loaded revenues. Further, increasing trading volumes among utilities,

8 particularly within the existing "light pools" in the Northeast, created confidence

9 that a wholesale market that depended on both bilateral contracts and spot trading

10 transactions could be operated reliably and economically.

This then-roccnt history, both negative and positive, along with

12 introduction of conmetitive electricity markets in the U.K.., continental Europe

13 and clscwltcrc created the confxdcncc that competitive markets for electricity

14 could work and provide efficiency benefits to the economy and cost benefits to

consumers. Moreover, a competitive wholesale electric market could underpin

16 retail competition and with it the innovations that had been seen with the

l'7 deregulation of other industries." This fit well with the general presumption that

18 pervades the U.S. political system and economy that free competitive markets are

19 preferable to government supervision of markets and companies.

20 Q- Do regulators and public officials in the states that have deregulated remain

21 committed to deregulation, including the separation of generation from

22

l5

regulation?
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1 Yes. I asked my staff to do a state-by-state online search for remarks made

2 recently by such officials. These officials remain confident that their markets will

3 work well and provide benefits to consumers. Twill cite a representative sample:

4 Deregulation in Texas took effect on January l, 2002. Since then, According to

Texas Governor Rick Perry, consiumcr costs have plumrnctcd $1 billion duo to

6 residential rate savings "Texas" success elm be attn'buted to the deregulated

7 market's design, competitor strategy, and the good femme of low wholesale

8 p1iccs."3 Texas Public Utility Commissioner Rebecca Klein says that clcctridty

9 market in Texas is "healthy" and customers that have switched electric suppliers

10 arc "already seeing savings of up to 12 pcrccnt."4 Tom Noel, CEO of the Electric

Reliability Council of Texas (ERCOT), said that "electric deregulation thus far

12 has been successful," and that, "new electricity suppliers have been chosen by

13 apprmdmately 270,000 of the 5.5 million Texas residents who have gained the

14 right to pick new providers on January l."5 For the last three years, the Center

l5 for the Advancement of Energy Markets (CAEM) has published the "Red Index"

16 (Retail Electric Dcnzgulation Index) which is, in their words, "a scorecard for

17 measuring progress on energy restructuring."5 CAEM uses 22 objective

Ilopqixis rslavh over elerzrriciry; Sanchez, Pens cite higher, lower rates, San Antonio l.°:xprcss-Ncws,
MctrofSouth Tcxa4 section; pg. 5B, May 16, 2002

3 Xcncrgy Vine: President Brucc Humphrey
(http:,'fwww.¢:x'cnLdoc.gov/clcct1'icity rc9memringtwcckly!upr05 02.htm[)

4
Taros (Michale and Suppliers Proclaim Electric DeregWarion A Slaccees Thus Far,
Financial Scution, February 28, 2002

PR Newswire,

5
Texas Deregulation Picking L/19 Speed Energy Daily, Volume 30, Number 28, February 12, 2002

5

2

6

A.

Retail Energy Deregulation Index 2002 (Abstract ), Ccntcr for the Advanccmcnt of Energy Markets
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1 restructuring mitcria to arrive at a state's score based on 10.0 points. The CAEM

2 criteria arc broken up into a competitive framework cluster, a generation cluster, a

3 consumer cluster, a distribution cluster. and a commission cluster. Texas took the

4 top U.S. spot, in the 2002 Index, with 69 points. Ken Malloy, CEO of CAEM,

5 said, "I am confident that Texas customers will enjoy the bcnciits of cloctric

6 competition much sooner than customers in other statcs."7

7 On March 27: 2002, Pcnnsylvaniafs Public Utility Commission Chairman Glen R.

8 Thomas and Mark Schwikcr, the Govcmor of Pennsylvania, announced, "the first

9 Pennsylvania customers will soc the Competitive Transition Charge eliminated

10 from their bill. Duquesne Light eustomels will see thdr rates drop between 16

and 20 percent."* Pcnnsylvallia's Electric Choice program has, over the last 5

12 years, saved customers more than
, . . . . 9

$4 bmllmon m clcctTlclty costs. Pennsylvania

13 ranks second among states in the 2009 RED Index, hav ing recently been

14 overtaken by Tcxas.l° On February 7, 2001, in his annual budget address to the

Cncncral Assembly, then Pennsylvania Governor Tom Ridge said, "We have

16 delivered acpproximarcly $3 billion in savings, due to guaranteed rate cuts, savings

17 f rom shopping, and avoided fuel costs." Tl1cn-Pennsylvania Public Utility

18 Commission Chairman John M. Quain added, "Before electrici ty choice,

7
Tams Eiecrric Competition Ranked #I in U.S, (web site)

8
PUC Chairman Thomas Marks Milestone for Electric Competition: First PA Customer SeeLower
Rates Thanh to 'Stranded Cost' Coming Of liil£e, March 27, 2002(ht1p:h'puc.pao1xli:1e.co1n)

9
PUC Chairman Thomas Marks* Milestone br Electric Compeririom First PA Customers SeeLower
Rates Thanks' to 'Stranded Cost' Coming (M'8il!Iv, March 27, 2002(l1ttp:fipuc.paonIi11e.co111)

I5

10
Retail Energy Deregulation [Mex 2002 (Abstract ), Ccntcr f or the Advanccmcnt of Energy Markets
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I Pennsylvania electric rates ecru 15 percent above the national average, and now

2 our rates are 4.4 percent below the national average."' |

3 "About 46 percent of the total amount of electricity used every day in Maine is

4 purchased f rom competit ive power suppliers", said Maine Public Uti l i t ies

5
. . . . |_

Commzssuon spokesman P1111 Lmdlcy. 't "For large and midsize colmncrcial

6 customcis, Maine has more competition in energy supply than perhaps any state.

7 In Central Maine Power's territory, for instance, 88 percent of all manufacturers

8 and other large power users have signed contracts with energy providers. For

9 medium users such as supermarkets, the figure is 42 pereent."l3 Maine has seen

10 success that most states haven't in converting customcls to competitive suppliers

because they use a system where "the standard offer tracks the wholesale market

12 up or down on a year-to-ycar basis, with the cost of competitive supplies staying

13 in the same range. In most states, the multi-year standard offers rate remains well

14 below wholesale market rates this year and the number of  users choosing

l5
. . . 14

altcmatlvc supphcrs has dcclmcd."

16 On February 1, 2002, the Michigan Public Scrvicc Commission (PSC) released its

l'7 "Status of Electric Competition in Michigan" report. According to the PSC's

18 findings, competition in Michigan's retail electric choice program grew 30 percent

II
Pennsylvania Again Ranked No. I in Nation j%r Electric Deregulation. Commonwealth of
Pennsylvania Office otto Governor: Commonwealth News Bureau, Febmaxy 7, 2001

12
Power rates to change today; lfbr many customers, prism will decrease, Bangor Dully News,March I,
2002

13 Restructuring quietly meeting most goals: Muire: Sunday Telegram, BUSINESS; Pg. IF, January 6,
2002
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1 during 2001.15 To date, the Commission has licensed 15 alternative electric

2 suppliers to serve its State's eustomms. "Commissioner Robert Nelson has said

3 that he believes the state would experience a dramatic increase in eommerdal

4 load going to competition, particularly in Detroit Edison's tcrritory."I5 The

5 commission remains confident of the sueeess of retail access despite a slow start,

6 citing transitional problems including "infrastructure l imitations, economic

7 difficulties nationally and statewide and the simple need for participants to learn

8 how to compete effectively. " IN

9 Ohio's electric restructuring is in the second year of  a f ive-year market

10 development period. Alan R. Scht ibcr,  Chairman of  the Publ ic Ut i l i t ies

Commission of Ohio (PUCO), rcportsl that 40 govcmmcntal aggregators roccivcd

12 certification from the PUCO and subsequently their programs have accounted for

13 85 percent of the residential switching customers, 50 percent of the commercial

14 switching customers and 25 pcrocnt of the industrial switching customcrs.'8

la These comments focus primarily on retail access, since delivering choice

16 to eustomeis is a primary motive for utility restructuring. However, these policy-

IN
Marketer serving more load in Maine as standard over rare hikes lake eject, Rctail Scrviccs Report,
COMPETITION; Pg. 5, Scptcmbcr 28, 200 I

15
Statue of Electric Competition in Michigan, Michigan Public Scltvicc Commission: Dcpartmcnt of

Consumer & industry Scrviccs, February I, 2002

16
Electric Restructuring Weekly (.41dote. Thc Unitcd States Dcpazrtmcnt of Energy, Fcbmary 8, 2002
(lmp;*4'www.eren.doagovlelectricity__restmcturing/weeklyftleb08_02.htmkémich)

17 Statue of Electric Competition in Michigan, Michigan Public Scrvicc Cmnmission: Department of
Consumer & Industry Scrviccs, library I, 2002

18
The Ohio Retail Electric Choice Programs Report of.-Market Acrivigvfor. the Year 200/, Public Utility
Commission oflOhio, April 2002
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1 makers would notremain bullish on the success of retail access unless they also

2 were eoniident that underlying wholesale markets also were competitive.

3 Your summary indicated that a number of states had not embarked on

4 deregulation and that some had backtracked aTom scheduled deregulation

5 after the California experience. Why have some states shown lesser interest

6 in restructuring their electricity industries?

'7 The reasons wary. Many of the states that have not undcrtdcen restructuring are

8 states with low rates and low variable production costs. Low rates give ds to "if

9 it ain't broke, don't fix it." Low variable costs cause concerns that restructuring

10 would cause power to be shipped to higher east markets or, more generally, for

low in-state price; to be arbitrated against higher prices in nearby areas. Some

12 states arc primarily public power and for both tax-rclatcd reasons and cultural

13 once are reluctant to participate in markets. Some states may simply be

14 oonscrvativc, not in the political-economic scnmc offing pro-market and pro-

capitalism, but in the sense of reluctant to change. Finally, in some states a short

16 legislative calendar has contributed to failure to take up the issue in preference to

l'7 other concerns seen as more pressing.

18 What is signal about the motives forgot moving to rcetructurc is the

19 relative absence of a defense of the status quo cxocpt in the public power states.

20 States that have eschewed restructuring duo to low generation costs do so for the

21 pragmatic reason that the cumznt system allows them to circumvent what

22

15

A.

Q.

othcmwisc would be constitutional barriers to mcasuros that keep in-state power
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l from being sold in multi-state markets. Only Florida might be considered to be

2 affirmatively status quo, relying on vertically integrated utilities for make or buy

3 decisions and prohibiting purely merchant generators.

4 Q- You alluded earlier to what was going on internationally. Can you

summarize briefly?

6 Yes. Utility deregulation first started in Chile in the 1980s. In 1988, the U.K.

7 embarked on privatizing its state-owned electricity industry. Privatization was

8 eempleted in 1990, with separation of generation, transmission and distribution, a

9 partial breakup of generation (into three entities) and limited retail access, since

10 expanded to full retail access, with a retail aeeess program ranked as the most

successful in the world. In 1993, the European Union adopted a retail electric

12 competition program with phased access that now stands at about 40 pcrocnt.

13 National initiatives in some member states resulted in 100 percent access. Both

14 the EU and its member states have taken steps to create competitive underlying

I5 wholesale markets. Restructuring is complete in Australia and New Zealand, well

16 underway in Korea, Singapore and Hong Kong, and beginning in China Various

17 South American countries have restructured their markets to accommodate new

18 entry and the sale of companies to new ovmers. Some of the larger former Soviet

19 republics and satellite nations in Extern Europe have completed or are well on

20 their way to restructuring.

21 Q- In your summary at the beginning of this section, you indicated that the legal

22 and operational separation of utility lilnctions generally was one reason hr

23

5

A.

the legal separation of generation. What did you mean?
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l The altcmativc to the creation of a competitive wholesale market is the Integrated

2 Resource Planning (TRP) process..IP recognizes that generation and

3 transmission arc built to serve load economically and reliably and arc, in a scnso,

4 interehangable. Under TRP, demand-side measures, trmlsmission planning and

generation planning all met be done interdependently.

6 Retail access means that no entity can plan its generation for a stable and

7 predictable customer base for the simple reason that the load that it will serve

2 cannot be predicted van°th the same accuracy as previously. Whereas previously

9 load unc4crtainty related to the economy and weather of a prodctcnnincd region,

10 generation planning can no longer be based on "native load" but must reflect the

11 market opportunities of selling generation not only to a (relatively unknown) base

12 of retail customers but also to the market.

13 Rclatcdto this is a concur with cross-subsidy and preferential self-

14 dealing that can undermine the effectiveness of retail competition. These appear

15 to have been the principal. reasons for this Commission's approval of asset

16 transfers on a number of previous occasions, as discussed in Mr. Jack Davisls

17 tcqtimony.

18 Another break in' the vertical chain that underpinned TRP is the separation

19 of transmission planning and operation from both generation and from retail

20 operations. FERC Order 888 required strong codes of eonduet restricting

21 communication between transmission providing portions of a utility and those

22 portions with market functions, including cxprcssiy those that buy and sell power.

23

5

A.

It since has broadened the application of those codes. More fundamentally,
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l FERC's RTO initiative, together with its in4istcncc that all essential transmission

2 planning and operation fimctione occur at the RTO level, have broken the nexus

3 between transmission and generation planning. Whereas previously a utility

4 could trade off between generation siring decisions and transmission investments,

5 that process cannot be. integrated, at least not directly, in an RTO world whcrdn

6 the RTO plans transmission and merchant gcncmtors site generation.

'7 Q. The third summary reason why utility generating assets need to be separated

8 is the need for a deep and liquid wholesale market. Why is this needed?

9 All markets benefit from many buyers and sellers and from transparency. By

10 transparency, mean that there exists a market price (rather than severed prices for

the same product and area) and that tllis piicc is visible and knowahlc to all actors

12 in the market. This inherently requires deep and liquid markets. If all existing

13 utility-owned or controlled generation remained with the utility, then most of the

14 power used by customers (all of it, initially) would be outside of the market and

15 the market correspondingly thinner.

16 Q- Doesn't this imply that APS's proposed PPA will have a negative eITect on

l'7 competitive markets since it will reduce the amount al' energy' traded in the

18 market br its du ration?

19 A. No, not materially. If your question had boon, would long term PPAs covering

20 of the load in the WSCC and all of the existing generation injure competitive

21 markets, my answer would have been yes. However, this is not the case. The

22 large-scale divestitures in California and the substantial amount of new merchant

23

A.

generation being built in the region are sufficient to create a deep and liquid
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1 market under foreseeable circumstances. This gives APS and the Commission the

2 luxury of deciding whether it wants the PPA on other grounds, such as price,

3 reliability, 181e1 diversity and so forth without needing to be concerned about

4 whether wholcsadc power markets will be deep and liquid.

5 Q- Your comment about Calitbrnia divestiture prompts me to ask what your

6 basis is for the statement that the Caliibrnia experience has not deterred

7 other states and was due to causes unlikely to recur. Why is it?

8 What happened in California can be traced to four causes, each of which is

9 unlikely to affect Arizona in the future. Briefly, these are: 1) a supply shortage,

10 amplified by a temporary gas shortage; 2) the absence of long-tcrm contracts; 3)

11 market design flaws; 4) the absence of regulatory safeguards and slowness in

12 regulatory response. Thc first, a shortage of supply, is the prineipad cause of the

13 crisis. The remaining three arc reasons why the tight supply conditions had such

14 a great effect on customers, the Cdifemia utilities and markets throughout the

la WSCC.

16 The reasons for the supply shortage arc wcll known. For years, California

17 said "no" to new power plants. Indeed, I was SCE and PG&E's economics

18 witness in the last CPUC proccoding in which they sought, unsuccessfully, to gain

19 CPUCpermission to build a major new power plant. That proceeding took place

20 in l980' In the late 1990s, Califomiawas: rapidly sucldng up all of the available

21 surpluses in surrounding states. This amplified the effects of demand growth on

22 making supplies available to California disappear. Then, the record shortage of

23

A.

hydro, combined with hot weather, created a need to run essentially all available
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1 generation. This created inherently higher marginal costs and a seller's market

2 that was: conducive to the exercise of market power or, at a minimum, shortage

3 pricing. Partly as a result of the high demand for gas-fired generation and partly

4 for other reasons, some of which were not specific to California or tlle West, gas

5 prices surged and availabiMy fell, resulting in the extension of high prices into

6 and through the winter of 2000-2001 .

7 While another low rainfall year doubtless will occur in the future, such

8 abnormal hydro conditions will not be the norm. Importantly, even if such

9 conditions recur, the conjunction of low rainfall with regionally inadequate supply

10 and wholly price insensitive demand arc conditions that arc quite unlikely.

The absence of bilateral contracts with terms that would have reflected

12 more normal market expectations meant that the California utilities, and other

13 buy cw without sufficient contracts to acct their sales ob1igation9, famed the high

14 market prices for much of their power. If the California utilities and other utilities

I5 in thcwcstcmU.S. had had, for example, 95 percent contract cover, I doubt that

16 ac would be talking about California today. Thc absence of contracts suflicicnt

17 to cover load obligations had two causes: the decision to not sign trmlsitional

18 PPAs for divested generation and amore general prohibition on the IOUs buying

19 power outside of.the PX spot market. That provision, designed to assure market

20 liquidity, was pattcmcd after the U.K. market macs that rcquirod that all power be

21 sold through a central spot market. I-Iowovcr, while all power flowed through the

22 pool in theU.K:.,bilateral contracts were still the noun, covering some 90-odd

23 percent of distribution company purchases . A contract font called "contracts for
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l differences" insulated priding from the volatile pool price despite that the power

2 was bought and sold through the pool.

3 The absence of bilateral contracts: may have had another effect as well. As

4 Twill discuss more thoroughly in connection with market power, a sc11c'r's

5 incentive to sock to drive up prices is reduced to the extent that it has pre-sold

6 power. If all of a scllcrls output is being sold in short term markets, it oar

'7 profitably withhold a large amount ofpowcr in order to raise prices for the

8 remainder. While I am not aware of definitive demonstration that such

9 withholding occurred in California, the incentive to do so clearly wan magnified

10 by the lack of bilateral sales.

Market participants and regulators have learned these lessons. California

12 load is now fully oovcrcd, perhaps over-covered, by forward contracts. Thc

13 California ISO is planning market changes, particularly an installed capacity

14 obligation, to insure that adequate reserves exist, gcucradly oovcrcd by forward

la contracts. Other load serving entities in the region also has taken steps to increase

16 contact cover.

17 Poor market rules bear sonic of the blame for tllc California experience.

18 The "gaming"recently revealed in intemad Enron memoranda existed primarily to

19 take advantage of flaws in the rules. Other rules, or the toothlcssncss of existing

20 rules, eontn'buted to high costs of power in the ISO's market. Rules changes,

21 including market power mitigation procedures since have been made to mo. at

22 least some of these problems.
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l The last cause that I cited was a slow regulatory response. The adversely

2 affected California parties and public officials were tardy in making use of

3 available opportunities to sock redress at FERC and initiate a refund-effective

4 date under Section 206 of the Federal Power Act. 'FERC was, at that time, lad by

a Chairman who was ideologically indisposed to intcwcntion in markets. Perhaps
r

6 most fatally, California offieids let retail piiees unchanged despite the high costs

7 in the wholesale market, with the result that the demand response that would have

8 brought supply and demand better into badancc did not occur. Doubtless, these

9 officials were motivated in part by an unconditional rate ficczc that was part of

10 the California restructuring legislation that allowed the illusion that the high casts

11 would be absorbed by utility investors. Again, this is a lesson that, having been

12 lcamcd, should not be repeated.

13 Indeed, the change, in federal and state vigilance about the exercise of

14 market power, both horizontal and vertical, he: been very marked. In particular,

FERC's insistence on RTO connation has taken on a new urgency since RTO

16 market power monitoring and mitigation is soon as the principal "front line"

l'7 defense against both the exercise ofmarkct power and gaming ofinadoquatc or

18 inefficient market rules. Notwithstanding this role of the RTOs, the FERC itself

19 has stepped up its market power policing with proposed new rules to eliminate the

20 time gap in which prices arc not subject to refined, new market power tests, and a

21 new 100 person investigation and cnforocmcnt lit.

22

l5

5

Q. What conclusion do you draw about the California experience?
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1 Simply that the Commission should not retreat from its previously expressed

2 belief in a competitive market merely because of the California experience. At

3 FERC and among the market participants and policy makers in WSCC markets,

4 lessons have been learned, perhaps even over-leazmed, to prevent a recurrence.

5 This docs not mcazn, however, that the Conunission should ignore the

6 experience in California and in other markets that prices can be volatile.

'7 Elcctridty is a commodity and, like all commodities, will be prone to "boom-

8 bust" cycles. Moreover, as the market price of electricity comes increasingly to

9 be dependent on the price of gas, the natural volatility ofpriccs will increase. The

10 reduction in volatility and in dependence 011 a single fuel source that is forecasted

11 to increase in price more rapidly than competing fuels is a substantial benefit of

12 entering into a long term purchase of energy from a generation fleet utilizing a

13 mixture of fuels and technologies.

14

MARKET POWER

16 Q. What is the purpose of this section of your testimony?

17 A. Among the "Track A" issues set for hearing by the Commission is "the transfer of

18 assets and associated market power issues". The purpose of this testimony is

19 address market power in a post-transfer world.

20 Q- Please begin by defining market power.

21 Market power is tlle ability, profitably, to sustain an increase in price above a

22

15

A.

A.

competitive level . Each clement of this staicmcnt matters. Manifestly, in order to
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1 incrcaslc prices, the firm or firms in question must have. the ability to do so. In

2 any market with an upward-sloping supply cmvc,'° all Hmxs have some such

3 ability, albert perhaps only to a minimal extent. Hence the next word: the action

4 taken must be profitable. If a market participant withholds capacity, price will

5 incrcaw. However, its own sales will fall. The profitability calculus dcpcnd9 on

6 whether the increase in profits from higher priocs outweighs, carnot, the docrcazec

7 in profit resulting from lost sales. Next, the increase must be sustainable. If

8 prices arc increased, rivals M11 react, for example by shifting output to the

9 affected market. Entry also may occur. Thc Federal antitrust authodtiw, i.c., the

10 Antitrust Division of the U.S. Dcparmcnt of Justice (DOJ) and the Federal Trade

Commission (FTC), and FERC tend to regard entry that can occur within a one to

12 two year period as available to discipline prices. Lastly, price increases are

13 memzured relative to a competitive price; in the vague words of theDOJ/FTC

14 Merger Guidelines, the increase of concern can be "small but significant".

Q- How is market power exercised?

16 Exercising market power requires that capacity be withheld from the market. It is

l'7 basic economics that the price in a market is determined at the intersection of the

18 supply and demand curves. By withholding capacity, a supplier will reduce

19 aggregate market supply, causing price to rise. Generally, the steeper the supply

20 curve, the greater is the increase. Hence, if there are other suppliers with

15

A.

19 An upward-sloping supply curve means nothingmorethan that the price at which in additionalamount
otloutput will be pmvidcd increases as the amount dcmundcd imrutscs. For example, low loads can
be met with coal and nuclear generation, moderate loads with relatively cfficiamt gas-tircd gcncrartion
and high loads will roquin: use of inefficient gas-fircd or oil units. With relatively rare exceptions,
mostsupply curves arc uplandsloping, especially in tIlc short Mn.
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1 significant capacity only slightly more expensive than the firm's competitive bid

2 price (termed an elastic supply condition), the attempt by the film to raise pee

3 significantly will be mostly unsuccessful and almost certainly unprofitable.

4 Generally, the competitive price for electricity supply is flat over broad regions,

5 then jumps between fuel typos and technology, Md becomes steeply increasing

6 Qnly in the region at the and of the supply curve, where inefficient units with low

7 but diverse cfEcicncy arc the on1y.rcmaining units. This is important in the

8 current context because the substantial amount of combined cycle capacity being

9 built in or near Arizona has quite similar cost characteristics and similar

10 opportunity costs, so that this region of the supply cubic is flat. This means that

only in very high load period (whc11all such units arc already running) or perhaps

12 very low periods (when prices arc below the variable costs: of such units), will

13 feasible withholding strategies in spot markets be potentially profitable.

14 Elcctticity also is believed to have a quite inelastic demand. That is, load

docs not change matc1'1'ally if wholesale piiocs rise. This partly is a consequence

16 of the essential Gatun: of some electric services and the fact that it docs not

17 consume a large amount of household inoomc or represent a large proportion of

18 most business costs. The other reason, of some policy significance, is tariff

19 design. If the prices charged to consumers do not change as: wholesale prices

20 change, there will be no demand response. I discussed this in tlle context of the

21 California experience. Many cxpcrtze also bciicvc that real time price signaling,

22 allowing cuqtomcls to avoid price spikes by reducing consumption (or even

23

15

paying them to do so) would discipline market power.
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1 Market power can be exercised by a single, dominant firm or bathe joint

2 action of multiple firms. Overtly collusive behavior (price fixing or bid rigging)

3 among cl'stwhilc competitors is illegal and subject to severe sanction. Tacitly

4 collusive behavior is not illegal, and its prevention is a moor focus of merger Md

acquisition policy.

6 Maakct power generally is conceived of as involving two types of

7
. . . _g . . .

actlvxtles. Horizontal market power is what most people think of as monopoly

8 or oligopoly power. It flows from a dominant share of supply by a single firm or

9 from cooperative behav'or among a small group of sellers collectively possmsing

10 a dominant share of the supply of a product. Whilc this condition is not itself

11 illegal, abuse of it or some typos of efforts to create it arc. A second type of

12 market power is ladled vertical market power. The relevant example would be for

13 an owner of a transmission system, itself a legal monopoly in its area, to use that

14 monopoly over an "essential facility" to exclude or disadvantage competitors in

related activities such as generation or sewing retail customers.

16 In this discussion, I focus on horizontal market power. That is not because

17 vertical market power is less important. Indeed, in electricity, vertical market

18 power has far greater potential to destroy competitive markets. Rather, it is

19 because the actions of this Commission in approving generation divestiture and of

20 the FERC in its orders and its RTO policy alreeldy have focused so strongly on

21 preventing the exercise of vertical market power.

I5

5

20
Athild typ.c of xnarkmpower, monophony, or power exercised by buyers over sellers, is not rclcvunt to
this discussion.
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1 Q- How do FERC and the antitrust authorities analyze horizontal market

2 power?

3 It is ncocssary to distinguish bctwccrn enforcement - the dctoction and punishment

4 of illegal behavior - and prevention. Since the market power issue in this

5 proceeding is whether the divestiture of APS generation to PWEC will give it

6 market power prospectively, I will focus on prevention.

For the past several dceadcs, the main focus of the antitrust authorities has

8 been on market structure. Is a single firm so dominant that it clearly can exercise

9 market power? Is the structure of an industry so concentrated that tacitly

10 collusive behavior is likely? If so, they will guard against measures finns might

tadce to increase concentration or preserve a concentrated structure: or a Flnn's

12 dominant position.

13 About 20 years ago, the antitrust authoritiae adopted a particular mcwurc

14 of market concentration. called aHcrfindal1l-Hirshmann Index (HI-II). This test

meanlres market concentration by summing the squares of indivlduallinn's

16 market shares. For example, a market in which there are 5 mud sized fizz (i.e.

17 each has a 20 percent share) would have an index value of 2000 (20 percent

18 squared is 400; 5 times 400 cruds 2000). A market with a conccntmtion of l 800

19 is considered to be highly concentrated and subject to anticompetitive behavior,

20 though the standard is not a 'bright line" but rather a test to determine whether

21 further investigation is warranted. Similarly, a single firm possessing a35 percent

22

la

7.

A.

share is considered potentially dominant.
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l FERC, in. 1996, adopted this methodology for looking at mergers. The

2 FERC methodology focuses on a "delivered price test" that iimdamcntally counts
t

3 as "in the market" all capacity that can roach such m81'kct using the physical

4 transmission system (i.c. importee arc limited by transmission constraints) with

costs below or just above the market price. In testimony before this Commission

6 in 1999, in CaseNo. E-0]345A-98-0473 ct al., I applied this test to the APS

'7 market. I concluded that the APS market areahad an HHI of about 1200 and that

8 APS's share was about 23 percent. These arc well below the trigger values for

9 FERC and the antitrust authorities. I also noted that a focus on the APS market

10 orca likely was not warranted since Arizona participates in a wider market

consisting of at least Southern California and the Dcscrt Southwest. Since that

12 time, PWEC has added or nearly completed additional eapadty. However,

13 substantially more capacity has boon, or is being, added by other firms and

14 transmission is being expanded. Hence, if I were to redo this analysis for

IN Pinnacle West today, the results would show a still smaller market share for

16 PWEC.

l'7 Q- In this earlier testimony, didn't you concede that some APS units are must

18 run and could exercise market power?

19 Under some circumstances, generally the highest load conditions in the summer,

20 APS and SRP capacity located in the Valley is must Mn. Capacity in Yumaalso

21 is must run at some times. By definition, this moans that, absent mitigating

22 conditions, the owners of the capacity could name their own price, with the

23

5

A.

alternative of rolling blackouts. This condition is not unique to the APS control
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l area. There arc many other must run units in the U.S ., usually but not always

2 locatcd in or near Mr-get cities. There arc well-cstablishcd mcanq of mitigating the

3 potential market power o.f such units. APS already has created protocols for such

4 mitigation in its FERC-approved tariffs. This, or equally robust mitigation will be

5 carried forward when Wa9tConncct becomes operational .

6 Q- You stated that your 1999 testimony discussed market definition and

7 indicated that an area larger than the APS control area was appropriate.

8 Why is this?

9 By way of introduction, an analysis ofmarkct power always begins with the

10 definition of relevant product and geographic markets. Here, the product market

ofgrcatcst interest is electric energy. FERC simply assumes as a starting point

12 that a control area is a relevant geographic market, though it invites evidence of

13 larger or smaller markets and routinely uses geographic market definitions that

14 arc larger than control areas. It was simply because it is FERC's default

assumption that I used the APS control area as the relevant geographic market.

16 In fact, the power markets. of the WSCC arc highly interdependent.

17 Unless transmission constraints prevent it, an increase in prices in one area draws

18 power from other areas, raising prices in those areas also. This connection of

19 prices across broad regions is, to one degree or another, common to ally

20 interconnected power markets. APS is interconnected with other Desert

21 Southwest utilities and more importantly is strongly interconnected with Southern

22 California. The tl'allsmission capacity from Arizona to California is rarely if ever

23

l5

A.

fully utilized. The transmission capacity from California to Arizona is so slack
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1 that the WSCC doesn't even quantify its limit. Likewise, there is substantial

2 capacity linking Southern to Norther California and California to the Northwest

3 via the DC interconnection into Southern California and the California-Oregon

4 interconnect into Northern California

5 California is, and is likely to remain, capacity short and shorter still in

6 terms of economic energy. Typiea! year energy imports into California are about

7 50 billion kph. As an important power sink, it interconnects prices in the

8 WSCC. I recall a study submitted by the California Attomcy Cncncral's market

9 power expert in the state proceeding that alpprovcd the. merger of Souther

10 CaliforniaGas and Enova into Sempra that found that the degree of price

oonvcrgcncc in wcstcm power markets was very high.

12 In the market power analysis that I explain later in this testimony, I have

13 assumed that APS is a relevant geographic market. In fact, in this larger

14 interconnected market in which prices arc dctcnnincd, PWEC's shaft: is quite

15 small and it clearly lacks market power.

16 Q- Assuming that the asset transfer takes plate and that the PPA does not exist,

l'7 would PWEC have market power in these larger markets?

18 A. No. PWEC's share of dthcr a Dcsclt Southwest-Southcm California or WSCC
I

19 madcct would be small, a single digit share, even if it were froe to sell all of its

20 output at market rates in short to intermediate term markets,
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1 Q. You noted that FERC had adopted the antitrust authorities' method of

2 assessing prospective market power in 1996. In what context did that

3 adoption take place?

4 It was adopted in the Merger Policy Statement that indiwltod howFERC would

assess the market power implications of mergers and requisitions.

6 Q. Are there other contexts in which FERC assesses prospective market power

7 using other analysis methods?

2 Yes. Under Section 205 of the Federal Power Act,FERC regulates the pricing of

9 wholesale transactions. Within its Section 205 authority,FERC hw devised tests

10 to determine whether sellers will be authorized to sell power at market prices, as

opposed, for example, te cost of service prices.

12 Until recently, FERC relied on a simple "hub and spoke" test. On two

13 separate ooeazeions, in 1999 and 2000, FERC granted Pinnacle West affiliates

14 market rate authority based at least in part 011 Pinnacle West passing the hub and

spoke test.

16 The hub and spoke test we criticized by someFERC Commissioners and

17 by others, primarily on the grounds that it ignored transmission constraints. Last

18 autumn, FERC adopted a new method, dubbed the "supply margin assessment" as

19 its standard for testing whether market rate authority was appropriate. AS

20 discussed below, Pinnacle West will also pass this new test to demonstrate that it

21

15

5

A.

A.

qua1it1e9 to sell power at market rates.
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I Subsequently,FERC he noted that the supply margin aszscssmcnt test, or

2 SMA, will be applied to market-bmcd rate applications on an interim basis until

3 new analytical methods for analyzing market power arc rcvicwod and adopted.

4 The SMA test was further refined by FERC in AEP Power Marketing Inc., el al.,

5 Docket No. ER96-2495-015: Er al. 9'7FERC 'II61,219 (2001) ("AEP Order").

6

7

Q- Would PWEC continue to meet FERC's Requirements for market-based rate

authority under the SMA test?

8

9

10

Yes. I have conducted the SMA test for PWEC using a summer 2003 snapshot

and find that the test is easily passed. The results of the SMA test are summarized

in Exhibit No. WI-TH-3 .

Q- How is the SMA test conducted?

12 The SMA test measures whether a market's peadar demand could be met without

13 the applicant's generation. Each utility control area is docmcd to be a scpaxatc

14 market. For each market whore applicants own or control generating resources,

la applicants arc instructed to compare the applicant's generation capacity in the

16 market to the difference between "Available Supply" and peak demand in the

17 market (tcnncd the "Supply Margin"). Avdlablc Supply includes all of  the

18 generating capacity located in the market, plus imports, quantif ied ah the

19 uncommitted capacity that can roach the market using avdlablc inbound

20 transmission capacity, as measured by the Total Transfer Capability (TIC) value

21 for all transmission lines tllat enter the control awa, irrespective of cuncnt use or

22 ovmership. If the Supply Margin is greater than applicallt's generation, then peak

23 load can be met without the appl icant's generation, and the sel ler is not

24

A.

A.

considclnnd pivotal in the ma:rkct. Reserves arc not taken into account in the test.



q

Testimony of William H. Hieronymus
Page 33 of 40

1 either .for purpmzcs of determining what capacity is uncommitted or for

2 determining load levels.

3 Q- Is the SMA test regarded as a stricter test than the test previously used by

4 FERC in determining whether an applicant should have the authority to sell

5 at market rates?

6 Yes, very much so. First, tlle ability to rely on imports is constrained by physical

7 capacity. This was not hue previously, so that the amount of supply in the market

8 is much reduced. Second, while the previous test either compared applicants'

9 total capacity to the total capacity in the maxkct or its uncommitted capacity to the

10 total uncommitted capacity in the market, this test combines applicants total

capacity with only the uncommitted capacity that can be imported. When the

12 SMA was f irst announced, it was widely believed to be a regulatory

13 sledgehammer to force utilities into RTOs, since most utilities would fail the test

14 in their homo market, while utilities in RTOs were exempt from the test for sales

IN in the RTO (including in their ohm market).

16 Q- What market did you analyze for purposes of conducting the SMA test?

l'7 A. FERC's application ofthc SMA test continues to rely on control arch as the

18 relevant market areas, and I have analyzed APS' control area ea the relevant

19 market. While the SMA is not formally applied only to the applicallt's own

20 control orca, it is most unlikely that an applicant would fail the test in some other

21

A.

market area at present.
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I Q- How did you calculate Available Supply inside the APS control area?

2 Iincludcd all of the generation physically located inside of APS' control area,

3 which includes about 6,571 MW owned by (or mldCr contract at time of summer

4 peak to) PWEC or its afEliatcs and about 5,783 MW owned by other entities,

5 including new merchant capacity and capacity at jointly-owned units located in

6 APS' control area. PWEC's total includes the new and planned upgrades at Red

7 Hawk and West Phdcnix and APS' purchases from PacifiCorp and SRPF' Thc

8 SMA test docs not require that capacity within the control area owned by others

9 whose loads arc outside the control area be eliminated from the supply margin.

10 Presumably, this is because such owners (e.g. El Paso Electric or Public Service

11 Company of New Mexico) can use substitute generation located outside the

12 control area being andyzcd to moot load, and presumably would do so if 1'n'iccs

13 within the control area were to rise to above competitive levels. Thus, the total

14 Available Supply from insidc the APS control area is 12,354 MW (6,571 MW

owned or controlled by PWEC and 5,783 MW owned by other entities).

16

l'7

Q- How did you calculate the amount of imports to include as part of Available

Supply in the SMA test?

18 The TTC into the APS control area is expected to be 11,089 MW by summer

19 2003. This total includes the plarmcd ttansmissioo upgrades at Palo Verde

20 Rudd. I have reduced this capacity by 2,146 MW to account for PWEC's share

21 of Palo Verde and for Rcd Hawk, since importing their power from the SRP

I5

21 Notc that the SMA xcst is wholly insensitive to the amount ofthc applicant's capacity since the central
issue is whether other scllcna could acct tllc load, not whether the applicant could acct it.

A.

A.
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l switchyard to which they arc connected uses up this amount of capacity. Thus,

2 the TTC that I use is 8.943 MW.

3 Next. I determined whether there were sufficient uncommitted generating

4 resources available to potentially serve the APS control area. I conservatively

considered only newly constructed units or those planned to come on-line by the

6 summer of  2003, as l isted in the Cdifomia Energy Commission's WSCC

7 Proposed Generating Database (available on its website) as being potentially

8 available to serve the market. The total new capacity in control areas directly

9 interconnected to APS is 23,814 MW by the summer of 2003. Since this greatly

10 c'xcccd4 the TTC that I am using, the SMA rules limit imports to the 8,943 M W of

11 TTC as capacity available to the APS market.

12 Q- Please Describe the results of your analysis.

13 A summary of the results of the SMA test is provided in Exhibit No. WI-IH-3.

14 As detailed above, the total Available Supply to the APS control area is 21,297

la MW. This total includes about 12,354 MW inside the control area and 8,943 MW

16 from outside of the control area. Total load in the APS control area by summer

17 2003 is expected to be 6,127 MW, based on APS' forecast in its FERC Form 714

18 filings.

19 The Supply Margin is the difference between Available Supply and load

20 and is 15,1 '70 MW (21 ,297 MW less 6,127MW). PWEC's capacity in the market

21 is 6,571 MW. Since the Supply Margin is greater than thecapacity of PWEC and

22

5

A.

its affiliates, the SMA test is passed. That is, PWEC is not a pivotal supplier
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I under the SMA test. Indeed, capacity controlled by others is more than twice the

2 control area load.

3 Q. Are there any other potential areas outside Ol'APS' control area where

4 PWEC is a pivotal supplier?

No. PWEC and its aff il iates own capacity at Palo Verde intcrconnoctcd to

6 switchyaxds in the SRP control area, however PWEC is not a pivotal supplier in

'7 the SRP control area which has cxpcricncod a significant amount of new and

8 planned capacity additions, wpccially around Pda Verde.

9 Q- Please summarize your review al' the results of FERC-mandated market

10 power tests.

11 Over the pa<lt few years, FERC has mandated three market power tests' the hub

12 and spoke test, the merger-related dclivcrod price test, and the new SMA used for

13 determination of market rate authority. Pinnacle West, APS and its affiliates have

14 qualif ied for market rate authority under each of these tests, based on the

la demonstration that they lack market power, individually or collectively.

16 Q- Assuming, notwithstanding your analyses and the results of the FERC-

17 mandated market power tests, that the Commission has remaining concerns

18 that a post-divestiture PWCC might be able to exercise market power with

19 respect to entities serving its jurisdictional customers, can you provide

20 guidance concerning how those concerns could be addressed?

21 The most obvious moans ofdcaling with potential market power is to require that

22

5

A.

A.

A.

the supplier dedicate a portion of its capacity to a long-tcnn contract.

F
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l Alternatively (or additionally) the Commission could assure that the ontitics

2 serving those customers (or Ar least the Standard Offer supplier) are substantially

3 covered by bilateral co1m°acts.

4 Q- Why does a long-term contract mitigate potential market power?

5 A. Recall that in my general discussion of market power l relayed that the exercise of

6 market power requires both the ability and incentive to do so. If a supplier

7 controls sufficient capacity that the "ability" issue is a question, then rcdudng the

8 incentive is a cure. To the extent that PWEC has sold its energy under a long-

9 team contact, the pricing of which docs not float with tllc market, it has no

10 incentive to raise prices.

This can be shown in the following example. Suppose that PWEC

12 controls 6,000 MW of capacity. Assume further that withholding 1=000 MW

13 from the market increased the price by $3 per Mwh. Also assume that the

14 withhold capacity would have earned $8 par MWh in contribution to profit and

I5 Hxcd costs. The withholding is proiitablc; profits increase by 5,000*$3 for the

16 remaining capacity and fall by l,000* $8 for the withheld capacity, so the not

17 profit is $15,000 minus 38,000. Now assume that, say, 4,000 MW of capacity has

18 been sold in a bilateral conlratzt. The impact of withholding 011 the market price is

19 unaffected' withholding 1,000 MW still increases the market price by $3 per

20 MWl1.. However, there now arc only 1,000 MW ofPWEC capacity receiving the

21 elevated price, since the price received for the 4,000 MW of bilateral sales is not

22 increased. The profit calculus now is l,000*$3 minus l,000*$8= so the fonncrly

23 profitably strategy to raise pries is no longer profitable.

1
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l Q~ Are PWCC and its atflliates currently subject to this type of market power

2 control?

3 A. Yes. Currently, as a result ofthc rate plan adopted in the APS Settlement, APS

4 has pro-dctcnnincd rctdl rates through at least the first half of 2004. AP S, and

indcod the Pinnacle West family of companies, do not have enough capacity to

6 supply that load. During high load conditions, when prices arc most susceptible

7 to manipulation, the company is a not buyer in the market and hence has a

8 disincentive to increaseprices. Evan duringhours when it ha; something to sell,

9 the amount omits capacity that it must dedicate to mootAPS and wholesale

10 requirements loads leaves it with little to sell into (or withhold from) themarket.

APS's proposed long tern purchased power agreement with PWCC

12 effectively continues the current style of mitigation far into the iilturc. Sinoc APS

13 would have the right to PWEC's total capacity, and would cxcrdsc that right with

14 respect to most of it most of the time, PWEC would havelittle available to sell at

15 market rates and hence no inocmtivc to increase prices.

16 Q- Is it necessary that all of PWEC's opacity be dedicated to APS and

17 requirements load 'm order to constrain its potential market power?

18 No. As I have shown, PWEC would moot FERC's test for market rate authority

19 even if none of its capacity were dedicated to contracts. If the Commission

20 accords loss than full faith to the efficacy of that test, and disbelieves the result

21 that APS would price competitively even if all of its capacity were available to
J

22 sell at market prices, it still would follow that a loss-than-100 percent dedication

23

5

A.

would mitigate potential market power to satisfactory levels. Moreover, any
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1 capacity that is dodicatcd to APS, even if less than 100 percent, thereby roducae

2 the incentive to cxcrbisc market power. Any PWEC capacity that wins in any

3 competitive bid auction and thereby gains an intermediate to long-term contract

4 similarly reduces the risk of Ir exercising market power. As a practical matter, I

5 cannot conceive of an implementation of Commission Rule l 606(B) that would

6 not cover APP's Standard Offer load with bilateral contracts, put the majority of

7 PWEC capacity under bilateral contracts, or both.

8 It is important to ask the question, over whom is PWEC adlcgcdly

9 exercising m2a'kct power? If the Commissioll's policy coming out of these

10 proceedings results in APS's eustomeis being covered by intermediate to long

term contracts with PWEC and other parties, as I assume it will, then APS

12 Standard Offer customers have little or no exposure to the oompctitivc wholesale

13 short-term market. SRP and TEP arc or will be by then essentially self-reliant and

14 not dependent on power ii'omPWEC. APS's wholesale customers are covered by

15 FERC-rcgulatcd contracts. Since Arizona loads will be substantially covered, the

16 energy that PWEC would have available to sell would have to compete in a broad

17 regional wholesale market in which its share is small. In that market, there can be

18 no serious concern that PWEC could exercise market power.

19 CONCLUSIONS

20 Q- Would you please summarize your conclusions?

21 A. Ycs. Thc Commission has dctcnnincd that Arizona customers arc best served by

22 the creation of competitive wholesale and rctaLil markets. Events subsequent to

23 that policy determination have not undercut, and to a substantial extent have
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l ooniirmcd, the soundness of that decision. Irccommcnd that the Cormnission

2 continue with its policies to restructure the Arizona electricity industry that it

3 regulates.

4 In iilrtherancc of creating a competitive market, the Commission

5 determined that tlle jurisdictional utilities should separate their generating assets

6 from transmission. distribution and customer scrvioc functions..This remains

'7 sound policy.

8 PWEC will not have market power. In the larger regional market in which

9 it competes, it is a small player. Within Arizona, and in particular within the APS

10 control area, PWEC passes all of the FERC-mandated tests for market pawcr.

The potential market power inherent in its must run units will be mitigated by

12 APS's Open Access Tariff provisions and by a future RTO's market power

13 mitigation measures. Any remaining concerns that the Commission might have

14 can be mooted by an intermediate to long-term PPA between PWEC or PWCC

15 and APS and/or by intermediate to long-term bilateral contracts with other

16 suppliers.

17 Q- Does this complete your written direct testimony in this proceeding?

18 Yes. it Dow.

19
20

A.
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William Hieronymus has consulted extensively to managements of electricity and gas
companies, their counsel, regulators, and policymaukers. His principal areas of concentration are
the structure and regulation of network utilities and associated management, policy, and
regulatory issues. Dr. Hieronymus has spent the last thirteen years working on the restructuring
and privatization of utility systems in the U.S. and internationally. In this context he has
assisted the managements of energy companies on corporate and regulatory strategy, particularly
relating to asset acquisition and divestiture. He has testified extensively on regulatory policy
issues and on market power issuesrelated to mergers and acquisitions. In his twenty-plus years
of consulting to this sector, he also has performed a number of more specific functional tasks,
including selecting investments, determining procedures for contracting with independent power
producers, and assisting in contract negotiation tariff formation, demand forecasting, and fuels
market forecasting. Dr. I-Iieronymus has testified frequently on behalf of energy sector clients
before regulatory bodies, federal courts, and legislative bodies in the United States and United
Kingdom. He has contributed to numerous projects, including the following:

U.S. Market Restructuring Assignments

ELECTRICITY SECTOR STRUCTURE, REGULATION, AND
RELATED MANAGEMENT AND PLANNING ISSUES

WILLIAM H. HIERONYMUS Vice President

Ph.D.
M.A.
B.A.

•

For several utilities seeking merger approval, Dr. Hieronymus has prepared and
testified to market power analyses at FERC and before state commissions. He also has
assisted in discussions with the Antitmsc Division of the Department of Justice and in
responding to information requests. The mergers on which Dr. I-Iieronymus has
testified include both electricity mergers and combination mergers involving electricity
and gas companies. Among the major mergers where he has testified are Sempra,
Xcel, Echelon, AEP-CSW, Dynergy-Illinois Power, Con Edison-Orange and Rockland,
Dominion-CNG, Nisource~Consolidated Natural , Eon-LG&E and Nyseg_RG&E.

Dr. Hieronymus serves as an advisor to the senior executives of an electric utility on
restructuring and related regulatory issues, and he has worked with senior management
in developing strategies for shaping and adapting to the emerging competitive market
in electricity. As a part of this general assignment, he has testified regarding regulatory
filings with state agencies, evaluation ofpotential acquisitions, and aspects of imemal
restructuring.

Dr. Hieronymus advised on the formation of Transco in response to FERC's Order
2000. His primary role was to advise on the concepts and details of market design.

Economics, University of Michigan
Economics, University of Michigan
Social Science, University of Iowa
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Valuation of Utility Assets in North America

WILLIAM H. HIERONYMUS -__ Page 2

•

•

•

•

•

•

•

•

He was the primary valuation witness on behalf of a western utility in an arbitration
proceeding concerning the value of combined cycle plant coming off lease that the
utility wished to purchase.

Dr. Hieronymus has testified in state securitization and stranded cost quantification
proceedings, primarily in forecasting the level of market prices that should be used in
assessing the future revenues and the operating contribution earned by the owner of
utility assets in energy and capacity markets. The market price analyses are tailored to
the specific features of the market in which a utility will operate and reflect
transmission-constrained trading over a wide geographic area. He also has testified in
rebuttal to other parties' testimony concerning stranded costs, and has assisted
companies in internal stranded cost and asset valuation studies.

He assisted a bidder in detennining the commercial terms Of plant purchase offers as
well as assisting clients in assessing the regulatory feasibility of potential acquisitions
and mergers o

As part of large planning and analysis team, Dr. I-Iieronymus assisted a Midwest
utility in developing an innovative proposal for electricity industry restructuring. This
work formed the basis for that utility's proposals in its stale's restructuring proceeding.

Dr. Hieronymus has contributed substantially to projects dealing with the restructuring
of the California electricity industry. In this context he also is a witness in California
and FERC proceedings on the subject of market power and mitigation.

For a coalition of independent generators, he provided affidavits advising FERC on
changes to the mies under which the northeastern U.S. power pools operate.

For the New England PoWer Pool (NEPOOL), Dr. Hieronymus examined the issue of
market power in connection with NEPOOL's movement to market-based pricing for
energy, capacity, and ancillary services. He also assisted the New England utilities in
preparing theirmarketpower mitigation proposal. The main results of his analysis
were incorporated in NEPOOL's Market power filing before FERC .

For utilities and power pools engaged in restructuring activities, he has assisted in
examining various facts of proposed reforms. Such analysis has included features of
the proposals affecting market efficiency and those that have potential consequences
for market power. Where relevant, the analysis also has examined the effects of
alterative reforms on the client's Enanciad performance and achievement of other
obj ves .

For utilities seeking to sell or purchase generating assets, Dr. Hieronymus has provided
analyses concerning market power in support of submissions under sections 203 and
205 of the Federal Power Act and analyses required by state regulatory commissions .

Charles
River
Associates
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Other U.S. Utility Engagements

•

In connection with nuclear generating plants nearing completion, he has testified in
Pennsylvania, Lotulsiana, Arizona, Illinois, Missouri, New York, Texas, Arkansas, New
Mexico, and before the Federal Energy Regulatory Commission regarding plant-in-
service rate cases on the issues of equitable and economically efficient treatment of
plant costs for tariff-setting purposes, regulatory treaitrnerrt of new plants in other
jurisdictions, the prudence of past system planning decisions and assumptions,
performance incentives, and the life-cycle costs and benefits of the units. In these and
other utility regulatory proceedings, Dr. Hieronymus and his colleagues have provided
extensive support to counsel, including preparation of interrogatories, cross-
examination support, and assistance in writing briefs.

For utilities engaged in nuclear plant construction, Dr. I-Iieronymus has performed a
number of highly confidential assignments to support strategic decisions concerning
the continuance of construction. Areas of inquiry included plant cost, financial
feasibility, power marketing opportunities, the impact of potential regulatory treatments
of play cost on shareholders and customers, and evaluation of oilers to purchase
partially completed facilities .

For an eastern Pennsylvania utility that suffered a nuclear plant shutdown due to NRC
sanctions relating to plant management, he filed testimony regarding the extent to

On behalf of utilities 'm the states of Michigan, Massachusetts, New York, Maine,
Indiana, Pennsylvania, New Hampshire, and Illinois, he has submitted testimony in
regulatory proceedings on the economics of completing nuclear generating plants that
are currently under construction, His testimony has covered the likely cost of plant
completion, forecasts of operaitiing performance, and pensive analyses of the impacts

of completion, deferral, and cancellation upon ratepayers and shareholders .

For an East Coast electricity holding company, Dr. Hieronymus prepared and testified
to an analysis of the logic and implementation issues concerning utility-sponsored
conservation and demand-management programs as alternatives to new plant
con ction.

He has made numerous presentations to U.S. utility managements regarding the U.K.
electricity system and, for senior U.S. utility managements, has arranged meetings with
executives and regulators in the U.K.

Dr. Hieronymus was a co-developer of a market simulation package tailored to region-
specific applications. He and other senior personnel have conducted numerous mM-
day training sessions using the package to help utility clients in educating management
regarding the consequences of wholesale and retail deregulation and in developing the
skills necessary to succeed iii this environment.

Dr. I-Iieronymus has contributed to the development of several benchmarking analyses
for U.S. utilities. These havebeenused in work with clients to develop regulatory
proposals, set cost reduction targets, restructure internal operations, and assess merger
savings .

Charles
River
Associates
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During the preparation for privatization, Dr. Hieronymus assisted several individual
U.K. electricity companies in understanding the evolving system, in developing use of
system tariffs, and in enhancingtechnical capabilities inpowerpurchasing and
contracting. He continued to advise a number of clients, including regional companies,
power developers, large industrial customers, and financial institutions on the U.K.
power system for a number of years aRea privatization.

Following promulgation of the white paper that established the general framework for
privatization of the electricity industry in the United Kingdom, Dr. Hieronymus
participated extensively in the task forces charged with developing the new market
system and regulatory regime. His work on behalf of the Electricity Council and the
twelve regional councils focused on the proposed regulatory regime, including the price
cap and regulatory formulas, and distribution and transmission use of system tariffs.
He was an active participants in industry-government task forces charged with creating
the legislation, regulatory framework, initial contracts, and mies of the pooling and
settlements system. He also assisted the regional companies in the valuation of initial
contract offers from the generators, including supporting their success refusal to
contra for the proposed nuclear power plants that subsequently were canceled as
being non-commercial.

For a major combination electric and gas utility, he directed the adaptation of a
financial simulation model for use in resource planning and evaluation of conservation
programs .

For two Midwestern utilities, Dr. Hieronymus prepared an analysis of intervenor-
proposed modifications to the utilities' resource plans. He then testified on their behalf
before a legislative committee.

For a large western combination utility, he participated in a major l8~month effort to
provide the client with an integrated planning and rate case management system. His
specific responsibilities included assisting in the design and integration of electric and
gas energy demand forecasts, peak load and load shape forecasts,and forecasts of the
impacts of conservation and load management programs .

On behalf of two West Coast utilities, Dr. I-Iieronymus testified 'ut a needs certification
hearing for a major coal-fired generation complex concerning the economics of the
facility relative to competing sources of power, particularly unconventional sources and
demand reductions .

For a major Midwestern utility, Dr. Hieronymus headed a team that assisted senior
management in devising its strategic plans, including examination of such issues as
plant reiinrbishmentdife extension strategies, impacts of increased competition, and
available diversification opportunities .

which replacement power cost exceeded the costs that would have occurred but for the
shutdown.

Charles
River .
Associates
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Dr. I-Iieronymus assisted a large state-owned European electricity company in
evaluating the impacts of the 1997 EU directive on electricity that inter alia requires
retail access and competitive markets for generation. The assignment included advice
on the organizational solution to elements of the directive requiring a separate
transmission system operator and the business need to create a competitive marketing
function.

For Iberdrola, the largest investor-owned Spanish electricity company, he assisted in
development of their proposal for a fundamental reorganization of the electricity sector,
its means of compensating generation and distribution companies, its regulation, and

For the Magyar Villamos Muvek Troszt, the electricity company of Hungary, Dr.
Hieronymus developed a contract 'riamework to link the operations of the different
entities of an electricity sector in the process of moving from a cemrtitalized command-
and-control system to a decentralized, corporatized system.

For the OECD he performed a study of energy subsidies worldwide and the impact of
subsidy elimination on the environment, particularly on greenhouse gases.

For the European Bank for Reconstruction and Development, he performed analyses of
least-cost power options and evaluated the return on a major investment that the Bank
was considering for a partially completed nuclear plant in Slovakia. Part of this
assignment involved developing a forecast of electricity prices, both in Eastern Europe
and for potential exports to the West.

He assisted this same utility in its defense against a hostile takeover, including
preparation of its submission to the Cabinet Minister who had the responsibility for
determining whether the merger should be referred to the competition authority.

He assisted one of the Regional Electricity Companies in England and Wades in the
1993 through 1995 regulatory proceedings that reset the price caps for its retailing and
distribution businesses. Included in this assignment was consideration of such policy
issues as incentives for the economic purchasing of power, the scope of price control,
and the use of comparisons among companies as a basis for price regulation. Dr.
Hieronymus's model for determining network refurbishment needs was used by the
regulator in determining revenue allowances for capital investments.

Dr. Hieronymus also has consulted on the separate reorganization and privatization of
the Scottish electricity sector. Part of his role in that privatization included advising the
larger of the two Scottish companies and, through it, the Secretary of State on all
phases of the restructuring and privatization, including the dratting of regulations, asset
valuation, and company strategy.

Dr. Hieronymus assisted four of the regional electricity companies in negotiating equity
ownership positions and developing the power purchase contracts for a 1,825 megawatt
combined cycle gas station. He also assisted clients in evaluating other potential
generating investments including cogeneration and non-conventional resources.

Charles
River
Associates
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TARIFF DESIGN METHODOLOGIES
AND POLICY ISSUES

WILLIAM H. HIERONYMUS 4 Page 6

Dr. Hieronymus participated in a series of studies for the National Grid Company of
the Unit°ed Kingdom and for ScottishPower on appropriate pricing methodologies for
transmission, including incentives for efficient investment and location decisions .

For aU.S.utility client, he directed an analysis oftime-differentiated costs based on
accounting concepts. The study required selection of rating periods and allocation of
costs to time periods and within time periods to rate classes.

For a task force representing the Treasury, electricity generating, and electricity
distribution industries in New Zealand, Dr. Hieronymus undertook an analysis of
industry structure and regulatory alternatives for achieving the economically efficient
generation of electricity. The analysis explored how the industry likely would operate
under alternative regimes and their implications for asset valuation, electricity pricing,
competition, and regulatory requirements .

For the electric utility company of the Republic of Leland, he assessed the likely
economic benefit of building an interconnector between Eire and Wales for the sharing
of reserves and the interchange of power.

On behalfof large continental electricity company, Dr. Hieronymus analyzed the
proposed direMves from the European CoMMission on gas and electricity transit (open
access regimes) and on the internal market for electricity. The purpose of this
assignment was to forecast likely developments in the structure and regulation of the
eleMcity sector in the common market and to assist the client in understanding their
implications.

At the request of the Ministry of Power of the USSR, Dr. Hieronymus participated in
the creation of a seminar on electricity restructuring and privatization. The seminar
was given for 200 invited Ministerial staff and senior managers forthe USSRpower
system. His specific role was to introduce the requirements and methods of
privatization. Subsequent to the breakup of the Soviet Union, Dr. Hieronymus
continued to advise both the Russian energy and power ministry and the government-
owned generation and transmission company on restructuring and market development
issues.

Dr. I-Iieronymus contributed extensively to a project for the Ukrainian Electricity
Ministry, the goal of which was to reorganize the Ukrainian electricity sector and
prepare it for transfer to the private sector and the altuaction of foreign capital. The
proposed reorganization is based on regional electric power companies, linked by a
unified central market, with market-based prices for electricity.

the phasing out of subsidies. He also has assisted the company in evaluating generation
expansion options and in valuing offers for imported power.

Charles
River
Associates
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For the White House Sub-Cabinet Task Force on the future of the electric utility
industry, Dr. Hieronymus co-directed a major analysis of "least-cost plamhig studies"
and "low-growth energy futures." That analysis was the sole demand-side study
commissioned by the task force, and it formed an important basis for the task force's
conclusions concerning the need for new facilities and the relative roles of new
construction and customer side-of-the-meter programs in utility planning.

For the commissioners of a public utility commission, Dr. Hieronymus assisted in
prepaxaudon of briefing papers, lines of questioning, and proposed findings of fact in a
generic :ante design proceeding.

For DOE, he developed an analysis of automatic adjustment clauses currently
employed by electric utilities. The focus of this analysis was on efficiency incentive
effects.

For a state utilities commission, Dr. I-Iieronymus assessed its utilities' existing
automatic adjustment clauses to determine their compliance withPURPAand
recommended modifications .

For the EEl Utility Regulatory Analysis Program, he co-authored an analysis of the
DOE position on the purposes of the Public Utilities Regulatory Policies Act (PURPA)
of 1978. The report focused On the relationship between those purposes and cost-of-
service and ratemaldng positions under consideration in the generic hearings required
by PURPA.

For private utility clients, Dr. I-Iieronymus assisted in the preparation both of their
comments on draft FERC regulations and of their compliance plans forPURPA
Section 133.

For the Edison Electric Institute (EED, he prepared a statement of the industry's
position on proposed federal guidelines regarding fuel adjustment clauses. He also
assisted EEl in responding to the U.S. Department of Energy (DOE) guidelines on cost-
of-service standards.

On behalf of a group of cogenerators, Dr. I-Iieronymus tiled testimony before the
Energy Select Committee of the UK Parliament on the effects of prices on cogeneration
development.

For the EPRI-NARUC Rate Design Study, he developed a methodology for designing
optimum cost-tracking block rate structures.

For EPRI, Dr. I-Iieronymus directed a study that examined the effects oftime-of-day
rates on the level and pattern of residential electricity consumption.

Charles
River
Associates
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For an East Coast gas utility, Dr. I-Iieronymus testified with respect to sales forecasts
and provided consulting assistance in improving the models used to forecast residential
and commercial sales.

For a Midwestern electric utility, he provided consulting assistance 'm improving the
client's load forecast, and testified in defense of the revised forecasting models.

For EPRI, he authored a study of electricity demand and load forecasting models. The
study surveyed state-of~the-art models of electricity demand and subjected the most
promising models to empirical testing to determine their potential for use in long~term
forecasting.

For several state regulatory commissions, Dr. Hieronymus has consulted in the
development of service area-level forecasting models of electric utility companies .

For DOE, he directed development of an independent needs assessment model for use
the capabilities

required for independent forecasting by state commissions and provided a forecasting
model for their interim use.

by state public utility commissions. This major study developed

For a large eastern utility, Dr. Hieronymus developed a load forecasting model
designed to interface with the utility's revenue forecasting system-planning functions .
The model forecasts detailed monthly sales and seasonal peaks for a 10-year period.

Charles
River
Associates

OTHER STUDIES PERTAINING TO
REGULATED AND ENERGY COMPANIES

In a number of antitrust and regulatory matters, Dr. Hieronymus has performed
analyses and litigation support tasks. These cases have included Sherman Act Section
I and 2 allegations, contract negotiations, generic rate hearings, ITC hearings, and a
major asset valuation suit. In a major antitrust case, he testified with respect to the
demand for business telecommunications services and the impact of various practices
on demand and on the market share of a new entrant. For a major electrical equipment
vendor, Dr. Hieronymus testified on damages with respect to alleged defects and
associated iitaud and warranty claims. In connection with mergers for which he is the
market power expert, Dr. Hieronymus is assisting clients in responding to the Hart-
Scott4Rodino requests issued by the Antitrust Division of the U.S. Department of
Justice. In an arbitration case, he testified as to changed circumstances affecting the
equitable nature of a contract. In a municipalizaition case, he testified concerning the
reasonable expectation period for the supplier of power and transmission services to a
municipality.

For a private client, Dr. Hieronymus headed a project that examined the feasibility and
value of a major synthetic natural gas project. The study analyzed both the future
supply costs of alternative natural gas sources and the effects of potential changes in
FPC rate regulations on project viability. The analysis was used in preparing contract
negotiation strategies .

.'¢_' r
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William Hieronymus has consulted extensively to managements of electricity and gas
companies, their counsel, regulators, and policymakers. His principal areas of concentration are
the stnlcture and regulation of network utilities and associated management, policy, and
regulatory issues. Dr. Hieronymus has spent the last thirteen years working on the remucturing
and privatization futility systems in theU.S. and internationally. In this context he has
assisted the managements of energy companies on corporate and regulatory strategy, particularly
relating to asset acquisition and divestiture. He has testified emensively on regulatory policy
issues and on market power issues related to mergers and acquisitions. In his twenty-plus years
of consulting to this sector, he also has performed a number of more specific functional tasks,
including selecting investments, determining procedures for contracting with independent power
producers, and assisting in contract negotiation, tariff formation, demand forecasting, and fuels
market forecasting. Dr. I-Iieronymus has testified frequently on behalf of energy sector clients
before regulatory bodies, federal courts, and legislative bodies in the United States and United
Kingdom. He has contributed to numerous projects, including the following:

WILLIAM H.

Ph.D.
M.A.
B.A.

Dr. Hieronymus has addressed a number of conferences on such issues as market power, industry
restructuring, utility pricing in competitive markets, international developments in utility
structure and regulation, risk analysis for regulated investments, price squeezes, rate design,
forecasting customer response to innovative rates, intervenor strategies in utility regulatory
proceedings, utility deregulation, and utility-related opportunities for investment bankers.
Prior to rejoining CRA in June 2001, Dr. I-Iieronymus was a Member of the Management Group
at PA Consulting, which acquired Hauler Bailly, Inc. in October 2000. He was a Senior Vice
President of Hagler Bailly. In 1998, Hauler Bailly acquired Dr. Hieronymus's former employer,
Putnam, Hayes & Bartlett, Inc. He was a Managing Director at PI-IB. He joined PI-IB in 1978 .
From 1973 to 1978 he was a Senior Research Associate at CRA. Previously, he served as a
project director at Systems Technology Coiporation and as an economist while serving as a
Captain in the U.S. Army

HIERONYMUS - Vice President
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•

For the U.S. Environmental Protection Agency (EPA), he was the principal investigator
in a series of studies that forecasted future supply availability and production costs for
various grades of steam and metallurgical coal to be consumed in process heat and
utility uses.

For an industrial client considering development and marketing of a total energy
system for cogeneration of electricity and low-grade heat, Dr. Hieronymus developed
an estimate of the potential market for the system by geographic area. ,

Economics, University of Michigan
Economics, University of Michigan
Social Science, University of lowa

Charles
River
Associates
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ELECTRICITY SECTOR STRUCTURE, REGULATION, AND
RELATED MANAGEMENT AND PLANNING ISSUES
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U.S. Market Restructuring Assignments

As part of large planning and analysis team, Dr. I-Iieronymus assisted a Midwest
utility in developing an innovative proposal for electricity industry restructuring. This
work formed the basis for that utility's proposals in its state's restructuring proceeding.

For a coalition of independent generators, he provided aiiidavits advising FERC on
changes to the rules under which the northeaster U.S. power pools operate.

For the New England Power Pool (NEPOOL), Dr. I-Iieronymus examined the issue of
market power in connection with NEPOOL's movement to market-based pricing for

and ancillary services. He also assisted the New England utilities in
preparing their market power mitigation proposal. The main results of his analysis
were incorporated in NEPOOL's mark power filing before FERC.

energy, capacity,

For several utilities seeking merger approval, Dr. I-Iieronymus has prepared and
testified to market power analyses a FERC and before state commissions. He also has
assisted in discussions with the Antitrust Division of the Department of Justice and in
responding to information requests. The mergers on which Dr. Hieronymus has
testified include both electricity mergers and combination mergers involving electricity
and gas companies. Among the major mergers where he has testified are Sempla,
Xcel, Echelon, AEP-CSW, Dynergy-Illinois Power, Con Edison-Orange and Rockland,
Dominion-CNG, Nisource-Consolidated Natural , Eon~LG&E and Nyseg_RG&E.

For utilities andpowerpools engaged in restructuring activities, he has assisted in
examining various facets ofproposed reforms. Such analysis has included features of
the proposals affecting market efficiency and those that have potential consequences
for market power. Where relevant, the analysis also has examined the effects of
alternative reforms on the client's Enanciad performance and achievement of other
objectives.

For utilities seeldng to sell or purchase generating assets, Dr. Hieronymus has provided
analyses concemii market power in support of submissions under sections 203 and
205 of the Federal Power Act and analyses required bystateregulatory commissions.

Dr. Hieronymus serves as an advisor to the senior executives of an electric utility on
restructuring and related regulatory issues, and he has worked with senior management
in developing strategies for Mping and adapting to the emerging competitive market
in electricity. As a part of this general assignment, he has testified regarding regulatory
filings with state agencies, evadualtion of potential acquisitions, and aspects of internal
restructuring,

Dr. I-Iieronymus advised on the formation of Transco in response to FERC's Order
2000. His primary role was to advise on the concepts and details of market design.

Charles
River
Associates
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He assisted a bidder in determining the commercial terms of plant purchase offers as
well as assisting clients in assessing the regulatory feasibility of potentiad acquisitions
and mergers.

Dr. Hieronymus has testified in state securitization and stranded cost quantification
proceedings, primarily in forecasting the level of market prices that should be used in
assessing the iiuture revenues and the operating contribution earned by the owner of
utility assets in energy and capacity markets. The market price analyses are tailored to
the specific featuresof the market in which a utility will operate and refer
transmission-constrainedtrading over a wide geographic area. He also has testified in
rebuttal to other parties' testimony concerning stranded costs, and has assisted
companies in internal stranded cost and asset valuation studies.

He was the primary valuation witness on behalf of western utility in an arbitration
proceeding concerning the value of a combined cycle plant coming off lease that the
utility wished to purchase.

Dr. Hieronymus has contributed substantially to projects dealing with the restructuring
of the California electricity industry. In this context he also is a witness 'm California
and FERC proceedings on the subject of market power and mitigation.

Charles
River
Associates
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Other U.S. Utility Engagements

•

•

In connection with nuclear generating plants nearing completion, he has testified in
Pennsylvania, Louisiana, Arizona, Illinois, Missouri, New York, Texas, Arkansas,New
Merdco, and before the Federal Energy Regulatory Commission regarding plant-in-
service rate cases on the issues of equitable and economically efficient treatment of
plant costs for tariff-setting purposes, regulatory treatment of new plants in other
jurisdictions, the prudence of past system planning decisions and assumptions,
performance incentives, and the life-cycle costs and benefits of the units. In these and
other utility regulatory proceedings, Dr. Hieronymus and his colleagues have provided
emnensive support to counsel, including preparation of interrogatories, cross-
examination support, and assistance in writing briefs.

For utilities engaged in nuclear plant construction, Dr. Hieronymus has performed a
number of highly confidential assignments to support strategic decisions concerning
the continuance of construction. Areas of inquiry included plant cost, financial
feasibility, power marketing opportunities, the impact of potential regulatory treatments
of plant cost on shareholders and customers, and evaluation of offers to purchase
partially completed facilities .

For an easter Pennsylvania utility that so&lered a nuclear play shutdown due to NRC
sanctions relating to plant management, he filed testimony regarding the extent to

On behalf of utilities in the states of Michigan, Massachusetts,New York, Maine,
Indiana, Pennsylvania, New Hampshire,andIllinois, he has submitted testimony in
regulatory proceedings on the economics of completing nuclear generating plants that
are currently under construction. I-lis testimony has covered the likely cost of plant
completion, forecasts of operating performance, and extensive analyses of the impacts
of completion, deferral, and cancellation upon nantepayers and shareholders .

For an East Coast electricity holding company, Dr. Hieronymus prepared and testified
to an analysis of the logic and implementation issues concerning utility-sponsored
conservation and demand-management programs as alternatives to new plant
construction.

He has made numerous presentations to U.S. utility managements regarding the U.K.
electricity system and, for senior U.S. utility managements, has an~anged meetings with
executives and regulators in the U.K.

Dr. I-Iieronymus was a co-developer of a market simulation package tailored to region-
speciiic applications. He and other senior personnel have conducted numerous multi-
day training sessions using thepackage to help utility clients in educating management
regarding the consequences of wholesale and retail deregdation and in developing the
sldlls necessary to succeed in this environment.

Dr. Hieronymus has contributed to the development of several benchmarking analyses
for U.S. utilities. These have been used in work with clients to develop regulatory
proposals, set cost reduction targets, restructure internal operations, and assess merger
savings.

Charles
River
Associates
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U.K. Assignments
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During the preparation for privatization, Dr. Hieronymus assisted several individual
U.K. electricity companies 'm understanding the evolving system, in developing use of
system tariffs, and in enhancing technical capabilities 'm power purchasing and
contracting. He continued to advise a number of clients, including regional companies,
power developers, large industrial customers, and fmanciad institutions on the U.K.
power system for a number of years after privatization.

Following promulgation of the white paper that established the general liamework for
privatization of the electricity industry 'in the United Kingdom, Dr. I-Iieronymus
participated extensively in the task forces charged with developing the new market
system and regulatory regime. His work on behalf of the Electricity Council and the
twelve regional councils focused on the proposed regulatory regime, including the price
cap and regulatory formulas, and distribution and transmission use of system tariffs.
He was an active participant in industry-government task forces charged with creating
the legislation, regulatory iiamework, contracts, and mies of the pooling and
settlements system. He also assisted the regional companies in the valuation of initial
contract offers from the generators, including supporting their successful refusal to
contra for the proposednuclear power plants that subsequently were canceled as
being non-commercial .

For a major combination electric and gas utility, he directed the adaptation of a
financial simulation model for use in resource planning and evaluation of conservation
programs.

For two Midwestern utilities, Dr. I-Iieronymus prepared an analysis of intervenor-
proposed modifications to the utilities' resource plans. He then testified on their behalf
before a legislative committee.

For a large western combination utility, he participated in a major 18-month effort to
provide the client with an integrated planning and rate case management system. His
specific responsibilities included assisting in the design and integration of electric and
gas energy demand forecasts, peak load and loadshape forecasts, and forecasts of the
impacts of conservation and load management programs.

On behadfoftwo West Coast utilities, Dr. Hieronymus testified in a needs certification
hearing for a major coal-tired generation complex concerning the economics of the
facility relative to competing sources of power, particularly unconventional sources and
demand reductions .

For a major Midwestern utility, Dr. I-Iieronymus headed a team that assisted senior
management in devising its strategic plans, including examination of such issues as
plant refUrbishment/life extension stlactegies, impacts of increased competition, and
available diversification opportunities .

which replacement power cost exceeded the costs that would have occurred but for the
shutdown.

Charles
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For Iberdrola, the largest investor-owned Spanish electricity company, he assisted in
development of their proposal for a fundamental reorganization of the electricity sector,
its means of compensating generation and distribution companies, its regulation, and

For the Magyar Villamos Muvek Trosgt, the electricity company of Hungary, Dr.
Hieronymus developed a contra Eramework to link the operations of the different
entities fan electricity sector' in the process of moving from a centralized command-
and-control system to a decentralized, corporatized system.

For the OECD he performed a sandy of energy subsidies worldwide and the impact of
subsidy elimination on the environment, particularly on greenhouse gases.

For the European Bank for Reconstruction and Development, he performed analyses of
least-cost power options and evaluated the return on a major investment that the Bank
was considering for a partially completed nuclear plant in Slovakia. Part of this
assigmnent involved developing a forecast of electricity prices, both in EastemEurope
and for potential exports to the West.

Dr. I-Iieronymus assisted a large state-owned European electricity company in
evaluating the impacts of the 1997 EUdirective on electricity that inter alia requires
retail access and competitive marks for generation. The assignment included advice
on the organizational solution to elements of the directive requiring a separate
transmission system operator and the business need to create a competitive marketing
function.

He assisted this same utility in its defense against a hostile takeover, including
preparation of its submission to the Cabinet Minister who had the responsibility for
determining whether the merger should be referred to the competition authority.

He assisted one of the Regional Electricity Companies in England and Wales in the
1993 through 1995 regulatory proceedings that reset the price caps for its retailing and
distribution businesses. Included in this assignment was consideration of such policy
issues as incentives for the economic purchasing of power, the scope of price control,
and the use of comparisons among companies as a basis for price regulation. Dr.
I-Iieronymus's model for determining network reMbishment needs was used by the
regulator in determining revenue allowances for capital investments .

Dr. Hieronymus also has consulted on the separate reorganization and privatization of
the Scottish electricity sector. Part of his role in that privatization included advising the
larger of the two Scottish companies and, through it, the Secretary of Starve on all
phases of the restructuring and privatization, including the drafting of regulations, asset
valuation, and company strategy.

Dr. Hieronymus assisted four of the regional electricity companies in negotiating equity
ownership positions and developing the power purchase contracts for a 1,825 megawatt
combined cycle gas station. He also assisted clients in evaluating other potemltid
generating investments including cogeneration and noh-conventional resources.

Charles
River
Associates
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TARIFF DESIGN METHODOLOGIES
AND POLICY ISSUES
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Dr. Hieronymus participated in a series of studies for the National Grid Company of
the United Kingdom and for SoottisliPower on appropriate pricing methodologies for
transmission, including incentives for efficient investment and location decisions .

For aU.S. utility client, he directed an analysis oftime-differentiated costs based on
accounting concepts. The study required selection of rating periods and allocation of
costs to time periods and within time periods to rate classes.

For a task force representing the Treasury, electricity generating, and electricity
distribution industries in New Zealand Dr. I-Iieronymus undertook an analysis of
industry structure and regulatory alternatives for achieving the economically efficient
generation of electricity. The analysis explored how the industry likely would operate
under alterative regimes and their implications for asset valuation, electricity pricing,
competition, and regdatory requirements .

For the electric utility company of the Republic of Ireland, he assessed the likely
economic benefit ofbmlding an intercormector between Eire and Wales for the sharing
of reserves and the interchange of power.

On behalf of a large continental electricity company, Dr. Hieronymus analyzed the
proposed directives from the European Commission on gas and electricity transit (open
access regimes) and on the internal market for electricity. The purpose of this
assignment was to forecast likely developments in the structure and regulation of the
electricity sector in the common market and to assist the client in understanding their
implications .

At the request of the Ministry of Power of the USSR, Dr. Hieronymus participated in
the creation of a seminar on electricity restructuring and privatization. The seminar
was given for 200 invited Ministerialstaff and senior managers for the USSR power
system. His specific role was to introduce the requirements and methods of
privatization. Subsequent to the breakup of the Soviet Union, Dr. I-Iieronymus
continued to advise both the Russian energy and power ministry and the government-
owned generation and transmission company on restructuring and market development
issues.

Dr. I-Iieronymus contributed extensively to a project for the Ukrainian Electricity
Ministry, the goal of which was to reorganize the Ukrainian electricity sector and
prepare it for transfer to the private sector and the attraction of foreign capital. The
proposed reorganization is based on regional electric power companies, linked by a
unified central market, with market-based prices for electricity.

the phasing out of subsidies. He also has assisted the company in evaluating generation
expansion options and in valuing offers for imported power.

Charles
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SALES FORECASTING METHODOLOGIES
FOR GAS AND ELECTRIC UTILITIES
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For the White House Sub-Cabinet Task Force on the future of the electric utility
industry, Dr. Hieronymus co-directed a major analysis of "least-cost planning studies"
and "low-growth energy futures." Thant amadysis was the sole demand-side study
commissioned by the task force, and it formed an important basis for the task force's
conclusions concerning the need for new facilities and the relative roles of new
construction and customer side-of-the-meter programs in utility planing.

For the oommissionems of public utilitycommission, Dr. I-Iiaouxynntusassisted in
pmepanltionofbriedingpapers, lines of questioning,
generic late design proceeding.

For DOE, he developed an analysis of automatic adjustment clauses currently
employed by electric utilities. The focus of this analysis was on efficiency incentive
effects.

For a state utilities commission, Dr. Hieronymus assessed its utilities' existing
automatic adjustment clauses to determine their compliance withPURPAand
recommended modifications .

For the EEl Utility Regulatory Analysis Progriam, he co~authored an analysis of the
DOE position on the purposes of the Public Utilities Regulatory Policies Act (PURPA)
of 1978. The report focused on the relationship between those purposes and cost-of-
service and ratemaking positions under consideration in the generic hearings required
by PURPA.

For private utility clients, Dr. I-Iieronymus assisted in the preparation both of their
comments on draft FERC regulations and of their compliance plans forPURPA
Section 133.

For the Edison Electric Institute (EEl), he prepared a statement of the industry's
position on proposed federal guidelines regarding fuel adjustment clauses. He so
assisted EEl in responding to the U.S. Department of Energy (DOE) guidelines on oost-
of-service standards.

Oh behalf of a group of cogenerators, Dr. I-Iieronymus filed testimony before the
Energy Select Committee of the UK Parliament on the effects of prices on cogeneration
development.

For theEPRI-NARUC Rate Design Study, he developed a methodology for designing
optimum oosvtraclcing block rate structures.

For EPRI, Dr. Hieronymus directed a study that examined the effects oftime-of-day
rates on the level and pattern of residential electricity consumption.

and proposed findings of fact in a

.1.

Charles
River
Associates



084

1

OTHER STUDIES PERTAINING TO
REGULATED AND ENERGY COMPANIES
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In a number of antitrust and regulatory matters, Dr. Hieronymus has performed
analyses and litigation support tasks. These cases have included Sherman Act Section
1 and 2 allegations, contract negotiations, generic rate hearNrgs, ITC hearings, and a
major asset valuation suit. In a major antitrust case, he testified with respect to the
demand for business telecommunications services and the impact ofvarious practices
on demand and on the market share of a new entrant. For a major electrical equipment
vendor, Dr. Hieronymustestifiedon damages with respect toallegeddefects and
associated riaud and warranty claims. In correction with mergers for which he is the
market power expert, Dr. Hieronymus is assisting clients in responding to the Hart-
Scott-Rodino requests issued by the Antitrust Division of the U.S. Department of
Justice. In an arbitration case, he testified as to changed circumstances affecting the
equitable nature of contract. In a municipalization case, he testified concerning the
reasonable expectation period for the supplier of power and transmission services to a
municipality.

For a private client, Dr. I-Iieronymus headed a project that examined the feasibility and
value of a major synthetic nalturd gas project. The study analyzed both the flexure
supply costs of alternative natural gas sources and the effects of potential changes in
FPC rate re atiomls on project viability. The analysis was used in preparing contract
negotiation strategies.

For an East Coast gas utility, Dr. Hieronymus testified with respect to sales forecasts
and provided consulting assistance in improving the models used to forecast residential
and commercial sales.

For a Midwestern electric utility, he provided consulting assistance in improving the
client's load forecast, and testified in defense of the revised forecasting models.

For EPRI, he authored a study of electricity demand and load forecasting models. The
sandy surveyed state-of~the-art models of electricity demand and subjected the most
promising models to empirical testing to determine their potential for use in long-term
forecasting.

For several state regulatory commissions, Dr, I-Iieronymus has consulted in the
development of service area-level forecasting models of electric utility companies .

For DOE, he directed development of an independent needs assessment model for use
by state public utility commissions. This major study developed the capabilities
required for independent forecasting by state commissions and provided a forecasting
model for their interim use.

For a large easter utility, Dr. I-Iieronymus developed a load forecasting model
designed to intert81ce with the utility's revenue forecasting system-planning functions .
The model forecasts detailed monthly sales and seasonal peaks for a l0-year period.

,
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Dr. Hieronymus has addressed a number of conferences on such issues as market power, industry
restructuring, utility pricing in competitive markets, international developments in utility
structure and regulation, risk analysis for regulated investments, price squeezes, rate design,
forecasting customer response to innovative rates, intervenor strategies in utility regulatory
proceedings, utility deregulation, and utility-related opportunities for investment bankers.
Prior to rejoining CRA in June 2001, Dr. I-Iieronymus was a Member of the Management Group
at PA Consulting, which acquired Hagler Bailly, Inc. in October 2000. He was a Senior Vice
President of Hagler Bailly. In 1998, Hagler Bailly acquired Dr. Hieronymus's former employer,
Putnam, Hayes & Bartlett, Inc. He was a Managing Director at PHB. He joined PHB in 1978.
From 1973 to 1978 he was a Senior Research Associate at CRA. Previously, he served as a
project director at Systems Technology Corporation and as an economist while serving as a
Captain in the U.S. Army

WILLIAM H. HIERONYMUS l Page 18

For the U.S. Environmental Protection Agency (EPA), he was the principal investigator
in a series of studies that forecasted iiiture supply availability and production costs for
various grades of steam and metallurgical coal to be consmned in process heat and
utility uses.

For an industrial client considering development and marketing of a total energy
system for cogeneration of electricity and low-grade heat,Dr. Hieronymus developed
an estimate of the potential market for the system by geographic area.

Charles
River
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Potential Imports TTC 51 New Capacity al
Minimum (Trc or

New Capacity)
TIC into APS
Arizona
California
Colorado
New Mexico

Total:

8 .943
5,110

15,483
2,059
1,162

8.943 23,814 8.943

'F

Exhibit No. WHH-8
SMA Screen for APS Control Area

Summer 2003

Inside Generation
PWEC and Affiliated Generation

pwEc (owned) "
pwEc (contracts) 2*

MW Key

Subtotal: pwcc

5,751
820

6,571 [A]

Merchant Capaclfy (owNer)
Gila River 1 -4 (panuafreco)
Desert Basin (Reliant)

2.080
510

2,590Subtotal: Merchant Capacity

Existing Capacity (excludes PWEC a!'!FHiated capacity)
Four Corners
Navajo

1 .258
1 .935
3.193Subtotal: Existing Capacity at Jointly-Owned Urzlts

subtotal: Non-PWEC Internal Generation 5,783 [B]

Total Local Generation' 12,354 {C}={A}+{B}

Imports :v 8.943 [DI

Available Supply 21.297 [E] = ICE +{D)

Peak Control Area IAPS) Load 6,127 IFS'

Supply Margin 15,170 [GF{-'51-IF)

Can Load be Met without PWEC Capacl ? Y e s mA1<{G1 ?

Non-PWEC Affiliated Generation In Excess of Load 8,599 [EI .IA) u [F]

(or, [GI -(AI)

Notes:
-s

2: Includes 480 MW PacifiCorp purchase and 340 MW purchase from SRP.

Eu Import `lTc into APS system was reduced by APS' share of Palo Verde and Redhawk.

4! APS peak load forecasts is for 2003 (from 2000 FERC Form 714 filings).

' 'ITC value consists Of 11,089 MW of TTC, less 2,148 MW to account for APS' shoe d P lo Verde and Redhawk.

5' New Capacity estimates from WSCC Proposed Generation Database (http:h'www.energy.ca.govlelectricityAvscc__proposed_generation html.) and

ht1p:llwww.cc.state.az.uslutility/electricfGen020051Fjds1808.pdf

Only units categorized as Operation I, Under construction, or Regulatory approval received.
and with on-line dates prior to summer 2003 are included in totals from WSCC Database.
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