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TESTIMONY OF JACK E. DAVIS
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-00000A-02-0051)

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”).

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.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS GENERIC
PROCEEDING?

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 of jurisdictional authority over pricing as befween this Commission

and the Federal Energy Regulatory Commission (“FERC”).
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WILL APS PRESENT OTHER WITNESSES?

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.

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

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.

SUMMARY

PLEASE PROVIDE A SUMMARY OF YOUR TESTIMONY.

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 generaﬁon by electric utilities to

subsidiaries or other affiliated entities has been a common part of industry

-2.
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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.

TRANSFER OF APS GENERATION TO PWEC

DO THE ELECTRIC COMPETITION RULES DISCUSS THE ISSUE OF
DIVESTITURE OF GENERATION ASSETS TO AN AFFILIATE?

Yes. In Decision No. 61969 (September 29, 1999) the Commission reaffirmed

the 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:
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All conipetitive 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 Staff’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 Electric Power successfully argued for a
third option — divestiture to an Arizona affiliate. See A.A.C. R14-2-1615.
That provision was later reaffirmed in Decision No. 61272 (December 11,

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

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
consideration of the Electric Competition Rules in 1996. Unlike the 50%
competitive bidding requirement, divestiture was fully subject to the review and
comment process of Arizona rulemaking — not 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.

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:

[the] separation of monopoly and competitive services by the
mcumbent Affected Utilities must take place in order to foster
development of a competitive market in Arizona

-4-
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the requirement that competitive generation assets and
Competitive Services be segarated to an unaffiliated party
or to a separate corporate affiliate or affiliates, will
provide greater protection against cross-subsidization
than would separation to a subsidiary.

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

- DO THE ELECTRIC COMPETITION RULES IMPOSE ANY DUTIES

OR RESTRICTIONS ON THE TRANSFEREE(S) OF DIVESTED
ELECTRIC GENERATION?

No.

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 ... the creation
by APS or its parent of new corporate affiliates . . . and
the transfer thereto of APS’ generation assets ...

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

Inits 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.”

Decision No. 61973 at 10.

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

Agreement:

The Commission has determined that allowing the Generation

-5-
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Assets to become “eligible facilities,” within the meaning of
Section 32 of the Public Utility Holding Company Act (“PUHCA”),
and owned by an APS EWG [“Exempt Wholesale Generator™]
affiliate (1) will benefit consumers, (2) is in the public interest,

and (3) does not violate Arizona law.

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 Appéals stated:

The agreement requires APS to divest its generation assets by December
31, 2002, and requires the Commission approve the formation of an APS
affiliate to acquire those assets at book value. [Opinion at § 8.]

Section 6.1 [of the Settlement] makes the Commission a party to the
agreement, and section 6.2 precludes the Commission from taking or
proposing any action inconsistent with the agreement and requires the
Commission to actively defend it. [Opinion at § 33.]

The general rule, however, is that a contract that extends beyond 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 contract does not involve personal services for
Commission members. The [settlement] contract can therefore bind

future commissions. [Citation omitted.] [Emphases supplied.] [Opinion

at [ 3%]
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Q. WASDIVESTITURE 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.

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 TO PWEC?

Yes. These include:

1) forming PWEC and subsequently obtaining a financial credit
rating (contingent upon transfer of the APS generating assets)
for PWEC from 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;

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

10) 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
obligation 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




expensive proposition and will significantly increase the divestiture-related

~ expenditures incurred by APS to date.

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

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.

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

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.

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.

ARE DIVESTITURE AND COMPETITIVE BIDDING UNDER RULE
1606(B) LINKED?

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

-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.

AFFILIATE RULES AND CODE OF CONDUCT

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 of the Arizona utility and even the acquisition or
divestiture of a financial interest in such affiliate

Rule 804 — Requires prior approval of specific transactions
between the utility and any affiliate; requires affiliates to make
books and records available to the Commission

Rule 805 — Requires annual report on affiliates and affiliated transactions
as well as future business plans of the holding company and affiliates

Rule 806 — Allows waivers of Affiliate Rules if “in the public interest”

-10-
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DID THE COMMISSION ALSO ADDRESS AFFILIATE |
TRANSACTIONS IN INDIVIDUAL ORDERS PRIOR TO THE
ENACTMENT OF COMPREHENSIVE AFFILIATE RULES?

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 imprudent.

DO SOME OR ALL THE MERCHANT PLANT INTERVENORS 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 electric utility affiliates.

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 intervenors
exist.

DOES APS PRESENTLY HAVE IN EFFECT A CODE OF CONDUCT
GOVERNING ITS RELATIONS WITH VARIOUS AFFILIATES?

It has both a Commission-approved Code Qf Conduct and a FERC-approved
Code of Conduct. Below is a brief description of the origin and purpose of each

of fhese Codeé of Conduct:

-11-




The Commission-approved Code of Conduct is in accordance with Rule 1616 of
the Electri‘c Competition Rules and represented a Staff-APS joint proposal.
Subsequent to the Code of Conduct’s approval in Decision No. 62416 (April 3,
2000), the Company submitted Policies & Procedures (“P&P”) to implement the
Code of Conduct, which were in turn reviewed by Commission Staff for

conformity with the requirements of Decision No. 62416.

The FERC Code of Conduct is intended to protect captive customers from
subsidizing unregulated or competitive activities. The Standards of Conduct
prevent discriminatory access to both physical facilities and network
information. See Re Pinnacle West Capital Corp., 95 FERC 961,300 at 62,026
(2001).

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?

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.” I will concede that most, but not all
these entities, have FERC Codes of Conduct and are subject to FERC’s

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

- Commission concemns is an issue for the Commission to determine in this or

some later proceeding.

-12-
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THE JURISDICTIONAL ISSUE

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 Rule 1615 to the Electric-Competition 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.

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?

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 1606(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 sﬁpports

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

of Arizona consumers.

CONCLUSION

DO YOU HAVE ANY CONCLUDING REMARKS?
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, Corhmission involvement would also have
been extended to encompass before-the-fact review and approval.

DOES THAT CONCLUDE YOUR INITIAL WRITTEN TESTIMONY IN
THIS GENERIC PROCEEDING?

Yes, 1t does.

-14-
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APPENDIX A

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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BEFORE THE ARIZONAI2CORFORATIONSOMMISSION

CARL J. KUNASEK | DOCKETED

MRVIN 0CT 06 1999
-COMMISSIONER )

WILLIAM A. MUNDELL ' DOCKETED BY
COMMISSIONER 4 QQ{

IN THE MATTER OF THE APPLICATION OF
ARIZONA PUBLIC SERVICE COMPANY FOR
APPROVAL OF ITS PLAN FOR STRANDED
COST RECOVERY.

IN THE MATTER OF THE FILING OF ARIZONA
PUBLIC SERVICE COMPANY OF UNBUNDLED

DOCKET NO. E-01345A-98-0473

DOCKET NO. E-01345A-97-0773

TARIFFS PURSUANT TO A.A.C. R14-2-1601 £T

SEQ.
IN THE MATTER OF COMPETITION IN THE DOCKET NO. RE-00000C-94-0165
PROVISION OF ELECTRIC SERVICES '
THROUGHOUT THE STATE OF ARIZONA. DECISION NO. (b [ q 23____
| ~ OPINION AND ORDER
DATES OF HEARING: July 12, 1999 (pre-hearing conference) July 14, 15, 16,

PLACE OF HEARING:
PRESIDING OFFICER:
IN ATTENDANCE:

APPEARANCES:

19, 20, and 21, 1999

Phoenix, Arizona

Jerry L. Rudibaugh

Carl J. Kunasek, Chairman
Jim Irvin, Commissioner. . . .

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

Mr. C. Webb Crockett and - Mr. Jay Shapiro,
FENNEMORE CRAIG, on behalf of Cyprus Climax
Metals, Co., ASARCO, Inc., and Arizonans for Electric
Ch01ce & Competmon .

Mr. Scott S. Wakefield, Chief Counsel, and Ms. Karen

“Nally on behalf of the Residential Utility Consumer .} -
Office;

.Ms. Betty Pruitt on behalf of the Arizona Community

Actxon Association;

Mr.. Txmothy Hovan on behalf of the Arizona

~ Consumers Counc11
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Mr. Robert S. Lynch on behalf of the Anzona
Transmission Dependent Utility Group, ‘

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

Mr. Douglas C. Nelson, DOUGLAS C. NELSON, P.C,,
on behalf of Commonwealth Energy Corporation;

Mr. Lawrence V. Robertson, Jr., MUNGER &
CHADWICK, and Ms. Leslie Lawner, Director
Government Affairs on behalf of Enron Corporation,
" and Mr. Robertson on behalf of PG&E Energy Services;

Mr. Lex J. Smith, BROWN & BAIN, P.A,, on behalfof |

Illinova Energy Partners and Sempra Energy Trading;

Mr. Randall H. Wemer, ROSHKA, HEYMAN &
DeWULF, P.L.C,, on behalf of NEV Southwest'

Mr. Norman Furuta on behalf of the Department of the
Navy;

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

Mr. Christopher C. Kempley, Assistant Chief Counsel
and Ms. Janet F. Wagner, Staff Attorney, Legal Division
on behalf of the Utilities Division of the Arizona
Corporation Commission.
BY THE COMMISSION:
On December 26, 1996, the Arizona Corporation Comrrﬁssion.(“CornmissiOn”) in Decision
No. 59943 enacted A.A.C. R14-2-1601 through R14-2-1616 (“Rules” or “Electric Competition
Rules”).
On June 22, 1998, the Commission issued Decision No. 60977, the Stranded Cost Order
which required each Affected Utlhty to file a plan for stranded cost recovery.

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

‘Jto the Rules on an emergency basis.

On Auoust 21, 1998 Arizona Public Servnce Company (“APS”) filed its Stranded Costs plan.’
On November 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. On November 25, 1998, the Commission issued
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Decision No.' 61259 which established an expedited procedural schedule for evidentiary hearings on
the Staff Settlement Proposal. | | |

On November 30, 1998, the Arizona Attorney General’s Office, in association wfth numerous
other parties, filed a Verified Petition for Special Action and Writ of Mandamus with the Arizona
Supreme Court. (“Court”™) regarding the Commission’s November 25, 1998 Procedural Order,
Decision No. 61259. . The Attomey: General sought a Stay of the Commission’s consideration of the
Staff Settlement Proposal witﬁ APS and Tucson Electric Power Company (“TEP™).

On December 1, 1998, Viée Chief Jusﬁce Charles J. Jones granted a Motion for Immediate
Stay of the Procedural Order. On D‘ecemvb'e,r 9, 1998, the Commission Staff filed a notice with the
Supreme Court that the Staff Settlement Proposai had been withdrawn from Commission
consideration. . |

On April 27, 1999, the Commission issued Decision No. 61677, which m_odiﬁed Decision No.
60977. On Mayv 17, 1999, APS _ﬁled with the Commission a Notice éf Filing, Application for

Approval of Settlement Agreement (;‘Settlement” or “Agreement”) ' and Request for Procedural

Order.

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

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

Phoenix, Arizona. .APS, Cypfus Climax Metals, Co., ASARCO, Inc.,VArizo'nans for Electric Choice

& Competition (“AECC”), Residential Utility C'ohsumer Office (“RUCO”), the Arizona Community
Action Association (“ACAA”), vthe ;'Arizona Consumérs Council, the Arizona Transmission
Dependent Utility Groﬁp, the Arizona Utility Investors Association, Enron Corporation, PG&E
Energy Services, Illinova Enef'gy Partners, Sempra Energy Trading, NEV Southwgst, the Department

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

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

Service Company, 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.

3 .DECISIONNYO.[VZ 4915
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(“Commonwealthf’) and Staff of the Commission appeared through cdunsel. Evidence was presénted
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
Commission. In addition, a post-hearing briefing schedule was established with‘ simultaneous briefs
filed on August 5, 1999. |

DISCUSSION

Introduction
The Settlement provides for rate reductions for residential and business customers; sets the
amount, method, and recovery period of stranded costs that APS can collect in customer charges;
establishes unbundled rates; and provides that APS will separate its generating facilities,‘ which will
operate in the competitive market, from its distribution system, which will continue to be regulated.
According to APS, the Settlement was the product of months of hard fxegotia_._tions with
various customer groups. APS opined that the Settlement provides many clear benefits to customers,

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

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

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

. Ensuring stability and certainty for both bundled and unbundled rates;

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

4 Providing for the divestiture of generation and competitive services by APS in a cost-
- effective manner;
. Removing the specter of years of hnganon and appeals 1nvolvmg APS and

Commission over competmon-related 1ssues;
*  Continuing support for a regional ISO and the AISA;
i Continuing support for low income programs; and

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

4 DECISION NO. (p / 9 3
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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, thé Settlement
was executed by the AECC, a coalltlon of commercial and mdustnal customers and trade
associations. AECC opmed that since residential and non-residential customers have agreed to the
Settlement, the “public interest” has been served. AECC-mdxcated 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 Settlément and not allow Energy Service Providers

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

Legal Issues:

- The Arizona Consumers Council (“Consumers Council”) opined that the Agreement was not
legal because: 1) thérc was no full rate proceedingz; 2) Section 2.8 of thé Agreement violates
AR.S. Section 40-246, regarding Commission initiated rate reductio_ns;. and (3) the Agreement
illegally binds future Commissioﬁs. According to the Consumers Council, the Commission does not
have evidence to supporf a ﬁnding that the rates proposed in the Agreement are just and reasdnable;
that the rate base proposed is proper; and asserted the proposed adjustment clause can not be
established outsuie a general rate case. |

Staff argued that the Commission in Decision No. 59601, dated April 26, 1996, has
previously determined just. and}reasonable rates foxj APS which must be charged until changed i in 2
rate préceeding. According id Staff, 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 ratés. Staff opined that fhe Commission has routinely, and
lawfully, appréved rates for new services outside of a raté case. Further, Staff asserted that the rates
proposed in the Settlefnent are directly related to a coinplete financial review. Staff indicatéd that the
Consumers Council has provided no contrary information and should not be allowed to collaterally
attack Decision No. 59601. .

- APS afgued that no determination of fair value rate base (“FVRB”), fair value rate of return

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

s -pEcisioNNo./,/ 973
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(“FVROR?”), or other financial analysis is legally necessary to justify current APS rate levels, allow |

the introduction of a new service, or to evaluate a series of voluntary rate decreases. In spite of that,
APS did provide information to support a FVRB of $5,195,675,000 and FVROR of 6.63 percent. No
other party presented evidence in support of a FVRB or FVROR. Staff suppdrted APS.

| We concur with Staff and APS. The Consumer§ Council has provided no legal authority that
a full rate proceeding is necessary in order to adopt a rate reduction or rates for new servicés.
Further, pursuant to thé Arnzona Constitution, the Commission has jurisdiction over ratemaking
matters. We also find that notice of the application and hearing was provided and that APS has
provided sufficient financial information to support a finding of FVRB and FVROR. Lastly, this
Commission can clearly bind future Commissions as a result of its Decision. However, as later

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

‘Shopping Credit

One of the most contentious issues in the hearing was the level of thé “shopping credit.” The
“shopping credit” is the difference bétween the customer’s Standard Offer Rate and the Direct Access
Rate available to customers who take service from ESPs. The ESPs generally argued that the
Séttlement’s “shopping credits” were not sufficient to allow alnew entrant to make a proﬁt.‘ AECC
opined thé.t such an argument was nothing more than a request to increase ESP’s profits.

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

'imi)acting'the stranded cost recovery amount of $350 million. Under Staff’s proposal, the increased

“shopping credit” would be offset by reducing the competitive transition charge (“CTCs”). Fur_ther,
Staff recommended that any stranded costs not collected could simply be deferred and collected after
2004, |

- The AECC expert testified that the “shopping credit” under the Agreement was superior to the
“Shopping Credit” in the Staff Seﬁlément rProposal as well as the one offered to SRP’s customers.
APS argued that. arﬁﬁcially 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

6 | pecisionno.(p /9 73
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40kW to 200 kW customer group’, APS showed an average‘ margin on the “shopping credit” of over
8 mils per kWh or a 23 percent markup over cost. APS asserted that the test for a reasonable
“shopping credit” “should not be whether all ESPs can profit on all APS customers all 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 hi ghér “shopping giedits”.‘
Metering and BilllingCred.its

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

Several of the ESPs and Staff argued that these credits should be based upon embedded costs and not
decremental costs. APS responded that such a result could cause them to lose revenues since its costs
would only go down by the decremental amounts. Stqff‘ testified that the Cofnpany would not lose
significant income if it used embedded costs since it would free up resources to service new
customers. | | |

We concur. The proposed credits for meteﬁhg‘, meter kreading 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 wo.uld stymie the competitive market for these services. As a result, we find the approval
of the Settlement should be conditivon'ed upon the use of Staff’ s propbséd credits for .meten'ng, meter
reading, and billing. o | |
Proposed One-Year Advance Notice .Re‘guirement:

Section 2.3 provides that

“Customers greater than 3MW who chose a direct access supplier must give APS one
_year’s advance notice before being eligible to retumn to Standard Offer service.”

- [emphasis added] |
Several parties expressed concerns that the one-year notice requirement to return to Standard
Offer service would create a deterrent to load switching by large industrial, institutional and

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

Represents over 80 percent of the general service customers for competitive access in phase one. v
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.

7 | _DECISIONNO.(&/ 913
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customer as é condifion to its return.

We agree that APS needs to have some protection from customers leaving the system when
market prices are low ‘and jumping back on Standard Offer rates when market prices go up. The
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
submit substitute language on this issue. -

Section 2.8

Several of the parties expressed concern that Section 2.8 of the Agreement allows APS to seek
rate increases under specified conditions. . Additionally, as previously discussed, the Consumers
Council opined that Section 2.8 violated A.R.S. Section 40-246. Staff recommended the Commission
condition approval of .the Agreement on Section 2.8 being amended to iﬁclude language that the
Commission or Staff may commence rate change procgedings under conditions paralleling those
provided to the utility, including response to petitions submitted under A.R.S. § 40-246.

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

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

- Neither the Commission nor APS shall be prevented from seeking or
authorizing a change in unbundled or Standard Offer rates prior to July 1,
2004, in the event of (a) conditions or circumstances which constitute an
emergency, such as an inability to finance on reasonable terms, or (b)
material changes in APS’ cost of service for Commission-regulated
services resulting 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 1, 2004.

Section 7.1
The Consumers Council opined that there was language in the Agreement which would
illegélly 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: o - ' -

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

8  pEcisionno. (, / 973
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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.

Staff recommended the Commission not approve Section 7.1.

We share Staff’s 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 provieion 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 poi'tion 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, vﬂ;e will direct the parties and .Staff to file witl_;in 10 days, a revised Section 7.1 cor_xsistent with
the Commission’s discussions herein and subsequenﬂy approved by this Commission. .

Generation Afﬁllate
Section 4.1 of the Agreement provides the following:

4.1  The Commission will approve the formation of an affiliate or affiliates of APS

to acquire at book value the competitive services assets as currently required by the

Electric Competition Rules. In order to facilitate the separation of such assets

~ efficiently and at the lowest possxble 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 authonzed for compliance with A.A.C. R14-2-1606(B).

Related to Section 4.1 is Section 2.6(3) which allows APS to defer costs of forming the generatlon
affiliate, to be collected beginning July 1, 2004. .

| Aceording to NEV Southwest, APS indicated that it intends to establish a generation affiliate
under Pinnacle West, not under APS. Further, that APS intends to procure generation for standard
offer customers from the wholesale generation market as provided for in the Electric Competition
Rules. Additionally, it was N’EV Southwest’s understanding that the affiliate generation company
could bid for the APS standard offer load under an affiliate FERC tariff, but there would be no
vautomatic privilege outside of the merket bid. NEV Southwest euppons the aforementioned concepts
and recommended they be explicitly stated in the Agreement.

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

9 pECIsIoNNO. (, /.9 1.3
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NEYV Southwest. Power for Standard Offer Service will be acquired In a manner consistent with the

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

costs related to formation of a new generation affiliate pursuant to the Electric Competition Rules.
We also recognize the Company is making a business decision to transfer the generation assets to an

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

[ of stranded costs® in the Settlement should also apply to the costs of forming the new generation

affiliate. Accordingly, Section 2.6(3) should be modified to reflect that only 67 percent of those costs
to transfer generation assets to an affiliate shall be allowed to be deferred for future collection.
Some parties were concerned that Sections 4.1 and 4.2 provide in effect that the Commission

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

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

Commission ‘fetain the right to review and approve or reject any proposed financing Mgements. In
addition, some parties expressed concern that APS has not definitively described the assets it will
retain and which it will transfer to an affiliate. ' _ -
We share the concems that the non-competitive portion of APS not subsidize the spun-off
competitive assets thrbﬁgh an unfair financial arranéement. We want to make it clear that the
Commission will closely scrutinize the capital structure of APS at its 2004 rate case and make any
necessary adjustments. The Commission supports and authérizes the transfer by APS_th an'afﬁliate

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

no later than December 31, 2002. However, W:ekWilltf\eqUiréih‘e Company to provide the Commission | -

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

transfer, at least thirty days prior to the actual transfer. The Commission reserves the right to verify
whether such specific assets are for the provision of generation and other competitive electric
services or whether there are additional APS assets that should be so transferred.

Unbundled Rates

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

Agrecmcni to not recover $183 million out of a claimed $533 million.

10 DECISIONNO.( 2 1923
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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-service

Y. 66

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 suc.h a process.
would result in signiﬁcant rate increases for many customers. | |

AECC asserted that a full rate case would result in additional months/years of delay with
continued drain of resources by all interested entities. | |

The ESPs asserted that the hill format proposed hy APS is misleadingand too complex. In
general, the ESPs desired a bill format that would allow customers to easily compare Standard Offer
and Direct Access charges in order to make an informed decision. As a result, APS was directed vto
cxrculate an Informational Unbundled Standard Offer Bill (“Bill”) to the parties for comments.
Subsequent to the hearm«7 a Bill was circulated to the parties for comments to- determine what
consensus could be reached on its format. In general, there was little dispute with the format of the
Bill. However PG&E and Commonwealth dlsagreed with the underlying cost allocatxonv
methodologles Enron was concerned that the Bill portrayed the Standard Offer to be more sunphstxc
than the Direct Access portion of the Bill. Enron proposed a bill format that would clearly 1dent1fy
those services which are available from an ESP. Based on comments from RUCO and Staff, APS
made general revisions to the proposed Bill.

We find the APS Attachment AP-1R, second revised dated 8/16/99 provides sufficient
information in a conc1se manner to enable customers to make an informed choice. (See Attachment
No. 2 herein). However, we find the Enron breakdown into a Part 1 versus Parts 2 and 3 will further
help educate customers as to choice. We will direct APS to further revise its Bill to have aPart1as
set forth by the Enron breakdown We believe Parts 2 and 3 can be combined for sxmphclty.

We concur thh APS that it is not necessary to file a revised cost-of-service study at this time.
The proposed Standard Offer rates contained in the Settlement are based on existing tariffs approved
by this Commission. Further, we concur with AECC that a full rate case with a revised cost-of-

serv1ce study would result in months/years of additional delay. Lastly, the Standaxd Offer rates as

. pecisionNo. (1 9 173
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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 of Conduct

There were concemns expressed that APS would be writing its own Code of Conduct.
Subsequently, APS did provide a copy of ifs proposed Code of Conduct to the parties for comment.
Several parties also expressed concern that any Code of Conduct would not cover the actions of a
single company during the two-year delay for transferring generation assets. |

Based on the above, we will direct APS to file with the Commission no later than 30 days of
the date of this Decision, its interim Code of Conduct. We wiil direct APS to file its revised Code of

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

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

generation assets so that APS doesn’t give itself an undue advantage over the ESPs. All parties shall
have 60 days fr-om the date of this Decision to prm_ride their comments to APS regarding the revised
Code of Condubt. APS shall file its final proposed Code of Conduct within 90 days of the date of this
Decision. Subsequently, within 10 days of filing the Code of Cohd_uct, the Hearing Division shall
establish a procedﬁta_l sche&ule to hear the fnatter. . . v |

Section 2.6(1)

Pursuant to the Agreement, the Commission shall approve an adjustment clause or clauses
which arnong other things would provide for a purchased power adjustor (“PPA”) for service after
July 1, 2004 for Standard Offer bbligations. Part of the justification for the PPA was the fact that
these costs would ibe ‘outside of the Company’s control. |

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

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

Section 2.6(1) with the undefstanding that the Commission can eliminate the PPA once the 1.

Commission has provided reasonable notice to the Company.

2. DECISIONNO.O/'CI’75
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Requested Waivers

" Section 4.3 of the Agreement would automatically act to exempt APS and its affiliates from
the apphcation of a wide range of provisions under A.R.S. Title 40. In addition, under Section 4.5 of
the Agreement, Commission approval without modification will act to grant certain waivers to APS
and its affiliates of a variety of the provisions of the Commission’s affiliate interest rules (A.A.C.
R14-2-801 , et seq.), and the rescission of all or portions of certain prior Commission decisions.

Staff recommended that the Commission reserve its approval of the requested statute waivers
until such time as their applicability can be evaluated on an industryéwide basis, rather than providing
a blanket exemption for APS aild its affiliates. Additionally, Staff recommended that the
Commission not waive the applicability of A.A.C. R14-2-804(A), in order to preserve the regulatory
authority needed by the Commission to justify approving Exempt Wholesale Generator (“EWG”)
status for APS’ generation afﬁhate |

| | We concur with Staff Accordingly, the requested statutory waivers shall not be granted by
this Decnsmn Those waivers will be considered in an mdustry—\mde proceeding to be scheduled at
the Commxssmn s earliest convemence The requested waivers of affiliate interest rules and
resc1551on of prior Commission decisions shall be granted except that the provisions of AAC R14-

2-804(A) shall not be waived.

ANALYSIS/SUMMARY

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

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

A. Prov1de the Affected Utilities a reasonable opportunity to collect 100 percent of their-

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

C. Accelerate the collection of stranded costs into as short of a transition penod as
possible consistent with other obj ectives,

D. Minimize the stranded cost unpact on customers remaining on the standard offer;

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

T L DECISIONNO.Lp/Q'?j
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F. Have full generation competition as soon as possible.
The Commission also recognized in Decision No. 60977 that the aforementioned objectives
were in conflict. Part of that conflict is reflected in the following language extracted from

Decision No. 60977:

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 Califomia 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.

Decision No. 61677 modified Decision No. 60977 and allowed each Affected Utility to chose from
five options. |

With the mod.iﬁcations contained herein, we find the overall Settlement satisfies the
objectives set forth in Decision Nos. 60977 and 61677. We believe the Settlement will result in an
orderly process that will have real rate reductions® during the transition period to a competitive

generation market. The Settlement allows every APS customer to have the immediate opportunity to

benefit from the change in market structure while maintaining reliability and certainty of dehvery
Further the Settlement in conjunction with the Electric Rules will provide every APS customer with
a choice in a reasonable timeframe and in an orderly manner. If anything, the Proposed Settlement
favors customers over cempetitors in the short run since APS has agreed to reductions in rates
totaling 7.5 percent’. T}us Commission supports competition in the generation market because of
increased benefits to customers, inciuding lower rates and greater choice. While some of the
potential competitors have argued that higher “shopping credits” will result in greater choice, we find
that a higher shopping credit would also mean less of a rate reduction for APS customers. We find

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

6
There have been instances in other states where customers were told they would receive rate decreases which

were then offset by a stranded cost add-on.
Pursuant to Decision No. 59601, dated Apnl 24, 1996 0.68 percent of that decreasc would have occurred on July

1, 1999.

14 pECISIoNNO. [,/ 973
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rate reductions while maintaining a relatively short transition period for collection of stranded costs,
followed shortly thereafter with a full rate case. At that point in time the collection of stranded costs
will be completed and unbundled rates can be modified based upon'an updated cost study.
% * . % * % % * v % L sk
Having considered the entire record herein ’and being fully advised in the premises, the
Commission finds, éoncludes, and orders that: ’

FINDINGS OF FACT

1. APS is certificated to provide electric service as a public service corporation in the
State of;Arizona.

2. Decision No. 59943 enacted R14-2-1601 through.-1616, the Retail .Electn'c
Competition Rules. B

3. Following a hearing on generic issues related to stranded costs, the Commission issued
Decision No. 60977, dated June 22, 1998.

4, Decision No. 61071 adopted the Emergency Rules ona permanent“basis.

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

6. On November 5, 1998, APS filed the Staff Settlement Proposal.

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

8. Decision No. 61259 established an vexpt'advit'ed' broéedu’ral schedule for evidentiary

hearings on the Staff Settlement Proposal.
9. The Court issued a Stay of the Commissidn’s corisjderation of the Staff Settlement
Proposal.
| 10. " Staff withdrew the Staff Settlement Proposal from Commission consideration.
11.  OnMay 17, 1999, APS filed its Settlement requesting Corh’mission.approval.

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

July 14, 1999.

13.  Decision No. 61311 (January 11, 1999) stayed the effectiveness of the Emergency
Rules and related Decisions; and ordered the Hearing Division to conduct further proceedings in this

Docket.
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14.  In Decision No. 6_16321 (April 23, 1999), the Commission adopted modifications to
R14-2-201 through-207, -210 and 212 and R14-2-1601 through -1617.

15.  Pursuant to Decision No. 61677, dated April 27, 1999, the Commission modlﬁed
Decxslon No. 60977 whereby each Affected Utility could choose one of the following options: (a)
Net Revenues Lost Methodology; (b) Divestiture/Auction Methodology; (c) Financial Integn'ty

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

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

of Commission Orders adopting the Competition Rules and related Stranded Cost Decisions (the
“Outstanding Litigation”). |
17. Pursuant to Decision No. 61677, APS, RUCO, AECC, and ACAA entered into the
Settlement to resolve numerous issues, including stranded costs and unbundled tariffs.
18.  The difference between market based prices and the cost of regulated power has been
generally referrcd to as stranded cdsts. |
| 19.  Any stranded cost recovery methodology must balance the interests of the Affected
Utilities, ratepayers, and the move toward competition. | » ‘
' 20.  All current and future customers of the Affected Utilities should pay their fair-share of
_stran.ded costs. |
21. Pursuant to the terms of the Settlement Agreement, APS has agreed to the
modlﬁcatxon of its CC&N in order to implement competitive retail access in its Service Terntory
22.  The Settlement Agreement provides for competitive retail access in APS’ Service
Territory, establishes rate reductions for all APS customers, sets a mechanism for stranded cost
recovery, resol?es contentious litigation, and fherefore, is in the public interest and should’ be
approved. |

23.  The information and formula for rate reductions contained in Exhibit AP-3 Appended

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

| 24. ‘RUCO, ACAA, and AECC  collectively, represent residential and non-residential_

customers. -

25.  According to AECC, the Agreement results in higher shopping credits than in the S"faff

16 . DECISIONNO. (,1973 |
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Settlement Proposal as well as those offered by SRP.

26.  The decremental approach for metering and billing will not provide sufficient credits
for competitors to compete.

27. Pursuant to the Settlement, customers will receive substantial rate reductions without
the necessity of a full rate case. | |

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

29.  ESPs that have been certificated have shown more of an interest in servingllyarger
business customers than residential customers

30. It is not in the public or customers’ interests to forego guaranteed Standard Offer rate
reductions in order to have a higher shopping credit.

31. The Settlcment will permit competition in a timely and efficient manner and insure all
customers benefit duriné the transition period. | N

32.  Based on the evidence presented, the FVRB and FVROR of APS is determined to be
$5,195,675,000 and 6 63 percent, respectively.

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

reasonable and in the public interest.

CONCLUSIONS OF LAW

1. The Affected Utilities are public service corporations within the meaning of the
Arizona Constitution, Article XV, under A.R.S. §§ 40-202, -203, -250, -321, -322,-331, -336, -361, -
365, -367, and under the Arizona Revised Statutes, Title 40, generally.

2. The Commission has jurisdiction over the Affected Utilities and of the subject matter
contained herein. |

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

4. : The Settlement Agreement as modified herein isvjust and reasonable and in the public

interest and should be approved.

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

in the Settlement Agreement.

6. APS’ CC&N ‘should be modified in order to permit competitive retail access in APS’

17  pecisionno. (o /923




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

CC&N service territory.
7. The requested statutory waivers should not be granted at this time. A proceeding
should be commenced to consider statutory waivers on an industry-wide basis. The other waivers

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

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

ORDER
IT IS THEREFORE ORDERED that the Settlement Agreement as modified herein is hereby
approved and all Commission findings, approvals and authorizations requested therein are hereby
granted. | |
IT IS FURTHER ORDERED that Arizona Public Service Company’s CC&N is hereby
modified to permit competitive retail access consistent with this Decision and the Competition Rules.
IT IS FURTHER ORDERED that within 30 days of the date of this Decision, Arizona Public
Service Company shall file a proposed Code of Conduct fof Commission approval.
| IT IS FURTHER ORDERED that Arizona Public Service Company shall file a revised

Settlement Agreement consistent with the modifications herein.

g " DECISIONNO. [, / 97.3
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IT IS FURTHER ORDERED that within ten days of the date the proposed Code of Conduct

tis filed, the Hearing Division shall issue a Procedural Order setting a .procedural schedule for

}consideration of the Code of Conduct.
IT IS FURTHER ORDERED thaf this Decision shall become effective immediately.
BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

THA}KVIAN- . o COMMISSIONER ~ COMMISSIONER

IN WITNESS WHEREOF. I, BRIAN C. McNEIL, Executive
Secretary of the Arizona Corporation Commission, have
" hereunto set my hand and caused the official seal of the
Commyjssion to be afﬁ}fed at the Capitol, in the City of Phoenix,

this b day of Thithel., 1999.

DISSENT
JLR:dap

LR DECISIQNNO.(ﬂ/ ?73




LV T A V> B S )

O W NN O

10
11
12
13
14
15
16
17
18
19

- 20

21
22
23
24
25
26
27

OR

SERVICE LIST FOR: . ARIZONA PUBLIC SERVICE COMPANY

DOCKET NOS.:. E-01345A-98—0473, E-01345A-97-0773 and RE-
. , 00000C-94-0165 :

Service List for RE-00000C-94-0165

Paul A. Bullis, Chief Counsel
LEGAL DIVISION

1200 W. Washington Street’
Phoenix, Arizona 85007

Utilities Division Director

ARIZONA CORPORATION COMMISSION
1200 W. Washington Street

Phoenix, Arizona 85007
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ATTACHMENT 1

SETTLEMENT AGREEMENT
May 14, 1999

This settlement agreement ("Agreement”) 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.

INTRODUCTION

In Decision No. 59943, dated December 26, 1996, the Arizona Corporation
Commission (“ACC” or the "Commission") established a "framework” for introduction of
competitive electric services throughout the territories of public service corporations in
Arizona in the rules adopted in A.A.C. R14-2-1601 er seq. (collectively, “Electric Competition
Rules” as they may be amended from time to time). The Electric Competition Rules
established by that order contemplated futire 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 times and are
currently stayed pursuant to Decision No. 61311, dated January 5, 1999. During this time,
APS, Commission Staff and other interested parties have participated in a number of
proceedings, workshops, public comment sessions and individual negotiations in order to -
" further refine and develop a restructured utility industry in Arizona that will provide
meaningful customer choice in a manner that is just, reasonable and in the public interest.

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

Specifically, the Parties believe the Agreement is in the public interest for the
following reasons. First, 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 functions. Third, economic development and the environment will

| ‘D.'E‘CI_SION> NO. /0/6) 23
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benefit through guaranteed rate reductions and the continuation of renewable and energy
efficiency programs. Fourth, 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. Fifth, 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 already
been raised in the courts and before the Commission. Absent approval by the Commission 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 for herein.
The other Parties 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.

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

TERMS OF AGREEMENT

ARTICLEI
IMPLEMENTATION OF RETAIL ACCESS

1.1. The APS distribution system shall be open for retail access on July 1,
1999; provided, however, that such retail access to electric generation and other competitive
electric services suppliers will be phased in for customers in 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, ﬁlmcr with the Commission.

_ 1.3, The Parties acknowledge that APS’ ability to offer retail access is

contingent upon numerous conditions and circumstances, a number of which are not within the
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to
modify the terms of retail access to account for such factors, and they further agree to address
such matters in good faxth and to cooperate in an effort to propose joint resolutxons of any such
matters. .

=4
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. 1.4, APS agrees to the amendment and modification of its Certificate(s) of
Convenience and Necessity to permit retail access consistent with the terms of this Agreement.
The Commission order adopting this Agreement shall constitute the necessary Commission
Order amending and modifying APS’ CC&Ns to permit retail access consistent with the terms
of this Agreement. '

ARTICLE I
RATE MATTERS

: 2.1.  The Company’s unbundled rates and charges attached hereto as Exhibit A
will be effective as of July I, 1999. The Company'’s presently authorized rates and charges shall
be deemed its standard offer (“Standard Offer”) rates for purposes of this Agreement and the
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled
service components to the extent required by 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. - C o ' '

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

: 24. Unbﬁndled rates shall be reduced in the amounts and at the dates set
forth in Exhibit A attached hereto upon the filing 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 filing changes to its tariffs or terms and conditions of service which are not
inconsistent with its obligations under this Agreement. '

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

3
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' will provide full and timely recovery beginning July 1, 2004, of the reasonzble and prudent
“costs of the following:

(1)  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 resort” customers;

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

(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; and

4) Commission-approved system benefit programs 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. -

By June 1, 2002, APS shall file an application for an adjustment clause or clauses, together
with a proposed plan of administration, and supporting 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 Commission 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 June 30, 2003, APS shall file a general rate case with prefiled
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 the event of (a) conditions or circumstances which '
constitute an emergency, such as the inability to finance on reasonable terms, or (b) material
changes in APS’ cost of service for Commission regulated services resulting from federal, tribal,

=Y
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o 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. _

‘ ARTICLE II
REGULATORY ASSETS AND STRANDED COSTS -

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

' 32 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. |

3.3. The Parties agree that APS should not be allowed to recover
$183 million pet 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 in
Section 2.6(3). ‘

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 in accordance with’ '
- Schedule C of Exhibit A attached hereto. '

3.5. Neither the Parties nor the Commission shall take any action that would

diminish the recovery of APS’ stranded costs Ot 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
CORPORATE 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 APS a two-year extension of time until

/}/\.’-\/)
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| Decémber 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
constitute 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 iterns 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 obtain such approvals, consents or waivers.

4.3. Pursuant to A. R S. § 40-202(L), the Commission's approval of this
Acreement shall exempt any competitive service provided by APS or its 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, 40-251, 40-285, 40-301, 40-302, 40-303, 40-321, 40-322, 40-331,
40-332, 40-334, 40-365, 40-366, 40-367 and 40-401.

4.4. APS’ subsidiaries and affiliates (including APS’ parent) may take
advantaoe of competitive business opportunities in both energy and non-energy related
businesses by.establishing such unregulated affiliates 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
Arizopa. 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”) status from the Federal Energy
Regulatory Commission, for the purposes of acquiring and owning Generation
Assets. -

The Commission has determined that allowing the Generation Assets to 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 benefit consumers, (2) is in the public interest, and (3) does not violate
Arizona law.

DECISIéN Nb.’ [p /973
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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.

APS will purchase any electric energy from its EWG affiliate at market based
rates. This Commission has determined that (1) the 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 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 certain
waivers to APS and its affiliates (including its parent) of the Commission’s existing affiliate
interest rules (A.A.C. R14-2-801, ef 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 IV. ' ' :

* ARTICLE V
WITHDRAWAL OF LITIGATION

-~ 5.1.  Upon receipt of a final order of the Commission approving this
Agreement that is no longer subject to judicial review, APS and the Parties shall withdraw with
prejudice all of their various court appeals of the Commission’s competition orders. ‘

ARTICLE VI
APPROVAL BY THE COMMISSION

6.1. This Agreement shall not become effective until the issuance of a final
Commission order approving this Agreement without modification on or before August 1,
1999. In the event that the Commission fails to approve this Agreement without modification
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw
from this Agreement and shall thereafter not be bound by its provisions; provided, however,
~ that if 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. FParties so withdrawing shall be free to pursue

7 -
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their respective positions without prejudice. Appro{'al of this Agreement by the Commission
shall make the Commission a Party to this Agresment 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 VI
MISCELLANEOUS MATTERS

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
Comopetition 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
* potwithstanding the pendency of a legal challenge to the Commission’s approval of this
Agreement, unless such implementation and enforcement is stayed or enjoined by a 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 and subject 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 upon by any other Party .
in any fashion as precedent or otherwise in any other proceeding before this Commission or
any 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. This Agreemént represents an atterript to coinpromise and settle disputed
claims regarding the prospective just and reasonable rate levels, and the terms and conditions

8
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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 Actxon Partnership (which includes weatherization, facility repair and replacement,
bill assistance, health and safety programs and energy education) in an annual amount of at
least $500,000 through July 1, 2004. Additionally, the Company will, subject to Commission
approval, continue low income rates E-3 and E-4 under their current terms and conditions.

7.6. APS shall actxvely 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. :

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-affiliate relationships involving APS as a utility distribution company. APS shall
voluntarily comply with this Interim Code of Conduct until the Comumission approves a code of
conduct for APS in accordance with the Electric Competition Rules that is concurrently
effective with codes of conduct for all 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.

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 Pames agree and recommend that the Commission schedule public
- meetings and hearings for consideration of this Agreement. The filing of this Agreement with

the Commission shall be deemed to be the filing of a formal 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

NTATCOTYTANT ATH /- /O 7 2



Exhibit A
. 5/10/99
o . DA-R1
LECTRIC DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XCXX
" Phoenix, Arizona Tariff or Schedule No. DA-R!
Filed by: Alan Propper Criginal Tanff

Title: Direvior, Pricing and Regulation ESzctive: XOCK XX 1999

DIRECT ACCESS
RESIDE? SERVICE

AVAIL ABILITY

This rate schedule is available in all certificatad retail delivery service territory served by Company and where facilities of adequate capacity and the
required phase and suitable voltage are adjacent to the premises served.

APPLICATION

This rate schedule is applicable to customers receiving electric energy on 3 direzt access basis from any ==rtificated Electric Service Provider (ES?)
as deSoed i AAC. R14-2-1603. This rate schedule is applicable only to eleceric delivery required for residential purposes in individual private dwellings and
in indivicually metered aparunents when such service is supplied at one point of delivery and measured through ane meter. For thase dwellings and aparunents
where zlectic service has historically been measured through two meters, when one of the meters was installed purstiant to a water heating or space heating rate
schedule no longer in effect, the electric service measured by such meters shall be combined for billing purposes,

This rate schedule shall become effective as defined in Company’s Terms and Conditioas for Direct Acs=ss (Schedule #10.)

TYPE OF SERVICE

Service shall be single phase, 60 Hertz, at ooe standard voltage (1207240 or 1207208 as may be selestad by customer subject ta availability at the
customer's premise). Three phase service is furnished under the Company's Conditions Governing Extensions of Elecwric Distribution Lines and Services
(Schedule =3). Transformation equipment is included in cost of extension. Three phase service is required for moters of 2n individual rated capacity of 7-1/2
Y NG REME)

All customers sh:ﬂ comply with the terms and conditions for load profiling or'hourly metering specified in Schedule 310,

MON Y8
The monthly bill shall be the greater of the amount computed under A or B. bcioW. ncluding the applicable Adjustments.
A RATE '

May - October Biiling Cycles (Summer):

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

Basic . Ccmpctitive
Delivery System Traasition
. Service Distribution Benefits Charge
Simonth 310.00 :
All kWh $0.04158 $0.00115 $0.00930
November - April Billing Cycles (Winter):
Basic Competitive
Delivery System Transition
Service Distribution Benefits Charge
S/month - $10.00 : .
All kWh $0.03518 $0.00115 $0.00930
B MINTMUNM $ 10.00 per month

DECISION NO. Mj_
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DA-R1
A.C.C. No. 30CX
Page20of2
ADJUSTMENTS
1. Whea Metering, Meter Reading or Consolidated Billing sre provided by the Customer’s ES?, the monthly bill will be credited a3
follows: '
Meter $1.30 per month
Meter Reading $0.30 per month
Billing $0.30 per month

2. The monthly bill is also subject to the applicable proportioaste part of any taxes, or governmental impositions which are or may in A
the futsre be assessed oa the basis of grass revenues of the Campany sad/or the price or rzvenue from the electric service sold and/or

the volume of energy delivered or purchased for sale and/or sold hercunder.

SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customers served under this raze schedule are-responsible for acquising their own generation and any other required competitively supplied services
fom an ESP. The Company will provide and bill its transmission 2nd ancillary servicss on rales agproved by the Federal Energy Regulatory Commissionto
the Scheduling Coordinator who provides tansmission service ta the Customer’s ESP. The Customer’s ESP musst submit a Direct Access Service Request
pursuant to the terms and conditions in Schedule #10.

QN-SITE GENERATION TERMS AND CONDITIONS .

Customers served under this rate schedule who have on-site generation connected to the Company’s clestrical delivery grid shall enter into an
Agrecment for lnterconnection with the Company which shall establish all pertinent details related to inter ection and other required service standards. The
Customer does not have the option to s<ll power and energy to the Company under this tariff : o

RMS AND CONDITIONS

This rate schedule is subject to the Company’s Terms and Canditions for Standard Offer and Direct Access Services (Schedule #1) and Schedule
#10. These schedules have provisions that may. affect customer”s monthly bill. _ :

P N R L
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Exhibit A
5/10/99
‘ DA-GS1
ELECTRIC DELIVERY RATES ,
ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. X0CKX
Phoenix, Arizona Tartff or Schedule No. DA-GS!
Filed by: Alan Propper Original Tariff
Title: Director, Pricing and Regulation - Effective; XXX XX 1999

DIRECT ACCESS
GENERAL SERVICE

AVAILABILITY

This rate schedule is availabie in all certificated retail delivery service temitory served by Company at all points where facilities of adequate capacity
and the required phase and suitable voitage are adjacent o the premises served. '

APPLICATION

This rate schedule is applicable to customers recsiving electric energy on a direct access basis from any certificated Electric Service Provider (ESP)
as defined in A A.C. R142-1603. This rate schedule is applicable to alf eleciric servics required when such servics is supplied at one point of delivery and
measured through one meter, For those customers whose electricity is delivered through mars than one meter, servics for each meter shall be computed
separately under this rate unless conditions in accordance with the Compaay's Schedule #4 (Totalized Metering of Multiple Service Entrancs Sections Ata
Single Premise for Standard Offer and Dirsst Acgess Servics) are met. -For thase service locations wherz electric servics has historically been measured through
two meters, when one of the meters was installed pursuant to 2 water heating rate schedule no longer in effect, the electric service measursd by such meters shall .
be combined for billing purposes.

This rate schedule shall become effective as defined in Company's Terms and Conditions for Direct Access (Schedule #10).

This rate schedule is not applicable to residential service, resale service or direct accsss service which qualifies for Rate Schedule DA-GS10.

TYPE OF SERVICE

‘ Service skall be single or three phase, 60 Hertz, at one standard voltage as may be selected by customer subject to availability at the customer’s
premise. Three phase service is furnished under the Company'’s Conditions Governing Extensions of Electric Distribution Lines and Services (Schedule #3).
Transformation equipment is included in cost of extension. Three phase service is not furnished for motors of an individual rated capacity of less than 7-1/2 HP,
except for existing Bcilities or where toul aggregate HP of all connected three phase motors exseed 12 HP. Three phase service is required for motors ofan
individual rated capacity of more than 7-1/2 HP.

METERING REQUTREMENTS
‘ VA_ll customers shall comply with the terms and conditions for load profiling or hourly metering specified in the Company’s Schedule #10. .

MONTHLY Bl
The monthiy bill shall be the greater of the amount computed under A. or B. below, including the applicable Adjusunents.

A _RATE

June - October Billing Cyeles (Summer):

Basic Competitive

Delivery Sysem | Transition
Service Distribution Benefits Charge

$ manth $12.50

Per kW over $ $0.721 1.

Per kWh for the -

firs 2.500 kWh $0.04253

Per k\Wh for the

next 100 kWh per £0.04253

kW over §

Per XWh for the

next $2.000 kWh $0.02901

Per kW for all

additional kWh $0.0181t

Per all kWh 000115

Perall kW 20
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A, _RATE (continued)
‘November — May Billing Cycles (Winter):

Basic . Competitive
Delivery System Transition
Service Distribution Benefits Charge
S/month $12.50
Per KW over § $0.652
Per kWh for the
first 2.500 kWh | 50.03827
Per kWh for the
next 100 kWh per $0.03827
kW over § '
Per kWh for the
next 42,000 kWh
Per kWh for all
additional kXWh 50.01614 :
PeraltkWh | so.00lL$
Per all kW  $2.43 .

$0.02600

PRIM AND TRANSMISSION SERVICE:

I For custormers served at primary vokage (12.5kV to below §9% V), the Distribution charge will be discounted by 11.6%.
2. For customers served al transmission voltage (69kV or highier), the Distribution charge will be discounted 52.6%
3. . Pursuantto AAC. R14-2-1612.K.11, the Company shall retain ownership of Current Transformers (CT's)

and Potential Transformers (PT7s) for those customers taking service at voltage levels of more than 25k V.

For customers whose metering services are provided by an ESP, 2 monthly facilities charge will be billed, in

addition to all other applicabie charges shown above, a3 determined in the servics contract based upon the

Company"s cest of CT and PT ownership, maintenance and operation.

DETERMINATION OF KW

The kW used for billing purposes shall be the average KW supplied during the 15-minutz period of maximum use
during the month, as determined from readings of the delivery meter.

B. MINTMUM

$12.50 plus S1.74 for each kW in excess of five of cither the highest KW stablished during the 12 months ending with the current month
or the minimum kW specified in the agresment for service, whichever is the greater. . '

ADJUSTMENTS
1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the monthly bill will be credited as

follows:
Meter $4.00 per month
Meter Reading  $0.30 per month
Billing $0.30 per month

2. - The monthly bill is also subject to the n@plicable proportionate part of any taxes, or govemmental impositions which are or may in
the future be assessed an the basis of gross revenues of e Campany snd/or the price or revenue from the electric service sold and/or

the volume of energy delivered or purchaséd for sale and/or sold hereunder.

RVICES A M CERTIFICA ' SERVICE PROVIDERS

Customers served under this rate schedule are responsible for acquiring their own generation and any other required competitively supplicd services
from an ESP or under the Company's Open Access Transmission Tanff The Company will provide and bill its transmission and ancillary services on rates
appraved by the Fedecal Energy Regulatory Commissian to the Scheduling Coordinator who provides transmission service to the Customer's ESP. The
Customer's ESP must submit 2 Direct Access Service Request pursuant to the terms and coaditions in Schedule #10. .

(CONTINUED ON PAGE J) | DECISION KO. Lﬂ /q 7 ?
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ON-SITE GENERATION TERMS AND CONDITIONS

Customers served under this rate schedule who have on-site generation connecied to the Company”s elecurical delivery grid shall enter into an
Agreement for Interconnection with the Company which shall establish all pertinent details related i interconnection and other requu'ed service standards, The
Customer does not have the option to sell power and energy to the Company under this tariff.

CONTRACT PERIOD

0-1999kW: © As provided in Company’s standard agrezment fer service.
2,000 kW and abaove: Thres (3) years, or loager, at Company's opuon fer initial period when construction is required. One (1) year, er

lenger, at Company's optica when consiruction is nct required.

TERMS AND CONDITIONS
This rate schedule is subjecs to Comgany's Terms and Conditions for Standard Offer and Direct Access Service (Schedule #1) and the Company's

. Schedule # 10. These Schedules have grovisions that may affect customes's monthly bill,

DECISIQN NO; /ﬁ / 97?
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Section 6.1 and that afford intcrested parties adequa;e opportunity to comment and be heard on
the terms of this Agreement consistent with applicable legal requirements.

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

T

By /@f&(; 779 e Bgﬁ’@(ﬂﬁ/u‘/

" Title Dl;uc‘ro;z ﬁ/@ﬁ (/&/7 ’DZ/I,;(/V 'ﬁ%{x
V4

(Party)
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% B By
MM Title

~ ARIZONANS FOR ELECTRIC CHOICE (Party)
' AND COMPETITION ¥ coalition of
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competition that includes Cable Systems

International, BHP Copper, Motorola, By
Chemical Lime, Intel, J)@%es, Honeywell,
Allied Signal, Cyprus Climax Metals, Asarco, Title
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. Central Arizona, Arizona Mining Industry
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Exhibit A
5/10/99
, DA-GS10
ELECTRIC DELIVERY RA
" ARIZONA PUBLIC SERVICE COMPANY . A.C.C. No. XXX
ix. Arizoma . Tanfl or Schedule No. DA-GS10
Filed by: Alin Propper Original Tanff
Titde: Director, Pricing and Regulation - Effective: XXX XX, 1999

DIRECT ACCESS

EXTRA GE GENERAL SERVIC
AVAILABI{

This rate schedule is available in all eertificated retail dclxva-y servies territory served by Company at all points where facilities of adequate capacity
and the required phase 20d suxtable voitage are adjacent W the premises served.

APPLICATION

This rate schedule'is applicable to 3 recsiving electnc mergym;dmm:ssbuu&cmmye:mﬁwed Electric Service Provider (ESP)
as defined in AAC. Rl4v2-1603 Thu rate schedule is applicable oaly to customers whose monthly maxdmum demand is 3,000 kW or more for three (3)
consecutive months in any continuous twelve (12) month period ending with the current month. Service must be supplied at one point of delivery and measured
thmugb one meter unless otherwise specified by individual customer contract. For those customers whose elestricity is deliversd through more than one meter,
service for each meter shall be computed separately under this rate unless counditions in accordancs with the Company’s Schedule #4 (Totalized Metering of
Multiple Service Entrance Sections AL 2 Single Premise for Standard Offer and Direst Acc=ss Service) are met.

This rate sdledule s not applicable to resale service.,
This rate schedule shall become ¢ffective as defined in Company’s Terms and Conditions for Direst Access (Schedule #10),
OF SERVIC
Service shall be three phase, 60 Herz. 1t Company's standard valtages that are available within (e vicinity of customer’s premise.
) G MENTS '
All customers shall comply with the terms and conditions for hourly metering specified in Schedule #10.

MONTHLY BILL . .
The mom_hly bill shall be the greater of the amount computed under A. ar B. below, including the applicable Adjnstmenn.

A _RATE
Basie Competitive
Delivery System Transition
Service Distribution Benefits Charge
S/month $2.430.00
R per kW $3.53 $2.82
kWh $0.00999 $0.00115 -

PRIMARY AN ANSMISSION LE SERVICE:

i. Forczmomqsscrvednpmnuyvoluge(u.Skabdw69kV).d\eDm-ihmondnrge\nllbcdmoumdby48%.
2. For customers served at transmissioa voltage (69kV or higher), the Distribution charge will be discounted 36.7%
3 Pursuant to A.A.C. R14-2-1612.K.11, the Company shall retain ownership of Current Transformers

(CT"s) and Potential Tramsformers (PT"s) for those customers taking service at voltage levels of more |

than 25 kV. For customers whose metering services are provided by an ESP, 2 monthly facilities charge

will be billed, in addition to ail ather applicable charges shown above, as determined in the service

contract based upon the Company’s cost of CT and PT ownership, maintenance and operation. .

- DETERMINATION OF KW
The kKW used for billing purpeses shall be the greater of:

. The kW used for billing purposes shall be the average kW supplied dunngt.he lS-ﬂunul:penod {oc other period as specified by
mdmdnzlmsomascom)ofmmumuud:mgthemﬂxamm&wnmdmp oﬁbedehverymeur

2. The minimum kW specified in the agreement foe service of individual customer contract.
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B MINIMUM

$2.430.00 per month pius 51.74 per KW per month.

ADJUSTMENTS

{. . When Metering, Meter Reading or Consolidsted Billing are provided by the Customer’s ESP, the monthly bill will be credited as

follows:
Meter . $55.00 per month
Meter Reading S 0.30 per month
Billing $ 030 per month

The moathly bill is alsa ijccl t0 the applicable proportionate part of any taxes, or govemmental impositions which arc or may ia
the future be asscssed on the basis of gross revenues of the Company and/or the price or ravenue from the electric service sold and/oc

the volume of enecgy delivered or purchased for sale and/oc sold hereunder.

[T
.

SERVICES ACOU FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Custamérs served under this rate schedule are respansible for acquiring their own generation and any other required competitively supplied services.

from 2a ESP. T he Company will provide and bill its transmission and ancillary servicss on rates approved by the Federal Energy Regulatory Commission to

the Scheduling Coordinator who pravides transmission service to the Customers ESP. The Customer’s ESP must submit a Direct Access Service Request
pursuant to the terms and conditions in Schedule #10.

ON-SITE GENERATION TERMS AND CONDITIONS

Customers served under this rate schedule who have on-site generation connected to the C_ompany's 2lectrical delivery gr.x'd shall enter into an
Agreement for Interconnection with the Company which shall establish all pertinent details related to interconnection and other required service standards. The

Customer does got have the option to sell power and energy to the Company under this tariff,

CcOoN CT PERIO
Far sarvice locations in:

a) ggl'ated Areas; Ten (10) years, or longer, at Company's aption, with standard seven (7) year termination period.
b). Other Areas: Three (3) years, or longer, at Company s option.

TERMS AND CONDITIONS

This rate schedule is subject to Company’s Terms and Conditions for Standard Offer and Direct Access Service (Schedule #1) and the Company's
‘Schedule =10. These schedules have provisions that may affect customer’s monthly bill. :

VAT RS,
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Exhibit A
5/13/99
DA-GS11
ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVYICE COMPANY A.C..C. No, XOXKX

Phoenix, Arizona , Tani or Schedule No. DA-GS11

Filed by: Alan Propper Original Tanff

Title: Director, Pricing and Regulation Effective: XOCX XX, 1999

. DIRECT ACCESS
R: ON PURINA
AVAILABILITY .

This rate schedule is available in all centificated retail delivery service temitory served by Company a2 all peints where facilities of adequate capacity
and the required phase and suitable voltage are adjacent to the premises served.

APPLICATION

This rate schedule is applicable only to Ralston Purina (Site #863970289) when it reczives electric energy ou a direct access basis from any
certificated Eléctric Service Provider (ESP) as defined in A A.C. R14-2-1603. Service must be supplicd as specified by individual customer contract and the
Company’s Schedule #4 (Totalized Metering of Multiple Service Entrance Sections At 3 Single Premise for Standard Otfer and Direct Acezss Servics).

This rate schedule is not applicable to resale service. )

This rate schedule shall become cfective as defined in Campany’s Terms and Conditions for Direct Access (Schedule #10).
TYPE OF SERVICE |

‘Service shall be three phase, 60 Hertz, at 125k V.
h G MER

Customer shall mplywith!he tevos and conditigns for hourly metering specified in Schedule #10.

MONTHLY BILL
The mouthly bill shall be the greater of the amaunt computed under A- or B. below, including the applicable Adjustments.
A _RATE
Basic ‘ Competitive
Delivery System Transition
Service Distribution Benefits Charge
S/month $2.430.00
. per kKW $2.58 S1.86
per kWh $0.00732 $0.00115
DETERMINATION OF KW

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

1. The KW used for billing purposes shall be the average kW supplied during the 15-minute period (or other period 2s specificd by
individual customer’s contract) of maximum use during the month, as determined from readings of the delivery meter.

2. The minimum kW specified in the agreement for service or individual customer contract.
B. MINTMUM
$2,430.00 per month plus S1,74 per kW per month.

ADJUSTMENTS

1. When Metering, Meter Reading or Consolidsted Billing are provided by the Customer’s ESP, the monthly bill will be credited a3

follows: ) .
Meter " §55.00 per month S
Mcter Reading S 0.30 per month
Billing S 0.30 per month

2. The monthly bill is also subject to the applicable proportionate part of any taxes, or governmenul impositions which are or may in

. the future be assessed oa the basis of gross revenues of the Company and/oc the price oc revenue from the electric service sold and/or -

the volume of energy delivered or purchased for sale and/or sold hereunder.

/I 12
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SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customer is responsible for acquiring its own generation and any other required competitively supplied services from an ESP. T he Company will
provide and bill its transmission and ancillary services on rates approved by the Federal Encrgy Regulatory Commission ta the Scheduling Coordinator who
vides gansmission service to the Customer's ESP. The Customer's ESP must submit 2 Direct Access Servics Request pursuant to the terms and conditions

in Schedule =10. -
ON-SITE GENERATION TERMS AND CONDITIONS

If Customer has on-site generation connected to the Company’s electrical delivery grid. it shall enter into an Agreement for Interconnection with the
Company which shall establish all pertinent details refated to interconnection and other required servics standards. The Customer does not have the option to
sell power and energy to the Company under this tariff. . :

TERMS AND CONDITIONS

This rate schedule is subject to Company’s Terms and Conditions for Standard Offer and Direct Acszss Service (Schedule #1) and the Company’s
Schedule =10. These schedules have provisions that may affect customer's monthly bill. k ‘ »
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- Exhibit A
5/13/99
__ DA-GS12
ELECTRIC DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY . | AC.C. No. X00KX
Phoenix, Arizona Tariff or Schedule No, DA-GS12
Filed by: Alan Propper Original Tanfl’
Tide: Director, Pricing and Regulation Effective: XXX X0C 1999
DIRECT ACCESS
BHP COPPER
AVAILABILITY.

This rate schedule is available in all certificatad retail delivery service territory served by Company at ail potnts where facilities of adequate capacity
1nd the required phase and suitable voltage are adjacent to the premises served.

APBLICATION

This rate schedule is applicable only to BHP Copper (Site #774937285) when it receives electric energy on a direct access basis from any
cenificated Electric Service Provider (ESP) as defined in A A.C. R14-2-1603. Service must be supplied as specified by individual customer contact and the
Company's Schedule 24 (Totlized Metering of Multiple Service Entrance Sections Ata Single Premise for Standard Offer and Direct Access Service).

This rate schedule is not agplicable to resale service.

This rate schedule shall become effective as defined in Company's Terms and Conditions for Direct Access (Schedule #10).

OF SERVIC
Service shall be three phase, 60 Hertz, ar 12.5 kV or higher.

METERING REQUIREMENTS
Customer shall comply With the terms and conditions for bourly metering specified in Schedule #10.

MONTHLY BULL
The monthly bill shall be the greater of the amount computed under A. of B. below, including the applicable Adjustments.

A RATE
. Basic | Distribution Distribution Competitive
Delivery at Primary at Transmission System Transition
Service - Voltage Voltage Benefits Charge
Smonth $2.430.00
per kW S235 51.22 SL.54
per kWh $0.00665 50.00346 $0.00115

PRIMARY AND TRANSMISSION LEVEL SERVICE:

Pursuant to AAC. R14-2-1612.K.11, the Company shall retain ownership of Current Transformers (CT's)
and Potential Transformers (PT"s) for those customers taking service a2 voltage levels of more than 25 kV.
For customers whose metering services are provided by an ESP, a monthly facilities chrrge will be billed, in
addition to all other zppliablecbngs;bownabow,nddnmhwdh:ﬁms:rvicembueduponme
Company's cost of CT and PT ownership, maintenance and operation. :

DETERMINATION OF KW
The kW usad for billing purposes shall be the greater of:

1. The kW used for billing purposes shail be the average kW supplied during the 30-minute period (or other period as specified by
individual customer’s contract) of maximum use during the month, as determined from readings of the defivery meter.

2. The minimum kW specified in the agreement for servics or individual customer contract

B. MINTMUM

$2,430.00 per month plus S1.74 per KW per month. ‘ : ; i

DECISION NO. /g/q 75
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DA-GS12
A.C.C. No. XXX
Page2 of2

ADJUSTMENTS

1.  When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the monthly bill will be credited as

-follows: :
Meter $55.00 per month
Meter Reading  § 0.30 per month
Billing $ 0.30 per month

2. - The monthly bill is also subject to the applicable proportionats part of any taxes, or governmental impasitions which are or may in
the future be assessed on the basis of gross revenues of the Company and/or the price oc revenue from the electric service sold and/or

the volume of energy delivered or purchased for sale and/or sold hereunder.

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVIC PROVIDERS

Customer is responsible for acquiring its own generation and any other required competitively supplicd;crvica from an ESF. T he Company will
provide and bill its transmission and ancillary services on rates apgroved by the Federal Energy Regulatory Comu to the Scheduling Coordi who
\ides ransmission service to the Customer's ESP. The Customer’s ESP must submita Direct Access Servics Request pursuant 1o the terms and conditions

in Schedule =10.

ON-STTE GENERATION TERMS AND CONDITIONS .

If Customer has onesite generation connected to the Company’s electrical delivery grid, it shall enter into an Agreement for Interconnection with the
Company which shall establish all pertinent details related to interconnection and other required servics standards. The Customer does not have the option to
sell power and energy to the Company under this tariff

RMS AND CONDI{TIONS

This rate schedule is subject to Company’s T=rms and Conditicns for Standard Offer and Direct Accass Service (Schedule #1) and the Company”s
checule =10, These schedules have provisions that may-affect custamer’s monthly bill. ,
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Exhibit A
, ’ . 8/13/99
. . DA-GS13
EL C DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY - AC.C. No. XXX )
Phoenix. Asizona » Tariff or Schedule No. DA-GS13
Filed by: Alan Propper Criginal Tariff
Tide: Director, Pricing and Regulation Effective: XXX XX, 1999

DIRECT ACCESS
CYPRUS BAGDAD

AVAILABILITY

This rate schedule is available in all certificated retail delivery service teritory served by Company at ail points where facilities of adequate c2pacity
and the required phase and suitable voltage are adjacent to the premises served

APPLICATION
This rate schedule is ;pplicable only to Cyprus Bagdad (Site #120932284) when it receives electric energzyon a direﬁ access basis from any .
centificated Electric Service Provider (ESP) as defined in A A.C. R14-2-1603. Servicz must be supplied as specifisd by individual customer contract and the
Company's Schedule 44 (Totalized Metering of Multiple Servics Entrance Sections At a Single Premise for Standard Offer and Direct Access Service).
This rate schedule is ot applicable to resale service.
This rate schedule shall become effective :.s defined h'Company's Terms and Conditions for Direct Acsess (Sc.heduie 410).
TYPE OF SERVICE
Servics shall be three phase, 60 Hertz, a1 115 kV or higher.
METERING REQUIREMENTS
Customer shall comply with the terms and conditions for hourly meu'rring specified in Schedule 410,
M Y

The monthly bill shall be the greater of the amount computed under A. or B. below, including the applicabie Adjustments.

.
Basic Competitive
Delivery System Transitioa

. Service Distribution Benefits Charge

S/month $2.430.00 :

per kW - §1.08 5134

per KWh $0.00298 $0.00115
PRIMARY A} ANSMISSIO| SERVICE:

Pursuant to AAC. R14-2-1612.K 11, the Company shall retain ownership of Curreat Transformers (CT's)
and Potential Transformers (PT"s) for those customers taking service at valtage levels of more than 25 kV.
For customers whose metering services are provided by an ESP, 2 monthly facilities charge will be billed, in
additian to all other applicable charges shown above, as determined in the scrvice contract based upan the
- Company’s cost of CT and PT ownership, maintenance and operation.
DETERMINATION OF KW
The kW used for billing purposes shall be the greater of.

1. The kW used for billing purposes shall be the average kW supplied during 'hf 30-minute period (or other period as specified by
individual customer's contract) of maximum use during the month, as determined from readings of the delivery meter.

2. The minimum kW specified-in the agreement for service or individual customer contract
. MINIMUM

$2,430.00 per month plus S1.74 per kW per month, until Juae 30, 2004 whea this minimurm will no longer be applicable.

NECTSTON NO. (/7 / 97%
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DA-GSI13
A.C.C. No. 300K

Page2 of2 -

ADIUSTMENTS

1. Whea Mectering, Meter Reading oc Consolidated Bdlmg sre provided by the Customcr s ESP, the moathly bill will be credited as

follows:
Meter $55.00 per month
Meter Reading S 0.30 per month
Billing $ 0.30 per moath

2. The monthly bill is also subject to the applicable proportionate past of any taxes, or govemmental impositions which are or may in
the future be assessed oa the basis of gross reveaues of the Company and/or the price or revenue from the electric service sold and/or

the volume of eaergy delivercd or purchased for sale and/or sold hercunder.
SERVICES AC D FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Cusiemer i responsible for acguiring its own generation and any other required competitively supplied servicss fom an ESP. T he Company will
provide and biil its racsmission and aacillary services on rates approved by the Federal Energy Regulatory Commission to the Scheduling Coordinator who
provrds trapsmission service 0 the Customer’s ESP. The Customer's ESP must submit a Direct Ac::s Service Request pursuant to the terms and conditions

in Schedule =10.

ON-SITE GENERATION TERMS AND CONDITIONS SRR .

If Customer bas on-site generation connectzd to the Company’s electrical delivery grid, it shall enter inta an Agreement for Interconnection with the
Company which shall establish all pertinent details relatad to interconnection and other r:qmred service sundards, The Customer does ot have the option to
sell power and a:ag_\ to the Company under this tanff
RMS -\N'D CONDITION

This rate schedule is subject to Companfs Terms and Conditioas for Standard Offer md Direct Acsess Service (Schedule #1) and the Company's
Schedule 210. These schedules h:.ve provisions that may affect customer’s monthly bill. )

e 107727
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517199

EXHIBIT C

Generation assets includ‘e, but are not limited to, APS' interest in the following
generating stations: ’

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

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.

- o Lo o :  DECISION NO. (‘4/973
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EXHIBITD
AfTiliate Rules Waivers

R14-2- 801(3) and ‘{1»- -803, such thar the temm “reorgaruzation” does not inclucs. and no
Comumission approval is required for, corporate restructuring that does not directly involve the
utility diswibution company (“UDC") in the holding company. For example, the rolding
company may reorganizs. form, buy or sell non-UDC affiliates, acquire or divest interests in
non-UDC affiliates, etc., without Commission approval. :
R14-2-804(A) -

R14-2-805(A) shall apply oalv to the UDC

R14-2-805(A)(2)

R14-2-805(A)(6)

R14-2-805(A)(9). (10), and (11)

Recision of Prior Commissi rder

Section X.C of the “Cogeneradon and Small Power Production Policy™ attached to Decision
No. 32345 (July 27, 1981) regarding reporting rcquirements for cogeneration information. '

Decision No. 55118 (July 22 1986) Page 13, Lines 5-1/2 throuzh 13- 172; Fmdmv of Fact
No. 24 relatmq to reporting requirements under the abolished PPFAC. :

Decision -.\'o. 55818 (December 14, 1987) in its entirety. This decision related to APS Schedule
9 (Industial Development Rate) which was terminated by the Commission in Decision

No. 59329 (October 11, 1995).

9th and 10th Ordering Paragraphs of Decision No. 56450 (April 13, 1989) regarding reporting
requirements under the atolished PPFAC. :

85931501
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: g \_LI geD : : . .
Jana Van Ness tl B 602/250-2310 : Mail Station 9909
Manager : Fax 602/250-3399 P.O. Box 53999

Regulatory Affairs \6an REP - -majiganness@apsc.com Phoenix, AZ 85072-3999
: 1593 Ced - Fj}?nﬁ'://%‘g/w.apsc.com

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 No. 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.

Jana Van Ness
Manager
State Regulations

Attachment

Cc: Docket Control (18 copies plus original)
Parties of Record



. 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, 1999) (“Decision”). The Decision adopted
and approved the Agreement subject to certain modifications.

I.
Introduction and Recitals
1. On May 14, 1999, the Parties entered into the Agreement;

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

“~

for Approval of Settlement Agreement and Request for Procedural Order.

3. Commencing on July 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 Partics now wish to enter into this Addendum to revise the Agreement as
directed in the Decision. :

IL
Addendum Agreement

1. 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.

723889 - 1



o 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 followmg 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. Sectxon 2.8 of the Agreement is replaced with and superceded 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 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, 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 1, 2004.

~

723889



5. Generation Affiliate. Section 4.1 of the Agreement is replaced with and

superceded by the following provisions:

(1)

|

\

o

‘ v 4.1.

Affiliates.

The Commission will approve the formation of an affiliate
or affitiates of APS 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 31, 2002, to accomplish
such separation. A similar two-year extension shall be
authorized for compliance with A.A.C. R14-2-1606(B).

The affiliate or affiliates formed under this Section 4.1
shall be direct subsidiaries of Pinnacle West Capital
Corporation, and not APS.

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 of its affiliation with APS.

6. 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 1s deleted.

723889
|
|
|



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:

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, rule or regulation to be inconsistent with the specific provisions of
this Agreement, a waiver of the new Commlssxon order rule or regulation
shall be sought.

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.

9. Interim Code of Conduct. Section 7.7 of the Agreement is replaced with and
superceded by the following provision:

7.7.  Within thirty (30) days of the date of the Commission
decision approving this Agreement pursuant to Section 6.1, 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 of this 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 for 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 APS, APS will voluntarily comply with the
initial proposed Code of Conduct or. once filed, the final pxoposed
Code of Conduct.
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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 \\¢ v v 0\, 1999:
\

 RESIDENTIAL UTILITY : ARIZONA PUBLIC SERVICE COMPANY

CONSUMER OFFICE
 Baswn ()it \oe i
;g&wi\«»:,\ \x\_{'\g S, \\;\’\ Colly

B
Ye
Title &d‘ké{, 6«.&0‘7'&

ARIZONA COMMUNITY ACTION (Party)
ASSOCIATION '

By (g/%f W By
Title /%C‘f(m %/‘A«/fd& AML Title

ARIZONANS FOR ELECTRIC CHOICE (Party)
AND COMPETITION, a coalition of
companies and associations in support of
competition that includes Cable Systems

International, BHP Copper, Motorola, - By
Chemical Lime, Intel, Hughes, Honeywell,
Allied Signal, Cyprus Climax Metals, Asarco, Title

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 (Party)
Association, Arizona Retailers Association,

Boeing, Arizona School Board Association, _
National Federation of Independent Business, By
Arizona Hospital Association, Lockheed Martin,

Abbot Labs and Raytheon. Title
by XS0 // '

Title /YC\‘ &b:r
C:g%ZbP\ gzﬁcvtxa&4
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Revised

‘EXHIBITD
Affiliate Rules Waivers

- 'R14-2-801(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, form, buy or sell non-UDC affiliates, acquire or divest interests in
non-UDC affiliates, etc., without Commission approval.

R14-2-805(A) shall apply only to the UDC -
R14-2-805(A)(2)

R14-2-805(A)(0)
* R14-2-805(A)(9), (10), and (11)

"Recision of Prior Commission Orders

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. 55118 (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.

- Decision No. 55818 (December 14, 1987) in its entirety. This decision related to APS Séhedule
9 (Industrial Development Rate) which was terminated by the Commission in Decision
No. 59329 (October 11, 1993). . ' '

9th and 10th Ordering Paragraphs of Decision No. 56450 (April 13, 1989) regarding reporting
requirements under the abolished PPFAC:

639323.02



DA-GS1

ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. $351
Phoenix, Anzooa . SN i\ 1 Tanff or Schedule No. DAGS!
Filed by: Alan Propper N L Onginal Taniff
Title: Director, Pricing and Regulation WEAREEWERRY /"‘\ L. Effective: October 1, 1999
DIRECT ACCESS '
GENERAL SERVICE
AVAILABILITY.

) This rate schedule is available in all ceruficated retail delivery service temitory served by Company at ail poirts where facilities of adequate capacity
and the required phase and suitable voltage are adjacent 1o the prevmuses served. .

APPLICATION

This rate scheduie 1s applicable 1o cusLOmers rece1ving ciectne energy on a direct access basts from any certificated Electric Service Provider (ESP)
a8 defined in ALA.C. R14-2-1603. This rate schedule 8 appiicable o all electne service required when such service 1 supplied at one point of delivery and
measured through one meter. Faﬂmmwﬁo&cclmawudchvaedth’oughmemmomm.mfaudlwﬂhubewmpuwd
wpu-uelyuuknhixnuummoondiummumd.uvewnhd\emey'sSdm:leu(raxlizedego(Mumkaa\doc&m\ccSe\xjoru.un
Single Premisc for Standard Otfer and Direct Access Service) are met For those service locations where electric service has historically been measured through
Momwhmooeofmcmmwnmﬂledpumm!wlwua‘huungmzsd\edulcmlmgdmcﬂ"e&t}ncleancsavicemuedbymdxmmshﬂl

be combined for billing purposes.
This rate schedule shall become effective as defined in Company's Terms and Conditions for Direct Access (Schedule 210).

Thus rate schedule 1s not appliﬁablc 10 residential semice, resale servace or direct access service whuch qualifies for Rate Schedule DA-GS10

TYPE OF SERVICE )

Service shall be single or three phase. 60 Henz. at one standard voltage as may be selected by customer subject to availability at the customer's
premise. Three phase service s furnished under the Company’s Conditions Governung Extensions of Electnc Dristnbution Lines and Services (Schedule 53).
Transtormation equipmen s included 1n cost of extension.  Three phase service 18 nok furnushed for motors of an individual rated capacity of less than 7-1.2 HP.
except for existing facilitics or where total aggregate HP of all connected three phase

individual rated capacity of more than 7-1:2 HP.

METERING REQUIREMENTS

All customers shail comply with the terms and conditions tor load profiling or hourly meterung specified in the Company's Schedule 210

motors exceed 12 HP. Three phase service is required for motors of an

MONTHLY BILL

The monthly bill shail be the greater of the mnxun'compuwd under A or B. below. including the applicable Adjusuments.

A _RATE

June - October Biihing Cvcles «Sumumern

Basic ! Competiive
Dehvery S Svstem Transiuon’
: Senice Distnbuuon | Benetits Charge
S month PoS12.50 !
Per KW over § : 7T : |
Per kWh [or the | nee |
first 2.500kWh | $0.042-°
Per kWh for the
next 100 kWh per SO 04258
kW over §
Per k Wh for the ) -
next 42,000 kWh | 300%01 :
Per k Wh for all
additional kWh. 001811
Per all kWh S0.00113
Per ail kW $2.43

{CONTINUED ON RE\'ERSEASIDE‘)




DAGst
A.C.C. No. 5351
Page 2 of' 3

A RATE (contunued)

November - May Billing Cycles (Wirer):

Basic [ ) Compettive

Delivery System Transttion
Service Drstribution Benefits Charge

$‘month $12.50

Per KW over § §0.652

Per k Wh for the

first 2.500 kWh 5003827

Per k Wh for the -

next 100 kWh per 50.03827

kW gver $ .

Per k Wh for the .

bext 42,000 kWh | - 50.02600

Per k Wh for all

additional kWh $0.01614

Per all kWh $0.0011$

Per all kW $2.43

PRIMARY AND TRANSMISSION LEVEL SERVICE:

For customers served at primacy voitage (12:5kV 10 below 69k V), the Dustnbution charge will be discourted by 11.6%.
For customers served at transiiussion voltage «69k V or higher), the Distnbution charge will be discounted 52.6%.
Pursuant 1o A AC. RI4-2-1612.K. 11, the Company shall retain ownership of Current Transformers (CT's)

and Potential Transformers (PT'3) for those customers taking service at voltage levels of more than 25k V.

For customers whose metening services are provided by an ESP. a monthly facilites charge will be billed, in

additon 10 ali other applicable charges shown above, s determined in the service contract based upon the

Company's cost of CT and PT ownership, maintenance and operation. :

e D e

DETERMINATION OF KW

" The kW used for billing purposes shall be the average kW supplied during the 1 S-minute period of maximum use
during the mornth, as determined from readings of the delivery meter.

B. MINIMUM

$12.50 plus $1.74 for each kW in excess of five of either the tughest kW established duning thé {2 months ending with the current month
or the murumum kW specified 1n the agresment for senace, whichever 1s the greater. } .

ADJUSTMENTS

L When Maenng, Meter Reading or Consoitdated Bithng are provived by the Customer's ES?P. the monthly bill will be credited a5 follows:
Meter $7°62 per month
Mdcter Reading  $1 69 per month
Billing $1 33 per month

(¥

The monthiy il 15 also subject to the applicable proporuonate part of any taxes. or governmental impositons which are or mav i the future
be assessed on the basis of gross revenues of the Company and or the price oc revenue from the ¢lectnic service sold andior the volume of
energy delivered or purchased for sale and or soid hereunder

SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customers served under Uus rate schedule are responsible for acquinng thewr own generation and any other required compettvely supplied servaces
from an ESP or under the Company’s Open Access Transmussion TantT The Company wiil provide and biil its transmussion and ancillary services on rates
approved by the Federal Energy Regulatory Commission to the Scheduling Coordinator who provides transmussion service 1o the Customer's ESP. The
Customer’s ESP must submmut a Direct Access Senvice Request pursuant 1o the terms and conditions in Schedule 510

{CONTINUED ON PAGE 3)
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'

ON-S[TE GENERATION TERMS AND CONDITIONS

Cummurvedunderthnrnuwhechlewhoh.nvem-mcgmcrwmmmadwuzcmny‘nelem-icddel_ivu'ygndmdlawmm
Ageanﬂfcrlmmmwnhmecmyw&muluamuhdlmdauhnluedmmmimmdaharequmdmcem The
omm”nwummuummwmucmmmmm

CONTRACT PERIOD
0-1,999kW: As;rovidodmCompany‘lmxdudngmmfofm.

2,000 kW and above: Three (3) vears. or longer. at Company s option for inntial penod when construction 18 required. One (1) vear, or
: : longer, at Company s option when consiruction is not required.

TERMS AND CONDITIONS

) This rate schodule is subject Lo Company's Terms and Conditions for Standard Otfer and Direct Access Service (Schedule #1) and the Company's
Schedule #10. These Schedules bave provisions that may afect customer s monthly bul. :

l APPACVED EOR SLING
|

{
- f
| CECISION . (7)) |




DA-R1

LECTRIC DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY ' ‘ AC.C. No. 5350
Phoenix, Arizona < h Tanff or Schodule No. DA-RI
Filed by: Alan Propper : i ;“2\ Oniginal Tanff
Title: Director, Pricing and Regulation _ oA Effective: October 1, 1999
DIRECT ACCESS
RESIDENTIAL SERVICE

AVAILABILITY
This rate schedulc is availabie in all certificatad retail delivery service termitory served by Company and where facilities of adequate capacity and the
recuiined phase and surtable voitage are adjacent to the premises served. :

APPLICATION

Tbilrll:nchﬁhlchwwwmrwﬁMelmwmx&rwmmﬁﬁmeﬁmEmwProvidﬂ'('ESP)
a8 defined in A AC. R14-2-1603. This rate schedule is spplicabie only 10 electric delivery required for residential purposes in individual private dweilings and
hhﬂmmmmmmumpp{iednooepoulo(dehv:rylnduwlmdthwﬁaooemﬁﬂ'. For those dwellings and apartmeats
where alectric sarvice has historically been measured through two metars, wikn one of the metors was mstalled pursuan 1o & water heating or space beatmg rate
schodule o Jonger i effect, the electric service measired by such meters shall be combined for bulling purposes.

This rate schedule shall become effective as defined in Company's Terms aod Conditions for Direct Access (Schedule #10.)

"TYPE OF SERVICE

Sa\dmmub:lmglcp)uu.éoﬂmuomsumhrdvolugc(lloawor120/'208unnybeselecudbyamcmermbjeumnvnhbdliryuu:
customer's promise). Three phase sarvice is furnishod under the Company's Conditions Governing Extensions of Electnic Distribution Lines and Services
(Schedule #3). Transformaton equipment s included in cost of extension. Three phase service is required for motors of an individual rated capacity of 7-1.2
HP or more. . :

METERING REQUTREMENTS

Allmm:hdlmlymthd\emu\dcmdiﬂomfovloadpmﬁlingorhouﬂymamngmﬁathchc@lcwlO.

MONTHLY BILL

The monthly bill shail be the greater of the amournt computed under A or B. below. including the applicable Adjustmenta.

A _RATE

May ~ October Billing Cycles (Summer):

Basic Competiuve
Delivery Svstem Transibon
Service Dristnbution Benefits Charge
$'mornth $10.00
All kWh ) 04158 SHGOLLS ¢ S 00910

November - Apnl Billing Cycles ( Winter):

Basic ! Compeuuve
Delivery i Svsem | Transion
Service Drstnbution Benetits Charge
$ month $10.00
All kWh $0 03518 S0 00113 S0 00930
B. MINIMUM $ 10.00 per month

D FICR FILING

(CONTINUED ON REVERSE SIDE)




DA-R1
.A.C.C. No. 5350
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ADJUSTMENTS

1 When Metenng, Meter Reading or Consolidated Billing sre provided by the Customer’s ESP, the monthiy bill wall be credited as follows:

Meter . $4.00 per momth
Meter Reading - $1.69 per month
Billing $1.33 per morth

2. T‘nermrnhlybn‘llunhomb,eawdnlppliablepmpommpanofmym«govmm&ﬁ@whid\mumymwm
" be ssmessed on the basis of groes revenues of the Company and/or the price or revenue-from the electnic service soid and/or the volume of
coargy delivered or purchased for sale and/or sold hereunder. :

SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customers served under this rate schedule are responsible for acquiring their own generation and any other required compettively supplio_d services
from an ESP. - The Company wril provide and brli its ransmussion and anciilary services on rates approved by the Federal Energy Regulatory Compmussion o
the Scheduling Coordinator who provides transmussion service 1o the Customer's ESP. The Customer's ESP must submit a Direct Access Service Request
pursuant 1o the terms and conditions 1 Schedule #10.

ON-SITE GENERATION TERMS AND CONDITIONS

Customers served under this rate schedule who have on-site’ generation connected to the Company's electrical delivery grid shall enter o an
.-\gncxnfnforlmuoomewonwnhmcCompmwauduhdlmt&dlmmhnlwwmmmmmmmmm. The
Customer does not have the opion o sell power and energy 10 the Company under thus tandl.

TERMS AND CONDITIONS

Thus rate schedaile is subject to the Company's Terms and Conditions for Standard Otfer and Direct Access Services (Schedule 1) and Schedule
210. These schedules have provisions that may atfect customer’s monthly bill. s :

o~



Exhibit A

. A DA-GS10
ELECTRIC DELIVERY RATES
| S ARIZONA PUBLIC SERVICE COMPANY 4 . . A.C.C. No. $352
' Phoenix, Arizooa R S AV Lo Tariff or Schedule No. DA-GS 10
. M FE Y % - . .
Filed by: Alaa Propper SARRERW R RNV Ay + Original Tariff
Title: Director, Pricing and Regulation ‘ Effective: October 1, 1999
DIRECT ACCES:
EXTRA LARGE GENERAL SERVIC .

| AVAILABILITY *
| ThnrneldnﬂleuAvul:blcmulcauﬁcuedranldchvervmawmavmedbyCmnyudlpmmmfwlmuohdeqmuap-mv
] and the required phase and suftable voltage are adjacent 10 the presuses served
APPLICATION
This rate schedule is applicable 10 customers receiving electne coergy on a direct access basia from any centificated Electric Service Provider (ESP)
as defined in AA.C. R14-2-1603. This rate schodule is applicabie only o customers whose monthly maximum demand is 3,000 kW or more for three (3)
consecutive moaths in any coatinuous tweive ( | 2) morth period ending with the qurent month. Service must be supplied at one pount of delivery and measured
through one meter unless otherwise specified by individual customer contract. For those customers whose electricity is delivered through more than one meter,
service for each meter shall be computed separately under this rate unjess conditions in accordance with the Compary's Scheduie #4 (Towlized Metering of
Multiple Service Emtrance Sections Al a Single Premise for Standard Offer and Direct Access Service) are met.
Thus rate scheduie 1 not applicable o resale service.

This rate schedule shall become effective as defined in C&npahy': Terms and Conditions for Direct Access (Schedule #10).

TYPE OF SERVICE
Service shall be three phase, 60 Hertz, at Company 's standard voltages that are available withun the vicinity of customer's premise.

METERING REQUIREMENTS

All customers shall comply with the terms and conditions for hourly metering specified in Schedule #10.

MONTHLY BILL ,
'ﬁgmomhlv bill shall be the greater of the unoumcompuwdunda.\_ or B: below, including the applicable Adjustments.

A RATE
Basic T Competitive
Delivery Svstern Transiion
Service Distnbution Benefits i Charge
S month $2.430.00 i
per kW $3.53 Y
oer kWh S0.00999 S$y00ts !

PRIMARY AND TRANSMISSION LEVEL SERMVICE

For customers served at primary voltage ( 12.5kV to below 69k V1), the Drstnbution charge will be discounted by 4 8%
For customers served at transmission voitage (69 V' or hugher), the Distnbuuon charge will be discounted 36 7a
Pursuant 10 AAC R132-1612 K 11, the Company shall retain ownershup of Current Tranaformers

(CT's) and Poterial Transformers (PT's) for those customers taking service at voltage levels of more

than 25 kV. For customers whose metening services are provided by an ESP, a monthly facilities charge

“wall be billed, 1n addition to all other applicable charges shown sbove, ad determuned in the service

contrasct based upon the Company's cost of CT and PT ownership, maintenance and operaton.

-} —

DETERMINATION OF KW

The kW used for billing purposes shall be the greater of*

1. The kW used for billing purposes shall be the average kW supplied during the | 5-minute period (or other period as specified by
individual customer’s contract) of maximum use dunng the month. as determuned from readings of the delivery meter.

2 The munimum kW specified in the agreement for semvice or individual customer contract.

APPROVED FOR FILING
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T . A.C.C. No. 5352
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B._MINIMLM
$2,430.00 per month plus $1 74 per kW per.month.

ADJUSTMENTS

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bul wall be credited as fotlows:

Meter $154.15 per moath
Meter Reading $1.69 per month
Billing $1.33 per month

2 ﬂnmthlybil.lilahombjeatothenppliabkpmpaﬂmpnno(myuxu.crgovmulinpo-njanmd:mcrmyi.ndrﬁmme
be assessed oa the basis of gross revenues of the Comparny and/or the price of revenue from the electnic service soid and/or the volume of
energy delivered or purchased for sale and/or sold hereunder

SERVICES .ACQLTRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customers served under this rate schedule are responsibie for acquuing their own generaiion and any other required competiively supplied services
from an ESP. T he Corapany will provide and bill its transmission and anciliary services on rates approved by the Federal Energy Regulatory Coammission to
the Scheduling Coordinator who provides transrmussion sarvice 1o the Customer’s ESP. The Customer's ESP must subrmut a Direct Access Service Roquest
pursuant W the terms and conditions n Schedule #10.

ON-SITE GENERATION TERMS AND CONDITIONS

: Customers served under this rate schedule who have on-site generation comnected to the Company's electnical delivery g\'dsh.tllamérimom
Agreement for [merconnection with the Company which shall establish all perunent details relaled to rterconnecton and other required service standards. The

Customer does not have the option to sell power and energy to the Company under this tanf.

CONTRACT PERIOD
For service locations in:

a) [solated Areas: Ten (10) vears, or longer, st Company’s option, with standard seven (7) vear termunation penod
b) Other Areas: Three (3) yeary, or longer, at Companv's option. .

TERMS AND CONDITIONS

Thus rate schedule is subject o Company’s Terms and Condiuons for Standard Otfer and Direct Access Service (Schedule #1) and the Company’s
Schedule #10. These schedules have provisions that may affect customer's monthly biil.

»

¥




Exhibit A

DAGS11

ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY T i ,’f‘g. No. 5395
Phoenix, Arizons IR I R U W Tariff or Schedule No. DA-GS11
. H ) - i J t\z (s ! . . .

Filed by: Alan Propper WIRH O AVt S Oigoal Tarnll

Title: Dwrector, Pricing and Regulation
DIRECT ACCESS
RALSTON PURINA

AVAILABILITY
Thﬁmendndakh-vﬁhbkhdlcuuﬁamdmﬂdehmwﬁawﬁmmedbyCmyunﬂpoiﬂswhaef-ciﬁﬁaoﬁdﬂuauupncﬂy
and the required phase and suitable voltage are adjacent to the prermuscs served. .

APPLICATION -
'ﬁn'lﬂund)eddehappﬁabkouiytoRAsznPun'm(Sitc3863970289)anmdvagmmymndkaammh&ommy
certificated Electric Service Provider (ESP) as defined in AAC. R14-2-1603. Service must be supplied as specified by individuai customer contract and the
Cmy'lSMkM(Totﬂizchaaingo(MuMplcSavice&mwSewmAnsmglePrunuefu’&mdudOﬁ'«mdDima.-\mSa_vweL
This rate schedule is not applicable (o resale service.
This rate schedule shail become effective as defined in Company’s Terms and Condiuons for Direct Acoess (Schedule #10).

TYPE OF SERVICE

Service shall be three phase, 60 Harz. a1 12.5 kY.

METERING REQLTREMENTS
Ctmmnamuoomplywthwmmdcondilim for hourty metering specified in Schedule #10.

MONTHLY BILL
The monthly bill shail be the greater of the amount computed under A or B. below. including the applicable Adjustmerits.

Basic Competitive
Delivery Systemn Tramiuon
Service Drstmbution Bene fits Charge
$'month $2.430.00
per kW $1.88 SRS
per kWh $0 00732 SO 0011¢

DETERMINATION OF KW

The kW used for billing purposes shall be the greater of.

1. The kW used for billing purposes shall be the average kW supplied during the 1 5-munute period {or other penod as specified by
individual customer's contract) of maximum use during the month, as determuned from readings of the delivery meter.

&

M The muumum kW specified 1 the agreement tor service or indivadual customer contract
B. MINIMUM |

$2,430.00 per month plus $1.74 per kW per month.
ADJUSTMENTS

1. . When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP. the monthly bill wall be credited as follows:
Meter $154.15 per month

Meter Reading $1.69 per month
Billing $1.33 per month

The monthly bill is also subject to the applicable proponim part of any laxes, or governmental impositions which are or may in the future
be assessed oa the basis of gross revenues of the Company and or the prve or revenue from the electric service sold and/or the volume of

energy delivered or purchased for sale and or sold hereunder

LPPAOVED FOR FILING

DECE ‘" i (qf)

(CONTINUED ON REVERSE SIDE)
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DA-GSI1
i . AC.C. No. 5395
- ' Page 2 of 2

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

. Ctmisreq)omibkformmngMangawrummdmyaMmquuvdmwmvelympphedmoaﬁ'ummE.SP. ’Thcclwxp-nywill
mﬁ&mwmmuﬂmllwmmmmvdbwaMMlemcmmmwSMlvaﬁo
provides transmission service o the Customer’s ESP The Custormner's ESP must submit 8 Direct Access Searvice Request pursuant to the terms and conditions

_in Scheduie #10. v

ON-SITE GENERATION TERMS AND CONDITIONS

UWMMWMmMWy‘selma]dguvnminmummmwfumﬁthm
Wwamm&mmmmumanmmmmmmmm&m The Customer does not have the option to

sell power and energy to the Company under this tandf.
TERMS AND CONDITIONS

This rate schedule is subject 1o Company’s Terms and Conditons for Standard Offer and Direct Access Service (Schedule #1) and the Company's -
Schedule #10. These schedules have provisions that may atfect customer s monthly bill.

- . e e e
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. ' ~ Exhibit A

DA-GS12
ELECTRIC DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY ~ }3_\ DN . A.C.C. No. 5396
AR _ SRR E RN \\[ YU Tanff or Schedule No. DA-GS12
Phocnux, Artzons / LN ; ,
Filed by: Alan Propper i o Original Tariff
- Effective: October |, 1999

Title: Director, Pricing and Regulation
DIRECT ACCESS
BHP COPPER

AVAILABILITY
. 'I'hilruemtchavnhbkinu.umﬁwzdmﬂ&ﬁvaymmmmdby&wnnyumpdmwbsefwﬂhiaofwmy
mdthcmqukodphnemdmiub&evohagemndjmmdnpmnmmed

APPLICATION
This rate schechule is applicabie only 1o BHP Copper (Site 2774932285) whea it receives eloctnc energy oa a direct access basis from any
certificated Electric Sarvice Provider (ESP) as defined in A AC. R14-2-1603. Sa-weemmbemppﬁcdnapadﬁadbyindividulmmmwmdx}n
Company's Scheduie #4 (Totalized Metening of Multipie Sarvice Eatrance Secuons At 2 Single Premise for Standard Offer and Direct Access Service).
This rate schedule is not applicabie to resale service.

This rate schedule shall become cffective as defined 1 Company's Terms and Conditions for Dwrect Access (Schedule #10).

TYPE OF SERVICE
Service shall be three phase, 60 Herwz. at 12.5kV or tugher.

METERING REQUIREMENTS

Customer shall comply with the terms and conditions for hourly metering specified in Schedule #10.

MONTHLY BI
The monthly bill shall be the greater of the amount computed under A or B. below, including the spplicable Adjustments

A _RATE
Basic Drstnbuuon Dustnbution ) Competiive
Delivery at Primary at Transmussion System Transition
Service Volage Voltage Benefits Charge
S monith $2,430.00 |- - ! ) -
per kKW $23s | s1 22 . | SLs4
per k Wh $0.00665 $0 00346 {SO00LLS

PRIMARY AND TRANSMISSION LEVEL SERVICE:

Pursuant 0 A AC RI42-1612 K 11, the Company shall retain ownerstup of Current Transformers (CT's)
and Potertial Transformers (PT's) for those cusiomers taking service at voltage leveis of more than 25 k V.
For customers whose metering services are provided by an ESP. 1 monthly faciliies charge will be briled. in
addition to all other applicable charges shown above. as determuned (n the service contract based upon the

Company's cost of CT and PT ownershup. maintenance and operaton.

DETERMINATION OF KW

The kW used for billing purposes shall be the greater of

i The kW used for billing purposes shall be the average kW supplied dunng the 30-munute peniod (or other period as specified by

individual customer’s contract) of maximum use during the month, a8 determuned from readingy of the delivery meter.

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

B_MINIMLM

$2.430 00 per month plus $1.74 per kW per month

ARPROVED FOR FILING

(CONTTNLED ON REVERSE SIDE) ‘
: o cecision #:_@el9)
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ADJUSTMENTS

I When Maenng, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the morghly bill wiil be credited as follows:

Meter $154.15 per month
Meter Reading $1.69 per month
Billing $1.33 per moruh

2. The moothly txll is aiso subject to the applicable proportionate part of any taxes, or governmental impositions which are or may in the fisture
. beme-edmthcbuuofymlmmo(wCompmvmd/aUnpnceornvmmmmeeleemcmce:oldmd/ormcvolunnof
- energy delivered or purchased for sale and/or soid hercunder.

SERVICES ACQUIRED FROM CERTTFICATED ELECTRIC SERVICE PROVIDERS

Cmmmqurwormbkforwqumngtuwnga\crwmmdmvolhamqumedcamamvclvmpp(mdmou&wnmESP T he Company will
provide and bul 1ts transmission and ancillary services on rates approved by the Federal Energy Regulatory Commission to the Scheduling Coordinator who
provides transoussion service to the Customer’s ESP mﬁmmws%?mwm;&mmmkmmmwmmmuw
in Schedule #10.

ON-SITE GENE Q MS_AND CONDITIONS

U'Cumhuon—dlcgmwmoormadlothemey'lclemcddclivaygktns&nﬂaﬁamom,wforhmmmmme
CmnyMMlmNMdlmwumlmwmmmmWMWm. The Customer does not have the option 10
sell power and energy o the Companty under this tanff. .

TERMS AND CONDITIONS

Thus rate schedule s sub;ea to Company's Tarms and Conditions tor Standard Otfer and Direct Access Serviee (Schedule #1) and the Compa.nv 3
Schedule #10. These schodules have provisions that mayv afect customer 's monthiv bull.

)
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ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY . A.C.C. No. 5397
Phoenix, Arizoos ] L E ; "‘.. ; FR ; Tanff or Schedule No. DA-GS13
Title: Director, Pricing and Regulation : NI 2 T O N i d s Effective: October |, 1999

| DIRECT ACCESS

| CYPRLS BAGDAD

AVAILABILITY

TTu'lrn!z:dnxhkuamlnb&mmmiﬁamdmﬂdelivaymamﬂuymedbymyuuupomwﬂvfnculitiaofadeqmuapucﬂy
and the required phase and suitable voltage are adjacent (o the premises served.

APPLICATION

. mmmkhwmwyww BAgdnd(SdtcBlEO‘?JZ‘.’S-S)wbmnreoaveuclemcaugyouldinambnu-ﬁmnmy
certificatad Eloctric Semnce Provider (ESP) as defined in A A.C. R14-2-1603. Service must be supplied as specified by individual customer contract and the
w'.wkuawmmmdwmpkmmmm.smmr«wo&«mmwm«y

This rate schedule is not applicable o resale service.

This rate schedule shall become effecuve as defined in Company’s Terms and Conditions foc Direct Access (Schedule #10).

TYPE OF SERVICE

Service shall be three phase. 60 Hertz, at 115 k' or higher.

METERING REQUIREMENTS
Customer shall comply with the terms and conditions for hourly metening specified m Scheduic #10.

MONTHLY BILL

The monthly bull shall be the greater of the amourt computed under A or B. below, including the applicable Adj\mmam.'

A RATE
Basic i Compettuve
Delivery ! System Tramuon
Service Drstnbuton | Benefits Charge
Smomh | 52.43000 [
per kW - $1058 i $1 34
per kWh | TSSO 00298 1 S0O00ILS i

PRIMARY AND TRANSMISSION LEVEL SERVICE:

Pursuant to AL AC. R14-2-1612. K { 1. the Company shall retain ownership of Current Transformers (CT's)
and Potenual Transformers (PT's) for those customers takung service at voltage levels of more than 25 kV
For customers whose metering services are provided by an ESP. a monthly faciiiies charge will be billed. 1n
addition 1o all other applicabie charges shown above. as deteriuned in the senace contract based upon the
Company’s cost of CT and PT ownersfup. mamtenance and operation.

DETERMINATION OF KW

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

. The kW used for billing purposes shall be the average kW supplied dunng the 30-munute period (or other penod as specified by
individual customer’s contract) of maximum use during the month, as determuned from readings of the delivery meter.

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

P

$2.430.00 per month plus $1.74 per kW per mont, until June 30. 2004 when tus muumum wll no loager be applicable.

IR h
APPROIVED FOR FILING

N { .
EECiSiON‘#:M_“

|
|
|

(CONTINUED ON REVERSE SIDE)
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JUSTMEN

. When Metering, Meter Reading or Comsolidated Billing are provided by the Customer's ESP, the monthly bill will be credited as follown:

Meter $154.15 per month
Meter Reading $1.69 per month
Billing $1.33 per month

2 Themomh.lybillisahombjealo!henpplicablepmpomamcpnnofmyuxu.otgovmmdimpaiﬁqnwhidureormymhﬁamm
bcnuenedouu:buuo(yourevmuaofdtCompmymd/otwpnceormvauu&mdncleancmccsoldmcﬂort}nvolunxof
energy delivered or purchased for saie and/or-soid hereunder. :

SERVICES ACQOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customer is responsible for acquiring s own generation and any other required compeutively supplied services from a0 ESP. T he Company will
pmwdcmdbdlmummlonuuimmrymcam_mcsappmvcdbywch:nJEna'gychulnoryConmmiouwdndedmgCoordxmwrvﬁjo
* provides trangnission service Lo the Customer's ESP The Customer's ESP must submit a Direct Access Sérvice Request pursuant (o the terms and conditions
inn Schedule #10. .

ON-S[TE GENERATION TERMS AND CONDITIONS

LfCuslmuhum—mzgauuimmmcdmxhe&xmmy':clmcﬂdelivaygﬁdhMlmmmwfanwmdn
Comparry which shall establish all pertinent detals related 1o interoonmecuon and other required service sandards. The Customer does not have the opuon 16
scll power and energy W the Company under thus tand.

TERMS AND CONDITIONS

\
This rate schedule s mbject 1o Company’s Terms and Conditions for Standard Otfer and'Direct Access Service (Schedule #1) and the Companmy's
Scheduie 310, These schedules have provisions that mav afect customer 's monthly bail. '
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Arizona Corporation Commission  Commissioner Jim Irvin

DOCKETED Arizona Corporation Commission

Dissenting Opinion
0CT 1 91999 Decision No. 61973

October 19, 1999
DOCKETED BY (

Have you ever been promised a ‘present, given a different one, aﬁd then asked to
pay for it yourself? Well, fhat’s what has happen'ed to Arizona residential consumers and
small businesses with the Commission’s approval of the Arizona Public Service ("APS”)
settlement agreement/contract. In sum, Arizona consumers were promised robust
competition, given a modest rate cut (actually, 6.83%), and then asked to pay for that rate
cut to the tune of an additional minimum of $350 million dollg;é in stranded cost
recovery for APS (plus an undetermined amount for “transition” costs associated with
creating affiliates to handle competitive ventures). The parti;s to this settlement

agreement are APS, AECC (a representative of industrial and commercial interests), the

Residential Utility Consumer Office' (RUCO - a state utility “watchdog”) and Arizona

Community Action Association. Excluded from participating in the negotiations was the
Ar_izona Corporation Commission, the Arizona Consumers Council énd potential
COﬁpetitors of APS, like PG& E Energy Services, Commonwealth Energy and others.
Such exclusions — as well as a lack of adequate representation for residential consumers —
testify to the fact that this settlement agreement does not encompass the wide spectrum of

interests it holds itself out to represent.

! 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



Consumers Promised Competition

When the Commission embarked on deregulation over five yeafs 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 is our role as regulators to at least consider their arguments. -
Unfortunately, at least one Corﬁmissioner indicated he was unwilling to consider any

amendment unless it was proposed by a party to the agreement. However, many

reésonable in light of APS’ stranded cost recovery figure, or whether the figures supplied by APS and
AECC are accurate. : .



potential competitors — which are not parties to the settlement -- argue that the shopping
credits provided for in the setﬂement are too low, a view supported by Commission Staff.

Sfaff 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 whole.”? 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 counsel 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 settlementbagreex‘n'ent hailed by consumer groups sﬁch
as RUCO is the modest 6.83% rate cut to residential Standard Offer customérs. 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 sfaff.
Timothy Hogan, who represents the Arizona Consumers Council (which is opposed to
the settlement) asked the appropriate questioﬁ; “‘Is -it enough?” APS has not been

through a full rate case since 1988, and this Commission has not undertaken the

? Staff’s Exceptions to Recommended Order



process to determine if the company has been - dr is currently — overearning profits. The
population in the Phoenix metropolitan area has exploded since 1988, and one éan
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
allv. Of the 7.5% rate cut APS proposed, about one-tenth of that number was already
ordefed 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 t;) $329 million dollars,
with about $173 million going to residential consumers. Unfortunately, RUCO and
ACAA conducted no analysis at all. |

ustomers Pay through Stranded Cost

“Stranded Cost Recovery” is a term artfully used by incumbent utilities to explain
why consum.ers‘ should have to pay them to change the system. Under the original
Stranded Cost Order, incumbent utilities such as APS would have had tov diyest
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 Palmen



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 argument 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.> 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 ratééfayer's'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 Palmeri writes, “According to data collected by Cambridge Energy Research Associates, the average
nonnuclear power plant put up for sale last year sold for nearly twice its book value.” Forbes



Another justification APS advances for the recovery of stranded costs is that “lost
revénues” 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?® In its recent application to the Commission, Pinnacle West Energy Corporation
writes:

“The grthh 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 transmlssmn lines will

be needed to import more power into the Valley.”

And 1 thought consumefs in Arizona were being asked to pay fdr “stranded costs”
because of lower valued plants, in addition to APS’ estimates on how many customers it
stands to lose to new rﬁarket entrants. APS Energy Services (an APS 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, Califémia consumers are
being marketed “competitive” cost power by its afﬁliatAeb. |
Conclusions
1. The APS settlement contract does not promote competition. Rather, it protects

the status quo, making Standard Offer Seryice more attractive to the average

consumer and tougher for competitors to effectively compete within APS’ service

territory. Also, the shopping credits provided for in the agreement are too low.

* 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.



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?

Parties 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

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 'ag're"eme.nt 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.

Aftempting 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

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 competiﬁon 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.

i./'

;

JimyIrvin, Commissioner
izona Corporation Commission
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TESTIMONY OF WILLIAM H. HIERONYMUS

INTRODUCTION

Q. Please state your name, occupation and business address.

A. My name is William H. Hicronymus. T am a Vicc President of the consulting firm
Charles River Associates, Inc. Charles River Associates 1s an cconomic and
managcement consulting firm with offices in Boston; Washington D.C;
Philadclphia; Collcge Station and Houston, Texas; Salt Lake City and scveral
Woest Coast citics as wcll as international offices in Europe and the Pacific. My
busincss address is 200 Clarendon Strect T-33, Boston, MA 02116.

Q. ‘What is your occupational background?

A T have assistcd clicnts on the cconomic and management issucs involving utilitics

since approximately 1975. Sincc that time, T have performed numerous
cngagements for utilitics, independent power produccrs, government agencics and
other partics with intcrests in the industry. Since approximatcly 1988, T have
focused on the restructuring of the clectric power industry, initially in Europe and
the Far East and, from 1993, in North America. In that context, I have performed
cngagements concering utility privatization legislation; the treatment and
quantification of strandcd cost; the creation of regulatory and market rulcs; assct
valuation and markct forccasting; and markct power monitoring and mitigation. |
have testified well over 100 timcs before statc commissions, the Federal Encrgy
Regulatory Commission (FERC), lcgislative bodics and federal courts. T also

have appearcd before the Arizona Corporation Commission (Commission) on
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numcrous occasions. Most recently T submitted prepared written tes timoily on
behalf of the Arizona Public Scrvice Company (APS) in Docket No. E-01345-01-

0822. My rcsumc is attached as Exhibit WHH-1.
What is the purpose of your testimony in this proceeding?

T have been asked by APS to comment on two issucs. The first is whether the
scparation of gencration from APS, consistent with the Commission’s cxisting
competition rules and the APS Scttlement, is in the public interest. The sceond is
whether Pinnacle West Encrgy Corporation (PWEC), as the future owner of the

APS generation, will have markct power.

SUMMARY OF CONCLUSIONS

Please summarize your conclusions.

Regarding the first question, the scparation of APS’s gencration is in the public
interest becausc the public interest is best scrved by the creation of a liquid and
vibrant competitive wholesale market. Severing the vertical connections between
gcncfati on and transmission matcrially facilitatcs the ercation of a compctitive
wholcsale market by reducing concerns about the excreisc of vertical market
power. Eliminating unitary ratemaking over the various portions of the utility
centerprise, cspeeially the full separation of the gencration cntity from the

distribution and customer scrvice cntity, climinatcs cross-subsidization concerns.

The benefits of a competitive wholesale market flow primarily from three

causcs. First, the progressive movement from cost of scrvice to market pricing
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produccs powcrful cfficicney incentives that did not cxist previously. Related to
this is the improvement in management decision making for competitive services
as more profit-oricnted managements replace utility monopoly managements and
tﬁcir rcgulators as decision makers concemning what to build, how to contract for
fucls, and how to operate gencrating facilitics. Sccond, a competitive wholcsale
markct allows customers to benefit as competition among cfficient gencrators
drives down prices relative to what they would have been under continucd
monopoly regulation. Third, a competitive wholesale markcet is an cssential
underpinning of retail competition and, with it, the product and pricing

innovations that rctail compctition can produce.

Within the context of the WSCC market arca, there can be a competitive
markct cven if APS remains an “old fashioned” utility, vertically integrating load
and gencration. However, APS’s customers will not be allowed to benefit from

cither the wholcsale or retail compctitive alternatives if this occurs.

The cxpericnee with gas dercgulation taught the lesson that scparation of
the control of the transmission nctwork from the control of bulk cnergy supply is
an csscntial clement of creating a compctitive wholesale market. Beginning with
Order No. 888 and continuing on through the current campaign to causc all
clectric transmission to be controlled by RTOs that arc independent of generation-
owning cntitics, this scparation of gencration from transmission has been the main

theme of FERC policics to promotc competitive wholcsale markets.

Becausce the bulk of cxisting gencration is, or was, owncd by vertically

intcgrated utilitics, the creation of a vibrant wholcsale market also is facilitated by
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reducing the connection between a utility's existing gencration and its load.
Scparation of competitive generation from remaining regulated monopoly entitics
i8 ncecssary to climinatc potential cross-subsidics that could interfere with both

wholcsale and retail competition

[ am awarc that réccnt cvents in arcas ncar Arizona have tarnished the
image of markct restructuring. T belicve that, allcgations of misbchavior
notwithstanding, the speeific cvents of 2000-2001 in the WSCC arosc from a very
unusual combination of cvents that arc unlikely to recur simultancously and must
be understood in that context. It is notable that many other policy decision
makers have not been fazed by‘ the California cxpericnce. The movement away
from the regulated monopoly modecl to the compctitive market model has only
marginally slackened its pace. In most of the U.S., in Europe, Asia, South
Amcrica and parts of Africa, indced even in a number of formerly communist
countrics, the belicf that competitive wholcsalc and retail encrgy markets arc

supcrior to rcgulated monopoly remains unshaken.

Turning to the sccond topic of my testimony, potential market power in a
compctitive market and the potential market power that a post-divestiturc PWEC
might be alleged to have, this issuc is difficult to summarize casily. As a general
matter, PWEC, cven if it had full authority to scll power from the cntire flect of its
asscts (including those to be transforred) would lack market power in relevant
regional power markcts, since its sharc of such markets is small and thosc markets
arc structurally competitive, and will remain so after divestiture. Morcover, the

Pinnaclc West companics arc not in fact free to scll their powcer at markct rates.
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Currently, the Pinnacle West companics only have power to scll during bff-pcak
periods. Complctibn of Red Hawk Units 1 and 2, and West Phoenix Unit 5 will
somcwhat improve its balance between load and resources. However, load
growth in Arizona is so rapid that these units will be absorbed before they arc on
linc, with the result that Pinnacle West still will have insufficicnt resources owned
or undcer current contract to serve 2003 loads reliably while making salcs during
most near-peak periods. In off-peak periods, they will have power to scll, but so
will many other scllers. Hence, these shoulder and off-peak markets will be

vigorously competitive.

If APS is grantcd its requested variance from the Commission’s Rule
1606(B) and cntcrs into a long term contract with PWCC to serve its standard
offer load, its nct short position will bc maintained. Under the proposed
agrcement with APS, PWEC would contract away its generation on a long-term
basis. Sincc its ability to scll encrgy at markct prices would be small, it would
lack markct power. As is the case today, its ability to scll power to the market
would be primarily during off-pcak periods when competition is cspecially

vigorous.

To the cxtent that the Commission’s final resolution of the issucs in this
and rclated dockets frecs up PWEC capacity or, morc gencrally allows such
capacify to be sold into short term markets at market ratcs, PWEC’s sharc of such
markcts will incrcasc. Even in this cvent, PWEC still will lack market power in
regional power markets (c.g. the markct consisting at a minimum of the Desert

Southwest and Southern California). In most respects, it is this larger markct that
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is appropriatcly considered in cvaluating PWEC’s potential markcet power, since
powecr pricing reflects relatively unconstrained competition across it during most

periods.

The potential market power adhcring to asscts located within load pockets
such as Phocnix and Yuma is prospectively constrained by cxisting APS tariff
provisions for “must run” power' and will continuc to be constrained by RTO

tariff conditions oncc an RTO becomes operational.

Whenever there is a transition from traditional regulation to competitive
markets, the issuc ariscs as to whether the gencration portion of the previously
voertically intcgrated utility will have locational market power over the customers
in the related control arca. Pinnaclc West has passcd FERC’s test (the “hub and
spoke” test) to determine whether it should be authorized to scll power at markct
ratcs, including the right to scll at markct rates within the APS control arca. Since
this authoﬁty was grantcd, FERC has supplantced the test that Pinnacle West
passcd with a new and more stringent test (the “Supply Margin Asscssment™). 1
have performed this test and find that a post-divestiture PWEC still would qualify

for market ratcs in all arcas, including the APS control arca.

If the Commission has any rcmaining concern that PWEC could have
locational markct powcr in the APS control arca, that concern can be addressed
rcadily. APS’s customers arc potentially subject to PWEC cxcrcising market

power only if their loads arc not covered by bilateral contracts. If thosc loads arc
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substantially covered by bilateral contracts — whether with PWEC (through

PWCC) or some other scller - PWEC will not have market power with respect to

them. Sincc any well-designed resolution of the issucs in this docket will assurc

that thc APS Standard Offer Scrvice will be backed to a large degree by bilateral
agrcements, PWEC will not have locational market power in the APS control

arca.

THE BENEFITS OF A COMPETITIVE MARKET AND NEED TO TRANSFER

FACILILITIES

Q.

‘What is the current status of market deregulation in the U.S.?

A pictorial summary crcatcd by the U.S. Department of Encrgy is attached as
Exhibit No. WHH-2. The primary focus of the DOE analysis i on rctail access.
However, underlying retail access in most or all instances is wholcsale markct
restructuring. According to DOE, 24 statcs plus the District of Columbia have
cnacted retail access by law or by regulation. These states include most of the
Northcast and Mid-Atlantic, and much of the Midwcst and Southwcest and West
Coast arcas. The arcas without approved retail aceess include the prairic and
mountain statcs, much of thc Southcast and somc hydro-bascd statcs in the
Northwest. Arizona is classificd as having approved retail access, as is correct.

The statcs with approved retail aceess include onc, California, where access has

My understanding is that FERC has accepted the form of the must run protocol as part off APS’s taritt
but requires that the speeific (i.c. price) terms ot the tariff be filed before the must run portion of the
taritt becomes active. '
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been suspended and scven where it has been delayed sinee the events of 2000-

2001.
What common activities have the states with retail access undergone?

The activitics relevant to this proceeding include scparation of gencration,
transmission and distribution (and in somc casc rctailing or customer scrvicc);
specifically the corporate scparation of gencration cither into a scparatc subsidiary
or by divestiturc to third partics or a combination of the two; creating regulatory
structurcs for rctail compctition, including provider of last resort regulations; and
the crcation of transitional arrangements to cnsure price stability and guard

against the cxcreisc of markct power.

You noted that a common activity in states with retail access is the separation
of competitive generation from the regulated monopoly activities. Has this

been done in all such states?

Yes, with the exception of Virginia. Notably, Virginia rctail access is off to a

very slow start.

Why is the separation of the generating assets from the regulated utility a

nearly universal element of the move to retail access?

Therc arc scveral reasons. First, the ercation of a market-driven, competitive
markct is scen as beneficial in its own right. Indecd, many industry cxperts
belicve that wholcsale competition, not retail competition, is the primary benefit
from utility restructuring. Sccond, both rotail aceess initiatives and the federal

movc to pull transmission planning and contro!l out of the vertically intcgrated
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utility undermine the basis for maintaining a rcgulated monopoly source of

generation. Third, both retail and wholesale competition require a decp and liquid
wholcsale markct. This is made morc difficult if the load-serving utility retains its

generation.
Please expand on the desirability of a competitive wholesale market.

There arc two main “fathers” of the movement to deregulate cleetricity market.
The first was the analogy to other markcts that previously were tightly regulated
and then deregulated.  These include rail and motor freight, telecommunications,
airlincs and natural gas. Thcese carlicr industry dercgulations were scen as a
success. The causes for the perecived success — reducing the scope for vertical
market power and cross-subsidization, more profit driven and inno\f;ativc
managcements, and .rcmoving politics and rcgulatory policics to a substantial
degree from micro-deeision making -- werce scen as applying also to the cleetric

utility scetor.

The sccond was the then-recent history of the clectricity industry itsclf.
Both regulators and utilitics had been badly bruised by the expericncc of over-
building cxpensive bascload gencration in the 1970s and carly 1980s. As rescrve
margins narrowed, utilitics were reluctant to build, and regulators to approve, new
power plants. In some ‘states, regulator or legislatively driven cxcessive costs for
QF powcr werc a causc of high rates. Indeed, the first part of the CPUC’s “Bluc
Book” that kicked off its deregulation initiative reads like a plea for somconc to

“stop me before I make bad regulatory decisions about new generation again.”



h

6

10

11

12

13

14

16

17

18

19

20

21

22

Testimony of William H. Hicronymus
Pagc 10 of 40

On the more positive side. the experience with QF power beginning in the
mid-1980s and with Exempt Wholcsalc Generators in the carly 1990s created
confidence that non-utility rcsources could be absorbed into the gencrating mix
without impairing rcliability. Confidence in a competitive wholesale market also
was cnthanced by development of a new and better technology for gas-fired
generating cquipment that could be built quickly and without a need for high
front-loadcd revenucs. Further, incrcasing trading volumcs among utilitics,
particularly within the cxisting “tight pools” in thc Northcast, crcated confidence
that a wholcsalc market that dependced on both bilateral contracts and spot trading

transactions could be operated reliably and cconomically.

This then-recent history, both negative and positive, along with
introduction of competitive clectricity markets in the UK., continental Europe
and clscwherc crcated the conﬁdcﬁcc that competitive markcts for clectricity
could work and provide cfficicncy bencfits to the cconomy and cbst benefits to
consumers. Morcover, a competitive wholesalc clectric market could underpin
rctail competition and with it the innovations that had been scen with the
dercgulation of other industrics. This fit well with the gcnéral presumption that
pervades the U.S. political system and cconomy that free competitive markets arc

preferable to government supervision of markcets and companics.

Do regulators and public officials in the states that have deregulated remain
committed to deregulation, including the separation of generation from

regulation?
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Yes. T asked my staff to do a state-by-statc onlinc scarch for remarks made
rccently by such officials. Thesc officials remain confident that their markets will

work well and provide bencfits to consumers. [ will citc a representative sample:

¢ Dcregulation in Texas took cffect on January 1, 2002. Since then, According to
Texas Governor Rick Perry, consumer costs have plummcted $1 billion duc to
residential rate savings.” “Texas® success can be attributed to the dercgulated
markct’s design, competitor stratcgy, and the good fortunc of low wholesale
prices.” Texas Public Utility Commissioncr Rebecea Klcin says that clectricity
markct in Texas is “healthy” and customers that have switched clectric supplicrs
arc “alrcady sceing savings of up to 12 pereent”” Tom Nocl, CEO of the Electric
Reliability Council of Texas (ERCOT), said that “clectric dercgulation thus far
has been successful,” and that, “new clectricity supplicrs have been chosen by
approximatcly 270,000 of the 5.5 million Texas residents who have gained the
right to pick new providers on January 1.5 For the last three years, the Center
for the Advancement of Encrgy Markets (CAEM) has published the “Red Tndex”
(Retai!l Electric Dercgulation Index) which is, in their words, “a scorccard for

measuring progress on encrgy restructuring.”® CAEM uses 22 objective

Hopefuls clask over eleciricity; Sanchez, Perry cite higher, lower rates, San Antonio Lxpress-News,

(http:/Awww.cren.doc.govicleetricity  restructuringiweckly/apros 02.htinl)

Texas Officials and Suppliers Proclaim Electric Deregulation A Success Thus far, PR Newswire,

A.
2
Metro/South Texas scetion; pg. 5B, May 16, 2002
3 Xcenergy Vice President Bruce Humphrey
4
iinancial Scetion, February 28, 2002
5

Texas Deregulation Picking Up Speed, Uncrgy Daily, Volume 30, Number 28, tcbruary 12, 2002

Retail Energy Deregulation Index 2002 (Abstract ), Center for the Advancement of Encrgy Markets
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1 | restructuring criteria to arrive at a statc’s scorc bascd on 100 points.  The CAEM
2 *criteria arc broken up into a competitive framework cluster, a gencration cluster, a
3 consumer cluster, a distribution clustcr, and a commission cluster. Texas took the
4 top U.S. spot, in the 2002 Indcx, with 69 points. Ken Malloy, CEO of CAEM,
5 said, “I am confident that Texas customers will cnjoy the benefits of clectric
6 competition much sooner than customers in other statcs.”’
7 ¢ On March 27, 2002, Pennsylvania’s Public Utility Commission Chairman Glen R.
8 Thomas and Mark Schwiker, the Governor of Pennsylvania, announced, “the first
9 Pcnnsylvania customers will scc the Competitive Transition Charge climinated
10 from their bill. Duqucsnc Light customers will sce their rates drop between 16
11 and 20 pereent””® Pennsylvanias Electric Choice program has, over the last 5
12 years, saved customers more than $4 billion in cleetricity costs.” Pcmmsylvania
13 ranks sccond among statcs in thc 2002 RED Index, having rccently been
14 overtaken by Texas.'® On February 7, 2001, in his annual budget address to the
15 General Asscmbly, then Pennsylvania Governor Tom Ridge said, “We have
16 dclivered approxhﬁatcly $3 billion in savings, duc to guarantccd ratc cuts, savings
17 frmﬁ shopping, and avoided fucl costs.” Then-Pennsylvania Public Utility
18 Commission Chairman John M. Quain added, “Before cleetricity choice,
7 Tewas Electric Competition Ranked 1 in US., (wcb sitc)
8 PUC Chairman Thomas Marks Milestone for Electric Competition: First PA Customers See Lower
Rates Thanks to ‘Strawded Cost’ Coming Off Bills, March 27, 2002 (atip://puc.paonline.com)
> PUC Chairman Thomas Marks Milestone Jor Llectric Competition: First PA Customers See Lower
Rates Thanks to ‘Stranded Cost’ Coming Off Bills, March 27, 2002 (attp://puc.paonline.com)
10

Retail Unergy Deregulation [ndex 2002 (Abstract ), Center for the Advancement of Lnergy Markets
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Pennsylvania clectric rates were 15 percent above the national average, and now

our ratcs arc 4.4 percent below the national average.””"!

e “About 46 percent of the total amount of clectricity uscd cvery day in Mainc is
purchascd from comp.ctitivc power supplicrs”, said Mainc Public Utilitics
Commission spokcsman Phil Lindley." “For large and midsizc eommercial
customers, Maine has morc competition in cnergy supply than perhaps any statc.
In Central Mainc Power's territory, for instance, 88 pereent of all manufacturers
and other large pchr uscrs have signed contracts with cnergy providers. For
medium users such as supermarkets, the figure is 42 pereent.™®  Maine has scen
succcss that most states haven’t in converting customers to competitive supplicrs
because they usc a system where “the standard offer tracks the wholesale market
up or down on a ycar-to-ycar basis, with thc cost of competitive supplics staying
in the same range. In most states, the multi-year standard offers rate remains well
below wholcsale market rates this year and the number of uscrs choosing

alternative supplicrs has declined.”"

e On Fcbruary 1, 2002, the Michigan Public Scrvice Commission (PSC) rclcascd its
“Status of Elcetric Competition in Michigan™ report.  According to the PSC’s

findings, competition in Michigan's retail clectric choice program grew 30 percent
! P

Pennsylvania Again Ranked No. I in Nation for Liectric Deregulation, Commonwcealth of
Pennsylvania Ottice of the Governor: Commonwealth News Bureau, February 7, 2001

Power rates to change today; Ior many customers, prices will decrease, Bangor Daily News, March 1,
2002

Restructuring quietly meeting most goals, Maine Sunday Telegram, BUSINUSS; Pg. 11, January 6,
2002
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during 2001."® To datc, the Commission has liccnsed 15 altcrnative cleetric
supplicrs to scrve its Statc’s customcers. “Commissioncr Robert Nelson has said
that he believes the state would cxpericnec a dramatic incrcasc in commercial
load going to competition, particularly in Detroit Edison's torritory.”'® The
commission remains confident of the success of retail access despitc a slow start,
citing transitional problems including “infrastructurc limitations, cconomic
difficultics nationally and sfatcwidc and the simple need for participants to lcam

how to competc cffectively."’

e Ohio’s clectric restructuring is in the sccond ycar of a five-ycar markcet
devclopment period.  Alan R. Schriber, Chairman of the Public Utilitics
Commission of Ohio (PUCQ), rcports that 40 governmental aggregators received
certification from thc PUCO and subscquently their programs have accounted for
85 percent of the residential switching customers, 50 pereent of the commercial

switching customers and 25 pereent of the industrial switching customers.'

These comments focus primarily on retail aceess, since delivering choice

to customers is a primary motive for utility restructuring. However, these policy-

Marketers serving more load in Maine as standard offer rate hikes take effect, Retail Scrviees Report,
COMPLTITION; Pg. 5, Scptember 28, 2001

Status of Llectric Competition in Michigan, Michigan Public Scrvice Commission: Department of
Consumer & Industry Services, licbrary 1, 2002

Llectric Restructuring Weekly Update, The United States Department of Unergy, lebraary 8, 2002

(hup/fvww. eren. doe.govielectricity_restructuringfweekly/febii_02.htmEimich)

Status of Llectric Competition in Michigan, Michigan Public Scrvice Commission: Department of
Consumer & Industry Serviees, licbruary 1,2002 ‘

The Ohio Retail Electric Choice Programs Report of Market Activity for the Year 2001, Public Utility
Commission of Ohio, April 2002
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makers would not remain bullish on the success of retail access unlcss they also

were confident that underlying wholcsale markets also werc competitive.

Your summary indicated that a number of states had not embarked on
deregulation and that some had backtracked from scheduled deregulation
after the California experience. Why have some states shown lesser interest

in restructuring their electricity industries?

The rcasons vary. Many of the states that have not undertaken restructuring arc
statcs with low ratcs and low variable production costs. Low rates give risc to “if
it ain’t brokc, don’t fix it.” Low variablec costs causc concerns that restructuring
would causc power to be shipped to higher cost markets or, morce generally, for
low in-statc prices to be arbitraged against higher prices in necarby arcas. Somc
states are primarily public power and for both tax-rclated rcasons and cultural
oncs arc reluctant to participate in markets. Some statcs may simply be
conscrvative, not in the political-cconomic sensc of being pro-market and pro-
capitalism, but in the scnsc of reluctant to change. Finally, in somce statcs a short
lcgislative calendar has contributed to failurc to take up the issuc in preference to

othcr concerns scen as morce pressing.

What is signal about thc motives for not moving to restructure is the
rclative absencc of a defense of the status quo except in the public power states.
States that have cschewed rcstnicturing duc to low gencration costs do so for the
pragmatic rcason that the current system allows them to circumvent what

otherwisc would be constitutional barricrs to measures that kecp in-statc power
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from being sold in multi-statc markcts. Only Florida might be considered to be
affirmatively status quo, rclying on vertically integrated utilitics for make or buy

dccisions and prohibiting purcly merchant generators.

You alluded earlier to what was going on internationally. Can you

summarize briefly?

Yes. Utility deregulation first started in Chile in the 1980s. In 1988, the UK.
cmbarked on privatizing its statc-owned clectricity industry. Privatization was
completed in 1990, with scparation of gencration, transmission and distribution, a
partial breakup of generation (into three entitics) and limited retail access, since
cxpanded to full retail access, with a retail access program ranked as the most
succcssful in the world. In 1993, the Europcan Union adopted a retail clectric
competition program with phased access that now stands at about 40 pereent.
National initiatives in some member states resulted in 100 pereent access. Both
the EU and its member statcs have taken steps to crcate competitive underlying
wholcsalc markets. Restructuring is complete in Australia and New Zealand, well
undcrway in Korca, Singaporc and Hong Kong, and beginning in China. Various
South American countrics have restructured their markets to accommodate new
entry and the sale of companics to new owners. Somc of the larger former Sovict
republics and satcllitc nations in Eastern Europe have completed or arc well on

their way to restructuring.

In your summary at the beginning of this section, you indicated that the legal

and operational separation of utility functions generally was one reason for

the legal separation of generation. What did you mean?
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The altcrnative to the creation Qf a compcetitive wholcsale market is the Intcgrated
Resource Planning (IRP) process.  IRP recognizes that generation and
transmission arc built to scrve load cconomically and reliably and arc, in a sensc,
interchangable. Undcr IRP, demand-side measurcs, transmission planning and

gencration plaming all must be done interdependently.

Retail access means that no cntity can plan its gencration for a stable and
ﬁrcdictablc customer basc for the simplc rcason that the load that it will serve
cannot be predicted with the same accuracy as previously. Whercas previously
load uncertainty related to the cconomy and weather of a predetermined region,
gencration planning can no longer be bascd on “native load” bﬁt must reflect the
markct opportunitics of sclling generation not only to a (relatively unknown) basc

of retail customers but also to the market.

Related to this is a concern with cross-subsidy and preferential sclf-
dcaling that can undcrminc the cffectivencss of retail competition. These appear
to havc been the principal reasons for this Commission’s approval of assct
transfors on a number of previous occasions, as discusscd in Mr. Jack Davis’s

tcstimony.

Another break in the vertical chain that underpinned TRP is the \scparation
of transmission planning and opcration from both gencration and from retail
opcrations. FERC Order 888 required strong codes of conduct restricting
communication between transmission providing portions of a utility and thosc
portions with markct functions, including cxpressly thosc that buy and scll power.

It since has broadencd the application of thosc codes. More fundamentally,
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FERC’s RTO initiative, together with its insistence that all essential transmission
p}anniﬁg and opcration functions occur at thc RTO level, have broken the nexus
between transmission and generation planning. Whereas previously a utility
could tradc off between genceration siting decisions and transmission investments,
that proccss cannot be intcgrated, at least not dircetly, in an RTO world whcrcfn

the RTO plans transmission and merchant gencrators sitc gencration.

The third summary reason why utility generating assets need to be separated

is the need for a deep and liquid wholesale market. Why is this needed?

All markets benefit from many buyers and scllers and from transparency. By
transparcncy, I mean that there exists a market price (rather than scveral prices for
the same product and arca) and that this price is visiblc and knowablc to all actors
in the market. This inhcrently requires decp and liquid markcets. If all cxisting
utility-owncd or controllcd gencration rcmaincd with the utility, then most of the
powecr uscd by customoers (all of it, initially) would be outside of the market and

the market correspondingly thinner.

Doesn’t this imply that APS’s proposed PPA will have a negative effect on
competitive markets since it will reduce the amount of energy traded in the

market for its duration?

No, not materially. If your qucstion had been, would long term PPAs covering all

of the load in the WSCC and all of the cxisting gencration injurc competitive

markcts, my answer would have been yes. However, this is not the casc. The
large-scalc divestiturcs in California and the substantial amount of new merchant

gencration being built in the region arce sufficient to create a decp and liquid
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market under forcsccable circumstances. This gives APS and the Commission the
luxury of deciding whether it wants the PPA on other grounds, such as price,
reliability, fucl diversity and so forth without needing to be concerned about

whether wholcsale power markcets will be deep and liquid.

Your comment about California divestiture prompts me to ask what your
basis is for the statement that the California experience has not deterred

other states and was due to causes unlikely to recur. Why is it?

What happened in California can be traccd to four causcs, cach of which is
unlikely to affcct Arizona in the future. Bricfly, these arc: 1) a supply shortage,
amplificd by a tcmporary gas shortage; 2) the absence of long-tcrm contracts; 3)
markct design flaws; 4) the absence of i'cgulatory safcguards and slowncss in
regulatory responsce.  The first, a shortage of supply, is the principal causc of the
crisis. The remaining threc arc reasons why the tight supply conditions had such
a grcat cffeet on customers, the California utilitics and markcts throughout the

WSCC.

The reasons for the supply shortage arc well known. Fof years, California
said *“no” to new power plants. Indeed, I was SCE and PG&E’s cconomics
witness in the last CPUC proccéding in which they sought, unsucccssfully, fo gain
CPUC permission to build a major new power plant. That proceeding took place
in 1980' In the latc 1990s, California was rapidly sucking up all of the available
surpluscs in surrounding statcs. This amplificd the effects of demand growth on -
making supplics availablc to California disappear. Then, the record shortage of

hydro, combinced with hot weather, crcated a need to run csscntially all available
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gencration. This created inherently higher marginal éosts and a scllcr’s market
that was conducive to the cxercisc of market power or, at a minimum, shortage
pricing. Partlyasa rcsulf of the high demand for gas-fired gencration and partly
for other rcasons, some of which were not specific to California or the West, gas
prices surged and availability fell, resulting in the extension of high prices into

and through the winter of 2000-2001.

Whilc another low rainfall year doubtless will occur in the future, such
abnormal hydro conditions will not be the norm. Importantly, cven if such
conditions recur, the conjunction of low rainfall with regionally inadcquate supply

and wholly price inscnsitive demand arc conditions that arc quitc unlikcly.

The absence of bilateral contracts with terms that would have reflected
morc normal market expectations meant that the California utilitics, and other
buyers without sufficicnt contracts to mect their sales obligations, faced the high
markct priccs for much of their powcer. If the California utilitics and other utilitics
in the western U.S. had had, for cxample, 95 percent contract cover, I doubt that
we would be talking about California today. The absence of contracts sufficicent
to cover load obligations had two causcs: the decision to not sign transitional
PPAs for divested gencration and a more gencral prohibition on the IQUSs buying
power outside of the PX spot markct. That provision, designed to assurc markct
liquidity, was patterncd after the U.K. market rules that required that all power be
sold through a central spot market. Howcever, while all power flowed through the
pool n the UK., bflatcral contracts were still the norm, povcring some 90-odd

pereent of distribution company purchascs. A contract form called “contracts for
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diffcrences” insulated pricing from the volatile pool price despite that the power

was bought and sold through the pool.

The abscnce of bilétcral contracts may havc had anothcer cffcet as well. As
I will discuss more thoroughly in connection with market power, a scller’s
incentive to scek to drive up prices is reduced to the cxtent that it has pre-sold
powcr. If all of a scller’s output is being sold in short term markets, it can
profitably withhold a large amount of powecr in order to raisc prices for the
remainder. While Tam not aware of a definitive demonstration that such
withholding occurred in California, the incentive to do so clcarly was magnified

by the lack of bilateral sales.

Markct participants and regulators have lcamed these lessons. California
load is now fully covered, perhaps over-covered, by forward contracts. The
California ISO is planning markct changcs, particularly an installed capacity
obligation, to insurc that adcquatc rescrves cxist, generally covered by forward
contracts. Other load scrving cntitics in the region also has taken steps to incrcasc

contract covcr.

Poor market rules bear some of the blame for the California cxperience.
The “gaming” recently revealed in internal Enron memoranda existed primarily to
takc advantagc of flaws in the rules. Other rulcs, or the toothlessness of cxisting
rulcs, contributcd to high costs of power in the 1SO”s market. Rules changcs,
including markct power mitigation proccdurcs since have been made to cure at

lcast somc of these problems.
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The last causc that T cited was a slow regulatory responsc. The adversely
affceted California partics and public officials were tardy in making usc of
availablc opportunitics to scck redress at FERC and initiate a refund-cffective

date under Scetion 206 of the Federal Power Act. FERC was, at that time, led by

a Chairman who was idcologically indisposcd to intervention in markets. Perhaps

most fatally, California officials left retail prices unchanged despite the high costs
in thc.wholcsalc market, with the result that the demand responsce that would have
brought supply and demand better into balance did not occur. Doubtless, thesc
officials were motivated in part by an unconditional ratc freeze that was part of
the California restructuring lcgislation that allowced the illusion that the high costs
would be absorbed by utility investors. Again, this is a lcsson that, having been

lcarned, should not be repeated.

Indced, the change in federal and state vigilance about the cxercisc of
markct power, both horizontal and vertical, has been very marked. In particular,
FERC’s insistence on RTO formation has taken on a new urgeney since RTO
fnarkct power monitoring and mitigation is scen as the principal “front line”
defense against both the cxcreisc of market power and gaming of inadequate or
incfficicnt market rules. Notwithstanding this rolc of the RTOs, the FERC itsclf
has stepped up its market power policing with proposcd new rules to climinatc the
time gap in which prices arc not subject to refund, new market power tests, and a

new 100 person investigation and enforcement unit.

What conclusion do you draw about the California experience?



10

11

12

13

14

16

17

18

19

20

21

22

Testimony of William H. Hicronymus
Pagc 23 of 40

Simply that thc Commission should not rctreat from its previously expressed
belief in a competitive market mercly because of the California cxpericnce. At
FERC and among the market participants and policy makers in WSCC markcts,

lessons have been learned, perhaps even over-learned, to prevent a recurrenee.

This docs not mean, howcver, that the Commission should ignorc the
cxpericnec in California and in other markets that prices can be volatile.
Elcetricity is a commodity and, like all commoditics, will be prone to *boom-
bust” cycles. Morcover, as the market price of clectricity comes increasingly to
be dependent on the price of gas, the natural volatility of prices will increase. The
reduction in volatility and in dependence on a single fucl source that is forecasted
to increasc in price morc rapidly than competing fucls is a substantial benefit of
cntcring into a long term purchasc of encrgy from a generation flect utilizing a

mixturc of fucls and technologics.

MARKET POWER

‘What is the purpose of this section of your testimony?

Among the “Track A” issucs sct for hearing by the Commission is “the transfer of
asscts and associated market power issucs”. The purposc of this tcstimony is
address markct power in a post-transfer world.

Please begin by defining market power.

Market power is the ability, profitably. to sustain an incrcasc in pricc above a

competitive level. Each clement of this statement matters. Manifestly, in order to
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increasc prices, the firm or firms in quéstion must have the ability to do so. In
any market with an upward-sloping supply curve,'® all firms have some such
ability, albcit perhaps only to a minimal cxtent. Hence the next word: the action
taken must be profitable. If a markcet participant withholds capacity, price will
incrcase. Howcver, its own sales will fall. The profitability calculus depends on
whether the incrcase in profits from higher prices outweighs, or not, the deercasc
in profit resulting from iost salcs. Next, the incrcasc must be sustainable. If
prices arc increasced, rivals will react, for cxample by shifting output to the
affccted market. Entry also may occur. The Fedcral antitrust authoritics, i.c., the
Antitrust Division of the U.S. Department of Justice (DOJ) and the Federal Trade
Commission (FTC), and FERC tend to regard entry that can occur within a onc to
two year period as available to discipline prices. Lastly, price increases arc
mcasurcd rclative to a competitive price; in the vague words of the DOJ/FTC

Merger Guidelines, the increasc of concern can be “small but significant”.
How is market power exercised?

Excreising market power requires that capacity be withheld from the market. Tt is
basic cconomics that the price in a markcet is determined at the intersection of the
supply and decmand curves. By withholding capacity, a supplicr will reduce
aggregate market supply, causing price to risc. Generally, the steeper the supply

curve, the greater is the increase. Henee, if there arc other supplicrs with

19

An upward-sloping supply curve means nothing more than that the price at which an additional amount
ot output will be provided increases as the amount demanded increascs.  For example, low loads can
be met with coul and nuclear generation, moderate loads with relatively ctficient gas-fired gencration
and high loads will require usc of incfficicnt gas-fired or oil units. With relatively rare exceptions,
most supply curves are upward sloping, cspecially in the short run.
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significant capacity only slightly more cxpensive than ﬂ1c firm’s competitive bid
pricc (termed an clastic supply condition), the attempt by the firm to raisc price
significantly will bc mostly unsuccessful and almost certainly unprofitable.
Generally, the competitive price for clectricity supply is flat over broad regions,
then jumps between fucl types and technology, and becomes steeply incrcasing
only in the region at the end of the supply curve, where incfficicnt units with low
but diverse cfficicney arc the only remaining units. This is important in the
currcnt context becausce the substantial amount of combined eycle capacity being
built in or ncar Arizona has quitc similar cost charactcristics and similar
opportunity costs, so that this rcgion of the supply curve is flat. This mcans that
only in very high load pcriod‘ (when all such units arc alrcady ranning) or perhaps
very low periods (when priécs arc below the variable costs of such units), will

fcasible withholding stratcgics in spot markets be potentially profitable.

Electricity also is belicved to have a quite inclastic demand. That s, load
docs not change materially if wholesale prices rise. This partly is a consequence
of the cssential nature of some clectric services and the fact that it docs not
consume a large amount of houschold income or represent a large proportion of
most business costs. The other reason, of some policy significance, is tariff
design. If the prices charged to consumers do not change as wholcsale prices
change, there will be no demand response. T discussed this in the context of the
California cxpericnce. Many cxperts also belicve that real time price signaling,
allowing customers to avoid pricc spikes by reducing consumption {or cven

paying them to do so) would discipline markct power.
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Markct power can be exerciscd by a single, dominant firm or by the joint
action of multiple firms. Owvertly collusive behavior (price fixing or bid rigging)
among crstwhilc competitors is illcgal and subject to scvere sanction. Tacitly
collusive behavior is not illegal, and its prevention is a major focus of merger and

acquisition policy.

Markct power gencrally is conecived of as involving two typcs of
activitics.® Horizontal market power is what most people think of as monopoly
or oligopoly power. Tt flows from a dominant sharc of supply by a singlc firm or
from cooperative behavior among a small group of scllers collectively posscssing
a dominant sharc of thc supply of a product. Whilc this condition is not itsclf
illegal, abusc of it or somc types of cfforts to crcatc it arc. A sccond type of
market power is called vertical market power. The relevant cxample would be for
an owncr of a transmission system, itsclf a lcgal monopoly in its arca, to usc that
monopoly over an “cssential facility” to exclude or disadvantage competitors in

related activitics such as gencration or serving retail customers.

In this discussion, I focus on horizontal market power. That is not because
vertical market power is less important. Indecd, in clectricity, vertical markct
power has fér greater potential to destroy competitive markets. Rather, it is
becausc the actions of this Commission in approving gencration divestiture and of

the FERC in its orders and its RTO policy alrcady have focused so strongly on

preventing the cxereisc of vertical market power.

A third type of market power, monopsony, or power excreised by buyers over sellers, is not relevant to
this discussion.
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How do FERC and the antitrust authorities analyze horizontal market

power?

It is ncecssary to distinguish between enforcement — the detection and punishment
of illcgal behavior — and prevention. Since the market power issuc in this
procecding is whether the divestiturc of APS generation to PWEC will give it

markct power prospectively, I will focus on prevention.

For the past scveral decadcs, the main focus of the antitrust authoritics has
been bn markct structurc. I8 a singlc firm so dominant that it clcarly can excrcisc
markct power? Is the structurc of an industry so concentrated that tacitly
collusive behavior is likely? If so, they will guard against measures firms might
take to incrcasc concentration or preserve a concentrated structure or a firm'’s

dominant position.

About 20 ycars ago, the antitrust authoritics adopted a particular measurc
of markct concentration, called a Herfindahl-Hirshmann Index (HHI). This test
measurcs markct concentration by summing the squarcs of individual firm’s
markct sharcs. For cxample, a markct in which there arc 5 equal sized firms (i.c.
cach has a 20 pereent sharc) would have an index valuc of 2000 (20 pereent
squarcd is 400; 5 times 400 cquals 2000). A markct with a concentration of 1800
is considcered to be highly concentrated and subject to anticompetitive behavior,
though the standard is not a ‘bright linc” but rather a test to determine whether
further investigation is warranted. Similarly, a single firm posscssing a 35 percent

share is considered potentially dominant.
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FERC, in 1996, adoptcd this methodology for lookillg at mergers. The
FERC methodology focuses on a “delivered price test” that fundamentally counts
as “in the market” all capacity that can rcach such market using the physical
transmission systcm (i.c. imports arc limitcd by transmission constraints) with
costs bclow or just above the market price. In testimony before this Commission
in 1999, in Casc No. E-01345A-98-0473 ct al., I applicd this tcst to thc APS
market. 1 coﬁcludcd that thc APS markct arca had an HHI of about 1200 and that
APS’S sharc was about 23 pereent. Thesc arc well below the trigger valucs for
FERC and thc antitrust authoritics. I also notl:d that a focus on thc APS market
arca likely was not warrantcd sincc Arizona participates in a wider market
consisting of at lcast Southcrn Califomia and the Descrt Southwest. Since that
time, PWEC has added or nearly complcted additional capacity. Howcver,
substantially morc capacity has been, or 18 being, added by other firms and
transmission is being expanded. Henee, if T were to redo this analysis for
Pinnacle West today, the results would show a still smaller market sharc for

PWEC.

In this earlier testimony, didn’t you concede that some APS units are must

run and could exercise market power?

Undcr some circumstances, generally the highest load conditions in the summer,
APS and SRP capacity located in the Valley is must run. Capacity in Yuma also
is must run at some times. By dcfinition, this mcans that, absent mitigating
conditions, thc owners of the capacity could name their own price, with the

altcrnative of rolling blackouts. This condition is not uniquc to the APS control
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arca. Therc afc many other must run units in the U.S;, usually but not always
located in or ncar major citics. There arc well-cstablished means of mitigating the
potcnﬁal market power of such units. APS alrcady has created protocols for such
mitigation in its FERC-approved tariffs. This, or cqually robust mitigation will be

carricd forward when WestConnceet becomes operational.

You stated that your 1999 testimony discussed market definition and
indicated that an area larger than the APS control area was appropriate.
Why is this?

By way of introduction, an analysis of markct powcr always begins with the
dcfinition of relevant product and geographic markets. Here, the product market
of greatest interest is cleetric cnergy. FERC simply assumes as a starting point
that a control arca is a rclevant geographic market, though it invitcs cvidence of
larger or smaller markets and routincly uses geographic market definitions that
arc larger than control arcas. It was simply becausc it is FERC’s default

assumption that T uscd the APS control arca as the rclevant geographic market.

In fact, the power markcets of the WSCC are highly intcrdependent.
Unless transmission constraints prevent it, an increasc in prices in onc arca draws
powecr from other arcas, raising prices in thosc arcas also. This connection of
priccs across broad regions is, to onc degree or another, common to all
intcreconnected power markets. APS is intcreonnected with other Desert
Southwest utilitics and more importantly is strongly interconnected with Southern
California. The transmission capacity from Arizona to Califomia is rarcly if cver

fully utilized. The transmission capacity from California to Arizona is so slack
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that the WSCC docsn’t cven quantify its limit. Likcwisc, there is substantial
capacity linking Southcrn to Northern California and California to the Northwoest
via the DC interconnection into Southern California and the California-Orcgon

Intcrconmect into Northern California

California is, and is likcly to remain, capacity short and shorter still in
terms of cconomic cnergy. Typical ycar cnergy imports into California arc about
50 billion kWh. As an importaﬁt powecr sink, it intcrconnccts prices in the
WSCC. I rccall a study submitted by the California Attorncy General’s markcet
powecr cxpert in the statc procecding that approved the merger of Southern
California Gas and Enova into Scmpra that found that the dcgree of price

convergence in western power markcets was very high.

In thc markcet power analysis that T cxplain later in this testimony, I have
assumed that APS is a rclevant geographic markcet. In fact, in this larger
intcrconnected market in which prices arc determined, PWECs share is quite

small and it clcarly lacks markct power.

Assuming that the asset transfer takes place and that the PPA does not exist,

would PWEC have market power in these larger markets?

No. PWEC’s sharc of cither a Desert Southwest-Southern California or WSCC
markct would be small, a singlc digit share, cven if it were free to scll all of its

output at market rates in short to intcrmediate term markets.
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You noted that FERC had adopted the antitrust authorities’ method of
assessing prospective market power in 1996. In what context did that

adoption take place?

Tt was adopted in the Merger Policy Statement that indicated how FERC would

asscss the markct power implications of mergers and acquisitions.

Avre there other contexts in which FERC assesses prospective market power

using other analysis methods?

Yes. Under Section 205 of the Federal Power Act, FERC regulates the pricing of
wholcsalc transactions. Within its Scction 205 authority, FERC has devised tests
to determine whether scllers will be authorized to sell power at market priccs, as

opposcd, for cxamplc, to cost of service priccs.

Until recently, FERC relicd on a simple “hub and spoke” test. On two
scparatc occasions, in 1999 and 2000, FERC granted Pinnacle West affiliates
markct ratc authority bascd at lcast in part on Pinnaclc West passing the hub and

spoko test.

The hub and spoke test was criticized by some FERC Commissioners and
by others, primarily on the grounds that it ignored transmission constraints. Last
antumn, FERC adopted a new method, dubbed the “supply margin asscssment” as
its standard for tcsting whether markect ratc authority was appropriatc. As
discusscd below, Pinnacle West will also pass this new test to demonstrate that it

qualifics to scll power at markect rates.
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Subscquently, FERC has noted that the supply margin asscssment tcst, or
SMA, will be applicd to markct-based ratc applications on an intcrim basis uﬁtil
new analytical methods for analyzing markct power arc revicwed and adoptcd.
The SMA test was farther refined by FERC in AEP Po*‘wer Marketing, Inc., et ul.,

Dockcet No. ER96-2495-013, et al. 97 FERC § 61,219 (2001) (“AEP Order”).

Would PWEC continue to meet FERC’s Requirements for market-based rate
authority under the SMA test?

Yes. T have conducted the SMA test for PWEC using a summer 2003 snapshot

and find that the test is casily passed. The results of the SMA test are summarized

‘in Exhibit No. WHH-3.

How is the SM A test conducted?

The SMA tcst measures whether a market’s peak demand could be met without
the applicant’s gencration. Each utility control arca is deemed to be a scparate
markct. For cach market whcrc applicants oxlvn or control generating rcsourcés,
applicants arc instructed to comparc the applicant’s gencration capacity in the
markct to the difference between "Available Supply” and peak demand in the
market (termed the “Supply Margin”). Available Supply includes all of the
generating  capacity located in the market, plus imports, quantificd as the
uncommittcd capacity that can rcach thc markct using availablc inbound
transmission capacity, as mecasurcd by the Total Transfor Capability (TTC) valuc
for all transmission lincs that cnter the control arca, irrcspective of current usc or
owncrship. If the Supply Margin is greater than applicant’s gencration, then peak
load can ‘bc mct without thc applicant’s generation, and the scller is not

considered pivotal in the market. Rescrves arc not taken into account in the test,
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cither for purposcs of determining what capacity is uncommitted or for

dctermining load levels.

Is the SMA test regarded as a stricter test than the test previously used by
FERC in determining whether an applicant should have the authority to sell

at market rates?

Yes, very much so. First, the ability to rcly on imports is constraincd by physical
capacity. This was not truc previously, so that the amount of supply in the market
is much reduced. Sceond, whilc the previous test cither compared applicants”
total capacity to the total capacity in the markct or its uncommitted capacity to the
total uncommitted capacity in thc markct, this test combincs applicants total
capacity with only the uncommitted capacity that can be imported. When the
SMA was first aﬁnounccd, it was widcly belicved to bc a rcgulatory
sledgchammer to force utilitics into RTOs, sincc most utilitics would fail the test
in their home markct, while utilitics in RTOs were exempt from the test for salcs

in the RTO (including in their own markct).

‘What market did you analyze for purposes of conducting the SMA test?
FERC’s application of thc SMA tcst continucs to rcly on control arcas as the
rclevant markct arcas, and I have analyzed APS’ control arca as the relevant
market. Whilc the SMA is not formally applicd only to the applicant’s own
control arca, it is most unlikcly that an applicant would fail the test in some other

markcet arca at present.
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I Q. How did you calculate Available Supply inside the APS control area?

2 A I included all of the generation physically located inside of APS’ control arca,

3 which includes about 6,571 MW owned by (or under contract at time of summer

4 pcak to) PWEC or its affiliatcs and about 5,783 MW owncd by other entitics,

5 including ncw merchant capacity and capacity at jointly-owncd units located in

6 APS’ control arca.. PWEC?’s total includcs the new and planned upgrades at Red

7 Hawk and West Phocnix and APS’ purchascs from PacifiCorp and SRP.*' The

8 SMA test docs not require that capacity within the control arca owned by others

9 whosc loads arc outsidc the control arca be climinated from the supply margin.
10 Presumably, this is because such owners (c.g. El Paso Electric or Public Scrvice
11 Company of New Mcexico) can usc substitutc gencration located outside the
12 control arca being analyzed to mect load, and presumably would do so if prices
13 within the éohtrol arca were to risc to above competitive levels. Thus, the total
14 Available Supply from insidc thc APS control arca is 12,354 MW (6,571 MW
15 owned or controlled by PWEC and 5,783 MW owned by other entitics).

16 Q. How did you calculate the amount of imports to include as part of Available

17 Supply in the SMA test?

18 A The TTC into thc APS control arca is cxpected to be 11,089 MW by summer

19 2003. This total includes the plammed transmission upgrades at Palo Verde —
20 Rudd. T have reduced this capacity by 2,146 MW to account for PWEC’s sharc
21 of Palo Verde and for Red Hawk, since importing their power from the SRP

Note that the SMA test is wholly insensitive to the amount of the applicant’s capacity since the central
issuc is whether other sellers could meet the load, not whether the applicant could mecet it.
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switchyard to which thcy arc connceted uscs up this amount of capacity. Thus,

the TTC that T usc is 8,943 MW.

Next, I determined whether there were sufficient uncommitted generating
resources available to potmltially scrve the APS control arca. 1 conscrvatively
considered only newly constructed units or thosc planned to come on-linc by the
summer of 2003, as listed in thc California Energy Commission’s WSCC
Proposcd Gencerating Databasc (availablc on its wcbsitc) as being potentially
availablc to serve the market.  The total new capacity in control arcas dircetly
intcrconnccted to APS is 23,814 MW by the summoer of 2003. Since this greatly
cxceeds the TTC that T am using, the SMA rules limit imports to the 8,943 MW of

TTC as capacity availablc to thc APS market.
Please Describe the results of your analysis.

A summary of the results of the SMA test is provided in Exhibit No. WHH-3.
As detailed above, the total Available Supply to the APS control érca is 21,297
MW. This total includes about 12,354 MW insidc the control arca and 8,943 MW
from outsidc of thc control arca. Total load in thc APS control arca by summcr
2003 is cxpected to be 6,127 MW, based on APS’ forceast in its FERC Form 714

filings.

The Supply Margin is the difference between Available Supply and load
and is 15,170 MW (21,297 MW lcss 6,127 MW). PWEC’s capacity in thc markct
i5 6,571 MW. Sincc the Supply Margin is grcater than the capacity of PWEC and

its affiliatcs, thc SMA tcst is passcd. That is, PWEC is not a pivotal supplicr
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under thc SMA test. Indeed, capacity controlled by others is more than twice the

control arca load.
Are there any other potential areas outside of APS’ control area where
PWEC is a pivotal supplier?

No. PWEC and its affiliatcs own capacity at Palo Verde interconnceted to
switchyards in thc SRP control arca, howcver PWEC is not a pivotal supplicr in
the SRP control arca which has cxpcricnced a significant amount of ncw and

planned capacity additions, cspeeially around Palo Verde.

Please summarize your review of the results of FERC-mandated market

power tests.

Over the past fow years, FERC has mandated threc market power tests: the hub

- and spoke test, the merger-related delivered price test, and the new SMA used for

dctermination of market rate authority. Pinnaclc West, APS and its affiliatcs have
qualificd for markct ratc authority under cach of thesc tosts, bascd on the

dcmonstration that they lack market power, individually or collectively.

Assuming, notwithstanding your analyses and the results of the FERC-
mandated market power tests, that the Commission has remaining concerns
that a post-divestiture PWCC might be able to exercise market power with
respect to entities serving its jurisdictional customers, can you provide

guidance concerning how those concerns could be addressed?

“The most obvious means of dealing with potential markct power is to requirc that

the supplicr dedicatc a portion of its capacity to a long-term contract.
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Alternatively (or additionally) the Commission could assurc that the cntitics
scrving those customers (or at lcast the Standard Offcr supplicr) arc substantially

covcered by bilatcral contracts.
Why does a long-term contract mitigate potential market power?

Recall that in my genceral discussion of markcet power I relayed that the cxcreisc of
markct power requires both the ability and incentive to do so. If a supplicr
controls sufficicnt capacity that the “ability” issuc is a question, then reducing the
incentive is a cure. To the extent that PWEC has sold its cnergy under a long-
tcrm contract, the pricing of which docs not float with the market, it has no

incentivce to raisc prices.

This can be shown in the following cxample. Supposc that PWEC
controls 6,000 MW of capacity. Assumc further that withholding 1,000 MW
from the markct incrcascs the price by $3 per MWh. Also assume that the
withheld capacity would have carned $8 per MWh in contribution to profit and
fixcd costs. iThc withholding is profitablc; profits incrcasc by 5,000%$3 for the
rcmaining capacity and fall by 1,000* $8 for the withhceld capacity, so the nct
profit is $15,000 minus $8,000. Now assumc that, say, 4,000 MW of capacity has
been sold in a bilateral contract. The impact of withholding on the market price is
unaffceted: withholding 1,000 MW still increases the market price by $3 per |
MWh. Howecver, there now arc only 1,000 MW of PWEC capacity recciving the
clevated price, sinec the pri cc reecived for the 4,000 MW of bilateral sales is not
incrcascd. The profit calculus now is 1,000¥$3 minus 1,000¥$8, so the formerly

profitably stratcgy to raisc prices is no longer profitablc.
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Are PWCC and its affiliates currently subject to this type of market power

countrol?

Yeos. Currently, as a result of the ratc plan adopted in the APS Scttloment, APS
has pre-determined retail rates through at lcast the first half of 2004, APS, and
indeed the Pinnaclc West family of companics, do not have cnough capacity to
supply that load. During high load conditions, when prices arc most susceptible
to manipﬁlation_, thc company is a net buyer in the market and hencec has a
disincentive to incrcasc priccs. Even during hours when it has somcthing to scll,
the amount of its capacity that it must dcdicate to mcet APS and wholesalc

requirements loads lcaves it with little to sell into (or withhold from) the market.

APS’s proposcd long tcrm purchased power agreement with PWCC
cffectively continucs the currcent style of mitigation far into the futurc. Sincc APS
would have the right to PWEC’s total capacity, and would cxcrcisc that right with
respect to most of it most of the tilﬁc,_ PWEC would have littlc availablc to scll at

market rates and henee no incentive to increase prices.

Is it necessary that all of PWEC’s capacity be dedicated to APS and

requirements load in order to constrain its potential market power?

No. As I have shown, PWEC would mect FERC’s test for markct ratc anthority
cven if nonce of its c.apacity‘wcrc dedicated to contracts. If the Commission
accords lcss than full faith to the cfficacy of that tcst; and disbclicves the result
that APS would price compcti tively even if all of its capacity were availablc to
scll at market prices, it stil/l would follow that a lcss-than-100 percent dedication

would mitigatc potential market power to satisfactory levels. Morcover, any
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capacity.thax is dedicated to APS, cven if less than 100 pereent, thereby reduces
the incentive to cxcreisc inarkct powcr. Any PWEC capacity that wins in any

competitive bid auction and thereby gains an intermediatc to long-term contract
similarly reduces the risk of it exercisin g markct power. As a practical matter, [
cannot conceive of an implementation of ’Commission Rulc 1606(B) that would
not cover APS’s Standard Offer load with bilateral contracts, put the majority of

PWEC capacity under bilatcral contracts, or both.

It is important to ask the question, over whom is PWEC allegedly
cxercising markcet power? If the Commission’s policy coming out of these
procecdings results in APS’s customers being covered by intermediate to long
term contracts with PWEC and other partics, as I assume it will, then APS
Standard Offcr customers have little or no cxposure to the competitive wholesale
short-tcrm market. SRP and TEP arc or will be by then cssentially sclf-reliant and
not dependent on power from PWEC. APS’s wholcsale customers arc covered by
FERC-rcgulated contracts. Sincc Arizona loads will be substantially covered, the
cncrgy that PWEC would have availablc to scll would have to compcetc in a broad
regional wholesale market in which its sharc is small. In that markct, there can be

no scrious concern that PWEC could cxcreise market power.

CONCLUSIONS

Q.

A.

Would you please summarize your conclusions?

Yes. The Commission has determined that Arizona customers arc best served by
the creation of competitive wholcsale and retail markets. Events subscquent to

that policy dctermination have not undercut, and to a substantial cxtent have
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confirmed, the soundness of that decision. T recommend that the Commission
continuc with its policics to restructurc the Arizona clectricity industry that it

rcgulates.

In furthcrance of crcating a compcetitive market, the Commission

determined that the jurisdictional utilitics should scparatc their gencrating asscts

from transmission, distribution and customer scrvicc functions. . This remains

sound policy.

PWEC will not have market powcer. In the larger regional market in which
it competes, it is a small playcr. Within Arizona, and in particular within thc APS
control arca, PWEC passcs all of thc FERC-mandatcd tests for markct power.

The potential market power inherent in its must run units will be mitigated by
APS’s Open Access Tariff provisions and by a futurc RTO’s market power
mitigation mcasurcs. Any remaining concerns that the Commission might have
can be mootcd by an intermediate to lon g-tcrm PPA bctwbcn PWEC or PWCC
and APS and/or by intcrmediatc to long-term bilatcral contracts with other

supplicrs.
Does this complete your written direct testimony in this proceeding?

Yecs, it docs.
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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 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 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. Hieronymus 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:

ELECTRICITY SECTOR STRUCTURE, REGULATION, AND
RELATED MANAGEMENT AND PLANNING ISSUES

U.S. Market Restructuring Assignments

¢ Dr. Hieronymus advised on the formation of a Transco in response to FERC’s Order
2000. His primary role was to advise on the concepts and details of market design.

* 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 of potential acquisitions, and aspects of internal

restructuring, :

e 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 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 Sempra,
Xcel, Exelon, AEP-CSW, Dynergy-Illinois Power, Con Edison-Orange and Rockland,
Dominion-CNG, Nisource-Consolidated Natural , Eon-LG&E and Nyseg RG&E.
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e 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.

e  For utilities and power pools engaged in restructuring activities, he has assisted in
: examining various facets of proposed reforms. Such analysis has included features of
i 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 financial performance and achievement of other

objectives.

o 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 their market power mitigation proposal. The main results of his analysis
were incorporated in NEPOOL’s market power filing before FERC.

¢ For a coalition of independent generators, he provided affidavits advising FERC on
changes to the rules under which the northeastern U.S. power pools operate.

e  As part of a large planning and analysis team, Dr. Hieronymus 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.

o 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.

Valuation of Utility Assets in North America

¢ 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.

o He was the primary valuation witness on behalf of a western utility in an arbitration
proceeding concerning the value of a combined cycle plant coming off lease that the
utility wished to purchase.

e He assisted a bidder in determining the commercial terms of plant purchase offers as
well as assisting clients in assessing the regulatory feasibility of potential acquisitions
and mergers.
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Other U.S. Utility Engagements

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.

Dr. Hieronymus was a co-developer of a market simulation package tailored to region-
specific applications. He and other senior personnel have conducted numerous multi-
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 in this environment.

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 UK.

For an East Coast electricity holding company, Dr. Hieronymus prepared and testified
to an analysis of the logic and implementation issues concemning utility-sponsored
conservation and demand-management programs as alternatives to new plant
construction.

In connection with nuclear generating plants nearing completion, he has testified in
Pennsylvania, Louisiana, 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 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
extensive support to counsel, including preparation of interrogatories, cross-
examination support, and assistance in writing briefs.

On behalf of utilities in 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 operating performance; and extensive analyses of the impacts
of completion, deferral, and cancellation upon ratepayers and shareholders.

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 eastern Pennsylvania utility that suffered a nuclear plant shutdown due to NRC
sanctions relating to plant management, he filed testimony regarding the extent to
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which replacement power cost exceeded the costs that would have occurred but for the
shutdown. ‘

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 refurbishment/life extension strategies, impacts of increased competition, and
available diversification opportunities.

On behalf of two West Coast utilities, Dr. Hieronymus testified in 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 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 load shape forecasts, and forecasts of the
impacts of conservation and load management 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 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.

U.K. Assignments

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 participant in industry-government task forces charged with creating
the legislation, regulatory framework, initial contracts, and rules 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
contract for the proposed nuclear power plants that subsequently were canceled as
being non-commercial. ,

During the preparation for privatization, Dr. Hieronymus assisted several individual
UK. electricity companies in understanding the evolving system, in developing use of
system tariffs, and in enhancing technical capabilities in power purchasing and
contracting. He continued to advise a number of clients, including regional companies,
power developers, large industrial customers, and financial institutions on the UK.
power system for a number of years after privatization. '
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e 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.

¢  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 drafting of regulations, asset
valuation, and company strategy.

o 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.
Hieronymus’s model for determining network refurbishment needs was used by the
regulator in determining revenue allowances for capital investments.

o 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.

Assignments Outside the U.S. and U.K.

¢ Dr. Hieronymus assisted a large state-owned European electricity company in
evaluating the impacts of the 1997 EU directive on electricity that infer 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.

o 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.

e For the OECD he performed a study of energy subsidies worldwide and the impact of
subsidy elimination on the environment, particularly on greenhouse gases.

| o For the Magyar Villamos Muvek Troszt, the electricity company of Hungary, Dr.
' Hieronymus developed a contract framework to link the operations of the different
entities of an electricity sector in the process of moving from a centralized command-
and-control system to a decentralized, corporatized system.

¢ 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
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the phasing out of subsidies. He also has assisted the company in evaluating generation
expansion options and in valuing offers for imported power.

* Dr. Hieronymus 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.

e 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 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. 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.

®  On behalf of a large continental electricity company, Dr. Hieronymus analyzed the
proposed directives from the European Comimission 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.

e  For the electric utility company of the Repubﬁc of Ireland, he assessed the likely
economic benefit of building an interconnector between Eire and Wales for the sharing
of reserves and the interchange of power. '

* Foratask 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.

TARIFF DESIGN METHODOLOGIES
AND POLICY ISSUES

* Dr. Hieronymus participated in a series of studies for the National Grid Company of
the United Kingdom and for ScottishPower on appropriate pricing methodologies for
transmission, including incentives for efficient investment and location decisions.

e Fora U.S. utility client, he directed an analysis of time-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.
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For EPRI, Dr. Hieronymus directed a study that examined the effects of time-of-day
rates on the level and pattern of residential electricity consumption.

For the EPRI-NARUC Rate Design Study, he developed a methodology for designing
optimum cost-tracking block rate structures.

On behalf of a grbup of cogenerators, Dr. Hieronymus filed testimony before the
Energy Select Committee of the UK Parliament on the effects of prices on cogeneration
development.

For the Edison Electric Institute (EEI), he prepared a statement of the industry's
position on proposed federal guidelines regarding fuel adjustment clauses. He also
assisted EEI in responding to the U.S. Department of Energy (DOE) guidelines on cost-
of-service standards.

For private utility clients, Dr. Hieronymﬁs assisted in the preparation both of their
comments on draft FERC regulations and of their compliance plans for PURPA
Section 133.

For the EEI 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 ratemaking positions under consideration in the generic hearings required

by PURPA.

For a state utilities commission, Dr. Hieronymus assessed its utilities' existing
automatic adjustment clauses to determine their compliance with PURPA and
recommended modifications.

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 the commissioners of a public utility commission, Dr. Hieronymus assisted in

preparation of briefing papers, lines of questioning, and proposed findings of fact in a
generic rate design proceeding.

SALES FORECASTING METHODOLOGIES
FOR GAS AND ELECTRIC UTILITIES

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." 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.
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» 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.

o 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.

e  For several state regulatory commissions, Dr. Hieronymus has consulted in the
development of service area-level forecasting models of electric utility companies.

e 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.

e 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.

e  For an East Coast gas utility, Dr. Hieronynius testified with respect to sales forecasts
and provided consulting assistance in improving the models used to forecast residential
and commercial sales.

OTHER STUDIES PERTAINING TO
REGULATED AND ENERGY COMPANIES

¢ Inanumber 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 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 fraud 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-
Scott-Rodino requests issued by the Antitrust Division of the U.S. Department of

| Justice. Inan arbitration case, he testified as to changed circumstances affecting the

| equitable nature of a contract. In a municipalization case, he testified concermng the
reasonable expectation period for the suppher of power and transmission services to a
municipality.

e 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 m
FPC rate regulations on project v1ab1hty The analysis was used in preparing contract
negotiation strategies.
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.o 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.

e 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. :

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. Hieronymus 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 — Vice President

Ph.D. Economics, University of Michigan
M.A. Economics, University of Michigan
B.A. Social Science, University of lowa

William Hieronymus has consulted extensively to managements of electricity and gas
companies, their counsel, regulators, and policymakers. 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 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. Hieronymus 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;

=
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ELECTRICITY SECTOR STRUCTURE, REGULATION, AND
RELATED MANAGEMENT AND PLANNING ISSUES

U.S. Market Restructuring Assignments

Dr. Hieronymus advised on the formation of a Transco in response to FERC’s Order
2000. His primary role was to advise on the concepts and details of market design.

- 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 of potential acquisitions, and aspects of internal
restructuring.

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 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 Sempra,
Xcel, Exelon, AEP-CSW, Dynergy-Illinois Power, Con Edison-Orange and Rockland,
Dominion-CNG, Nisource-Consolidated Natural , Eon-LG&E and Nyseg RG&E.

For utilities seekmg 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.

For utilities and power pools engaged in restructuring activities, he has assisted in
examining various facets 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
alternative reforms on the client’s financial performance and achievement of other
objectives.

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 their market power mitigation proposal. The main results of his analysis
were incorporated in NEPOOL’s market power filing before FERC.

For a coalition of independent generators, he provided affidavits advising FERC on
changes to the rules under which the northeastern U.S. power pools operate.

As part of a large planning and analysis team, Dr. Hieronymus 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,
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e 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.

Valuation of Utility Assets in North America

e 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.

o He was the primary valuation witness on behalf of a western utility in an arbitration
proceeding concerning the value of a combined cycle plant coming off lease that the
utility wished to purchase. :

e He assisted a bidder in determining the commercial terms of plant purchase offers as
well as assisting clients in assessing the regulatory feasibility of potential acquisitions
and mergers.
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Other U.S. Utility Engagements

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.

Dr. Hieronymus was a co-developer of a market simulation package tailored to region-
specific applications. He and other senior personnel have conducted numerous multi-
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 in this environment.

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.

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.

In connection with nuclear generating plants nearing completion, he has testified in
Pennsylvania, Louisiana, 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 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
extensive support to counsel, including preparation of interrogatories, cross-
examination support, and assistance in writing briefs.

On behalf of utilities in 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 operating performance; and extensive analyses of the impacts
of completion, deferral, and cancellation upon ratepayers and shareholders.

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 eastern Pennsylvania utlhty that suffered a nuclear plant shutdown due to NRC
sanctions relating to plant management, he filed testimony regarding the extent to
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which replacement power cost exceeded the costs that would have occurred but for the
shutdown. '

For a major Midwestem utility, Dr. Hieronymus headed a team that assisted senior
management in devising its strategic plans, including examination of such issues as
plant refurbishment/life extension strategies, impacts of increased competition, and
available diversification opportunities.

On behalf of two West Coast utilities, Dr. Hieronymus testified in 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 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 load shape forecasts, and forecasts of the
impacts of conservation and load management 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 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.

U.K. Assignments

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 participant in industry-government task forces charged with creating
the legislation, regulatory framework, initial contracts, and rules 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
contract for the proposed nuclear power plants that subsequently were canceled as
being non-commercial. ' :

During the preparation for privatization, Dr. Hieronymus assisted several individual
UK. electricity companies in understanding the evolving system, in developing use of
system tariffs, and in enhancing technical capabilities in power purchasing 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 after privatization. ‘ '
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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.

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 drafting of regulations, asset
valuation, and company strategy.

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.
Hieronymus’s model for determining network refurbishment needs was used by the
regulator in determining revenue allowances for capital investments.

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.

Assignments Outside the U.S. and U.K.

Dr. Hieronymus assisted a large state-owned European electricity company in
evaluating the impacts of the 1997 EU directive on electricity that infer 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 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.

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 Magyar Villamos Muvek Troszt, the electricity company of Hungary, Dr.
Hieronymus developed a contract framework to link the operations of the different
entities of an electricity sector in the process of moving from a centralized command—
and-control system to a decentrahzed corporatlzed system.

For Iberdrola, the largest investor-owned Spamsh 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
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the phasing out of subsidies. He also has assisted the company in evaluating generation
expansion options and in valuing offers for imported power.

o  Dr. Hieronymus 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.

o 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 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. 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. :

e 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.

e  For the electric utility company of the Republic of Ireland, he assessed the likely
economic benefit of building an interconnector between Eire and Wales for the sharing
of reserves and the interchange of power.

e 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.

TARIFF DESIGN METHODOLOGIES
AND POLICY ISSUES '

¢ Dr. Hieronymus participated in a series of studies for the National Grid Company of
the United Kingdom and for ScottishPower on appropriate pricing methodologies for
transmission, including incentives for efficient investment and location decisions.

e F ora U.S. utility client, he directed an analysis of time-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.
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*  For EPRI, Dr. Hieronymus directed a study that examined the effects of time-of-day
rates on the level and pattern of residential electricity consumption.

o For the EPRI-NARUC Rate Design Study, he developed a methodology for designing
optimum cost-tracking block rate structures. '

e On behalf of a group of cogenerators, Dr. Hieronymus filed testimony before the
Energy Select Committee of the UK Parliament on the effects of prices on cogeneration

development.

e For the Edison Electric Institute (EEI), he prepared a statement of the industry's
position on proposed federal guidelines regarding fuel adjustment clauses. He also
assisted EEI in responding to the U.S. Department of Energy (DOE) guidelines on cost-
of-service standards.

o  For private utility clients, Dr. Hieronymus assisted in the preparation both of their
comments on draft FERC regulations and of their compliance plans for PURPA
Section 133.

o For the EEI 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 ratemaking positions under consideration in the generic hearings required
by PURPA. '

e For a state utilities commission, Dr. Hieronymus assessed its utilities' existing
automatic adjustment clauses to determine their compliance with PURPA and
recommended modifications.

e 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.

e . For the commissioners of a public utility commission, Dr. Hieronymus assisted in
preparation of briefing papers, lines of questioning, and proposed findings of factin a
generic rate design proceeding.

SALES FORECASTING METHODOLOGIES
FOR GAS AND ELECTRIC UTILITIES

‘o 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." 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.
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For a large eastern utﬂity, 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.

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 several state regulatory commissions, Dr. Hieronymus has consulted in the
development of service area-level forecasting models of electric utility companies.

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 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 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.

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
1 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 fraud 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-
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 a 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. 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.
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e Foran 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.

o  Forthe 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.

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. Hieronymus 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
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Exhibit No. WHH-3

SMA Screen for APS Control Area

Summer 2003

Inside Generation MW Key
PWEC and Affiliated Generation
PWEC (owned) ¥ 5,751
PWEC (contracis) “ 820
- Subtotal; PWCC - 6,571 [A]
Merchant Capacity (owner)
Gila River 14 (Panda/TECO) 2,080
Desert Easin (Reliant) O 510
Subtotal: Merchant Capacity 2,590
Existing Capacity (excludes PWEC afffiliated capacity)
Four Corners 1,258
Navajo , 1,935
Subtotal:: Existing Capacity at Jolntly-Owned Units 3,193
' Subtotal: Non-PWEC Intemal Generation 5783 B}
Total Local Generation: 12,354 [C1=[A]+ (B}
Imports ¥ 8.943 (D}
Available Supply 21,297 fE1=[C]+{D}]
Peak Control Area (APS) Load 8,127 [FI
Supply Margin 15170 (GI={(E]-[F]
Can Load be Met without PWEC Capacity? Yes IsfAl<[G]?
Non-PWEC Affiliated Generation in Excess of Load 8,59% [E]-fA]-[F]
for. [G} - [A])
Minimum {(TTC or
Potential Imports TTC* New Capacity & New Capacity)
TTC into APS 8,943
Arizona 5110
California 15483
Colorado 2,059
New Mexico 1,162
Total: 8,943 23,814 8,943
Notes:

“# Includes PWEC affiliated capacity st Palo Verds and Redhawk.

Z Includes 480 MW PacifiCorp purchase and 340 MW purchase from SRP.

¥ mport TTC into APS system was reduced by APS' shara of Palo Verde and Radhawk.
* APS peak load forecasts is for 2003 (from 2000 FERC Form 714 filings).

% TTC value consists of 1 1,089 MW of TTC, less 2,146 MW to account for APS' shars of Palo Verde and Redhawk.
¥ New Capadty estimates from WSCC Propossd Gsnaration Datzbase {http:/fwww.energy.ca_gov/electricityiwscc_proposed_generation.html.) and

http:/fwww._cc.state. az.us/utility/slectric/Gen02005 14ds 1606 pdf
Only units categorized as Oparetional, Under construction, or Reguletory approvel received,
and with on-line dates prior o summer 2003 are included in totals from WSCC Database.
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