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Re: Compliance Filing of Arizona Public Service Company Regarding TCA 2009 Charge and
Responses to Questions Posed During Open Meeting on July 29, 2009
Docket No. E-01345A-09-0255

In Decision No. 71244 (August 6, 2009), the Arizona Corporation Commission (“ACC” or
“Commission”) directed Arizona Public Service Company (“APS” or “Company”) to file Transmission
Cost Adjustment (“TCA”) report within 60 days of the Order:

“IT IS FURTHER ORDERED that Arizona Public Service Company shall prepare a report each
year detailing the transmission plant or other costs underlying the TCA reset and docket the
report with Arizona Public Service Company's Application for a TCA reset. The report shall be
broken down by projects and Operation and Maintenance related to those projects, and any other
information that would help the Commission and ratepayers determine how and where the TCA
funds are spent. The report shall also include the projects and operation and maintenance
expense that Arizona Public Service Company believes will be included in the following year’s
TCA reset. This report for the TCA reset that is the subject of this Order shall be submitted to
Docket Control within 60 days of the effective date of the Order.”

The report, which is attached, also addresses a number of Commissioner questions posed to APS during
the Open Meeting on July 29, 2009.

Attached is the October 5, 2009 Compliance Filing Report.

If you have any questions regarding the attached, please call me at (602) 250-3730.

[/

Leland R. Snook
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CC:

Chairman Kristin K. Mayes
Commissioner Gary Pierce
Commissioner Sandra Kennedy
Commissioner Paul Newman
Commissioner Bob Stump
Ernest Johnson

Steve Olea

Terri Ford

Barbara Keene

Brian Bozzo

Steve Irvine




ARIZONA PUBLIC SERVICE COMPANY

Transmission Cost Adjustment (TCA) Compliance Report and Response to Open Meeting
Questions




Transmission Cost Detail

Capital transmission costs found in this report for 2009 include actual project costs for 2008 and actual
costs for January through May, 2009. Capital costs for 2010 are estimated project costs for June through
December, 2009 and estimated project costs for January through May, 2010.

Table 1 lists transmission projects for 2008 whose investment are being recovered through the TCA.
Transmission project lists for 2009 and 2010 are also included. This information is more than the
summary information provided to the Commission at the July 29, 2009 Open Meeting, which was for a
more select list of projects and only included partial plant balances for projects as of December 31, 2007
and December 31, 2008 for 2008 and 2009 projects, respectively. The complete 2008 plant balance of
approximately $121 million shown in Table 1 was included in APS’s 2009 Federal Energy Regulatory
Commission (“FERC”) formula transmission rate update. Major project costs for 2008 include
acquisition of rights of way for TS9 to Pinnacle Peak (500kV), TS1 to Sun Valley (formerly known as
TS5) (230kV) and Palo Verde to Sun Valley (500kV) and related siting work.

Information for 2009 in Table 2 is the total forecast cost for projects anticipated to be completed in 2009.
APS’s 2009 update included $77 million of the total projected cost of $193 million, based on plant
balances as of December 31, 2008 and pro-rated for the anticipated in-service dates during the year. The
remaining amount of $116 million will be reflected in APS’s 2010 formula rate update. Major project
costs in 2009 include the Dugas 500/69kV substation in the Verde Valley, the Milligan 230/69kV
substation near Eloy and the Second Knoll 500kV project to interconnect APS’s system to Salt River
Project’s (“SRP™) Coronado to Cholla line, and related Sugerloaf and Zeniff system reinforcement
projects in the Show Low area.

The 2010 information in Table 3 is the total forecast cost for projects anticipated to be completed in
2010. APS’s 2010 update is projected to include $28 million of the total projected cost of $273 million,
based on plant balances as of December 31, 2009 and pro-rated for the anticipated in-service dates during
the year. The remaining amount of $245 million will be reflected in APS’s 2011 formula rate update.
Major project costs forecast to occur in 2010 include the TS9 to Raceway S00kV line, a new 500kV
switchyard at Pinnacle Peak, a new 500/230kV substation at TS9 and necessary 230kV upgrades at
Pinnacle Peak and Raceway.
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Transmission Operations & Maintenance Expense

Operation and maintenance (“O&M”) expense is not tracked on a project-by-project basis. Table 4 is total
transmission O&M expense for each year and is not included in previous tables. Although O&M does not
vary directly with the level of plant investment, this provides a point of reference for each project for the
level of O&M expenses likely to reflect in APS’s FERC Formula rates.

Year Expense

2008 $45,009,185

2009 $47,731,000

2010 $49,322,000
Land Held of Future Use

Table 4

Arizona Public Service Company
Transmission O&M Expenses

As of end of August 2009

Note Percent Change YTY
Actual

Actual YTD plus forecast 6.0%
Forecast 3.3%

Chairman Mayes requested a breakdown of land APS had purchased for future transmission projects that
comprised approximately $47 million of rate base in the 2009 update. APS indicated at the Open Meeting
that the majority of this land was related to two projects, Palm Valley and Sun Valley. These two projects
account for approximately $35 million. Costs for Land Held for Future Use in not included in prior table
listings for 2008, 2009 and 2010. The complete list of projects and amounts is in the following Table 5.
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Land for Palo Verde North Gila #2 Line

Chairman Mayes asked if APS was purchasing any land for the Palo Verde to North Gila #2 line. The
land for this project primarily traverses Federal Bureau of Land Management (“BLM”) land but also
includes some private property as well as Arizona State Lands. APS will be acquiring rights-of-way from
BLM, the State of Arizona and private parties. As indicated in Table 5, approximately $2 million of Land
Held for Future Use is related to the North Gila project.

Third Party Wheeling Revenue

Commissioner Newman requested that APS provide a breakout of third party wheeling revenue,
including SRP, that was included in the 2009 update. Please see Table 6 for a list of entities that
purchased long-term wholesale transmission service from APS under FERC-approved rates during 2008.
These wholesale revenues reduce the amount of the transmission revenue requirement that APS needs to
recover from its retail customers. Total 2008 wheeling revenue collected from SRP reflected in this
report is $14,069,308.
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Table 6

Arizona Public Service Company
Third Party Wheeling Revenue for 2008

Account 456.1 - Revenues from Transmission of Electricity of Others

|AJO IMPROVEMENT
Abitibi Consolidated
AkChin

IAPS Merchant (Network)
Arizona Electric Pwr. Coop.
Arizona Public Service

Barclays Capital

|Barciays Capital

Bear Energy, L. P.
Bear Energy, L.P.
Calpine Power Services
Calpine Power Services
Cargill-Alliant, LLC
Cargill-Alliant, LLC

Citigroup Energy, Inc.

Citigroup Energy, Ine.

Conoco, Inc.

Conaco, Inc.

Constellation Power Source, Inc.
Canstellation Power Source, Inc.
Coral Power (35mw)

Coral Power/ Shell Energy N.A.
iCoral Power/Shell Energy N.A.
Dynegy (OS)

JED#1 APA

ED #2

ED#3

El Paso Electric Company

El Paso Eiectric Company

Florida Power & Light

Florida Power & Light

Gila River Power

imperial Irrigation District

JP Morgan Ventures Energy Corp
JP Morgan Ventures Energy Corp
Los Angeles Wholesale Marketing
Los Angeles Wholesale Marketing
Louis Dreyfus Energy Service
LUKE AFB MAIN BASE (CRSP)
Macquarie Cook Power inc
Macquarie Cook Power Inc
MARINE CORP.

Mirant Americas Energy

Morgan Stanley

Morgan Stanley

AZPS for-APS Merchant P-T-P (OS)
AZPS for-APS Merchant P-T-P (SF)

Central Arizona Project  (began 4/03)

{79,178)
2,842
(837,634)
(6,984,022)
61
6,676,813
0
439,507
19,855
17372
5584
1,808
9377
341
24 656
108,322
446,288
121,893
109.713
126,571
144,784
4310
10,582
0
85,581
124,699
311,003
1,664
0
(1,403)
31,131
27,641
83,858
32,064
2,167,892
52,907
2,608
4918
89
1,109
121
174,463
1,274
6,030
77,652
6,293
182,194
52,044
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Table 6 Continued

Nevada Power Comparny 13,806
INTUA 151,701
PacificCorp 76,892
PacifiCorp 27,212
PacifiCorp 547,200
PacifiCorp 200,226
PacifiCorp Power Marketing (Iberdrola) 11,143
PacifiCorp Power Marketing (Iberdrola) 644
Panda-Gila River 312,910
Panda-Gila River 390,528
Pinnacle West Capital Comp (Citizens) 3,649,864
Pinnacle West Capitai Corp (COW) 155,533
Pinnacle West Capital Corp (Retail 158,548
Portland General Electric 60
Powerex 449,091
Powerex 1,020,841
Public Serv Of New Mexico 6,416
Public Serv Of New Mexico (LF-130mw) 1,415,030
Public Serv Of New Mexico (old Plains}) 1,819,027
Public Service of New Mexico 1,120,949
Public Svc Co of New Mexico (SF) 715,752
Salt River Project {Desert Basin & Knox Tie) 12,774,707
Salt River Project Fringe 10,267
Salt River Project Merchant 332,726
Salt River Project Merchant 178,888
Salt River Project Schedule Q 772,910
SAN CARLOS INDIAN IRRIGATION PROJ. 2,160
Sempra Trading Corp 82,500
Sempra Trading Comp 94,940
Shell Energy North America LP 1,098,723
Snowflake White Mountain Power 201,788
Southern Califomia Edison Co. 1,232
Southern Califomia Edison Co. 52,622
Southwest Transmission Cooperative 47,362
TransAlta Energy Marketing 3,903
TransAlta Energy Marketing 3,507
Tri-State G&T (was Plains G&T) 135
[Tucson Electric Power Company 168,255
Tucson Electric Power Company 1,824,000
Tucson Electric Power Company 2,732,508
UNIT B IRRIG & DRAIN 540
JWestem Area Power Admin (CRSP) 13
Westem Aria Power Admin (CRSP) 1,760
'YCA-non firm 45,660
'Yuma Cogeneration - Firm 927,504
'Yuma Irrigation Disctrict (CRFW & Filla Proj) 25,920
'Yuma Irrigation Disctrict {YiD) 1]
'YUMA-MESA 4,500
Other (23,200)
Total 37,685,275
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Embedded versus Incremental Cost Analysis for Transmission Interconnections

During the Third Party Wheeling discussion, it was further requested by Commissioner Newman whether
APS employed the higher of embedded cost or incremental cost for network upgrades resulting from an
interconnection. ‘

Under FERC’s Large Generator Interconnection Procedures (Order 2004-A), a transmission provider is
permitted to charge in its transmission rates the higher of either the incremental cost of new network
transmission facilities or the embedded system-average cost. Incremental costs reflect costs that exceed
network upgrades already planned by the transmission provider. When incremental costs would have the
effect of raising the overall rates for existing transmission customers, this process can insulate those
existing customers from costs associated with network upgrades for an interconnecting generator. In some
cases, wheeling revenue from the interconnected generator may be more advantageous for existing
transmission customers, such that charging the generator embedded costs best protects existing customers.
APS evaluates each situation that arises from these types of costs on a case by case basis to determine the
higher of incremental or embedded costs.

With respect to the Sugarloaf project, the interconnection resulted in no incremental costs from SRP. This
project had been in APS’s transmission plans primarily to enhance the system reliability for APS’s
customers in the Show Low arca through an interconnection by APS to SRP’s transmission system.
However, APS customers benefit from the interconnection because SRP pays wheeling charges for any
transmission on APS’s system that is used by SRP to deliver its Dry Lake wind resource. These wheeling
charges result in a revenue credit that benefits APS customers.

Work Authorization W211404

Chairman Mayes requested additional detail on the project description for W211404. This work
authorization is for line siting work for the Palo Verde to Sun Valley 500kV transmission line project.

Customer Inquiries in 2008 and 2009

Commissioner Kennedy requested information regarding the number of customer inquiries in response to
APS’s notice of the pending TCA filing in both 2008 and 2009. This year APS reccived five customer
inquiries regarding its pending TCA filing. In 2008, APS reccived two customer inquiries. All seven
inquires are related to concerns about bill impacts.
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