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DIRECT SETTLEMENT TESTIMONY OF JEFFREY B. GULDNER
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-11-0224)

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.
My name is Jeffrey B. Guldner. My business address is 400 N. 5% Street,

Phoenix, Arizona, 85004. I am Vice President of Rates and Regulation for
Arizona Public Service: Company (“APS” or “Company”). In that role, I am
responsible for rate, regulatory and regulatory compliance matters before the
Arizona Corporation Commission (“Commission”) and the Federal Energy

Regulatory Commission (“FERC”).

DID YOU SUBMIT DIRECT TESTIMONY IN THIS PROCEEDING
THAT PROVIDES YOUR EDUCATIONAL AND PROFESSIONAL
BACKGROUND?

Yes, in the Direct Testimony filed on June 1, QOI 1.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

My Direct Settlement Testimony supports the Settlement Agreement
(“Agreement” or “Settlement”) that was filed with the Commission on January 6,
2012 and recommends that the Commission approve it. I discuss the settlement
process, give an overview of the Agreement’s key provisions, and explain why
the Company believes the Agreement achieves a reasonable balance of the
interests of all stakeholders in APS’s rate case, results in just and reasonable
rates, and is in the public interest. Details about some of the specific terms of the
Agreement are also presented in the Direct Testimony of Leland Snook (Lost
Fixed Cost Recovery Mechanism (“LFCR”) and Environmental Improvement
Surcharge (“EIS™)) and Charles Miessner (Experimental Rate Schedule AG-1,

other new rate offerings, and general rate design).
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SUMMARY

PLEASE SUMMARIZE YOUR TESTIMONY.
APS strongly supports the Settlement, which reflects thoughtful solutions that

balance the many disparate interests at play in this rate case while preserving ihe
Commission’s critical role in settihg energy policy. The Settlement will allow
APS to continue to provide high quality service to customers, support the level of
energy efficiency (“EE”)' and distributed generation (“DG”) authorized by the
Commission, and contribute positively to the Arizona economy. Moreover, the
fact that 22 of the 24 still active parties to these proceedings® champion the
Settlement signals that Arizona’s regulatory environment continues to be one that
is collaborative, efficient, and focused on producing constructive outcomes for
the State. Specifically, advocates for all of APS’s customer classes support the
Settlement (residential, commercial, industrial, and low income alike), as do the
majority of other stakeholders, including the American Association of Retired
Persons (“AARP”), merchant generators and competitive suppliers, individual
large customers, Air Force and Marine Corps military bases, realtors, individual
landowners, investors and labor unions. That the Settlement has such broad-

reaching support strongly suggests that it is in the public interest.

Substantively, the Settlement proposes a total base rate increase of zero dollars,
the components of which I later describe. The agreed-upon zero dollar base rate
increase is significantly less than what APS originally sought, thel same as what
the Residential Utility Consumer Office (“RUCQO”) originally proposed, and only

slightly more than what Staff initially recommended. It reflects a compromise

P

' Demand Side Management (“DSM”) consists of both EE and demand response programs. For the

urposes of my testimony, I will use the terms DSM and EE interchangeably.
This number includes the Signatories and the parties who did not sign and have indicated an intent to

file testimony regarding the Settlement on January 18. Absent from this group are Tucson Electric
Power, the Arizona Schools Board Association, the Association of School Business Officials, Western
Resource Advocates, Interwest Energy Alliance, the Town of Gilbert, and the Town of Wickenburg.

2
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that, when balanced with all other provisions of the Agreement, was minimally
adequate for APS to maintain its financial strength, support above-average levels
of reliability and customer service, and make continued investments necessary for

Arizona’s energy future.

The average customer bill will go down, not up, on the rate effective date of this
Settlement, and that impact will continue throughout 2012. The average
residential customer’s monthly bill, for example, will immediately decrease by
about 1.0%. This customer benefit is caused by (1) APS receiving substantially
less rate relief than it had originally requested; (2) a decline in fuel costs; and (3)
the Company’s agreement to delay the reset of the Power Supply Adjustor
(“PSA”) rate until February 2013, thus continuing the current PSA credit now
applied to customer bills. I described the estimated bill impact of this Settlement
in a letter filed in this Docket on January 9, 2012 and attached to this testimony

as Attachment A.

In addition to proposing rate levels, the Agreement precludes APS from filing its
next general rate case prior to May 31, 2015. New rates from any such filing
could not take effect prior to July 1, 2016. This four-year stay out is intended to
give continued structure and predictability to APS general rate cases. Other
customer benefits include a buy-through rate for industrial and large commercial

customers (discussed in detail in APS Witness Miessner’s testimony),

- shareholder-funded bill assistance for additional low-income customers,

additional rate options for residential and general service customers, and a

process for simplifying the customer bill format.

From a policy perspective, the Settlement allows the Commission to retain its

flexibility to set energy policy as it deems appropriate in the future. Unlike the
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2009 APS Rate Case Settlement Agreement (Decision No. 71448 (December 30,
2009)), this Settlement was specifically designed to provide a rate structure that
will allow APS to adapt to policy changes that may occur during the Settlement
period (from the Settlement’s rate effective date until July 1, 2016), without
either constraining the Commission or producing economically untenable results

for the Company.

For example, addressing highly divergent stakeholder positions, the Settlement
resolves APS’s original proposal for a comprehensive revenue per customer
decoupling mechanism by proposing a LFCR mechanism with residential opt-out
rates. The LFCR mechanism will enable APS to continue to offer a variety of
DSM programs to help customers save money at the level or pace the
Commission deems best for Arizona. The LFCR mechanism achieves this result
by limiting lost fixed cost recovery only to revenues that are measurably lost

because of DSM or DG, at whatever level the Commission authorizes in any

‘year. The LFCR does not recover fixed costs lost because of other potential

factors that could reduce energy sales, such as weather or general economic
conditions. Nothing in the Settlement binds the Commission to any specific DSM
or DG policy or standard. Rather, it both supports current EE and DG regulatory
requirements and flexibly adapts to future changes in EE and DG policy.

While the LFCR is necessary to enable customers to have greater control over
their energy use, the Settlement addresses more conceptual customer concemns |-
about this type of mechanism by providing residential customers a choice to “opt
out” of paying the LFCR and instead pay a slightly higher basic service charge
(“BSC”). In addition, the Settlement addresses fixed cost recovery for large

commercial customers through rate design rather than through the LFCR. APS
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Witness Snook’s Direct Settlement Testimony addresses the mechanics of the

LFCR in greater detail.

The Settlement also enhances the Commission’s flexibility with respect to the
Renewable Energy Surcharge (“RES”) and the Demand Side Management
Adjustment Clause (“DSMAC”). As to the RES, it removes the requirement that
RES charges and caps must be administered according to certain proportions;
moves 15 months of utility-owned renewable resources from the RES to base
rates; and, except with respect to the renewable energy-related capital
investments made in compliance with Decision No. 71448, prevents the
Company from continuing to recover capital carrying costs for APS-owned
renewable energy projects through the RES adjustor. As to the DSMAC, among
other things, it modifies the existing EE performance incentive; requires APS and
stakeholders to devélop and propose a new performance incentive structure for
future DSM filings for the Commission’s consideration; and, excluding DSM-
related capital investments already authorized by the Commission, it prevents
carrying costs for such investments to be recovered through the DSMAC. These
provisions all give the Commission greater flexibility to manage the rate and

customer bill impacts associated with the RES and DSMAC.

Certain financial terms are essential to sustain the four-year rate moratorium.
Among them is constructive rate treatment for APS’s requested pufchase of the
Southern California Edison (“SCE”) share of Four Corners Units 4 and 5 were
the acquisition to close and for the subsequent retirement of Units 1-3 — the “Four
Corners Transaction,” which is the subject of Docket No. E-01345A-10-0474 (the
“Four Corners Docket”). While the Settlement would allow the Company to seek
an adjustment rider related to the Four Corners Transaction, that rider cannot be

implemented unless the Commission authorizes the Company to pursue the

5




O 00 9 O B A W =

NN NN NN NN e e e e e e e e e
W 3 N N R WO R OO 0NN R W R D

transaction and the transaction thereafter closes. The Settlement does not
presuppose either the outcome of the Four Corners Docket or a prudency-finding

related to the Four Corners Transaction.

Other material provisions include eliminating the 90/10 sharing provision now in
the PSA, coupled with the adoption of other prudent fuel and power procurement
and use incentive devices; cost deferrals related to changes in APS’s composite
property tax rate; changes to the Transmission Cost Adjustment mechanism
(“TCA”) process; and modifications to the Company’s EIS. I will discuss each of

these provisions in greater detail.

In sum, the Settlement resolves the issues raised in the Company’s Rate
Application in a manner that produces customer benefits that would not result
from litigation. This is true both because the litigation process is adversarial and
because several of the Settlement’s provisions are either unlikely to have been

adopted or could not be mandated outside of a settlement.

While no Signatory, including APS, received all that it sought or would have
sought in litigation, the Signatories agree that the Settlement is in the public
interest. The Settlement preserves the Commission’s flexibility with respect to '
energy policy; shields customers from a base rate increase in challenging
economic times; supports APS financially during a four-year stay out period,
allowing the Company to continue to provide high quality reliability and
customer service; and resolves a complex and challenging rate case efficiently
and to the satisfaction of the overwhelming majority of the parties. For all of
these reasons, APS respectfully asks that the Commission promptly approve the

Settlement and allow rates to take effect on July 1, 2012.
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III.

THE SETTLEMENT PROCESS

PLEASE PROVIDE A BRIEF OVERVIEW OF THE SETTLEMENT
PROCESS.

This Settlement was the result of over four weeks of formal and informal

negotiations among virtually all of the parties to this rate case. Settlement
discussions began after the submission of Direct Testimony by Staff and other
intervening parties, but before the submission of APS’s rebuttal case. From the
Company’s perspective, the collaborative settlement process provided an
opportunity to develop more creative solutions for the issues presented in the rate

case than would have been possible through litigation.

Formal settlement discussions between all participants occurred regularly

throughout the process, from the end of November 2011 until the Agreement was
ultimately filed on January 6, 2012. A Term Sheet was filed on December 9,
2011 after the parties believed a settlement framework had been established, and
that Term Sheet was generally discussed at an Open Meeting on December 16,
2011. From that date until January 6, 2012, the parties finalized the outstanding
details and transformed the settlement framework into a definitive written
agreement.

HOW WAS THE SETTLEMENT PROCESS CONDUCTED?

The settlement process consisted of several weeks of arm’s-length negotiations
between more than 25 parties representing diverse interests. All parties to the
Docket—mnot just those that actively participated in the settlement—were notified
of settlement meetings, were invited to attend those meetings either in person or
telephonically through a dial-in number, and were given the opportunity to fully

participate in discussions regarding any issue raised in this case.

Meeting participants were provided with copies of all documents that were

presented during the discussions. Hard copies of such documents were given to

7
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the parties in attendance and electronic copies of documents were made available
to all participating parties using a pre-established rate case Internet site. To
permit and encourage openness and transparency, the parties agreed that the
content of settlement discussions would be confidential, as they are generally in
civil litigation under both state and federal Rules of Civil Procedure.
Commission Staff led the negotiations, efficiently driving the discussions to a

resolution that serves the public interest.

WHAT STANDARD SHOULD THE COMMISSION USE IN
EVALUATING THE SETTLEMENT?

The same general public policy supporting settlement of contested matters in civil
litigation also applies to utility rate cases. However, a rate case settlement is not
a resolution solely between private litigants. Rather, it must result in just and
reasonable rates and the Commission must conclude that the settlement is in the
public interest.

DO YOU BELIEVE THAT THE SETTLEMENT IS IN THE PUBLIC
INTEREST?

Absolutely. The Settlement contains many benefits for customers, described in
Section 1.5 of the Settlefnent and feiterated below. A core interest for APS was
that the Settlement needed to provide the Company with the minimum financial
bsupport required to sustain the four-year stay out and continue to provide high
quality service for its customers. The Settlement’s rate-related provisions are
intended to permit the Company to retain its ability to attract capital, maintain
reliability, and sustain growth—benefits that are important for the future of

Arizona.

The interests of all rate case stakeholders were given equal and thoughtful
consideration throughout negotiations. That is as true for the parties, like AARP

and the ACPA, who ultimately signed the Settlement as it is for the energy
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efficiency and environmental advocates who did not. Because the settlement
process allows issues to be vetted outside a formal adversarial process,
conflicting viewpoints were resolved efficiently, expediently, and creativély
compared to how they might have been addressed in litigation. Even when it
became apparent that a party may not sign the Settlement, the other parties
continued to listen to that party’s position and reflect certain of its suggestions
within the agreement. In this way, the Settlement reflects input from all APS rate

case stakeholders, not just Signatories.

In the end, the Settlement is a carefully crafted and cooperatively achieved

balance of many important interests, not just those of APS. That balance, though,

‘is a delicate one. Many aspects of the Settlement reflect the limits to which the

Company was able or willing to agree. In many cases, APS’s agreement to a
provision depénded upon the presence of certain other moderating provisions. I
believe the same is true for the other Signatories. Taken as a whole, I strongly
believe that the Settlement presented to the Commission is in the public interest

and should be approved.

SETTLEMENT TERMS
DOES THE AGREEMENT REFLECT ANY UNDERLYING THEMES?

Yes. A core theme of settlement negotiations was how to moderate the customer

bill impact of this rate case, balancing customer interests in a difficult economy
with the Company’s financial needs. Towards that goal, as Section 1.5 describes,
the Settlement shields all APS customers from a base rate increase and actually
lowers customer bills in 2012; requires APS to agree to a four-year rate case stay
out, during which time any additional customer bill impacts resulting from the
Settlement will be more moderate and predictable; allows customers to benefit

from EE programming and DG by proposing a narrow fixed cost recovery
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mechanism that would support EE and DG at Commission-authorized levels;
allows residential customers to subscribe to an opt-out rate if they do not want to
participate in the LFCR; provides shareholder-funded bill assistance to additional
low income customers; and provides commercial and industrial customers an
innovative alternative generation buy-through rate option, Experimental Rate

Schedule AG-1, as well as a new interruptible rate option.

Another important consideration was to ensure that nothing in the Settlement
impaired the Commission’s flexibility with respect to energy policy. The
Settlement intentionally does not establish independent EE or DG policies or
standards for APS. Instead, the Settlement enhances the Commission’s flexibility
with respect to the rate and customer bill impacts associated with the RES and

DSMAC, as described in detail later.

A critical consideration for APS was to balance the zero dollar rate increase, the
10% authorized ROE (a full 100 basis points below the Company’s current 11%
authorized ROE), and the four—yeér stay out with related provisions that allow
APS the financial wherewithal to be able to continue to provide superior service
without another base rate increase before mid-2016. These other provisions
include eliminating the 90/10 sharing provision in the PSA, implementing the
LFCR, modifying the existing EIS, permitting the deferral of costs related to
changes in the Company’s composite property tax rate, changing the process
related to the recovery of TCA revenues, and enabling APS to seek an adjustment
rider to recover costs associated with the Four Corners transaction, if the
Commission authorizes APS to pursue the acquisition and if the purchase closes.
Even APS’s ability to offer the buy-through alternative generation rate was

balanced in part by provisions that will allow the Company to mitigate cost

10
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recovery issues that could result if APS-owned capacity and energy is displaced

by the AG-1 rate schedule.

APS believes that the Settlement in whole provides an ongoing structure of
regulatory support that will maintain the Company financially and continue the

way towards a sustainable energy future for Arizona.

YOU REFERRED TO SEVERAL OF THE SETTLEMENT’S
PROVISIONS IN YOUR PREVIOUS ANSWER. PLEASE PROVIDE A
BRIEF DESCRIPTION OF EACH.

Certainly. I will discuss each of the provisions as they appear chronologically in
the Settlement (bypassing the Recitals in Section I). Section II sets forth a “Rate
Case Stability Provision,” which precludes APS from filing another general rate
case before May 31, 2015, and requires that any such filing be based on a test
year end date no earlier than December 31, 2014. Under this provision,
customers would not see another APS base rate increase before July 1, 2016—

four years from the anticipated rate effective date in this case.

Section III describes the Settlement’s agreed-upon rates. Importantly, APS base
rates shall not increase above what they are today until at least mid-2016. Put
another way, if the Settlement is approved, APS customers will not have had a
base rate increase for at least six and a half years by the time the Company is next
eligible for rate relief, a period measured from the January 2010 rate effective
date of APS’s last rate case until the end of this Settlement stay-out period. The
zero dollar revenue requirement is comprised of a non-fuel base rate increase of
$116.3 million, a base fuel rate decrease of $153.1 million, and a transfer of
approximately $36.8 million of renewable energy projects from the RES to base
rates. Recognizing the challenges posed by an unadjusted historical test year to

APS’s financial condition, the non-fuel increase includes consideration of post-

11
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test year plant through March 31, 2012 (“Post Test Year Plant”) — 15 months

after the Test Year.

Section IV describes the customer bill impact that results from the Agreement.
As stated préviously, if the Commission approves the Settlement so that rates
take effect on July 1, 2012 as requested, APS customers on average will see a
small bill decrease during the remainder of 2012. Further detail relating to the
estimated bill impact of this Settlement is provided in Attachment A to this
testimony.

PLEASE DESCRIBE THE SETTLEMENT’S COST OF CAPITAL,
DEPRECIATION/AMORTIZATION, AND DECOMMISSIONING
PROVISIONS.

For ratemaking purposes, the Signatories agreed to a capital structure of 46.06%
debt and 53.94% of common equity, and adopted an embedded cost of debt of
6.38% and an authorized ROE of 10.0%. The 10% authorized ROE is a full 100
basis points below APS’s existing 11% ROE, is the same ROE that RUCO
proposed in its Direct Testimony, and is only 10 basis points above what Staff

had originally proposed.

Consistent with Staff’s initial proposals, the Agreement adopts the depreciation
and amortization rates contained in the Direct Testimony of APS Witness Dr.
Ronald White, but not the Company’s proposed change to the depreciation rate
for electronic, electro-mechanical, or AMI meters. The Signatories also agreed to
a fair value rate of return of 6.09%, including a return on the Company’s fair

value rate base increment of 1.0%.

The Settlement adopts the annual decommissioning amounts that are contained in
the Direct Testimony workpapers of APS Witness Jason LaBenz and attached to
the Settlement as Attachment B. As Attachment B to the Settlement shows, APS

12
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expects that Palo Verde Unit 2 will be fully funded by 2016. The Nuclear
Decommissioning Trust Fund collects the costskrequired to decommission Palo
Verde Unit 2 from customers through the SBC component of APS’s base rates.
To provide a benefit to customers prior to the Company’s next general rate case, |
the Settlement requires APS to request a reduction of the SBC to reflect the full
funding of Palo Verde 2 to be effective January 1, 2016. That early reduction in

the SBC could not occur absent this Agreement.

PLEASE DESCRIBE THE SETTLEMENT’S FUEL AND PURCHASED
POWER PROVISIONS, INCLUDING THOSE REGARDING THE 90/10
SHARING PROVISION IN THE PSA.

With respect to fuel costs, the Settlement lowers the base cost of fuel and
purchased power from $0.037571 per kWh to $0.032071 per kWh. This change
occurs on the. effective date of new rates, as provided in the PSA Plan of
Administration. APS also agreed to withdraw its request to recover.the cost of
chemicals required for environmental compliance at APS’s poWer plants and

from raising the request again before its next general rate case.

To make APS’s fuel adjustor consistent with the fuel adjustment clauses of all
other Arizona electric utilities, the Settlement also eliminates the existing 90/10
sharing provision in the PSA. Although unnecessary from the Company’s
perspective, two provisions are tied to the elimination of the PSA, each intended
to benefit customers and provide APS with continued incentive to prudently
procure fuel and purchased power. The first such provision modifies the interest
rates that apply to the PSA by requiring an asymmetrical interest charge to the
annual PSA balance. Under Section 7.3, if the PSA has collected more money
from customers than was spent by the end of the February to January PSA year,
that over-collection will accrue interest at a rate equal to APS’s authorized ROE

or APS’s then-existing short term borrowing rate, whichever is greater. If the

13
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PSA has collected less money than needed to pay for PSA costs at the end of the
PSA year, that under-collection will accrue interest at a rate equal to APS’s
authorized ROE or APS’s then-existing short term borrowing rate, whichever is
less. In either case, the total PSA year-end balance will be refunded to customers

over the following 12 months.

So as to prevent any over-collection from occurring in the first place, the
Settlement authorizes APS to request to reduce the PSA rate through the PSA’s
“Transition Component,” and would permit such a request to become effective on
the first billing cycle of the month following the requesf. On the other hand, any
APS request to increase the PSA by way of the Transition Component would

continue to require explicit Commission approval.

The second condition related to eliminating the 90/10 sharing provision is a
requirement that APS be subject to periodic fuel and power procurement and use
audits. The first such audit shall be for calendar year 2014 (the earliest test year
permitted by the Settlement for APS’s next general rate case). Commission Staff
shall select the consultant to perform these audits, which shall be funded by APS

in an amount not to exceed $100,000 each.

PLEASE DESCRIBE THE RENEWABLE ENERGY-RELATED
PROVISIONS.

Unlike the 2009 Settlement, the only renewable energy issues addressed in the
Settlement now before the Commission relate to ratemaking, not energy policy.
Most of these provisions relate to the mode of cost recovery associated with
certain APS-owned renewable energy projects that the Company now collects
through the RES. The first such provision, Section 8.1, directs that the portion of
those APS-owned renewable projects that have been closed to plant in service as

of March 31, 2012 shall be rate based and that the recovery of the associated
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costs shall be accomplished through base rates rather than through the RES. This
provision is consistent with the treatment of other Post Test Year Plant in this
case. On the effective date of the new rates contained in the Settlement, the RES
adjustor rate established for 2012 will be adjusted to reflect the removal of those

projects.

In the proceeding underlying the Company’s 2012 RES Implementation Plan
(Docket No. E-01345A-11-0264), the Commission understood that APS had

- ‘proposed in this rate case to transfer some of its renewable energy projects from

the RES to base rates. The Commission also knew that no party’s Direct
Testimony in this case had entirely disputed that proposal. Seeking to reduce the
adjustor rate approved for the 2012 RES Implementation Plan,‘the Commission
moved $14 million worth of renewable-energy related purchased power
agreement (;‘PPA”) costs from the RES to the PSA as a temporary proxy for what
the Commission expected to be the permanent removal of certain utility-owned
projects from the RES to base rates in this rate case. Section 8.3 of the
Settlement returns the renewable PPA costs that were moved from RES to the
PSA back to the RES at the same time as the utility-owned projects identified in
Section 8.1 are moved from the RES to base rates. On net, these provisions will

have the effect of reducing the RES adjustor rate.

In addition, the Settlement recognizes that Decision No. 71448 authorized the
Company to recover the capital carrying costs (a term defined in a footnote to
Settlement Section 8.1) associated with any APS-owned renewable investments
made to comply with that Decision through the RES. The Settlement does not
change that prior Commission order. APS renewable investments made to
comply with Decision No. 71448 will continue to receive that ratemaking

treatment, unless and until the Commission authorizes the Company to recover
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the associated costs through another adjustor or in base rates. However, once
APS has fully complied with the renewable energy provisions of Decision No.
71448, APS will no longer be allowed to recover the capital carrying costs
associated with renewable energy capital investments throﬁgh the RES, at least

until the conclusion of the Company’s next general rate case.

Finally, Decision No. 67744 (April 7, 2005) established a requirement that any
changes to RES charges and caps must be allocated between customer classes
according to certain set proportions. The Settlement removes that requirement,
for the express purpose of “provid[ing] the Commission with greater flexibility in

setting RES adjustor rates and related caps.”

PLEASE DESCRIBE THE PROVISIONS OF SECTION IX, RELATING
TO ENERGY EFFICIENCY.

Certainly. Sections 9.1 through 9.13 relate to the proposed LFCR mechanism. I
will generally discuss those provisions from a policy perspective, but will leave
details regarding the mechanics to the Direct Settlement Testimony of APS
Witness Snook. As a matter of policy, the Settlement supports EE as a low cost
resource and recognizes that, under APS’s current rate structure, the Company
will lose revenue as a result of effective EE programs. The Settlement does not |
adopt full revenue per customer decoupling, as' APS had originally proposed.
Rather, sensitive to the Commission’s role in setting EE and DG policy, the
Settlement proposes that the Commission adopt a LFCR mechanism that limits
lost fixed cost recovery to‘ revenues that are measurably lost because of EE or
DG; it does not include the impact of other potential factors that may reduce
energy sales, such as weather or general economic conditions. The amount of lost
fixed costs recovered by the mechanism is limited to the amount of EE and DG
that the Commission authorizes in any year so that APS is financially equipped to

support these programs at whatever level or pace the Commission sets. In many
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ways, the LFCR is a “middle ground” that addresses only the cost recovery issues
associated with EE and DG without constraining the Commission’s policy-setting
flexibility or further impacting APS’s customers, some of whom are still

uncomfortable with the scope of a revenue per customer decoupling rate model.

The Settlement also provides residential customers a rate schedule choice to “opt
out” of the LFCR if they would prefer not to have that charge on their bill. Large
General Service customers taking service under rate schedules E-32L, E-32 L
TOU, E-34, E-35, and E-36XL are excluded from the LFCR. To more fully
address lost fixed cost recovery with respect to these large customers, the
Settlement modifies their rate schedules to pick up a greater portion of fixed costs
through the distribution demand component, with a corresponding adjustment to
the energy charge. APS Witness Miessner describes these rate schedule changes
in greater detail in his Direct Settlement Testimony. Although the exclusion of
large customers from fixed cost recovery devices is not uncommon in the United
States (particularly when tied to rate design changes that improve fixed cost
recovery), the ability of residential customers to “opt out;’ of the LFCR

mechanism appears to be unique.

To further mitigate the customer bill impact associated with the LFCR, the LFCR
is subject to an annual year-over-year one percent rate cap. This means that the
LFCR charge will never cause an increase in customer bills greater than one
percent from one year to the next. The one percent cap provided in the
Settlement is much smaller than the three percent cap that APS had proposed for
revenue per customer decoupling. APS was able to agree to the lower cap for the
LFCR partly because the LFCR excludes the effects of weather and the economy
and recovers fewer dollars than would a full revenue per customer decoupling

model, making a smaller cap possible at least in the early years of the LFCR’s

17




O 00 3 AN W A~ W N

NN N N N N N N N e e e e e e e
0 1 N W R W NN= O VO 00NN N R WN =D

o

implementation. The Signatories agreed, however, that the cap level set in the

Settlement should be reassessed in the Company’s next rate case.

YOU INDICATED THAT THE LFCR LIMITS LOST FIXED COST
RECOVERY TO REVENUES THAT ARE MEASURABLY LOST
BECAUSE ?OF EE OR DG. HOW ARE LOST ENERGY SALES
VERIFIED?

Sections 9.4 and 9.5 address this question. For DG, the Company will use
statistical verification, output profile, or meter data for DG systems installed in
APS’s service territory to track the displaced energy sales until December 31,
2014. After that time, the Company will only be permitted to use meter data to

calculate DG system savings.

For EE, the lost energy sales and unrecovered costs will be demonstrated by the
Measurement, Evaluation, and Reporting (“MER”) conducted for EE programs
by an outside consultant in support of APS’s annual DSM Implementation Plan
filing. The Company’s programs and the associated energy savings will be
independently reviewed every five years by an evaluator selected by Staff and
paid for by APS. See Section 9.14(e). The first such review will occur in APS’s
next general rate case, or within five years of a Commission order in this case,
whichever is sooner. In addition, to help facilitate the MER process and LFCR
analysis, Section 9.15 requires APS to compile and make available to all parties
to this case a technical reference manual that documents program and measure
savings assumptions and incremental costs. The first version of this reference
maﬁual will be distributed no later than December 31, 2013, and would be
updated annually as part of the DSM Implementation Plan process.

HOW WILL APS EDUCATE CUSTOMERS ABOUT THE LFCR?

APS understands the importance of customer outreach regarding the LFCR to
help customers understand what to expect from the adjustor and why it is

necessary. Over the past year, APS has reached out to several customer groups to
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help explain the need for a fixed cost recovery mechanism and attempt to allay

customer concerns. In addition, the Company has published a website,

www.azenergyfuture.com, which explains APS’s rate request and the Settlement

(including both revenue per customer decoupling and the LFCR proposal) in
easy-to-understand terms. Pursuant to Section 9.9, APS will seek stakeholder
input regarding the development of an additional customer outreach program to
continue to inform and educate customers regarding the LFCR and the voluntary

Opt-Out rate option. APS will thereafter implement that program.

DOES THE SETTLEMENT ALLOW THE COMMISSION TO REVIEW
THE LFCR?

Yes. The Settlement provides two means by which the Commission will be able
to monitor the progress of the LFCR. No later than January 15 each year, APS
must file an application with the Commission to adjust the LFCR charge. See
Section 9.6. That filing will include reports identifying, among other things, how
the LFCR was calculated, whether the recoverable fixed cost revenues exbeed the
one percent cap and, if so, by how much. So that the Commission may compare
the LFCR to a revenue per customer decoupling model, the reports contained in
the LFCR filing will also include a comparison of the revenues that would have
been recovered had the Company’s full decoupling proposal been adopted. The

annual LFCR adjustment will not be effective until the Commission approves it.

In addition, Section 9.11 expressly authorizes the Commission to review the
LFCR at any time, and requires that such a review be undertaken in APS’s next
general rate case. At that time, through the annual LFCR filing, the Commission
will have the benefit of being able to compare what revenue the LFCR collected
over the four-year period to what a revenue per customer decoupling model

would have collected, of having data to know whether the one percent cap is
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appropriate, and of understanding whether any other issues exist with the LFCR

that require correction.

The Settlement also contemplates that the Commission might choose to suspend,
terminate, or materially modify the" LFCR prior to APS’s next general rate case.
If the Commission did so and also provided APS with alternative relief that
adequately addressed the lost fixed cost revenue erosioh resulting from that
decision, APS would remain bound by the Settlement’s four year rate
moratorium. If, however, the Commission chose to terminate, suspend, or
materially modify the LFCR and did not provide APS with an alternative means
of recovering at least the amount of lost fixed costs that the proposed LFCR
would recover, APS would need to be granted relief from either the relevant EE
and DG requirements or the financial impacts of EE and DG until the cost
recovery issue is addressed. See Section 9.13. If the Commission chose not to
provide APS with alternative relief that adequately addresses fixed cost revenue
erosion, APS would no longer be bound by the Settlement’s four year rate

moratorium. See Section 9.11.

These latter provisions are critical to address the issues specifically called out in
Section 9.1: that “under APS’s current volumetric rate design, the Company
recovers a significant portion of its fixed costs of service through kilowatt-hour
(“kWh”) sales” and that “Commission rules related to EE and DG require APS to
sell fewer kWh, which, in turn, prevents the Company from being able to recover
a portion of the fixed costs of service embedded in its energy rates.” By law,
APS must have an opportunity to recover those lost fixed costs. If the
Commission chooses not to do it through the LFCR as the Signatories propose,

the problem must be otherwise addressed.
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PLEASE DESCRIBE THE SETTLEMENT’S OTHER ENERGY
EFFICIENCY PROVISIONS.

Like its renewable energy provisions, the Settlement addresses certain ratemaking
issues associated with the Company’s DSM Adjustment Clause (the “DSMAC”)
and the annual DSM Implementation Plan filing. The first is to prevent APS
from continuing to recover capital carrying costs (as defined in Section 8.1)
associated with the Company’s DSM-related capital investments through the
DSMAC, except to the extent such investments have already been authorized by
the Commission. Under Section 9.14(a), this‘ change Will begin with APS’s 2013
DSM Implementation Plan filing.

The Settlement also modifies APS’s performance incentive for DSM
programming. As the table set forth in Section 9.14(b) illustrates, from the
effective date of this Settlement to the Commission’s adoption of any new -
performance incentive structure recommended in Section 9.14(d), APS will no
longer receive a performance incentive above 8% of EE Net Benefits. And that
8% maximum incentive will apply only if APS achieves 105% or more of the

Commission’s EFE standard.

Section 9.14(d) requires APS to work with Staff and other stakeholders to devise
and file an entirely new performance incentive structure by the end of 2012. This
new performance incentive structure will be designed to “optimize[] the
connection between energy efficiency, rates and utility business incentives” and
“create a clear connection between the level of performance incentive and
achievement of cost-effective energy savings.” Section 9.14(d) also holds this
rate case open for the single purpose of allowing the Commission to consider and
approve including the new performance incentive structure as part of the
DSMAC pﬁor to APS’s next general rate case. Section 9.14(d) does not require

the Commission to adopt a new performance incentive structure, and allows the
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Commission to determine the plan year to which any new performance incentive
structure adopted should apply. Signatories to the Settlement, however, will
recommend that the Commission apply any new performance incentive structure
that the Commission might adopt to the first plan year after its adoption. That
recommendation will permit the Company to design a DSM Implementation Plan

knowing what the new incentive structure requires.

The Settlement also requirés APS to use the inputs and methods that Staff uses to
calculate the present value of benefits and costs for DSM as part of the Societal
Costs tests. However, it also provides that Staff will regularly re-evaluate their
inputs and methods, considering comments from other stakeholders including

APS.

Finally, Decision No. 71448 raised the issue of whether the $10 million of DSM
costs that are currently collected through base rates should be transferred to the
DSMAC so that all DSM costs would be recovered through a single source. That
Decision did not resolve the issue, but instead required that it be addressed in this
case. Section 9.16 addresses this question and retains the $10 million of DSM

costs in base rates.

WHAT OTHER FINANCIAL PROVISIONS SUPPORT THE FOUR
YEAR RATE CASE STAY OUT?

As I mentioned previously, the base rate increase contained in the Settlement was
not itself sufficient to maintain APS’s financial health between July 1, 2011 and
the next permitted adjustment of base rates in mid-2016 or later. In an effort to
balance the goal of keeping base rates as low as possible in a difficult economic
climate with the Company’s need to improve financial performance, the
Settlement includes mechanisms in addition to the LFCR and others addressed

above to sustain APS’s financial condition during the stay out. These include a
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rate adjustment rider related to the Four Corners transaction (if it closes),
modifications to the EIS, and a cost deferral related to potential changes in the
Company’s property tax rate. Each of these provisions is material to APS’s
financial condition and needed to allow the Company to agree to a four-year rate
moratorium. I will discuss each of these in turn.

1. Rate Rider Adjustment for the Four Corners Transaction.
Section 10 of the Settlement holds this rate case open for the purpose of allowing
APS to seek an adjustment rider related to its proposed Four Corners transaction,
if the Commission authorizes APS to pursue the transaction and if the transaction
closes. As discussed in the Four Corners docket, the opportunity for APS to
pursue the Four Corners transaction resulted from a combination of California
environmental regulations that prompted SCE to withdraw as a participant in the
Four Corners plant and from federal environmental regulations that would require
significant costs for APS to continue to operate its own Four Corners Units. APS

has shown in the Four Corners docket that the Four Corners transaction is a far

~less expensive option for customers over the long term compared to any

reasonable alternative.

Even so, the non-fuel related revenue requirement associated with the Four
Corners transaction is significant — roughly $70 million dollars per year. APS
would not be able to absorb costs of that magnitude from the anticipated October
2012 closing date until the Four Comers transaction (if it closes) is reflected in
rates in a rate case that concludes mid-2016. Although APS has requested a cost
deferral related to the Four Corners transaction in‘ the Four Corners docket,
parties to the Four Corners docket have disputed whethér almost half of the
revenue requirement associated with the Four Corners transaction should be

included in any cost deferral granted. The Settlement would allow APS to seek
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timely rate relief associated with the transaction to help mitigate the impact of a

2 partial deferral, thus facilitating the closing of the transaction. The Settlement
3 would also lower the balance of the cost deferral that APS hopes will be granted
4 in the Four Corners docket, which would be significantly higher were it carried
Z over to the Company’s next rate case.
7 Specifically, the Settlement allows APS to seek an adjustment rider to reflect the
8 Four Corners transaction in rates, should the Commission allow the Company to
9 pursue the transaction and should the transaction close. Any such application
10 would need to be filed by no later than December 31, 2013, and would address
11 only (1) whether to reflect in rates the rate base and expense effects associated
12 with the acquisition of SCE’s share of Four Corners Units 4 and 5, the rate base
13 and expense effects associated with the retirement of Units 1-3, and any cost

deferral authorized in the Four Corners proceeding (all of which would require a

[y
B~

15 prudency finding), and (2) whether to allow APS to amend the PSA Plan of
16 Administration to include in the PSA the post-acquisition O&M expense
17 associated with Four Corners Units 1-3 as a cost of producing off-system sales
18 until closure of Units 1-3, provided that those costs do not exceed off-system
19 sales revenue in any given year. Boiled to its essence, the second issue will allow
20 APS to continue to operate Units 1-3 if doing so would lower PSA costs to
21 customers. The Settlement prevents the Four Corners rider, if implemented, from
22 taking effect any earlier than July 1, 2013. If approved, the rider will apply on an
23 equal percentage basis on base rates across all customer classes.

{ 24 From a procedural standpoint, the schedules required by Section 10.3, modeled

‘ 22 after those filed in water company Arsenic Cost Recovery Adjustor proceedings,
2

| require APS to update certain of its financial statements so that the Commission

may ensure that the additional revenue generated by the rate rider does not result

N N
o
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in a return on fair value rate base (including the additional Four Corners plant) in
excess of that authorized in this Settlement. The Settlement prevents Signatories
from raising any issues in the Four Corners rate adjustment proceeding other than
those identified above. It also requires Signatories to process the rate adjustment

request within a reasonable time.

DOES THE SETTLEMENT PROVISION THAT ALLOWS FOR AN
ADJUSTMENT RIDER FOR THE FOUR CORNERS TRANSACTION
MEAN THAT APS NO LONGER REQUIRES AN ACCOUNTING
DEFERRAL ORDER IN THE FOUR CORNERS DOCKET?

No, it does not. The Settlement does not permit any Four Corners adjustment
rider from taking effect until at least July 1, 2013. A deferral order that permits
APS to defer all or part of the Four Corners revenue requirement until then is
necessary if APS is to have any opportunity to earn the 10% authorized ROE
provided in this Settlement. The deferral authorization thus remains critical to

consummation of the Four Corners Transaction.

2. Modiﬁcations to the EIS.
EARLIER, YOU MENTIONED THAT THE PROPOSED

MODIFICATIONS TO THE EIS WERE MATERIAL TO THE
COMPANY. PLEASE EXPLAIN THOSE MODIFICATIONS.

Section 11 modifies APS’s existing EIS, a surcharge that collects customer
dollars to offset the cost associated with government-mandated environmental
controls. The electric utility industry as a whole is currently in a major build
cycle to support environmental compliance, among other things. A recent EEI
study noted that environmental spend alone could cost the industry up to $200
billion by 2015. As discussed in the Direct Testimony of Mark Schiavoni, APS’s
fossil fleet faces several environmental-related regulatory pressures from dozens
of federal, state, and local regulators. The rules that these regulators promulgate
place increasing environmental-related cost pressures on APS. One need only

look to the hundreds of millions of dollars of capital investment that APS expects
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to be required to make to install Selective Catalytic Reduction equipment at Four
Corners Units 4 and 5 in the next few years to appreciate the magnitude of the

issue.

The changes to the EIS take a small step towards helping APS defray the impact
of these environment-related cost pressures. As amended, APS will no longer
receive customer dollars through the EIS to pay for government-mandated
environmental controls.  But, when APS invests capital to fund any
environmental controls, the EIS will recover the associated capital carrying costs
(as defined in the footnote to Section 8.1), subject to a cap equal to the charge
that is now in place for the EIS. APS will remain responsible for demonstrating
that the environmental controls were government-mandated and represented a
reasonable and prudent means of meeting the associated environmental

requirements.

Importantly, the EIS is currently collecting roughly $5 million from customers
annually. On the rate effective date of this Settlement, the existing EIS will be
reset to zero. APS Witness Snook describes the mechanics of the EIS in his
Direct Settlement Testimony. |

3. Cost Deferral Related to Changes in the Company’s Property
Tax Rate.

PLEASE DESCRIBE THE SETTLEMENT TERM THAT PROVIDES

THE COMPANY WITH A COST DEFERRAL RELATED TO CHANGES
INITS PROPERTY TAX RATE.

An important financial component needed to sustain the four-year rate case stay |

out is the authority provided APS in Section 12 to defer certain portions of the

Company’s Arizona-related property tax expense each year above or below the

test year level caused solely by changes to the applicable Arizona composite

property tax rate. The Settlement does not permit APS to defer changes in
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property tax expense attributable to changes in the assessed value of APS

property.

For most companies, the assessed value of property rises and falls with its market

‘value. As values fall (as has been the case for several years), the state and local

taxing entities raise rates in an attempt to maintain revenues. An increase in the
tax rate to account for any lower assessed value would not necessarily change
that non-utility taxpayer’s tax payment. For APS, however, the assessed value of
APS property is based on its book value — a value that in total is usually steady or
rising. Thus, when a taxing entity‘increases or decreases its tax rate, APS’s tax

payment necessarily rises or falls accordingly.

APS is concerned that its property tax rate and related property tax expense could
increase significantly during thé course of the Settlement stay-out period, much
like it has over the past few years. To maintain APS’s financial condition from
the rate effective date of this Settlement through the end of its next rate case, the
Settlement allows APS to defer 25% of changes in tax expense above the test
year level related to property tax rate increases in 2012 (prorated with an assumed
July 1 rate effective date), 50% of such changes in 2013, and 75% of such
changes in 2014 and all subsequent years. The Settlement does not allow APS to
apply interest to the deferred balance. Beginning on the rate effective date of the
Company’s next rate case, any positive balance in the final property tax rate
deferral will be recovered from customers over ten years; any negative balance

will be refunded to customers over a shorter three year period.

PLEASE DESCRIBE THE SETTLEMENT TERMS RELATING TO THE
TCA. »

The Settlement addresses APS’s transmission costs in two ways. First, Section

13.1 rejects APS’s proposal that the level of transmission costs now in base rates
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be moved to the TCA. Rather, those costs will remain in base rates until further

order of the Commission.

Second, Sections 13.2 and 13.3 modify the TCA implementation process,
consistent with the Commission’s suggestion in Decision No. 72430 (June 27,
2011). By federal law, the FERC has exclusive jurisdiction over APS’s
transmission rates to both retail and wholesale customers. Retail customers
benefit through this Commission’s active participation in FERC formula rate
proceedings — something that the Commission has been diligent about since the
FERC formula rate was implemented. It makes little sense for the Commission to
be required to reflect in a separate order a decision already made by and under the
exclusive jurisdiction of another agency. The Settlement changes that process
and permits the annual TCA adjustment to become effective June 1 of each year
without the need for affirmative Commission approval, unless Staff requests

review or otherwise ordered by the Commission.

PLEASE BRIEFLY DESCRIBE THE SETTLEMENT PROVISIONS
RELATING TO LOW INCOME CUSTOMERS.

The Settlement contains two provisions relating to low income programs. The
second (Section 14.2) is a matter of rate design, which is addressed by APS
Witness Miessner in his Direct Settlement Testimony. The first, Section 14.1,
extends from a commitment that APS made in Decision No. 71448. In that case,
APS agreed to augment the bill assistance program approved in Decision No.
69663 by funding, at its own expense, $5 million to assist customers whose
incomes exceed 150% of the Federal Poverty Income Guidelines but are less than
or equal to 200% of those Guidelines. For a variety of reasons, little of that $5
million has been used today, notwithstanding the unfortunate state of the
economy. So that additional low income customers may benefit from that $5

million contribution, the Settlement allows any funds remaining of that $5 million
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funding commitment to be used to assist additional customers — those whose

incomes fall below 150% of the Federal Poverty Income Guidelines.

DOES THE SETTLEMENT CONTAIN ANY PROVISIONS RELATING
TO SERVICE SCHEDULE 3, CUSTOMER LINE EXTENSIONS?

Yes. During 2011, APS and stakeholders in the Company’s line extension policy |-
worked together to resolve a significant dispute relating to changes that had been
made to Service Schedule 3 in the Company’s last two rate cases. A settlement
of that dispute, reflected in Version 12 of Service Schedule 3, was approved by
this Commission in Decision No. 72684. Version 12 cannot be implemented
outside of a rate case. Section 15.1 of the Settlement requires Version 12 to

become effective on the rate effective date of this rate case.

PLEASE ADDRESS THE SETTLEMENT PROVISION RELATING TO
BILL PRESENTATION.

Prior to filing the rate application underlying this Settlement, APS held a series of
technical conferences with rate case stakeholders to discuss its anticipated filing
and identify issues that the parties might seek to raise during the rate proceeding.
The format of the Company’s customer bill arose as one such issue, engendering
a good deal of discussion and healthy debate about what type of information the
bill should show, what items should be consolidated or differentiated, and
whether there were any legél limits to how APS could change its bill format. In
the end, the Signatories agreed that the issue should be resolved outside the

context of this rate case.

The Settlement thus requires APS to initiate stakeholder meetings to address
issues related to the APS bill presentation, with a goal of making the bill easier
for customers to understand. APS will initiate those meetings within 90 days
following approval of the Settlement, and must ultimately file an application with

the Commission for whatever authorization is needed to modify its bill format.
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That filing must also explain how the APS bill presentation proposal reflects the

input of participants received during the stakeholder meetings.

THE AGREEMENT CONTAINS SEVERAL PROVISIONS RELATING
TO EXPERIMENTAL RATE SCHEDULE AG-1 AND OTHER RATE
MATTERS. PLEASE BRIEFLY DESCRIBE THOSE REGARDING RATE
SCHEDULE AG-1.

Experimental Rate Schedule AG-1 is a buy-through rate for commercial and
industrial customers, detailed in Attachment J to the Settlement. The program
spans a limited four year duration, with participation capped at 200 MW. APS
Witness Miessner describes the mechanics of Experimental Rate Schedule AG-1
in detail in his Direct Settlement Testimony.

WHY DID APS PROPOSE EXPERIMENTAL RATE SCHEDULE AG-1?
Because the Company thought that such a rate might make sense for some of our
large customers, and it wanted to test the concept by offering a limited program
that would allow APS to gather information regarding whether a rate of this type
is operationally possible or economically feasible. APS currently has no way to
know whether a buy-through rate will benefit the customer receiving the rate, or
whether or how the displaced capacity resulting from such a rate may affect other
APS customers. APS believes’ that this limited program will provide useful
information regarding third-party participation in the generation and provision of
electricity in Arizona. This rate schedule does not nor is it intended to address
the subject of retail competition, nor does it circumvent in any way the

Commission’s role in evaluating that issue as a matter of policy.

DOES THE SETTLEMENT CONTAIN ANY OTHER RATE SCHEDULE
MATTER PROVISIONS?

“Section XVII of the Agreement contains provisions for other rate schedule

matters, which are detailed in Attachment K to the Settlement. Mr. Miessner
elaborates on the rate design elements of the Settlement in his Direct Settlement
Testimony.
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CONCLUSION
DO YOU HAVE ANY CONCLUDING REMARKS?

APS appreciates the dedication and commitment of all of the parties for their

work in diligently and efficiently resolving a complex rate case that addresses a
wide range of important ratemaking issues. The Settlement before the
Commission is appealing from many perspectives, as I discussed in detail above.
The widespread support for the Settlement by the many varied parties who spent
weeks in detailed discussions over its terms is probably the best evidence that the
Settlement is in the public interest. I believe that this Settlement, on balance,
results in just and reasonable rates for our customers and should be approved.

DOES THIS CONCLUDE YOUR DIRECT SETTLEMENT TESTIMONY?
Yes.
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January 9, 2012

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

RE:  Arizona Public Service Company 2011 Rate Case Settlement Agreement
E-01345A-11-0224

To whom it may concern:

The Signatories to the Arizona Public Service Company (“*APS”) Rate Case
Settlement Agreement (“Settlement”) filed in the above-captioned docket agreed that
‘ APS should file this letter to inform the Commission and the public about the customer
bill impacts potentially associated with the Settlement, both on the rate effective date
and afterwards. As described in greater detail below, several factors associated with
the Settlement may impact customer bilis, and several factors that are mdependent of
the Settlement may also impact bills:

e First and most |mmed|atély, the Settlement results in a modest rate reduction
across customer classes, generally around one percent, on the assumed rate .
effective date (July 1, 2012) and for the remainder of 2012.

¢ Second, the Settlement will defer resetting the existing Power Supply Adjustor
("PSA") to reflect the new base fuel rates established in the Settlement until
early 2013. This will allow customers to continue to receive a credit for the PSA
for the rest of this year, and the PSA bill will be reset as it normally is in
February 2013. A

¢ Third, the Settlement would allow APS to seek an adjustment rider related to its
potential acquisition of Southern California Edison’s (“SCE”) interest in Four
Corners Power Plant Units 4 and 5 and retirement of Units 1-3 (the “proposed
Four Corners transaction”), if the Commission authorizes APS to pursue the
acquisition and if the transaction closes. The “Four Corners” adjustment is
itself composed of two parts, each dependent upon several contingencies. The
first part is the impact of the Four Corners transaction on the 2013 PSA reset
should the transaction close prior to December 31, 2012. The second part,
which is subject to yet further contingencies, would largely center on the non-
fuel costs associated with the Four Corners transaction and would take effect no

‘ ‘ earlier than July 1, 2013.
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The potential customer bill impact associated with each of these changes is
. explained below and illustrated in detail in the attachment.

1. Bill Impact on the Rate Effective Date.

If the Commission approves the Settlement so that rates take effect on July 1,
2012 as requested, APS customers will see on average a slight bill decrease during the
remainder of 2012. The average residential customer's monthly bill, for example, will
go down by about 1.0%. This customer benefit is caused by (1) APS receiving less
rate relief than it had originally requested; (2) a decline in fuel costs; and (3) the
Company’'s agreement to delay the reset of the PSA rate until February 2013, thus
continuing the current PSA credit as described below.

2. Bill Impact Resulting from Existing Adjustment Mechanisms.

Of the existing Commission-approved adjustors that affect customer bills
between rate cases, only the PSA has a bill impact that is directly affected by the
Settlement. There are two components to the PSA: a forward component that will
reflect anticipated 2013 fuel costs and a historical component that will collect any
under-collected 2012 fuel costs (or refund any over-collection). Although both the
forward and historical components may be affected by changes in fuel costs, weather
or economic conditions between now and February 2013, APS estimates that average
residential customer bills will increase by 2.5% above what they had been just before
Settlement rates took effect when the PSA rate is reset in February of 2013.!
Importantly, although the PSA Plan of Administration would allow the PSA rate to be
reset at the same time when new rates take effect, an annual reset occurs each
February regardless of whether a rate case has been filed.

. 3. Bill Impact Resulting from Potential Four Corners Acquisition.

Finally, the Settlement contains a provision that would allow APS to seek an
adjustment rider related to its proposed Four Corners transaction, if the Commission
authorizes APS to pursue the transaction and if the transaction closes. Under the
terms of the Settlement, such a rider, if implemented, may not become effective any
earlier than July 1, 2013. Any bill impact associated with this adjustment is contingent
on subsequent Commission actions and other future events that may or may not
occur. The bill impact reflecting the Four Corners rider presented in the attached
assumes, for example, that the Commission and other regulators (including the
California Public Utilities Commission and the Federal Energy Regulatory Commission)
aliow the transaction to proceed, that all other conditions to closing are satisfied, and
that the transaction is consummated in the fourth quarter of 2012. It further assumes
that the Commission will grant the Company’s request that it be allowed to operate
Four Corners Units 1-3 through 2013 and recover the associated Operations and
| Maintenance expense through the PSA only and for so long as off-system sales from

that additional capacity benefit customers more than the continued cost of operating
those Units. None of these issues is specifically resolved in this Agreement.

Completing the Four Corners transaction as described above could result in
average residential customer bills increasing by slightly more than 3% after July 2013.
Importantly, however, the rate treatment of Four Corners was not part of the bill
impact analysis related to the Company’s original rate case application. The

! Again, this analysis assumes that the Commission authorizes APS to pursue the proposed Four Corners
transaction, the transaction closes prior to December 31, 2012, and also that Four Corners Units 1- 3 .
continue to operate through the balance of 2013, which results in lower PSA costs.
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opportunity for APS to pursue the Four Corners transaction resulted from a
' combination of California environmental regulations that prompted SCE to withdraw as
a participant in the Four Corners plant'and from federal environmental regulations that
wouid require significant costs for APS to continue to operate its own Four Corners
units. In the separate Four Corners docket, APS has shown that the Four Corners
transaction is a far less expensive option for customers over the long term than any
other alternative. The Settlement proposal would facilitate the timely closing of the
transaction. It would also lower the balance of the cost deferral that APS has
requested in the Four Corners docket, which would be significantly higher were it
carried over to the Company’s next rate case, causing a higher customer bill impact.

I hope this letter provides additional information regarding the potential
customer bill impacts associated with this Settlement, and look forward to discussing
this in more detail at the hearing. If you have any questions, or would like additional
clarification or information, please let me know by way of a letter in this rate case .
docket, to which APS will promptly respond.

Sincerely,

Jeff Guidner

‘ IBG/dk
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Estimated Annual Bill Impacts of Proposed and Settiement Rates

ARIZONA PUBLIC SERVICE COMPANY

Includes PSA and RES Impacts

Application
Annual
Average
Monthly
Residential (Rate E-12) © Bill {1,2)
Average kWh per Month . 691
Base Rates $ 89.31
PSA- Forward Component (0.01)
PSA - Historical Component (0.32)
4 Corners -
TCA 1.48
1S -
RES 1.99
DSMAC 1.88
Total $ 94.33
Bill Impact $ 433
Percent Bill Impact 4.81%
Annual
Average
Monthly
Residential (Average - All Rates) Bill (1,2)
Average kWh per Month 1,100
Base Rates $ 128.80
PSA- Forward Component {0.02)
PSA - Historical Component (0.51)
4 Corners -
TCA 2.36
EIS -
RES 199
DSMAC 2.99
Total $ 135.61
Bill impact 5 836
Percent Bill Impact 6.57%
Annual
Average
Monthiy
Commerclal {Rate E-32, 0-20 kw) Bill (1,2)
Average kwh per Month 1,430
Base Rates $ 206.85
PSA- Forward Component {0.02)
PSA - Historical Component (0.66)
4 Corners -
TCA 2.29
EIS -
RES 7.12
DSMAC 3.89
Jotal s 219.47
Bill Impact $ 4.37
Percent Bill Impact 2.03%

Attacment JBG-S1

Page 7 of 12
Rates on Settlement
6/30/2012 7/1/2012
Annual Annual
Average Average
Monthly Monthly
Bill (2} Bill (3)
691 . 691
86.40 S 86.44
{3.19) (3.19)
0.30 0.30
291 291
0.11 -
3.84 2.78
1.88 1.88
9225 $ 91.12
$ {1.13)
-1.22%
Annual Annual
Average Average
Monthly Monthly
Bill (2) Bill {3)
1,100 ' 1,100
12390 $ 123.83
(5.08) {5.08)
0.49 0.49
4.63 463 -
0.18 -
3.84 2.78
2.99 2.99
13095 $ 129.64
) $ (1.31)
-1.00%
Annual Annual
Average Average
Monthly Monthly
Bill (2) . Bill (3) .
1,430 1,430
202.30 $ 206.23
(6.60) (6.60)
0.63 0.63
353 353
0.23 -
13.71 9.96
3.89 3.89
21769 $ 217.64
$ (0.05)
-0.02%
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ARIZONA PUBLIC SERVICE COMPANY
Estimated Annual Bill Impacts of Proposed and Settlement Rates
includes PSA and RES Impacts

Application Rates on Settlement
’ 6/30/2012 7/1/2012
Annual Annual Annual
Average Average Average
Monthly Monthly Monthly
Commercial (Rate E-32, > 20 kW) Bill (1,2) Bill (2) Bill (3)
Average kWh per Month 62,238 : 62,238 62,238
Base Rates $ 6,142.98 $ 5977.26 § 5,986.64
PSA- Forward Component (0.88) {287.36) (287.36)
PSA - Historical Component _ {28.69) 27.33 27.33
4 Corners - - .
TCA 14481 163.78 . 163.78
Es - 9.96 -
RES 73.92 142.44 103.44
DSMAC ) 189.52 189.52 189.52
Total $ 6,521.66 $ 622293 $ 6,183.35
Bill Impact $ 401.72 $ (39.58)
Percent 8ill Impact 6.56% -0.64%
Annual Annual Annual
Average Average Average
Monthly . Monthly Monthly
Industrial (Rate E34/35) Bill {1,2) Bill (2) Bill (3)
Average kWh per Month 3,581,412 3,581,412 1 3,581,412
Base Rates $ 257,184.98 $ 249,125.86 $ 244,035.16
PSA- Forward Component (50.14) (16,535.38) (16,535.38)
PSA - Historical Component (1,651.03} 1,572.24 1,572.24
4 Corners - - -
TCA 1,710.44 4,061.46 4,061.46
EIS - 573.03 -
RES 221.77 427.33 310.33
DSMAC 6,395.98 6,395.98 6,395.98
Total $ 263,812.00 S 24562052 § 239,839.79
Bill Impact $ 25,818.72 ) $ (5,780.73)
Percent Bill Impact 10.85% -2.35%

Notes:

{1) From CAM-14 in Application

{2) Bill includes impact of proposed revised General Rate Case charges, and PSA and RES surcharges reset with implementation of new rates
Bill excludes regulatory assessment charge, taxes and fees. Adjustor levels in effect as of March 1, 2011

{3) 7/1/2012 - Includes settlement rates, transfer from RES to base rates, and EIS set to zero. PSA based on 2/1/2012 rate

Page 2 of 6
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ARIZONA PUBLIC SERVICE COMPANY
Estimated Annual Bill impacts of Proposed and Settlement Rates
Includes PSA and RES Impacts
NOTE: PSA RESET OCCURS EACH FEBRUARY REGARDLESS OF WHETHER A RATE CASE HAS BEEN FILED
Rates on Potential Impact of
7/1/2012 PSA Reset in 2013
Annual Annual
‘ Average Average
‘ Monthly Monthly
| Residential (Rate E-12) 8ill {4,5) Bill {4,6)
‘ Average kWh per Month 691 : 691
| ‘Base Rates : $ 86.44 $ 86.44
| PSA- Forward Component (3.19) (2.12)
PSA - Historical Component 0.30 2.10
4 Corners i - -
TCA 2.91 291
[3M) - -
RES 2.78 2,78
DSMAC 1.88 1.88
| Total $ 91.12 S 93.99 Equates to a 1.9% bill
8ill Impact $ 2.87 impact compared to
Percent Bill Impact 3.15% 6/30/2012 rates
Annual Annual
Average ' Average
Monthly Monthly
Residential {Average - All Rates) Bill (4,5) Bill {4,6)
Average kWh per Month 1,100 1,100
. Base Rates $ 123.83 $ 123.83
PSA- Forward Component {5.08) (3.37)
PSA - Historical Component 0.49 3.34
4 Corners - B
TCA 4.63 4.63
EIS - -
RES 2.78 2.78
DSMAC 2.99 299
Total W S 134.20 Equates to a 2.5% bill
Bill impact $ 4.56 impact compared to
Percent 8ill Impact 3.52%| 6/30/2012 rates
Annual Annual
Average Average
Monthly Monthly
Commercial {Rate E-32, 0-20 kW) Bill (4,5) . B8ill (4,6)
Average kWh per Month 1,430 —--_1,5‘?:)-
Base Rates $ 206.23 $ 206.23
PSA- Forward Component {6.60) (4.38}
PSA - Historical Component 0.63 4.34
4 Corners - -
TCA 3.53 3.53
EIS - -
RES 9.96 9.96
DSMAC 3.89 3.89
Total $ 217.64 $ 223.57
Bill Impact $ 5.93
Percent Bill Impact 2.72%
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ARIZONA PUBLIC SERVICE COMPANY

Estimated Annual Bill Impacts of Proposed and Settiement Rates

Includes PSA and RES Impacts

NOTE: PSA RESET OCCURS EACH FEBRUARY REGARDLESS OF WHETHER A RATE CASE HAS BEEN FILED

Rates on
7/1/2012
Annual
Average
Monthly
Commercial (Rate E-32, > 20 kW) 8ill {4,5)
Average kWh per Month 62,238
Base Rates S 5,986.64
PSA- Forward Component (287.36)
PSA - Historical Component 27.33
4 Corners -
TCA 163.78
EIS -
RES 103.44
DSMAC 189.52
Total $ 6,183.35
Bill impact
Percent Bill Impact
Annual
Average
Monthly
Industrial (Rate £34/35) Bill {4,5)
Average kWh per Month 3,581,412
Base Rates $  244,035.16
PSA- Forward Component {16,535.38)
PSA - Historical Component 1,572.24
4 Corners -
TCA 4,061.46
] -
RES 310.33
DSMAC 6,395.98
Totat $  239,839.79
8ill Impact

Percent Bill Impact

Notes:
(4) Bill excludes regulatory assessment charge, taxes and fees

Potential Impact of

PSA Reset in 2013

Annual
Average
Monthly
Bill (4,6)
62,238
$  5986.64
(190.39)
188.77

163.78

103.44

189.52

S 644176
$ 258.41
4,18%

Annual
Average
Monthly
Bill {4,6)
3,581,412
$ 244,035.16
{10,955.54)
10,862.43

4,061.46
310.33
6,395.98

$  254,709.82
$  14,870.03
6.20%

{5) 7/1/2012 - Includes settiement rates, transfer from RES to base rates, and EIS set to zero. PSA based on 2/1/2012 rate
{6) 2/1/2013 - APS would have reset the PSA adjustor regardless of the current rate case. Projected PSA reset, under-collection in
2012 due to base fuel rate change in 7/1/12, FC 1-3 Off-system sales margin, and FC 4-5 base fuel rate change due to acquisition
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ARIZONA PUBLIC SERVICE COMPANY
‘ Estimated Annpual Bill Impacts of Proposed and Settlement Rates
Includes PSA and RES Impacts
Bill impact of Potential Impact of
PSA Reset in 2013 ACC Approval of FC
Annual Annual
Average Average
Monthly Monthly
Residential {Rate E-12) 8ill (7,8) Bill (7,9)
Average kWh per Month 691 691
Base Rates $ 86.44 R 86.44
PSA- Forward Component (2.12) (1.31)
PSA - Historical Component 2.10 210
4 Corners - 2.08
TCA 291 2.9
EIS - -
RES 2.78 2.78
DSMAC 1.88 1.88
Total $ 93.99 $ 96.88
Bill tmpact $ 2.89
Percent Bill Impact . 3.07%
Annual Annual
Average Average
Monthly Monthly
Residential (Average - All Rates) Bill (7,8) . Bill (7,9)
Average kWh per Month 1,100 1,100
Base Rates $ 123.83 $ 123.83
y PSA- Forward Component (3.37) (2.09)
PSA - Historical Component 3.34 3.34
4 Corners ) - . 297
TCA 4.63 463
EtS - -
RES 2.78 2.78
DSMAC 2.99 2.99
" Total : $ 134.20 $ 138.45
Bill impact $ 4.25
Percent Bill Impact - 3.17%
Annual ] Annual
Average Average
Monthly - Monthly
Commercial (Rate E-32, 0-20 kW) Bilt (7,8) Bill (7,9)
Average kWh per Month 1,430 1,430
Base Rates $ 206.23 $ 206.23
PSA- Forward Component (4.38) (2.71)
PSA - Historlcal Component 4.34 - 4.34
4 Corners - 4.95
TCA 3.53 3.53
EiS - -
RES 9.96 9.96
DSMAC 3.89 3.89
Total $ 223.57 $ 230.19
B8ill Impact $ 6.62
Percent Bill Impact 2.96%

Page 5 of 6




Attacment JBG-S1
Page 12 of 12
ARIZONA PUBLIC SERVICE COMPANY
Estimated Annual Bill Impacts of Proposed and Settlement Rates
Includes PSA and RES Impacts
Bill Impact of Potential Impact of
PSA Reset in 2013 ACC Approval of FC
Annual Annual
Average Average
Monthly Monthly
Commercial {Rate E-32, > 20 kW) Bill (7,8) Bill (7,9)
Average kWh per Month 62,238 62,238
Base Rates S 5,986.64 $ 5,986.64
PSA- Forward Component (190.39) (117.94)
PSA - Historical Component 188.77 188.77
4 Corners - 143.68
TCA 163.78 163.78
EIs - ' -
RES 103.44 103.44
DSMAC 18%.52 189.52
Total $ 6,441.76 $ 6,657.89
Bill impact $ 216.13
Percent Bill Impact 3.36%
Annual Annual
Average Average
Monthly Monthly
Industrial (Rate E34/35) Bill (7,8) Bill (7,9)
Average kWh per Month 3,581,412 3,581,412
Base Rates $ 244,035.16 $ 244,035.16
PSA- Forward Component (10,955.54) (6,786.78)
PSA - Historical Component 10,862.43 10,862.43
4 Corners ’ - 5,856.85
TCA . 4,061.46 4,061.46
® - -
RES 310.33 310.33
DSMAC . 6,395.98 6,395.98
Total $ - 254,709.82 $ 264,735.43
8ill Impact $ 10,025.61
: 3.94%

Percent Bill Impact

Notes:

{7) Bill excludes regulatory assessment charge, taxes and fees. Adjustor levels in effect as of March 1, 2011

(8) 2/1/2013 - APS would have reset the PSA adjustor regardless of the current rate case. Projected PSA reset, under-collection in 2012 due to
base fuel rate change in 7/1/12, FC 1-3 Off-system sales margin, and FC 4-5 base fuel rate change due to acquisition

(9) 7/1/2013 - FC1-3 O&M base fuel rate transfer to PSA, and FC 4-5 non-fuel rate increase
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DIRECT SETTLEMENT TESTIMONY OF LELAND R. SNOOK
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-11-0224)
INTRODUCTION
PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.
My name is Leland R. Snook. My business address is 400 North 5 Street,

Phoenix, Arizona, 85004.

DID YOU SUBMIT DIRECT TESTIMONY IN THIS PROCEEDING
THAT PROVIDES YOUR EDUCATIONAL AND PROFESSIONAL
BACKGROUND?

Yes.

WHAT IS THE PURPOSE OF YOUR SETTLEMENT TESTIMONY? |

The purpose of my Direct Settlement Testimony is to provide an overview of the
Lost Fixed Cost Recovery (“LFCR”) mechanism, why it was adopted and its
benefits. In conjunction with the LFCR, I will also discuss a cdrresponding Opt-
Out rate option for residential customers. My testimony also describes why large
commercial customers were excluded from the mechanism and how their rate
design was modified to accommodate this exclusion, Finally, I discuss the
modification made to APS’s existing Environmental Improvement Surcharge
(“EIS™).

SUMMARY

PLEASE SUMMARIZE YOUR TESTIMONY.

The LFCR mechanism represents a distinct departure from the full revenue per
customer decoupling mechanism proposed in APS’s Direct Testimony, while also
reflecting collaboration amongst a diverse group of Settling Parties. It is a
targeted mechanism to address the financial pressure created by the sales
reductions associated with Demand-Side Management (“DSM”) and renewable

Distributed Generation (“DG”). The LFCR adopted in the Settlement made

' DSM is comprised of both Energy Efficiency (“EE”) and demand response. For purposes of my
testimony, I will use EE and DSM interchangeably.
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minimal modifications to the Commission Staff proposal discussed in Staff
Witness Howard Solganick’s Direct Testimony. This approach provides a clear
and direct link between EE and DG sales reductions to the amount of uncollected
fixed costs to be recovered by the Company. Importantly, this link allows APS to
be given the opportunity to recover its lost fixed costs attributable to EE or DG at
any level and pace that the Commission authorizes as a matter of policy. The
LFCR adjustment will also be subject to a 1% cap. This cap is significantly
below the 3% cap proposed by APS in its Direct Testimony, as APS Witness Jeff

Guldner discusses in his Direct Settlement Testimony. |

The implementation of the LFCR provided in the Settlement Agreement is
coupled with the provision of an Opt-Out rate option for residential customers.
This rate provides customers an option to have a slightly higher Basic Service
Charge (“BSC”) rather than participating in the LFCR mechanism. This Opt-Out
rate provides customers with the opportunity to avoid an LFCR charge, while still
allowing the customer to participate in and benefit from DSM and DG programs.
Notably, the Opt-Out rate would be difficult, if not impossible, to implement
under a full revenue per customer decoupling model, which I will discuss in

greater detail later in my testimony.

The Settlement also proposes a cooperative solution to address lost fixed cost
recovery relating to large customer classes. Rather than being included in the
LFCR, the Settlement Agreement modifies the rates for these customers to-allow
for greater recovery of fixed costs through higher demand charges, and a
corresponding downward adjustment to energy charges. These rate modifications

provide the Company with adequate fixed cost recovery from these customers,

while allowing them to be exempt from the LFCR.
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Finally, the Settlement Agreement modifies APS’s existing EIS. Instead of using
a set amount of funds advanced by customers to pay for new government
mandated environmental controls, APS will now pay for the new facilities as it
does other traditional plant and collect a portion of the capital carrying costs
through the EIS. The EIS rate will thus be initially reset to zero, and will be

capped so that it cannot increase to more than the present EIS rate.

OVERVIEW OF THE LFCR MECHANISM

PLEASE PROVIDE A BRIEF OVERVIEW OF THE SETTLEMENT
PROPOSED LFCR MECHANISM.

First and foremost, the LFCR mechanism is very different from the full revenue

per customer decoupling mechanism (which APS had called the Efficiency and
Infrastructure Account (“EIA”)). The LFCR mechanism is a narrowly tailored
mechanism that addresses only sales reductions associated with Commission-
approved DSM and DG programs. The direct correlation between DSM and DG
sales reductions and the associated cost recovery in the LFCR is distinct from full
revenue per customer decoupling (the EIA proposed by APS) which takes into
account all fluctuations in sales, regardless of the cause. For example, full
revenue per customer decoupling would include fluctuations in sales due to
extreme weather or the economic cycle. Due to the more targeted scope of the
LFCR mechanism and the direct link to DSM and DG sales, the LFCR inherently
allows the Commission the flexibility to set the pace or level of EE and DG that

they so choose.

WILL YOU PLEASE PROVIDE THE ‘SPECIFIC MECHANICS OF THE
LFCR MECHANISM?

The LFCR will be calculated annually and will be applied to customers’ bills
upon Commission approval in March of each year, with the first adjustment

occurring March 2013. Importantly, this mechanism has a 1% year over year cap

— significantly lower than that proposed by APS in its direct filing — meaning a
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customer’s bill will not go up in any given year by more than 1% due to the
LFCR mechanism. Annually, on or before January 15, APS will submit a
compliance report to the Commission detailing the amount of the LFCR
adjustment and the customer bill impact, with the initial filing to occur in 2013.
The calculation is derived by multiplying a portion of distribution and
transmission costs (these costs excluding the amount collected in the BSC and
50% of those same costs collected through a demand based (or kW) charge) times
the sales reductions associated with Commission-approved DSM and DG
programs. The 50% credit for demand charges associated with these distribution
and transmission costs is based on the fact that EE programs tend, on average, to
reduce demand by half the reduction in energy usage. Also, the sales associated
with customers who are exempt from the LFCR or are on the Opt-Out rate option
will be excluded from the derivation of the annual adjustment. The result of this
calculation is the amount of money that APS will be allowed to recover from
customers to make up the revenue from lost sales in the prior year in order to
recover its fixed costs. The adjustment will be applied to customers’ bills on an
equal percentage surcharge in March of each year and will remain in effect for
one year. Please see the LFCR Plan of Administration and related compliance

reports attached to the proposed Settlement Agreement as Attachment F.

THE OPT-OUT RATE OPTION FOR RESIDENTIAL CUSTOMERS

THE SETTLEMENT AGREEMENT HAS A PROVISION FOR AN OPT-
OUT RATE FOR RESIDENTIAL CUSTOMERS, PLEASE EXPLAIN
THIS PROVISION.

The Opt-Out rate option is a companion rate to the LFCR. The rate allows

residential customers the option to be excluded from the LFCR mechanism by
adding instead a modest increase to their existing BSC.> This provision gives

customers the flexibility to choose whether or not they will be subject to the

2 The Opt-Out rate does not preclude customers from participating in and benefitting from DSM and DG
programs,

4
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LFCR mechanism. The Opt-Out adjustment to each customer’s bill depends
upon the level of that customer’s kWh usage; the BSC slightly increases as
energy usagé increases. For the typical residential customer, the Opt-Out rate
will result in about a 1% one-time increase to their bill. This increased BSC was
determined by taking the average of the forecast LFCR adjustment from the
assumed July 1, 2012 rate effective date of Settlement Agreement until the end of
APS’s rate case stay out period in 2016.

COULD THE EIA ALSO HAVE AN OPT-OUT RATE OPTION?

That is doubtful. The LFCR mechanism, as stated above, is a very narrow
mechanism, tailored to authorized Commission kWh savings from DSM and DG.
The nature of the device makes the adjustments narrow and relatively predictable,
rendering the calculation of an appropriate Opt-Out rate easier compared to what
it would be under the broader revenue per customer decoupling model. The Opt-
Out rate would not likely be feasible under a full revenue per customer
decoupling mechanism, because there would be considerably more factors
affecting lost sales beyond just DSM and DG, such as weather, which can greatly
affect a full revenue per customer adjustment in either direction. Given the lack
of predictability and multiple variables in full revenue per customer decoupling,
any fixed Opt-Out rate could be significantly non-compensatory for the C'ompany
or larger than necessary for the Opt-Out customers. Therefore, the Opt-Out rate
option is a somewhat unique feature made possible by the narrowly-tailored

LFCR mechanism proposed in the Settlement Agreement.

For more information regarding the applicable Opt-Out rate option for each
residential rate schedule by customer usage levels, please see the proposed
Settlement Agreement at Attachment E. Also see APS Witness Charles

Miessner’s Direct Settlement Testimony for discussion of the detailed Opt-Out

rate design.
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WHY NOT PROVIDE AN OPT-OUT RATE FOR SMALLER
COMMERCIAL CUSTOMERS?

Unlike residential customers, smaller general service customers have extremely
heterogeneous characteristics, ranging from retail stores to smaller schools to
traffic lights to billboards. It would be extremely problematic to design an opt-out

rate that would be fair for such a diverse group of customers.

THE EXCLUSION OF LARGE CUSTOMER CLASSES FROM THE LFCR
MECHANISM -

PLEASE EXPLAIN WHY CERTAIN LARGE CUSTOMER CLASSES
ARE EXEMPT FROM THE LFCR MECHANISM.

The recovery of fixed costs for large'c‘:ustomers, specifically rate schedules E-32

L, E-32 L TOU, E-34 and E-35, were alternatively addressed through rate design
rather than including these customer groups in the LFCR mechanism. This Test
Year revenue neutral modified rate design changes the price structure to recover a
greater portion of fixed costs through demand charges. This modification allows
the Company to ensure that a greatér portion of fixed costs are recovered through
rate design rather than the LFCR meéhanism. Importantly, any DSM and DG
energy reductions from customers that are excluded from the LFCR mechanism
will also be excluded from the calculation of the LFCR to ensure that those costs
are not borne by other customers. For more information regarding the specific -
rate design changes for large commercial customers, please see APS Witness

Miessner’s Direct Settlement Testimony.

DID APS PRESENT A PROPOSAL IN ITS DIRECT TESTIMONY ON
HOW RATE DESIGN COULD BE MODIFIED TO ACCOMMODATE
THE EXCLUSION OF LARGE CUSTOMER CLASSES?

Yes. In my Direct Testimony, I discussed how large customer classes could be
excluded from the decoupling mechanism. The rate design proposal in the
Settlement Agreement is conceptually consistent with that proposed in my Direct
Testimony, in that it creates a price structure that recovers a greater portion of

fixed costs through demand charges than do the current rates for these customers.

6
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WHY THE LFCR IS THE APPROPRIATE MECHANISM TO IMPLEMENT
IN THIS SETTLEMENT

APS SUPPORTED A FULL REVENUE PER CUSTOMER DECOUPLING
MECHANISM IN ITS DIRECT FILING AND IS NOW SUPPORTING
THE ‘}JFCR MECHANISM. WHY DOES APS SUPPORT THE LFCR
NOW?

APS fully supports the LFCR mechanism proposed in the Settlement Agreement

and believes it is a reasonable mechanism to implement to address the immediate
concerns related to sales reductions associated with EE and DG. The LFCR
mechanism represents a tailored solution to address the unrecovered fixed costs
associated with EE and DG — the exact issue at hand. While APS believes full
revenue per customer decoupling is a holistic approach to ensure proper recovery
of fixed costs due to changes in sales, the LFCR represents a compromise
amongst a broad group of Settling Parties. The LFCR mechanism allows the
Commission to determine the appropriate level and pace of DSM and DG énd
uniquely provides additional flexibility to residential customers through a |
companion Opt-Out rate option. APS Witness Guldner provides greater detail
regarding the policy underlying the LFCR in his Direct Settlement Testimony.

MODIFICATIONS TO THE EIS

PLEASE DESCRIBE THE MODIFICATIONS TO THE EIS AS
CONTEMPLATED BY THE SETTLEMENT AGREEMENT.

In my Direct Testimony, I proposed an Environmental and Reliability Account.
APS withdrew this request during Settlement discussions in lieu of making a
slight modification to the existing EIS. The change is as follows: APS will no
longer receive customer dollars through the EIS to pay for government-mandated
environmental controls and will instead recover the capital carrying costs for
these projects through the EIS once they are completed and in service. This
adjustment will be subject to the current kWh rate cap in place. This means that |-
the current EIS charge of $0.00016/kWh will be reset to zero and will not exceed
$0.00016/kWh, at least until the end of APS’s next general rate case. The

7
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adjustment will become effective each April 1%, unless Staff requests
Commission review or is otherwise ordered by the Commission. Please see the
Settlement Agreement at Attachment H for the EIS Plan of Administration, and
the Direct Settlement Testimony of APS Witness Guldner for the policy reasons
behind the EIS modification.

CHANGES TO THE RENEWABLE ENERGY ADJUSTMENT CHARGE
“REAC”

DOES THE SETTLEMENT AGREEMENT ADDRESS THE ISSUE OF
WHETHER APS CUSTOMERS WHO RECEIVE BENEFITS FROM THE
COMPANY’S RENEWABLE ENERGY PROGRAMS PAY THEIR
PROPORTIONATE SHARE OF THE REAC?

No. This issue was raised in late December through a proposed amendment by

Commissioner Burns during the open meeting when APS’s 2012 Renewable
Energy Standard (“RES”) Implementation Plan was being discussed, and an
amendment to this effect was later adopted for Tucson Electric Power Company
(“TEP”). However, Chairman Pierce suggested that, for APS, the matter be
addressed in the Company’s pending general rate case.

WHAT IS THE COMPANY’S POSITION ON SUCH A REQUIREMENT?
Essentially, the questions of whether or not APS customers who benefit from the
Company’s renewable energy programs should pay their share of the REAC is a
policy matter for the Commission to decide. If the Company is ordered to
implement a policy like that adopted for TEP, there would need to be some time
allowed to accommodate the necessary programming to APS’s customer
metering and billing systems. And, like TEP, since such a charge credits the
collections under the REAC, it would be earnings and potentially revenue neutral

to the Company and would not require any change to base rates.

WOULD THE ADOPTION OF SUCH AN AMENDMENT AFFECT THE
SETTLEMENT AGREEMENT?

No. In the Company’s view, because the proposal is intended to be a revenue

neutral policy decision that was simply deferred until APS’s rate case was

8
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decided, it can be incorporated in a final rate decision on this case without
affecfing the Settlement Agreement.

CONCLUSION

DO YOU HAVE ANY CONCLUDING REMARKS?
Yes. The Settlement Agreement presents a LFCR mechanism that allows the

Commission the flexibility to directly control the desired level and pace of DSM
and DG. This mechanism departs from the full revenue per customer decoupling
APS proposed in its Direct Testimony and represents a Settlement compromise to
provide specific cost recovery for sales reductions associated with DSM and DG.
Further, the implementation of this rate also allows for the creation of the
residential Opt-Out rate option — a rate that gives residential customers control
over whether or not they are subject to the LFCR mechanism. This Settlement
Agreement also produced rate design treatment for the large commercial and
industrial customers that was amenable to all parties involved. Overall, the
LFCR represents a mechanism well-suited to address the immediate concern at

hand.

Further, the Settlement offers a modification to the EIS that will allow the
Company to slightly reduce rates and recover the future carrying costs associated
with government-mandated environmental projects. This modified EIS is capped
at no higher than the rate currently in effect.

DOES THIS CONCLUDE YOUR DIRECT SETTLEMENT TESTIMONY?
Yes.
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DIRECT SETTLEMENT TESTIMONY OF CHARLES A. MIESSNER
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-11- 0224)

INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
Charles A. Miessner, 400 North Fifth Street, Phoenix, Arizona 85004.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am Pricing Manager for Arizona Public Service Company (“APS” or
“Company”).

DID YOU PROVIDE DIRECT TESTIMONY IN THIS PROCEEDING?
Yes. |

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR DIRECT SETTLEMENT
TESTIMONY IN THIS PROCEEDING?

The purpose of my Direct Settlement Testimony (“Testimony”) is to support the

rate provisions in the Settlement Agreement (“Settlement”) and provide the
resulting rate schedules, which are attached at Attachment CAM-S1 and CAM-S2
for the clean and redline version, and service schedules, which are attached at
Attachment CAM-S3 and CAM-S4 for the clean and redline version. I also
support the revised Schedule H-2, which summarizes the proposed revenue

changes for each retail rate class, attached as Attachment CAM-SS.

SUMMARY OF TESTIMONY

HOW WERE THE RATE PROVISIONS IN THE SETTLEMENT
AGREEMENT DETERMINED?

The Settlement generally adopts the rate recommendations proposed by Staff in

their direct testimony, which are revised to reflect the total proposed revenue
requirements and other specific proposals agreed to by the parties to the

Settlement (“Settling Parties”).
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PLEASE SUMMARIZE YOUR TESTIMONY.

In my Testimony, I support the zero base rate increase provided in the Settlement

and describe the revenue spread and impact for specific rate classes. 1 also |

summarize the rate provisions adopted in the Settlement. The Company agrees
with these provisions and believes that they are fair and appropriate. Further, I
summarize the new customer rate options that are included in the Settlement: 1)
the two new demand response rate programs — the residential peak time rebate
program and the interruptible rate for extra-large general service customers,
which will provide additional options for customers to save on their bills; and 2)
the new experimental alternative generation rate, Rate Schedule AG-1, which will
test a new generation service arrangement for a limited number of general service
customers. Next I summarize the proposal for low income programs which
consolidates the low income rates into the standard residential rates and
eliminates the low income exemption for certain adjustor rates, but increases the
discount levels to hold customers harmless (on average) from these changes.
Finally, I provide the Lost Fixed Cost Recovery Adjustor rate schedule (“LFCR”)

and explain the opt-out rate option for residential customers.

PROPOSED CHANGE IN RATES AND ALLOCATION TO CLLASSES

WHAT DOES THE SETTLEMENT PROPOSE FOR AN OVERALL
CHANGE IN RETAIL BASE RATES?

The Settlement proposes no change in revenue recovered through retail base

rates, in other words a 0.00% change in overall retail base rates. Furthermore,
when the various adjustors to base rates are considered, the overall bill impact
when new base rates are implemented will also be zero or slightly negative for

retail customers overall, and for each revenue class (e.g. residential, general

service, outdoor lighting) as well.
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HOW IS THIS AMOUNT DERIVED?

The requested change in rates of $0.00 is the net of a general non-fuel increase of
$116,280,000, an additional non-fuel increase of $36,807,000 from transferring
revenue requirements for the Renewable Energy Standard (“RES”) to base rates,

and a decrease in fuel costs recovered thrbugh base rates of $153,087,000.

WHAT ARE THE IMPACTS ON THE VARIOUS CUSTOMER
CLASSES?

Even though there is no change in base rates overall for retail customers, the base
revenue change is slightly positive for some customer classes, and slightly
negative for others. For example, residential customers receive a small base rate
decrease of 0.05%, while general service customers receive a small base rate
increase of 0.06%. In addition, there are small deviations of rate impacts for the
specific rate classes within these customer classes as well. The details of the base
rate changes for total retail customers, customer revenue classes and specific rate

classes are provided in Schedule H-2 as Attachment CAM-SS5.

Again, as stated above, when the adjustor rates are considered along with the base
rates, the total bill impact is zero or slightly negative for all customer classes

when the new base rates are implemented in this proceeding.

WHY DO THE BASE RATE CHANGES VARY SLIGHTLY AMONG
CUSTOMER CLASSES?

The slight class variations in base rate changes are primarily due to three factors —
the proposal to hold low income customers harmless for eliminating their
exemption to the PSA and DSMAC adjustor rates, the proposal to consolidate the
low income rates with their non-low-income counterparts, and the proposal to

equalize the impact of transferring the recovery of fuel from base rates to the PSA

adjustor rate within the general service class.
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PLEASE DESCRIBE THE PROPOSED ADJUSTMENT FOR THE PSA
IMPACTS FOR GENERAL SERVICE CUSTOMERS.

The Settlement provides that the amount of fuel recovered in base rates be
reduced by roughly $153 million or about $0.005 per kWh, consistent with the
PSA Plan of Administration. The PSA rates, which recover the difference
between the fuel cost in base rates and actual fuel costs, will therefore be
readjusted over time. This adjustment will have a higher impact on customers
that use a lot of energy, such as high load factor general service customers,
compared with other customers. The Settlement proposes to equalize this impact
over the various general service rate classes by adjusting the targeted change in
base revenues for each class to offset the PSA impact.

HOW IS THIS ADJUSTMENT APPLIED?

The PSA impact adjustfnent is derived by computing the average impact per kWh
on the PSA from this fuel cost transfer for the general service class. Next, the
PSA impact per kWh is calculated for each specific general service rate class.
The adjustment for each class is the difference between the class specific kWh
amount and the average amount for all general service classes. So, rate classes
that have a higher than average PSA impact receive a negative base rate
adjustment and vice-versa. The details of this adjustment are provided in

Attachment A to the Settlement.

WILL THIS ADJUSTMENT AFFECT ANY OTHER CUSTOMER
CLASSES?

No. This adjustment is strictly within the general service rate class and has no
impact on residential customers or other customer classes.

SETTLEMENT RATE PROVISIONS
WHAT ARE THE RATE PROPOSALS FROM THE SETTLEMENT?

The Settlement generally accepts the rate proposals contained in Staff’s direct

testimony as adapted for the Settlement’s proposed zero increase in base revenue.
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It also accepts certain proposals by the Company in its Application as well as

proposals or revisions from various parties that resulted from settlement

discussions. The Settlement rate provisions are summarized in Attachment K to

the Settlement.

PLEASE SUMMARIZE THESE RATE PROVISIONS.

The rate provisions include the following proposals:

Settlement base rates shall reflect an overall retail revenue increase of
$0.00 which is a 0.0 percent increase over Test Year revenues from base
rates.

This includes a general non-fuel increase of $116,280,000, an additional
non-fuel increase of $36,807,000 from transferring revenue requirements
for the Renewable Energy Standard (“RES”) to base rates, and a decrease
in fuel costs recovered through base rates of $153,087,000.

The base rate impact for participating low-income customers will reflect a
$1,535,000 reduction in base rates to compensate for the expected impact
of removing their exemption to the Power Supply Adjustor (“PSA”) and
Demand Side Management Adjustor Clause (“DSMAC”). This was a
proposal by Staff which was adopted by the Settlement.

This reduction in base rate revenue attributed to participating low income
customers will be recovered from all other rate classes, allocated
proportional to each class’ present revenue. Street Lighting and Dusk to
Dawn Lighting rate classes are excluded from this allocation, consistent
with prior Commission Decisions.

The base rate impact for general service rate classes shall reflect a re-
allocation of fuel costs within the general service revenue class, designed

to better equalize the combined fuel impact on base rates and the PSA
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adjustor rate within the general service revenue class. This adjustment
will not impact any other revenue class.

All rates will be revised to reflect the proposed revenue change for each
rate class, as summarized in Schedule H-2 for the Settlement.

The current unbundled transmission charge shall remain in base rates and
not be transferred to the TCA adjustor rate.

The System Benefit Charge will be set at $0.002970 per kWh to reflect the
cost of service, which includes the transfer of $36,807,000 in revenue
requirements associated with Renewable Energy projects.

APS shall prepare and file a rate plan as proposed by Staff to provide
information on such issues as tiered conservation rates, time-of-use and
other demand response rates, plans for cancelliﬁg rates, ideas for new rate
offerings, and other relevant rate design issues.

Basic service charges for residential and general service rates shall be
retained at their current rate levels.

Unbundled delivery charges for all residential rates shall be set at the
average residential class cost of service level.

Residential time of use rates shall maintain their current ratio of on-peak to
off-peak prices.

Rate Schedule ET-EV for off-peak charging of electric vehicles will be
revised consistent with the revised time-of-use Rate Schedule ET-2.

Rate Schedule PTR-RES, which is a new optional peak-time rebate
program will be offered as proposed by APS.

The low-income rates will be consolidated with the corresponding non-

low-income rate schedules. The low-income discounts will be increased to

hold customers harmless (on-average) from this provision.
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The low-income exemption from the PSA and the DSMAC will be
cancelled. The low-income discounts are increased to hold customers
harmless (on-average) from this provision.

The current low income discount tier structure will be retained; the
discount levels will be increased as provided above.

Contract minimum charges (or minimum bill provisions) shall be
eliminated for general service Rate Schedules E-32 XS, E-32 S, E-32 M,
E-32 TOU XS, E-32 TOU S and E-32 TOU M.

Minimum bill provisions for general service Rate Schedules E-32 L and E-
32 TOU L will be revised to be more consistent with the corresponding
provisions in extra-large general service Rate Schedules E-34 and E-35,
including a “ratchet” provision for the determination of monthly billing
kW.

The bundled demand and energy charges for Rate Schedules E-32 L, E-34,
and E-35 are revised from the levels provided in APS’s Application in this
matter to better reflect cost of service.

Rate Rider Schedule E-54 for seasonal use shall continue to be available
for customers served under “parent” Rate Schedules E-32 L and E-32
TOU L, but cancelled for other rates.

Rate Schedule E-30 for non-metered usage shall be revised to reflect the
language clarification proposed by APS.

The new optional Rate Schedule IRR, interruptible service for extra-large
general service customers, shall be approved as proposed by APS.

The new optional Experimental Rate Schedule AG-1, which offers a
generation buy-through provision for a limited number of large and extra-

large general service customers, shall be approved as developed by a




O 00 9 &N W p W N -

NN N N DN NN NN e i ek e e e e ea e
o 3 N U bR W N = SO 0NN AW =D

collaborative group of interested parties, with concurrence by the Settling
Parties.

Rate Rider Schedule SC-S (E-56R) for renewable partial requirement
service shall be revised as proposed by APS.

The new optional Rate Rider Schedule E-36 M for medium size station use
customers shall be offered as proposed by APS, except that it will be
subject to the PSA adjustor rate.

Rate Schedules E-221 and E-221 8-T for water pumping service shall be
revised as proposed by APS.

E-20 (house of worship) shall be unfrozen for one year from the effective
date of new rates in this matter, as proposed by Staff.

Area lighting rates shall be revised to reflect the new provisions as
proposed by APS.

GPS riders (green power) shall be revised to eliminate the exemption to
adjustor rates.

The following rates and rate options will be canceled because they are no
longer necessary or appropriate given other proposed rate design charges,
or because they have very low (or no) participation. Cancellations include:
E-40 (wind machine), Solar -2 (off grid), Solar -3, Share the lights area
lighting rates E-114, E-116, E-145, E-129, E-53 (sports field lighting), and
E-221 TOW option (time-of-week pricing option for water pumping).
Service Schedule 1 shall be revised as proposed by APS.

The proposed optional Service Schedule 9 for economic development is
withdrawn.  Instead, APS may propose special contracts to the
Commission for this purpose.

The plans of administration for the PSA,v DSMAC, Transmission Cost

Adjustor (“TCA”) and Environmental Improvement Surcharge (“EIS”),
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which were all attached to the Settlement, will be revised to reflect the
terms of the Settlement.

o A new Lost Fixed Cost Recovery (“LFCR”) plan of administration will be
developed to reflect the terms of the Settlement Agreeinent.

e The RES plan of administration is not being revised in the Settlement.
However, the Adjustor Schedule REAC-1, which recovers costs associated

with the RES program, is revised to reflect the Settlement.

DOES THE COMPANY SUPPORT THE SETTLEMENT RATE
PROVISIONS?

Yes. The Company believes that these rate provisions are fair, protect low
income customers, provide stability for existing rate programs, provide certain
revisions that will make the rates easier to understand and administer, cancels
certain rates and rate options that are outdated and undersubscribed, and offer
several new optional rate programs that provide opportunities for customers to
save on their bill.

WHAT OTHER RATE INFORMATION IS ATTACHED TO THE
SETTLEMENT?

In addition to the rate provisions and charges outlined in Attachment K to the
Settlement, the Settlement included Attachment J, the Experimental Rate Rider

Schedule AG-1 for the proposed experimental alternative generation program.

DO YOU HAVE ANY REVISIONS OR CLARIFICATIONS TO THE
CHARGES IN SETTLEMENT ATTACHMENT K?

Yes, a couple. The charges for Rate Schedule E-36 L, station use power, are
revised to reflect the Settlement provision that unbundled transmission charges
remain in base rates, rather than being transferred to the transmission adjustor
rate as proposed by the Company in the Application. In addition, the attached

outdoor lighting rate schedules include some additional lighting fixtures that were

added to the rate schedule after the Application, but were inadvertently omitted in
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Attachment K, and a trip charge for certain maintenance arrangements for Rate

Schedule E-59 as provided for in the Settlement.

NEW RATE PROGRAMS

WHAT ARE THE NEW RATE PROGRAMS PROPOSED IN THE
SETTLEMENT?

The new rate offerings include an optional peak-time rebate program for

residential customers, an optional interruptible rate for extra-large general service
customers, a station-use rate for medium and large general service customers, and
an optional alternative generation rate for large and extra-large general service
customers. In addition, the existing rate schedule for house of wdrship
customers, which is currently closed to new customers, will be re-opened for one
year for new subscription.

PLEASE DESCRIBE THE PEAK-TIME REBATE PROGRAM.

The peak-time rebate program is an optional demand response rate for residential
customers to incent them to reduce usage during the Company’s most critical
summer hours, when load is either very expensive or difficult to serve. The
Company can designate up to 18 critical days during the summer months and
notifies the customer, day ahead, when a critical day will occur. If the customer
reduces load during those hours they will receive a rebate based on the generation
costs during those critical hours. As a result, the customer receives a more
refined price signal that better reflects the cost or service for specific time

periods.

The program is an experimental program available for two years for residential
customers served under “parent” rate schedules E-12 and ET-2. The Company
can cap program participation if necessary, but any such cap will not be less than

1,000 customers. The Company will evaluate the benefits and effectiveness of

~ the program to determine if it should be continued in the future.

10
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WHAT IS THE PROPOSED INTERRUPTIBLE RATE PROGRAM?

The interruptible program is an optional demand response program for extra-large
general service customers. Decision No. 71448 (December 30, 2009) required |
APS to propose such a program. Like the peak-time rebate program, this
program incents customers to reduce usage during critical hours. Under the
program the customer agrees to reduce load to a specified level when called upon
by the Company. The customer has several program options concerning the
number of hours of required interruption per event day, the number of event days
per year, the lead time for the notification, and the years subscribed to the
program. The customer is compenséted for the interrupted load based on the
program options they choose.

PLEASE DESCRIBE EXPERIMENTAL RATE RIDER SCHEDULE AG-1.
Experimental Rate Rider Schedule AG-1 is an optional, experimental program
designed to provide an alternative generation arrangement for participating
general service customers. It is available for a maximum of 200 MW of peak
load and will be available for four years from the effective date of the rate
schedule. Under the program, the customer will select a wholesale generation
service provider to sell power to the Company on the customer’s behalf. The
Company will take title to the power and provide it to the customer, who in turn
pays for the power pursuant to the terms and conditions of the power contract, the
terms of Rate Rider Schedule AG-1, and other program provisions. These
generation charges will be in lieu of the standard generation charges in the
customer’s rate schedule. The Company will continue to provide transmission
and delivery service according to the customer’s underlying retail rate schedule.
WHO CAN PARTICIPATE?

The program is available to large and extra-large general service customers that

have single site loads or aggregated loads of 10 MW or more, served under Rate

11
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Schedules E-32 L, E-32 TOU L, E-34 or E-35. As stated above, the program is
limited to 200 MW of peak load, 100 MW of which will be initially reserved for
E-32 L customers.

HOW WILL CUSTOMERS BE SELECTED?

The Company will establish an initial enrollment period during which eligible
customers can apply for the program. If the MW from the applications are
greater than the program maximum amount, customers will be selected for
enrollment through a lottery process to be developed by APS in conjunction with
interested customers and potential generation suppliers. |

WHAT IS THE PURPOSE OF THE EXPERIMENT?

Through this experifnent the Company seeks to assess the operational feasibility
of the program, the potential benefits to participating customers and any potential
adverse cost impacts to the Company or other customers from this type of
generation service offering. For example, the Company will evaluate: the
operational requirements and costs for scheduling, settling, and billing this
service; the customer interest in the program and their benefits and risks; and the
cost and margin impacts to the Company and the effectiveness of mitigating any
adverse financial consequences to APS or other customers. As a result of this
assessment, the Company will recommend, no later than its next rate case, |

whether to seek to continue, expand, amend, or discontinue the program.

LOW INCOME PROGRAM

WHAT DOES THE SETTLEMENT PROPOSE FOR LOW INCOME
PROGRAMS?

The Settlement proposes to consolidate the low income rates into the standard

residential rates, eliminate the low income exemption to certain adjustor rates,
and increase the discount levels to hold low income customers harmless on

average from these changes. In addition, the Settlement provides that the current

12
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discount structure, with the discount amounts tiered to usage levels, be retained to

minimize any impacts on specific low income customers.

DESCRIBE THE PROPOSED CONSOLIDATION OF LOW INCOME
RATES.

In addition to the low income discount programs, participating customers also
currently benefit from a separate (and substantially lower) rate schedule. The
Settlement proposes to consolidate these low income rate schedules into the
standard residential rate schedules, but increase the discount levels to hold low

income customers harmless, on average, for this adjustment.

WILL THIS PROPOSAL HAVE AN ADVERSE REVENUE IMPACT ON
OTHER CUSTOMER CLASSES?

No. The low income customers will be billed under a standard rate, which is
higher than their current low income rate, but will rec