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GARY PIERCE, Chairman

BOB STUMP

SANDRA D. KENNEDY
PAUL NEWMAN
BRENDA BURNS

IN THE MATTER OF THE APPLICATION OF Docket No. E-01345A-11-0224
ARIZONA PUBLIC SERVICE COMPANY FOR A
HEARING TO DETERMINE THE FAIR VALUE OF
THE UTILITY PROPERTY OF THE COMPANY NOTICE OF FILING

FOR RATEMAKING PURPOSES, TO FIX A JUST | TESTIMONY SUMMARIES
AND REASONABLE RATE OF RETURN
THEREON, TO APPROVE RATE SCHEDULES
DESIGNED TO DEVELOP SUCH RETURN.

NOTICE IS GIVEN that, pursuant to the Procedural Orders dated July 29, 2011 and
December 23, 2011 in this docket, the Arizona Investment Council files the testimony
summaries of Gary Yaquinto and Steven M. Fetter.

RESPECTFULLY SUBMITTED this 20™ day of January, 2012.

GALLAGHER & KENNEDY, P.A.

Michael M. Grant

Jennifer A. Cranston

2575 East Camelback Road

Phoenix, Arizona 85016-9225

Attorneys for Arizona Investment Council
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Original and 13 copies filed this
20™ day of January, 2012, with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Cotg)ies of the foregoing delivered this
20" day of January, 2012, to:

Lyn A. Farmer

Chief Administrative Law Judge
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Gary Pierce, Chairman
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Bob Stump
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Sandra D. Kennedy
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Paul Newman
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Brenda Burns
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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Copies of the foregoing mailed/emailed
this 20™ day of January, 2012, to:

Meghan H. Grabel

Thomas L. Mumaw

Pinnacle West Capital Corporation
P.O. Box 53999, MS 8695
Phoenix, Arizona 85072-3999

C. Webb Crockett

Patrick J. Black

Fennemore Craig, P.C.

3003 North Central Avenue, Suite 2600

Phoenix, Arizona 85012-2913

Attorneys for Freeport-McMoRan
Copper & Gold, Inc. and Arizonans
for Electric Choice and Competition

Daniel Pozefsky

Residential Utility Consumer Office
1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

Michael A. Curtis

William P. Sullivan

Melissa A. Parham

Curtis, Goodwin, Sullivan,
Udall & Schwab, P.L.C.

501 East Thomas Road

Phoenix, Arizona 85012-3205

Attorneys for the Town of Wickenburg
and Town of Gilbert

Barbara Wyllie-Pecora
14410 West Gunsight Drive
Sun City West, Arizona 85375

Timothy M. Hogan
Arizona Center for Law
in the Public Interest
202 East McDowell Road, Suite 153
Phoenix, Arizona 85004

Attorneys for Western Resource Advocates,

Southwest Energy Efficiency Project
and ASBA/AASBO

David Berry

Western Resource Advocates
P.O. Box 1064

Scottsdale, Arizona 85252-1064

Jeff Schlegel, Arizona Representative
Southwest Energy Efficiency Project
1167 West Samalayuca Drive
Tucson, Arizona 85704-3224

Kurt J. Boehm

Boehm, Kurtz & Lowry

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202-4454
Attorneys for Kroger Co.

Jeffrey W. Crockett
Brownstein, Hyatt, Farber, Schreck, LLP
40 North Central Avenue, 14" Floor
Phoenix, Arizona 85004
Attorneys for Arizona Association

of Realtors

John William Moore, Jr.
7321 North 16" Street
Phoenix, Arizona 85020

Cynthia Zwick
1940 East Luke Avenue
Phoenix, Arizona 85016
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Michael W. Patten

Roshka DeWulf & Patten, PLC

One Arizona Center

400 East Van Buren, Suite 800
Phoenix, Arizona 85004-2262
Attorneys for Tucson Electric Power

Bradley Carroll

Tucson Electric Power Co.

One South Church Avenue, Suite UE 201
Tucson, Arizona 85701

Greg Patterson

Munger Chadwick

2398 East Camelback Road, Suite 240

Phoenix, Arizona 85016

Attorneys for Arizona Competitive
Power Alliance

Karen S. White, Staff Attorney

Air Force Utility Law Field Support Center
AFLOA/JACL-ULFSC

139 Barnes Drive

Tyndall AFB, Florida 32403

Nicholas J. Enoch

Lubin & Enoch, P.C.

349 North Fourth Avenue

Phoenix, Arizona 85003

Attorneys for IBEW
Locals 387, 640 & 769

Stephen J. Baron

J. Kennedy & Associates

570 Colonial Park Drive, Suite 305
Roswell, Georgia 30075
Consultant for The Kroger Co.

Jay I. Moyes

Steve Wene

Moyes Sellers & Hendricks

1850 North Central Avenue, Suite 1100
Phoenix, Arizona 85004

Attorneys for AzAg Group

Jeffrey J. Woner

K.R. Saline & Assoc., PLC"
160 North Pasadena, Suite 101
Mesa, Arizona 85201

Craig A. Marks

Craig A. Marks, PLC

10645 North Tatum Boulevard, Suite 200-676
Phoenix, Arizona 85028

Attorneys for AARP

Scott S. Wakefield

Ridenour, Hienton & Lewis, P.L.L.C.

201 North Central Avenue, Suite 3300

Phoenix, Arizona 85004-1052

Attorneys for Wal-Mart Stores, Inc.
and Sam’s West, Inc.

Steve W. Chriss

Senior Manager, Energy Regulatory Analysis
Wal-Mart Stores, Inc.

2011 Southeast 10" Street

Bentonville, Arkansas 72716-0550

Lawrence V. Robertson, Jr.

P.O. Box 1448

Tubac, Arizona 85646

Attorneys for SWPG/Bowie and
Noble/Constellation/Direct/Shell

Laura E. Sanchez

Natural Resources Defense Council
P.O. Box 287

Albuquerque, New Mexico 87103

Mel Beard
4108 W. Calle Lejos
Glendale, Arizona 85310

Janice Alward

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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7 ]| Charles Hains
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10 || Steve Olea, Director
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Testimony Summary of Gary Yaquinto in Support of Settlement Agreement
on behalf of the Arizona Investment Council

Arizona Public Service Company Rate Case
Docket No. E-01345A-11-0224

Mr. Yaquinto is the President of the Arizona Investment Council (“AIC”)—one of 22
signatories that support the Proposed Settlement Agreement which was filed in this Docket on
January 6, 2012 (“Settlement Agreement”). His testimony describes the discussions,
negotiations and meetings which led to the execution of the Settlement Agreement—all of which
were transparent and open to all intervenors.

He testifies that the Settlement Agreement builds on the progress from the Company’s
last case. It should improve APS’ financial condition, while also affording customers current
rate stability, a four-year stay-out provision and minimizing the potential for future rate shock.
Key investor benefits include the potential for lower earnings attrition than would otherwise
occur during the moratorium—primarily because of the possible rate adjustment for APS’
acquisition of SCE’s share of Four Corners Units 4 and 5, should that transaction proceed and be
approved; an Environmental Improvement Charge modification to allow recovery on a more
timely basis of APS’ carrying costs on government-mandated environmental controls; and a cost
deferral related to near-term changes in Arizona property tax rates.

Mr. Yaquinto also points out that the Settlement Agreement responds to the
Commission’s desire to maintain overall policy flexibility when considering settlement
agreements in specific utility rate cases. The AIC urges Commission approval of the agreement.
It is an appropriate and productive balance of the divergent views of multiple parties that should
give APS a realistic opportunity to recover its prudent costs and earn a reasonable rate of return.

18762-9/2958937



Testimony Summary of Steven M. Fetter in Support of Settlement Agreement
on behalf of the Arizona Investment Council

Arizona Public Service Company Rate Case
Docket No. E-01345A-11-0224

Steven M. Fetter’s testimony, on behalf of the Arizona Investment Council, supports the
Proposed Settlement Agreement (“Settlement Agreement”). Mr. Fetter is the President of
Regulation UnFettered; previously worked for Fitch, Inc, a credit rating agency based in New
York and London; and prior to that, served as the Chairman of the Michigan Public Service
Commission (“Michigan PSC”).

Mr. Fetter describes the Settlement Agreement as a thoughtful and creative package of
provisions which are well-balanced across disparate interests; are likely to be well-received by
the investment community and rating agencies; and afford the Commission considerable energy
policy flexibility. As Chairman of the Michigan PSC, Mr. Fetter testifies that he encouraged its
staff to facilitate settlements like this one, because they afford regulators like the Commission a
greater opportunity to evaluate whether the terms of the agreement as a whole are consistent with
the public interest than does a contested case.

Mr. Fetter discusses the Settlement Agreement’s fair balancing of competing utility and
consumer interests, including customer beneficial provisions, such as the 2012 zero or negative
base rate and bill impact result and its four-year rate case stay-out, as well as Company positive
benefits, such as three provisions which address regulatory lag and approval of a Lost Fixed Cost
Recovery mechanism to provide revenue support for load lost as a result of APS’ energy
efficiency and distributed generation support efforts. Although the authorized return on common
equity (“ROE”) of 10% is somewhat below recent ROE awards in other regulatory jurisdictions,
he believes that the level, together with the authorized capital structure, should allow APS to
improve its financial condition and credit ratings over time.

Based on his 25-year involvement within the regulated utility sector, Mr. Fetter concludes
that the Settlement Agreement produces benefits that a fully-litigated case rarely achieves.
Commission review should lead to conclusions that it is reasonable and should be approved.

18762-9/2958937



