
30 Transcr p t  Exhi bit( s) 
Arizona Corporation Commission 

AUG 0 8 2014 

DOCKETED 



To: Docket Control 

Date: August 8,2014 

Re: APS / Four Corners Rate Rider 

August 4 - 6,2014, Volumes I through 111, Concluded 
E-0 1345A- 1 1-0224 

STATUS OF ORIGINAL EXHIBITS 

EXHIBITS FILED WITH DOCKET CONTROL 

Arizona Investment Council (AIC Exhibits) 

AIC-1 and AIC-2 

AECC / Noble / Kroger (ANK Exhibits) 

ANK-1 and ANK-2 

Arizona Public Service (APS Exhibits) 

APS-1 through APS-13 

1802 NORTH ~ T H  S m ,  PHOENIX, AZ 85006 @ 602.258.1440 (T) * 602.258.2062 (F) 
ToU Free 1.800.262.DEPO @ Toll Free AZ 1.800537.DEPO 0 W W . C ~ ? K l ? l d C O U . S ~ C O ? ? l  



Residential Utility Consumer Office (RUCO Exhibits) 

RUCO-2 through RUCO-5 

Sierra Club (SC Exhibits) 

SC-1 and SC-2 

Staff (S Exhibits) 

S-1 through S-16, S-18 through S-20 

Wal-Mart (Wal-Mart Exhibits) 

Wal-Mart- 1 and Wal-Mart-2 

EXHIBITS RETURNED TO PARTIES 

Arizona Public Service (APS Exhibits) 

APS-14 Withdrawn 

Residential Utility Consumer Office (RUCO Exhibits) 

RUCO-1 Not offered 



CONFIDENTIAL EXHIBITS 

Please note: All confidential exhibits were retained 
by the Hearing Division, including the confidential 
portions redacted during the hearing from Exhibits 
APS-10 and APS-11. 

Arizona Public Service (APS Exhibits) 

APS-13CF 

Sierra Club (SC Exhibits) 

SC-1 CF 

Staff (S Exhibits) 

S- 17CF 

copy to: Teena Jibilian, ALJ 
All parties present during the hearing 



14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

f i 

BEFORE THE ARIZONA CORPOIiATION COMMISSION 

COMMISSIONERS 

BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

IN THE MATTER OF THE APPLICATION OF 
ARIZONA PUBLIC SERVICE COMPAN FOR A 
HEARING TO DETERMINE THE FAIR VALUEOF 
THE UTILITY PROPERTY OF THE COMPANY 
FOR RATEMAKING PURPOSES, TO FIX A JUST 
AND REASONABLE RATE OF RETURN 
THEREON, TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP SUCH RETURN 

Docket No. E-01345A-11-0224 

Direct Testimony 

of Gary Yaquinto 

on Behalf of 

Arizona Investment Council 

June 19,2014 

4244861 ~3118762-0009 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

I. 
11. 

111. 

i 

TABLE OF CONTENTS 

Pace 
QUALIFICATIONS ..... . .... ... ........ . .... ........ ....... ... .... ........... .. ... ...... .. .. .......... ........ ..... .. .....,... 1 

ARIZONA INVESTMENT COUNCIL ("AIC") .... ... ......................... .... .......... .................. 2 

TESTIMONY ........ ............... . . .... ........... . ................ ........................... .. . . ..... ................ ....... .. 2 

1 

4244861 v3/18762M)09 



1 

2 

3 

4 

5 

6 

7 

a 

9 

1c 

1 1  

12 

13 

14 

1: 

IC 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 
A. 

Q* 
A. 

I. QUALIFICATIONS 

Please state your name, position and business address. 

Gary M. Yaquinto. I am President and CEO of the Arizona Investment Council (“AIC“). 

Our offices are located at 2 100 North Central Avenue, Phoenix, Arizona 85004. 

Please summarize your educational background and professional experience. 

I earned B.S. and M.S. Degrees in Economics in 1974 fiom Arizona State University, as 

well as an MBA from the University of Phoenix in 2005. From 1975 to 1977, I was 

employed by the State of Wyoming as an economist responsible for evaluating the 

economic, fiscal and demographic effects of resource development in Wyoming. From 

1977 to 1980, I was Chief Research Economist for the Arizona House of Representatives 

and fiom 1980 to 1984, I was employed as an economist in the consulting industry. 

Since 1984, I have worked in various capacities in government and the private sector in 

the area of utility regulation, including positions With the Commission’s Utilities Division 

Staff, a competitive local exchange telephone carrier and as a consultant. I also served as 

the Chief Economist at the Arizona Attorney General’s Office from 2003-2005 and as the 

Director of the Governor’s Office of Strategic Planning and Budgeting fiom 2005-2006. 

I became AIC’s President in December of 2006. 
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A. 

11. ARIZONA INVESTMENT COUNCIL (“AIC’’) 

What is the Arizona Investment Council and what is its mission? 

The AIC is a non-profit association organized under Chapter 501 (c)(6) of the Internal 

Revenue Code. AIC’s membership includes about 6,000 people - many of whom are 

debt and equity investors in Arizona utility companies and other Arizona businesses. 

AIC advocates on its members’ behalf, primarily before regulatory bodies as well as the 

Legislature to enlarge and maximize their influence on public policies and government 

actions that impact investors, their investments and their investment decisions, 

AIC works with the Commission and policymakers generally to find ways to support 

investment in Arizona’s essential backbone infrastructure, as well as improvements to, or 

remediation of, existing facilities. This aspect of our mission is complementary to our 

core advocacy of investor interests. 

111. TESTIMONY 

What is the purpose of your testimony? 

My testimony supports the application of Arizona PubIic Service Company for the Four 

Corners Rate Rider. The process for this rider was agreed to by the parties and 

authorized by the Commission in APS’ last general rate case. In support of its request, 

APS’ application follows the form and, as well, provides the substance agreed to by the 

more than 20 settling parties in Section 10 of that case’s Settlement Agreement. It was 

then approved by the Commission in Decision No. 73 183. The parties agreed to and the 

4244861~3/18762-0009 2 
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Q. 
A. 
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A. 
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Commission authorized this process so the Company could timely secure rates related to 

the rate base and expense effects of its acquisition of Southern California Edison’s share 

of Four Corners Units 4 and 5 as well as its closure of Units 1-3. As a signatory to that 

agreement, my testimony supports APS’ compliance filing. 

Did you also participate in the negotiations that led to APS’ 201 1 rate case 

settlement agreement? 

Yes. AIC was an intervenor in that case. I filed Direct Testimony in accordance with the 

procedural schedule. We also participated in the discussions and negotiations among the 

parties which led to the settlement agreement. 

Did you sign the settlement agreement on behalf of AIC? 

I signed the agreement and also offered testimony in support of it. 

Please provide more detail on the settlement agreement provisions which concern 

this filing. 

Section 10.2 of the settlement agreement states: 

[Tlhis rate case shall remain open for the sole purpose of allowing APS to 
file a request, no later than December 3 1,2013, that its rates be adjusted to 
reflect the proposed Four Comers transaction, should the Commission 
allow APS to pursue the acquisition and should the transaction thereafter 
close. Specifically, APS may within ten (1 0) business days after any 
Closing Date but no later than December 3 1,201 3 file an application with 
the Commission seeking to reflect in rates the rate base and expense 
effects associated with the acquisition of SCE’s share of Units 4 and 5, the 
rate base and expense effects associated with the retirement of Units 1-3, 
and any cost deferral authorized in Docket No. E-O1345A-10-0474. APS 
shall also be permitted to seek authorization to amend the PSA Plan of 

4244861~3/18762-0009 3 
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Q. 

A. 

Q. 

A. 

4244861 v3/l8762-O009 4 

i 

Administration to include in the PSA the post-acquisition Operations and 
Maintenance expense associated with Four Corners 1-3 as a cost of 
producing off system sales until closure of Units 1-3 provided that such 
costs do not exceed off-system sales revenue in any given year. APS’ 
rates shall be adjusted only if the Commission finds the Four Comers 
transaction to be prudent. 

Mr, Yaquinto, has APS met the conditions the signatories agreed to and the 

Commission approved a8 conditions precedent to making this filing? 

Yes. The Company’s filing in support of the rate case rider states that APS acquired 

SCE’s interest in Four Comers on December 30,201 3 and it has now closed Units 1,2 

and 3. Commensurate with that acquisition, APS filed its rate rider application in 

accordance with Section 10.2 of the settlement agreement and Decision No. 73 138. 

APS is requesting the rate relief associated with its acquisition as StafT, RUCO, the AIC 

and many other parties agreed and as the Commission ordered in Decision No. 73 1 83, 

However, the Company is not seeking to amend its PSA Plan of Administration regarding 

post-acquisition O&M costs because Units 1 ,2  and 3 have already been closed. That 

being the case, amendments to the PSA for this purpose - although authorized - are not 

needed. 

Why are these provisions of the settlement agreement and the decision approving it 

important to the Company’s investors? 

As APS witness Guldner explains, without the ability to seek timely rate relief related to 

this acquisition, the Company’s earnings will suffer and, I’d add, its credit ratings 

certainly could be impacted BS a result. The settling parties recognized those impacts 
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Q* 
A. 

Q. 

A. 

would be further exacerbated by the Settlement Agreement’s rate “stay out” provision to 

mid-2015 and the companion bat on a general rates increase at any time prior to July 1, 

2016. Those are the primary reasons why we, the Company, Staff, RUCO and many 

other parties supported this process in relation to APS’ acquisition of Units 4 and 5 .  By 

making this filing to adjust rates related to the transaction, the Company could agree to a 

long general rates increase moratorium, but also be able to (1) minimize the earnings 

erosion that would otherwise result from the stay out, (2) support its earnings profile in 

the interim and (3) avoid negative earnings and ratings impacts for both investors and 

customers. In short, this process is producing the result intended by the parties in the 

settlement Agreement and by the Commission in Decision No. 73 138. 

Do you have a recommendation for the Commission? 

Yes. 1 recommend the Commission approve APS’ request for the Four Corners rate rider. 

Does this conclude your testimony? 

Yes, it does. 
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Q. 

A. 

Q. 

A. 

I. INTRODUCTION 

Mr. Yaquinto, did you previously file Direct Testimony on AIC’s behalf in support 

of Arizona Public Service Company’s (“APS” or the “Company”) request for a 

Four Corners Rate Rider? 

Yes, I did. I pointed out that APS’ Application in this Docket was consistent with the 

provisions of Section X of the Settlement Agreement agreed to by the parties and 

authorized by the Commission in the Company’s last rate case decision, No. 73 183 (the 

“Decision”). I also stressed the importance of Commission approval of this Four Corners 

Rate Rider. The Commission’s Staff and RUCO supported this process and the Joint 

Signatories to the Settlement Agreement identified it as a “material” factor in order for 

“APS to remain financially healthy for customers to benefit from high quality service and 

for APS to achieve Arizona’s energy goals.”’ 

Please restate what the Commission authorized APS to seek in this filing. 

In approving the Settlement Agreement, the Commission held open the rate case: 

[Flor the sole purpose of allowing APS . . .to file an application with 
the Commission seeking to reflect in rates the rate base and 
expense effects associated with the acquisition of SCE’s share of 
[the Four Corners] Units 4 and 5, the rate base and expense effects 
associated with Units 1-3 and any cost deferral authorized in 
Docket No. E-O1345A-10-0474. 

In summary, the Commission authorized this process to (1) strengthen rate stability in 

support of another Settlement Agreement term, i.e., “a four year rate case stay out, in 

Decision, p. 31, 1. 24-p. 32, 1. 5 .  

4316993~2/18762-0009 
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Q. 

A. 

Q. 

A. 

i i 

which APS agreed not to raise base rates as a result of any.. .filing prior to July 1, 2016”;2 

(2) minimize regulatory lag; and (3) expedite timely recovery of costs. To accomplish 

each of those goals, the AIC urges the Commission to approve the Company’s 

Application and requests. 

11. RESPONSE TO SIERRA CLUB, UTILITIES DIVISION STAFF 
AND RUCO TESTIMONIES 

Have you reviewed Mr. Hausman’s Direct Testimony on behalf of the Sierra Club? 

Yes, I have. Mr. Hausman disputes the “benefits to ratepayers from the [Four Corners] 

acquisition relative to other resource options.. . .” He recommends the Commission deny 

APS’ request and re-file a more detailed analysis. 

What is AIC’s response? 

Given the Sierra Club’s opposition to coal-fired generating resources in general, I was not 

surprised it would oppose APS’ acquisition of Southern California Edison’s interests in 

the coal-fired Four Corners plant. As for his analysis, AIC did not perform its own 

economic analysis of the transaction, so I cannot comment directly on the merits of 

Mr. Hausman’s review. 

I note, however, Company witness James Wilde’s discussion on this subject. In his 

rebuttal testimony, he states that Sierra Club criticisms of the ratepayer benefits which 

will flow from the transaction are unfounded and points out that ACC Staffs Consultant 

* Decision, p. 10. 

4316993~2/18762-0009 2 
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Q. 

A. 

Q. 

A. 

agrees the Four Corners acquisition does, in fact, provide significant benefits to 

customers : 

The inputs used and analysis performed by APS.. .support a 
conclusion by this Commission that this Transaction provides 
significant benefits to Arizona customers.. .just as Staffs 
consultant also concl~ded.~ 

Did you review the rebuttal testimonies of Messrs. Guldner and Snook and 

Ms. Blankenship on APS’ updated revenue requirements calculation of $65.44 

million, as well as their responses to the Staff and RUCO positions that revenue 

requirements should be reduced by $8.39 million and $16.24 million, respectively? 

Yes, I have reviewed the APS testimonies and the testimonies of Staff and RUCO. 

Do you have any comments on the revenue requirement positions of the respective 

parties ? 

Yes. APS ’ methodology for calculating the revenue requirement utilizes the proper rate 

base and rate of return components reflected in the Commission’s instructions in 

Decisions No. 73 130 and 73 183 in arriving at the $65.44 revenue requirement. 

However, both the Staff and RUCO approaches depart from the ratemaking treatment 

contemplated in Decision No. 73 183, although in different ways. 

Wilde Rebuttal, p. 6 ,  11. 14-17. 

4316993~2/18762-0009 3 
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Q. 

A. 

i F 

Please explain the differences and why Staff and RUCO have used incorrect 

methods to arrive at their estimates of revenue requirement. 

Decision No. 73 130, regarding the accounting treatment of cost deferrals related to APS’ 

acquisition, specifies that “the documented debt cost of acquiring SCE’ s interest in 

Units 4 and Y4 be used in calculating the deferrals. APS correctly utilized the cost of 

debt of 4.725 percent in calculating the deferral component of the revenue requirement. 

Both Staff and RUCO agree with the deferral amounts and the cost of debt used in 

calculating the amount of deferred costs, so there is no dispute on this component of the 

revenue requirement. 

However, both Staff and RUCO use incorrect methods to calculate the rate base treatment 

of Units 4 and 5 as contemplated in Decision No. 73 183. In doing so, both RUCO and 

Staff fail to apply proper ratemaking concepts to arrive at a fair value rate of return on 

rate base, which includes Units 4 and 5.  

APS witness Snook, in his rebuttal testimony, provides the mathematical basis for 

calculating the proper return on the Units 4 and 5 assets in his critique of the analyses 

performed by Staff and RUCO. Mr. Snook correctly calculates the return as if the 

addition of Units 4 and 5 was part of the original rate case, which was, in fact, held open 

in Decision No. 73 I83 for the express purpose of rate-basing these assets once the 

transaction was completed. As Mr. Snook points out, the weighted cost of capital of 

8.33 percent found in Decision 73 183 is the correct value to apply to Units 4 and 5’s 

Decision No. 73130, p. 37, 11. 8-9. 

4316993~2/18762-0009 4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 

A. 

Q. 

A. 

Q. 

A. 

t 

original cost rate base, just as it was utilized in the rate case for the Company’s total 

original cost rate base. 

In contrast, the Staff analysis simply applies the fair value rate of return of 6.09 percent 

determined in Decision No. 73 183 to the original cost rate base value of Units 4 and 5 .  

This is incorrect, because the fair value rate of return used by Staff reflects a blended rate, 

which combines the weighted cost of capital of 8.33 percent on OCRB with the much 

lower return rate of 1 percent on the “incremental fair value rate base,” which is a proxy 

measure of the replacement value for the assets to arrive at FVROR. 

In APS’ calculation of the revenue requirement, did it include an incremental fair 

value rate base component? 

No. According to Mr. Snook’s testimony, APS’ revenue requirement was calculated 

without a value ascribed to incremental fair value rate base. 

If APS had included the incremental fair value rate base component coupled with a 

1 percent return attached to it, what would be the revenue requirement? 

Based on the estimated value of RCND in Mr. Snook’s testimony, it would have added 

approximately $4 million more to the revenue requirement. 

Did Staff’s calculation of revenue requirement include a consideration of 

incremental fair value of the Units 4 and 5 assets? 

No. 

5 43 16993~2/18762-0009 
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A. 

Q. 

A. 

Turning to RUCO’s position, is its application of the marginal cost of debt to 

determine the revenue requirement for rate basing Units 4 and 5 appropriate? 

No. RUCO’s use of the marginal cost of debt in calculating the revenue requirement for 

Units 4 and 5 is a misinterpretation of Decision No. 73 183 and results in an egregious 

misuse of proper ratemaking methods. RUCO mistakes a directive from an accounting 

order related to cost deferrals in Decision No. 73 130 as a reason to preclude the Company 

from earning the return on its investment to which it’s entitled in the rate case. 

As I stated previously in my testimony, Decision No. 731 83 was kept open for the 

express purpose of including the costs related to APS’ acquisition of SCE’s share of Four 

Comers Units 4 and 5.  Accordingly, these assets should be included in rate base as if 

they were part of that original rate case. This means the same weighted cost of capital for 

Units 4 and 5 should be used as was applied in the rate case for the Company’s total 

original cost rate base. 

111. CONCLUSION 

Mr. Yaquinto, do you have a recommendation for the Commission? 

Yes. I recommend the Commission approve APS’ request as presented for the Four 

Comers Rate Rider. 

Does this conclude your testimony? 

Yes, it does. 

43 16993~2/18762-0009 6 
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DIRECT TESTIMONY OF KEVIN C. HIGGINS 

INTRODUCTION 

Q. 

A, 

Q. 

A. 

Q* 

A. 

Q. 

Please state your name and business address. 

Kevin C. Higgins, 2 15 South State Street, Suite 200, Salt Lake City, Utah, 

84111. 

By whom are you employed and in what capacity? 

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies 

is a private consulting firm specializing in economic and policy analysis 

applicable to energy production, transportation, and consumption. 

On whose behalf are you testifying in this proceeding? 

My testimony is being sponsored by Freeport-McMoRan Copper & Gold, 

Inc., Arizonans for Electric Choice and Competition (“AECC”), The Kroger Co. 

(“Kroger”), and Noble Americas Energy Solutions, LLC (“Noble Solutions”). 

AECC is a business coalition that advocates on behalf of retail electric customers 

in Arizona. Kroger is one of the largest grocery chains in the United States and 

a participant in APS’s Schedule AG-I program, described further below. Noble 

Solutions is a retail energy supplier that serves over 15,000 commercial and 

industrial end-use customers in 16 states, the District of Columbia, and Baja 

California, Mexico and also is a Generation Service Provider operating under the 

terms of Arizona Public Service Company’s (“APS”) Schedule AG-1. 

Please describe your professional experience and qualifications. 

Henceforth in this testimony, Freeport-McMoRan Copper & Gold Inc. and AECC collectively will be I 

referred to as “AECC.” 

HIGGINS / 1 
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My academic background is in economics, and I have completed all 

coursework and field examinations toward the Ph.D. in Economics at the 

University of Utah. In addition, I have served on the adjunct faculties of both the 

University of Utah and Westminster College, where I taught undergraduate and 

graduate courses in economics. I joined Energy Strategies in 1995, where I assist 

private and public sector clients in the areas of energy-related economic and 

policy analysis, including evaluation of electric and gas utility rate matters. 

8 

9 

10 

1 1  

12 

13 

14 Q. 

15 A. 

16 

17 

18 

19 

20 

Prior to joining Energy Strategies, I held policy positions in state and local 

government. From 1983 to 1990, I was economist, then assistant director, for the 

Utah Energy Office, where I helped develop and implement state energy policy. 

From 1991 to 1994, I was chief of staff to the chairman of the Salt Lake County 

Commission, where I was responsible for development and implementation of a 

broad spectrum of public policy at the local government level. 

Have you testified before this Commission in other dockets? 

Yes. I have testified in a number of proceedings before this Commission, 

including the generic proceeding on retail electric competition (1998); the 

hearings on APS’s 1999 Settlement Agreement (1 999); the hearings on the 

Tucson Electric Power Company’s (“TEP”) 1999 Settlement Agreement (1 999),4 

the Arizona Electric Power Cooperative, Inc.’s transition charge hearings (1 999),5 

the Commission’s Track A proceeding (2002); the APS adjustment mechanism 

’ Docket No. RE-OOOOOC-94-0165. 
Docket Nos. RE-OOOOOC-94-0165, E-01345A-98-0471, and E-01345A-98-0473. 
Docket Nos. RE-OOOOOC-94-0165, E-01933A-97-0772, and E-01933A-97-0773. 
Docket No. E-01773A-98-0470. 
Docket Nos. E-00000A-02-005 1; E-01345A-01-0822; E-00000A-01-0630; E-0 1933A-02-0069; E- 

5 

01933A-98-047 l. 
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proceeding (2003),7 the Arizona ISA proceeding (2003),* the APS 2004 rate case 

(2004),9 the Trico Electric Cooperative, Inc. 2004 rate case (2005),'0 the TEP 

2004 rate review (2005)," the APS 2006 interim rate proceeding (2006),12 the 

APS 2006 rate case (2006),13 TEP's request to mend Decision No. 62 103 

(2007),14 the TEP 2007 rate case (2008),'5 the APS 2008 rate case (2008),16 the 

APS 201 1 rate case (201 l-l2),I7 the TEP 201 1 Energy Efficiency Plan (2012),18 

and the TEP 2012 rate case (2012).19 

Have you testified before utility regulatory commissions in other states? 

Yes. I have testified in approximately 170 other proceedings on the 

subjects of utility rates and regulatory policy before state utility regulators in 

Alaska, Arkansas, Colorado, Georgia, Idaho, Illinois, Indiana, Kansas, Kentucky, 

Michigan, Minnesota, Missouri, Montana, Nevada, New Mexico, New York, 

North Carolina, Ohio, Oklahoma, Oregon, Pennsylvania, South Carolina, Texas, 

Utah, Virginia, Washington, West Virginia, and Wyoming. I have also 

participated in various Pricing Processes conducted by the Salt River Project 

Board of Directors and have filed Hidavits in proceedings at the Federal Energy 

Regulatory Commission. 

I 18 

~ 

' Docket No. E-0 1345A-02-0403. 
Docket No. E-00000A-01-0630. 

'.Docket No. E-01345A-03-0437. 
lo Docket No. E-O 146 1 A-04-0607. 
I' Docket No. E-01933A-04-0408. 
I' Docket No. E-01345A-06-0009. 
l3 Docket No. E-0134544-05-0816. 
l4 Docket No. E-01933A-05-0650. 

Docket No. E-01933A-07-0402. 
Docket No. E-01345A-08-0172. 
Docket No. E-01345A-11-0224. 

I* Docket No. E-01933A-11-0055. 
" Docket No. E-01933A-12-0291. 
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OVERVIEW AND CONCLUSIONS 

Q. 

A. 

What is the purpose of your testimony in this phase of the proceeding? 

My testimony addresses the applicability to customers served under Rate 

Schedule AG-1 of the Four Comers Adjustment rider proposed by APS. 

What are your primary conclusions and recommendations? Q. 

A. I disagree with APS’s proposal to apply the Four Corners Adjustment 

rider to a portion of the bills paid by customers taking service under Rate 

Schedule AG- 1. Charging AG-1 customers for Four-Corners-related costs does 

not make sense conceptually and also is inconsistent with both the 2012 

Settlement Agreement in APS’ 201 1 rate case, as approved by the Commission in 

this docket on May 24,2012, and the APS tariff. 

Properly exempting AG-1 customers from the Four Comers Adjustment 

rider would cause the rate in the rider to increase by only 0.02%, causing it to go 

from 2.22% to 2.24%. Thus, correcting the APS proposal to make it consistent 

with the 2012 Settlement Agreement and the APS tariff would not have an 

appreciable impact on other customers. 

FOUR CORNERS ADJUSTMENT RIDER 

Q. 

A. 

What is the Four Corners Adjustment rider? 

The Four Comers Adjustment rider, or Adjustment Schedule FCA, is the 

mechanism proposed by APS to recover the incremental costs associated with 

APS’s acquisition and operation of Southern California Edison Company’s share 

of Units 4 and 5 of the Four Corners power plant. The proposed rider is presented 

in Attachment EM-9,  Schedule 5, attached to the direct testimony of APS 

HIGGINS / 4 
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16 

17 A. 

18 Q. 

19 

20 A. 

21 Q. 

22 

23 A. 

24 

witness Elizabeth Blankenship. It is proposed to be a 2.22% surcharge applied to 

the base rates of all customers to which the rider is applicable, i.e., it would be 

applied to the customer’s monthly billed amount, excluding all other adjustments, 

sales tax, regulatory assessment and franchise fees. This surcharge is intended to 

recover the estimated $62.53 million incremental annual revenue requirement 

associated with the Four Comers acquisition. 

Is the design of this recovery mechanism governed by any previous 

agreements approved by the Commission? 

Yes. Section 10.3 of the 2012 Settlement Agreement approved by the 

Commission in this docket on May 24,20 12 provides that, among other things, 

the recovery mechanism for approved Four Corners incremental costs would be 

an adjustment rider that recovers the rate base and non-PSA (“Power Supply 

Adjustor”) related expenses associated with any Four Comers acquisition on an 

equal percentage basis across all rate schedules. 

Are AECC, Kroger, and Noble Solutions signatories to the 2012 Settlement 

Agreement? 

Yes. 

Did you personally participate in the negotiation of the 2012 Settlement 

Agreement? 

Yes, I did. 

In your opinion, is Adjustment Schedule FCA as proposed by APS consistent 

with all the provisions of the Settlement Agreement? 

No. In principle, I support the use of the equal percentage rider proposed 

by APS. However, I disagree with APS’s proposal to apply this rider to a portion 
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2 
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of the bills paid by customers taking service under Rate Schedule AG-1. 

Charging AG-1 customers for Four-Corners-related costs does not make sense 

conceptually and is inconsistent with both the 2012 Settlement Agreement and the 

4 

5 Q* 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 Q. 

18 A. 

19 

20 

21 

22 

23 

APS tariff. 

What is Rate Schedule AG-l? 

Rate Schedule AG-1 is an experimental rate rider that was proposed by 

APS in its 201 1 rate case and was implemented (as revised through settlement 

negotiations) pursuant to the terms of the 2012 Settlement Agreement. Rate 

Schedule AG-1 is available to a limited amount of load on APS Rate Schedules E- 

32, E-34, and E-35. It provides for alternative generation buy-through service 

whereby APS customer participants arrange a power purchase from a third-party 

Generation Service Provider that is facilitated by APS through its tariff. This 

alternative buy-through generation is utilized for the AG-1 customers in lieu of 

APS’s own generation supply. Accordingly, except for certain specified 

transition-type charges, and a charge for generation reserves, AG-1 customers do 

not pay for APS generation service. 

What transition-type charges were assessed to AG-1 customers? 

AG-1 customers were subject to the Historical Component of the PSA for 

the first twelve months of their AG- 1 service because the cost of that component 

had been incurred on their behalf. AG-1 customers also were required to 

compensate APS for the cost of unwinding their pro rata share of fuel supply 

hedges. But, except for these transition-type charges, and a charge for generation 

reserves, AG-1 customers are expressly exempt from APS’s generation charges. 
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What is APS proposing with respect to the applicability of the Four Corners 

Adjustment rider to AG-1 customers? 

As explained in the direct testimony of APS witness Jeffrey Guldner, the 

Company is proposing to exempt AG- 1 customers from the application of the 

Four Comers Adjustment rider to the buy-through generation portion of AG- 1 

customers’ bills, but is proposing to apply the surcharge to the non-generation 

portion of their bills, i.e., the non-generation portion of Schedules E-32, E-34, or 

E-35, whichever is applicable. 

Please explain your disagreement with APS’s proposed approach. 

At a conceptual level, APS’s approach is unreasonable because the Four 

Comers Adjustment rider is entirely a generation charge, and AG-1 customers are 

purchasing the entirety of their AG- 1 generation supply through non-APS 

sources. Thus, it is not reasonable for AG-I customers to be assigned the cost of 

this APS generation resource, particularly when it is clear that the structure of the 

AG-1 rate exempts AG-1 customers from paying for all other APS generation 

resources. 

Why doesn’t the partial exemption from the Four Corners Adjustment rider 

proposed by APS for AG-1 customers adequately address your concerns? 

The partial exemption proposed by APS, Le., exempting only the 

generation portion of AG-1 customer bills, does not adequately address my 

concerns precisely because it is only a partial exemption. Even if the surcharge is 

restricted to the non-generation portion of AG-1 customer bills, the upshot of 

ApS’s proposal is that AG-1 customers would be forced to pay for APS 

generation costs even though these customers are purchasing the entirety of their 
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AG-1 generation supply from non-APS sources. Moreover, APS’s proposal is 

inconsistent with both the 20 12 Settlement Agreement as a whole and APS’s 

tariff. 

Please explain. How is APS’s proposal inconsistent with the 2012 Settlement 

Agreement as a whole? 

Attachment J to the 201 2 Settlement Agreement is the AG- 1 rate schedule 

negotiated by the parties. On page 4 of the attachment, under the “Rates” 

heading, it states: “All provisions, charges and adjustments in the customer’s 

applicable retail rate schedule will continue to apply except as follows:. . . .” The 

very first exception listed states: “The generation charges will not apply;” 

It is clear in this very first exception that a fundamental feature of the AG- 

1 rate schedule negotiated by the parties to the 20 12 Settlement Agreement is that 

AG-1 customers are not intended to pay for APS generation charges. The limited 

exceptions to this principle (which were discussed above) are expressly spelled 

out in the rate section of Attachment J. Paying a surcharge for Four Corners 

generation costs is not among the exceptions listed. 

I further note that the statement, “The generation charges will not apply” 

is a general reference to generation charges; that is, “generation charges” is in 

lower case and does not refer to a specific charge in the tariff, thus, it should be 

read to include all generation charges, including the proposed Four Corners 

Adjustment rider, unless expressly stated otherwise. 

How is APS’s proposal inconsistent with the Company’s tariff? 

After the approval of the 2012 Settlement Agreement by the Commission, 

Attachment J was incorporated into the APS tariff. Thus, the language stating 
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that generation charges do not apply to AG-1 customers is now part of the 

approved tariff. Consequently, APS's proposal to charge AG-1 customers for 

Four Corners generation service is inconsistent with its tariff. 

Is your proposal to exempt AG-1 customers from the Four Corners 

Adjustment rider consistent with Section 10.3 of the 2012 Settlement 

Agreement, which requires the Four Comers Adjustment rider to recover the 

costs on an equal percentage basis across all rate schedules? 

Yes, it is. Under my proposed treatment, the Four Comers Adjustment 

rider would be structured as an equal percentage surcharge applied to all rate 

schedules, including Schedules 32,34, and 35, consistent with Section 10.3 of the 

2012 Settlement Agreement. The exemption for AG-1 would simply be applied 

to the individual customers taking service under the AG- 1 rider for the portion of 

their service provided pursuant to AG- 1. 

Does exempting the individual customers entirely from the Four Corners 

Adjustment rider cause the equal percentage rider to be higher than it would 

be under APS's proposal? 

Yes, by a very small amount. According to information provided by APS 

in the technical conference conducted February 19,20 14, the full exemption of 

AG- 1 customers from the Four Comers Adjustment rider would cause the rider to 

increase by only 0.02%, causing it to go from 2.22% to 2.24%, or about 2 cents 

per month for a typical customer with a base energy bill of $125 per month. 

Thus, correcting the APS proposal to make it consistent with the 20 12 Settlement 

Agreement and the APS tariff would not have an appreciable impact on other 

customers. 
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1 Q. Does this conclude your direct testimony? 

2 A. Yes, it does. 
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I 

2 

3 INTRODUCTION 

4 Q. Please state your name and business address. 

s A. 

6 84111. 

SURREBUTTAL TESTIMONY OF KEVIN C. HIGGINS 

Kevin C. Higgins, 21 5 South State Street, Suite 200, Salt Lake City, Utah, 

7 Q. 

8 A. 

By whom are you employed and in what capacity? 

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies 

9 is a private consulting firm specializing in economic and policy analysis 

10 

11 Q. 

12 

applicable to energy production, transportation, and consumption. 

Are you the same Kevin C. Higgins who previously filed direct testimony in 

this proceeding addressing the proposed Four Corners Adjustment Rider? 

13 A. 

14 

1.5 

16 Solutions”). 

Yes, I am. My testimony is being sponsored by Freeport-McMoRan 

Copper & Gold, Inc., Arizonans for Electric Choice and Competition (“AECC”), 

The Kroger Co. (“Kroger”), and Noble Americas Energy Solutions, LLC (“Noble 

17 
18  OVERVIEW AND CONCLUSIONS 

19 Q. 

20 proceeding? 

21 A. 

22 

What is the purpose of your surrebuttal testimony in this phase of the 

My surrebuttal testimony responds to the rebuttal testimony of Arizona 

Public Service Company (“APS”) witness Leland R. Snook concerning the 

’ Henceforth in this testimony, Freeport-McMoRan Copper & Gold Inc. and AECC collectively will be 
referred to as “AECC.” 
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I 

2 

3 Q. 

4 A. 

5 

6 

7 

8 

9 

applicability to customers served under Rate Schedule AG-I of the Four Corners 

Adjustment rider proposed by APS. 

Please summarize your surrebuttal testimony. 

I continue to disagree with APS’s proposal to apply the Four Comers 

Adjustment rider to a portion of the bills paid by customers taking service under 

Rate Schedule AG-1. Mr. Snook’s characterization of APS’s proposal as a 

“middle ground” does not make it correct, reasonable or consistent with the 2012 

Settlement Agreement approved by the Commission in this docket. 

I O  RESPONSE TO MR. SNOOK 

11 Q. 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 A. 

24 

How has APS responded to the arguments you have made regarding the 

applicability of the Four Corners Adjustment rider to AG-1 customers? 

Mr. Snook responds to my arguments on pages 9- 10 of his rebuttal 

testimony. Mr. Snook justifies APS’s proposal to charge AG-1 customers for 

Four Corners costs as being a “middle ground” between levying the percentage 

surcharge against AG-1 customers’ total bill (inclusive of AG-1 generation 

service) versus not charging AG-1 customers at all for Four Corners costs, as I 

have argued is appropriate. Mr. Snook further maintains that “the Settlement 

made no distinction between the generation component of a rate schedule and the 

other components of base rates” and therefore APS proposed to assess the Four 

Corners Surcharge on each element of base rates for each rate schedule. 

What is your response to Mr. Snook? 

I agree that APS’s proposal is a sort of “middle ground”: it sits in between 

my proposal on the one hand and an extreme proposition (to charge AG-1 
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10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 A. 

customers a surcharge for APS’s Four Corners costs as a mark-up on their 

generation costs paid to third-party providers) that no party to this proceeding has 

advocated. Simply being “in between” these two positions does not make APS’s 

proposal correct, reasonable, or consistent with the 20 12 Settlement Agreement. 

Rather, it is important to view the appropriate treatment of AG-1 customers 

within the full context of the 20 12 Settlement Agreement, which as I have 

explained in my direct testimony, expressly exempts these customers from APS’s 

generation charges. 

Further, I disagree with Mr. Snook’s characterization that the 2012 

Settlement Agreement made no distinction between the generation component of 

a rate schedule and the other components of base rates. As I noted in my direct 

testimony, Attachment J to the 2012 Settlement Agreement, which is the AG-1 

rate schedule negotiated by the parties, states: “All provisions, charges and 

adjustments in the customer’s applicable retail rate schedule will continue to apply 

except as follows:. . . .” The very first exception listed states: “The generation 

charges will not apply.” Based on the plain reading of this provision, it is 

apparent that the 20 12 Settlement Agreement intended to exempt AG- 1 customers 

from generation charges generally - base rates as well as any additional 

generation charges added through a rider, unless expressly stated otherwise. 

APS’s proposal, irrespective of whether it is a sort of “middle ground,” is 

inconsistent with this basic tenet of the Settlement Agreement. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

TESTIMONY OF JEFFREY B. GULDNER 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-01345A-11-0224) 

INTRODUCTION 

PLEASE STATE YOUR NAME AND POSITION WITH AR 
PUBLIC SERVICE COMPANY (“APS” OR “COMPANY”). 

ZO IA 

My name is Jeffrey B. Guldner. I am Senior Vice President of Customers and 

Regulation for A P S .  My business address is 400 N. 5th Street, Phoenix, Arizona, 

85004. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 

I joined A P S  in 2004 as Director of Regulatory Compliance and then assumed 

responsibility for federal regulation and policy. I was named to my present 

position in 2012. Prior to joining APS, I was a partner in the Phoenix office of 

Snell & Wilmer LLP, where I practiced energy and public utility law. That 

practice specifically focused on electric utility rate and regulatory matters, 

including general rate cases, power plant and transmission line siting, energy 

project finance, and utility mergers. Before practicing law, I served as a Surface 

Warfare Officer in the United States Navy. My education includes a B.A. in 

political science from the University of Iowa and a J.D., magna cum Zaude, from 

Arizona State University. 

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

I outline the Company’s Application and explain its relationship both to the 

current Docket, which is sirhply an extension of the last APS general rate 

proceeding, and to the 20 12 Arizona Corporation Commission (“Commission”) 

2 
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11. 

Q. 
A. 

decision authorizing A P S  to proceed with the acquisition of Southern California 

Edison Company’s (“SCE”) share of Four Corners Units 4 and 5 (“FC 4-5”) and 

granting A P S  a deferral of certain costs associated with that acquisition prior to a 

final decision on the Company’s present Application. See Decision Nos. 73 183 

(May 24, 2012) and 73130 (April 24, 2012). These two Commission decisions, 

taken together, form the basis for the Company’s request as set forth in its 

Application. Finally, I discuss some of the developments in 2013 that have 

delayed the closing of the FC 4-5 transaction and why the transaction continues 

to be a benefit for both our customers and Arizona. 

SUMMARY 

PLEASE SUMMARIZE YOUR DIRECT TESTIMONY. 

Including APS’s incremental investment in SCE’s share of FC 4-5 in rates, along 

with the ability to defer certain costs pursuant to Decision No. 73130, were 

important components of the Settlement agreed to by A P S  in December 201 1 and 

approved by Decision No. 73 183 (“Settlement”). These authorizations permitted 

the Company to agree to a four-year base rate stay out and to the other 

concessions that A P S  made in the process of negotiating the Settlement in that 

proceeding. 

Decision No. 73 130, which preceded the approval of the 2012 Settlement by one 

month, determined the Company had proven each element of the exhaustive set 

of criteria established by the Commission in 2005 as prerequisites to be met 

before A P S  could acquire an interest in an existing generating facility (in this 

case, the incremental portion of FC 4-5). See Decision No. 67744 (April 5, 

2005). As I will discuss later, these are precisely the same criteria typically 

considered when deciding the prudency of a power plant investment. 
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111. 

Q. 

A. 

Finally, I address some of the challenges A P S  had to overcome to consummate 

this transaction with SCE and explain how the delay in the final closing of the 

sale, which had been anticipated a year earlier, has affected the revenue and 

customer bill impact of this acquisition. 

CONNECTION OF PRESENT APPLICATION TO DECISION NO. 73 183 

HOW DID THE 2012 RATE SETTLEMENT AND DECISION NO. 73183 
ADDRESS THE COMPANY’S THEN-PENDING ACQUISITION OF 
SCE’S INTEREST IN FC 4-5? 

In Section 10.2 of the Settlement and again in Decision No. 73183, the 

Commission stated that: 

[Tlhis rate case shall remain open for the sole purpose of 
allowing A P S  to file a request, no later than December 3 1, 
2013, that its rates be adjusted to reflect the proposed Four 
Corners transaction, should the Commission allow A P S  to 
pursue the acquisition and should the transaction thereafter 
close. Specifically, A P S  may within ten (10) business days 
after any Closing Date but no later than December 31, 2013, 
file an application with the Commission seeking to reflect in 
rates the rate base and expense effects associated with the 
acquisition of SCE’s share of Units 4 and 5, the rate base and 
expense effects associated with the retirement of Units 1-3, 
and any cost deferral authorized in Docket No. E-O1345A- 
10-0474. APS shall also be permitted to seek authorization 
to amend the PSA Plan of Administration to include in the 
PSA the post-acquisition Operations and Maintenance 
expense associated with Four Corners Units 1-3 as a cost of 
producing off system sales until closure of Units 1-3, 
provided that such costs do not exceed off-system sales 
revenue in any given year. APS’s  rates shall be adjusted only 
if the Commission finds the Four Corners transaction to be 
prudent. 
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Q. 

A. 

In this Application, APS is seeking to include in rates “the rate base and expense 

effects associated with the acquisition of SCE’s share of [FC] Units 4 and 5, the 

rate base and expense effects associated with the retirement of [FC] Units 1-3 and 

any cost deferral authorized in Docket No. E-0 1345A- 10-0474.’’ The Company 

is not requesting the PSA modification referenced above for reasons I will 

discuss. 

WHY WAS SECTION 10.2 OF THE SETTLEMENT IMPORTANT TO 
THE COMPANY? 

The concept of keeping the 201 1-12 general rate case docket open to recover the 

incremental costs of owning and operating SCE’s share of FC 4-5 and the 

deferrals authorized by Decision No. 73130 originated from Staffs rate case 

testimony. It was critical to the Company’s ability to accept the overall terms of 

the Settlement that this concept be included in the final agreement. This was the 

case for two principle reasons. 

The first was to minimize the rate impact of the cost deferrals on APS customers. 

If costs had continued to accumulate through at least mid-2016, they would have 

been many times higher and the rate impact on APS customers correspondingly 

many times greater. 

The second reason is because APS knew the cost deferrals permitted by Decision 

No. 73130 were less than the full cost of owning and operating SCE’s share of FC 

4-5 due to the lack of any equity return and the inability to compound the debt 

component of the return. This earnings shortfall could not, absent the provision of 

the Settlement and Decision No. 73183 quoted above, be addressed until the 
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IV. 

Q* 

A. 

middle of 2016 at the earliest. Further, APS knew that other provisions agreed to 

in the Settlement, such as AG-1 and an under-compensatory Lost Fixed Cost 

Recovery mechanism, would progressively erode Company earnings over time. 

Thus, it was vital to have a way of minimizing the earnings impact of the FC 4-5 

acquisition by means of the instant proceeding. 

RELEVANCE OF DECISION NO. 73 130 

WHY DID APS FILE THE APPLICATION THAT RESULTED IN 
DECISION NO. 73130? 

Decision No. 67744 imposed certain restrictions on the Company’s ability to 

construct or acquire an ownership interest in additional generating capacity. 

Except in certain circumstances not applicable here,’ that Decision requires that 

the Commission expressly pre-approve “the acquisition of a unit or interest in a 

generating unit from any merchant or utility generator” with an in-service date 

prior to January 1,2015. See Decision No. 67744 (Finding of Fact 33). 

The Decision also sets forth the criteria A P S  needed to address when seeking 

such approval: 

a) The Company’s specific unmet needs for additional long-term resources; 

b) The Company’s efforts to secure adequate and reasonably-priced long- 
term resources from the competitive wholesale market to meet these 
needs; 

c) The reasons why APS believes those efforts have been unsuccessful, either 
in whole or in part; 

Several exceptions to the need to seek prior Commission authorization are identified in Decision No. 
67744. These include renewable resources, distributed generation less than 50 MW, temporary 
generation, etc. See Decision No. 67744 at Attachment A, Paragraph 74. 

1 
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A. 

Q. 

A. 

d) The extent to which the request to self-build generation is consistent with 
any applicable Company resource plans and competitive resource 
acquisition rules or orders resulting from the workshop/rulemaking 
proceeding described in paragraph 79; and 

e) The anticipated life-cycle cost of the proposed self-build option in 
comparison with suitable alternatives available from the competitive 
market for a comparable period of time. 

See Decision No. 67744 at Appendix A, Paragraph 75. 

The Company also requested an accounting order allowing it to defer for later 

recovery the costs of owning and operating the SCE interest in FC 4-5, as well as 

costs associated with closing down FC Units 1-3 between the time of 

acquisitiodclosure and when those costs were actually reflected in retail electric 

rates. 

DID THE COMMISSION FIND THAT APS HAD SATISFIED EACH OF 
THE ABOVE CRITERIA WITH REGARD TO ITS ACQUISITION OF 
SCE’S INTEREST IN FC 4-5? 

Yes. See Decision No. 73 130 at 28. 

DI-D THE COMMISSION FIND THAT SUCH ACQUISITION WAS 
“PRUDENT?” 

Decision No. 73130 specifically reserved any finding of “prudence.” But the 

criteria identified in Decision No. 67744 for exceptions to the so-called “self- 

build moratorium” -- criteria the Commission found APS to have satisfied in 

Decision No. 73 130 -- are exactly those that, in my experience, this and other 

regulatory agencies have considered when determining that a new generation 

resource investment was prudent. 

7 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Q* 

A. 

Q. 

A. 

Q- 
A. 

IS THERE ANY COMMISSION REGULATION THAT ADDRESSES THE 
PRUDENCE OF A UTILITY’S INVESTMENT IN PLANT TO SERVE 
THE PUBLIC? 

Yes. A.A.C. R14- 1- 103(A)(3)(1) states that “prudently invested” means 

investments that are “reasonable and not dishonest or obviously wasteful.” The 

regulation goes on to state that “all investments shall be presumed to have been 

prudently made,” and that this presumption can only be overcome by “clear and 

convincing evidence” to the contrary. 

DID OTHER AFFECTED PARTIES COMMENT FAVORABLY UPON 
THIS TRANSACTION? 

Yes. As noted by the Commission in Decision No. 73130, the Residential Utility 

Consumers Office (“RUCO’) strongly supported A P S ’  s acquisition of SCE’ s 

interest in FC 4-5: 

RUCO also agreed that A P S  ’ proposed transaction significantly 
reduces carbon dioxide and other pollutant emissions; it “preserves 
the diversity of APS’ current generation portfolio while tempering 
the Company’s exposure to volatile natural gas prices;” it maintains 
the mix of reliable baseload energy; and it “saves hundreds of jobs 
and millions of dollars of revenue that are critical to the Navajo 
Nation and local economy.” 

See Decision No. 73 130 at 12. 

Decision No. 73130 went on to say: “RUCO believes that the proposed 

transaction is in the best interest of ratepayers and provides numerous economic 

and environmental benefits.” Id. at 23. 

WHY DID IT TAKE SO LONG TO CLOSE THIS TRANSACTION? 

There have been numerous challenges along the road to closing this transaction. 

BHP decided it would discontinue its coal operations once the original contract 
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Q- 
A. 

Q- 

A. 

with FC expired in 2016. The Navajo Nation successfully negotiated the purchase 

of the coal operations at FC, but that took time. Several of the participants, 

including APS, were occupied for several months with other regulatory issues 

that delayed the closing, and most recently, El Paso Electric Company (“El 

Paso”) notified A P S  of its unwillingness to sign the 2016 Coal Supply 

Agreement. All through these ups and downs, A P S  remained staunchly 

committed to the transaction for the very same reasons cited by the Commission 

in Decision No. 73 130: fuel diversity, economic benefit to the Navajo Nation and 

Arizona communities near FC, and customer benefit over the anticipated 

remaining life of FC 4-5. 

ARE THOSE REASONS STILL VALID TODAY? 

Yes. Fuel diversity is more important than ever with the increasing reliance of 

the entire electric industry on natural gas. FC is still as vital to the Navajo 

Nation’s economy and to those communities surrounding the plant. And, despite 

generally lower gas prices, the SCE interest in FC 4-5 is forecast to provide long- 

term value to A P S  customers. 

WHY IS APS NOT SEEKING TO MODIFY THE PSA TO ACCOUNT 

BY DECISION NO. 73183? 

APS is required to shut down Units 1-3 as part of the EPA negotiations by 

January 1, 2014. Therefore, A P S  will retire Units 1-3 before year end. The 

changes to the PSA discussed in the FC section of the 2012 Settlement are, thus, 

no longer necessary. 

FOR CONTINUED OPERATION OF FC UNITS 1-3, AS AUTHORIZED 
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V. 

Q. 

A. 

Q. 
4. 

REVENUE AND BILL IMPACT 

WHAT IS THE ADDITIONAL REVENUE REQUESTED BY THI 
COMPANY AND WHAT WILL BE THE IMPACT ON CUSTOMERS? 

APS Witness Elizabeth Blankenship’s Testimony describes the details of thc 

revenue requirement calculation. At a high level, the decrease in the purchasc 

price ($7.5 million per month since October 2012) has more than offset somc 

higher operating costs and leftover costs attributable to closing Units 1-3 earlie 

than had been anticipated in early 2012. Thus, the revenue requirement o 

approximately $70 million that had been estimated at the time of the settlement’: 

approval in Decision No. 73 183 has been reduced to $62.53 million. The slightlj 

over 3% bill impact projected in 2012 is now approximately 2.0%: A sample bil 

analysis is attached to my Testimony as Attachment JBG- 1. This Attachment alsc 

satisfies Section 10.3 of the Settlement Agreement’s requirement to file a typical 

bill analysis (Schedule 7) under present and filed rates. 

HOW WILL THIS PERCENTAGE INCREASE BE APPLIED? 

The percentage increase will be applied as an equal percentage to the base rate 

portion of customers’ bills as contemplated by the Settlement. APS requests that 

this percentage increase be applied to the “ A P S ”  portion of an AG-1 customer’s 

bill, but not to the portion representing a pass through of charges from such 

customer’s Alternative Generation Provider. Also, E-36XL customers should be 

treated similar to AG- 1 customers due to their unique customer profile. 

Note that the Rider schedule attached to APS Witness Blankenship’s Testimony shows the percentage 
increase of 2.22%. The difference between that number and the 2% referenced in my Testimony above 
is that the Rider is applied to only the base rate portion of a customers’ bill. However it is important to 
a customer to know the total bill impact, which is why the 2% bill impact is included in my testimony. 
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A. 

VI. 

Q* 

A. 

Q* 
A. 

WHAT EFFECTIVE DATE IS APS PROPOSING FOR THE RATE 
RIDER TO BE IMPLEMENTED? 

A P S  has assumed that the Rider will become effective on July 1, 2014 for 

purposes of calculating the deferral. As noted in APS Witness Elizabeth 

Blankenship’s testimony, if the Rider is implemented after that date, there will be 

additional cost deferrals to recover. The Settlement directed parties to use “good 

faith” efforts to process the Rider within a “reasonable time,” and A P S  believes 

this proceeding should be concluded as soon as is possible to minimize the 

eventual impact on APS  customer^.^ 

CONCLUSION 

WOULD YOU SUMMARIZE YOUR CONCLUSIONS ABOUT THE 
COMPANY’S PRESENT APPLICATION? 

The Company’s Application should be granted. Decisions Nos. 73 130 and 73 183 

have been fully complied with, and there would appear to be no reason for any 

lengthy delay. APS’s purchase of SCE’s interest in FC 4-5 was and remains a 

good deal for Arizona, the Navajo Nation, and A P S  customers. 

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY? 

Yes. 

See Section 10.4 of the Settlement Agreement. 
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ARIZONA PUBLIC SERVICE COMPANY 
Schedule 7 - FOUR CORNERS RATE RIDER 

Estimated Monthly Bill Impacts of Four Comers Adjustor 

Residential (Average - All Rates) 
Average kWh per Month 
Base Rates 
Four Comers Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 

Requested 
Current July 2014 
Annual Annual 
Average Average 
Monthly Monthly 

Bill Bill 
1,100 1,100 

$ 123.90 $ 123.90 
$ - $  2.76 
$ 1.41 $ 1.41 
$ 0.31 $ 0.31 
$ 7.12 $ 7.12 
$ 4.11 $ 4.11 

Requested 
July 2014 Current 

Summer Summer 
Monthly Monthly 

Bill Bill 
1,337 1,337 

$ 161.07 $ 161.07 
$ - $  3.58 
$ 1.71 $ 1.71 
$ 0.37 $ 0.37 
$ 8.65 $ 8.65 
$ 4.11 $ 4.11 

Requested 
Current July 2014 

Winter 
Monthly 

Bill 
863 

$ 86.72 
$ 
$ 1.10 
$ 0.24 
$ 5.58 
$ 4.11 

Winter 
Monthly 

Bill 
863 

$ 86.72 
$ 1.93 
$ 1.10 
$ 0.24 
$ 5.58 
$ 4.11 

DSMAC $ 2.99 $ 2.99 $ 3.63 $ 3.63 $ 2.34 $ 2.34 
LFCR $ 0.28 $ 0.29 $ 0.36 $ 0.37 $ 0.20 $ 0.20 
Total $ 140.12 $ 142.89 $ 179.90 $ 183.49 $ 100.29 $ 102.22 
Bill Impact 

Annual 
Average 
Monthly 

Bill 
691 

$ 86.40 
$ 
$ 0.89 
$ 0.20 
$ 4.48 
$ 4.11 
$ 1.88 

t 2.77 
I .gax 

Annual 
Average 
Monthly 

Bill ’ 
69 1 

$ 86.40 
$ 1.92 
$ 0.89 
$ 0.20 
$ 4.48 
$ 4.11 
$ 1.88 

Residential (Rate E-12) 
Average kWh per Month 
Base Rates 
Four Comers Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR $ 0.20 $ 0.20 $ 0.24 $ 0.25 $ 0.15 $ 0.15 
Total $ 98.16 $ 100.08 $ 120.78 $ 123.19 $ 75.50 $ 76.94 
Bill Impact s 1.92 

1.96% 

Summer Summer 
Monthly Monthly 

Bill Bill 
780 780 

$ 108.04 $ 108.04 
$ - $  2.40 
$ 1.00 $ 1.00 
$ 0.22 $ 0.22 
$ 5.05 $ 5.05 
$ 4.11 $ 4.11 
$ 2.12 $ 2.12 

Winter Winter 
Monthly Monthly 

Bill Bill 
602 602 

$ 64.76 $ 64.76 
$ - $  1.44 
$ 0.77 $ 0.77 
$ 0.17 $ 0.17 
$ 3.90 $ 3.90 
$ 4.11 $ 4.11 
$ 1.64 $ 1.64 

Annual Annual 
Average Average Summer Summer Winter Winter 

Monthly Monthly Monthly Monthly Monthly Monthly 
Commercial (Rate E-32. 0-20 kw Bill ’ Bill ‘ Bill Bill Bill Bill 
Average kWh per Month 1,430 1,430 1,575 1,575 1,285 1,285 
Base Rates $ 202.30 $ 202.30 $ 232.85 $ 232.85 $ 171.75 $ 171.75 
Four Corners Adjustment 
PSA - Foward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 
Total 
Bill Impact 

$ - $  4.49 $ - $  5.17 $ - $  3.81 
$ 1.83 $ 1.83 $ 2.01 $ 2.01 $ 1.64 $ 1.64 
$ 0.40 $ 0.40 $ 0.44 $ 0.44 $ 0.36 $ 0.36 
$ 3.58 $ 3.58 $ 3.94 $ 3.94 $ 3.22 $ 3.22 
$ 14.68 $ 14.68 $ 16.17 $ 16.17 $ 13.19 $ 13.19 
$ 3.89 $ 3.89 $ 4.28 $ 4.28 $ 3.49 $ 3.49 
$ 0.45 $ 0.46 $ 0.52 $ 0.53 $ 0.39 $ 0.39 
$ 227.13 $ 231.63 $ 260.21 $ 265.39 $ 194.04 $ 197.85 



ARIZONA PUBLIC SERVICE COMPANY 
Schedule 7 - FOUR CORNERS RATE RIDER 

Estimated Monthly Bill Impacts of Four Corners Adjustor 

Requested Requested Requested 
Current July 2014 Current July 2014 Current July 2014 

Commercial (Rate E-32, >20 kW) 
Average kWh per Month 
Base Rates 
Four Corners Adjustment 
PSA- Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR $ 13.16 $ 13.43 $ 15.37 $ 15.68 $ 10.96 $ 11.18 
Total $ 6,595.28 $ 6,728.25 $ 7,699.16 $ 7,855.85 $ 5,491.37 $ 5,600.60 
Bill Impact f 132.97 

2.02% 

- 
t 

' *i 
r. 
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Annual 
Average 
Monthly 

Bill ' 
62,238 

$ 5,977.26 
$ 
$ 79.48 
$ 17.43 
$ 165.94 
$ 152.49 
$ 189.52 

Annual 
Average 
Monthly 

Bill ' 
62,238 

$ 5,977.26 
$ 132.70 
$ 79.48 
$ 17.43 
$ 165.94 
$ 152.49 
$ 189.52 

Summer 
Monthly 

Bill 
68,381 

7,044.20 

87.32 
19.15 

177.69 
152.49 
202.94 

Summer 
Monthly 

Bill 
68,381 

7,044.20 
$ 156.38 
$ 87.32 
$ 19.15 
$ 177.69 
$ 152.49 
$ 202.94 

Winter 
Monthly 

Bill 
56,094 

4,910.31 

71.63 
15.71 

154.18 
152.49 
176.09 

Winter 
Monthly 

Bill 
56,094 

4,910.31 
109.01 
71.63 
15.71 

154.18 
152.49 
176.09 

Commercial (Rate E-32 M) 
Average kWh per Month 
Base Rates $ 
Four Corners Adjustment $ 
PSA- Forward Component $ 
PSA - Historical Component $ 
TCA $ 
RES $ 
DSMAC $ 

Annual 
Average 
Monthly 

Bill ' 
62,238 

6,431.49 

79.48 
17.43 

165.94 
152.49 
189.52 

Annual 
Average 
Monthly 

Bill 
62,238 

$ 6,431.49 
$ 142.78 
$ 79.48 
$ 17.43 
$ 165.94 
$ 152.49 
$ 189.52 

Summer 
Monthly 

Bill 
68,381 

7,407.75 

87.32 
19.15 

177.69 
152.49 
202.94 

Summer 
Monthly 

Bill 
68,381 

7,407.75 
$ 164.45 
$ 87.32 
$ 19.15 
$ 177.69 
$ 152.49 
$ 202.94 

Winter 
Monthly 

Bill 
56,094 

5,455.22 

71.63 
15.71 

154.18 
152.49 
176.09 

Winter 
Monthly 

Bill 
56,094 

5,455.22 
121.10 
71.63 
15.71 

154.18 
152.49 
176.09 

LFCR 
Total 
Bill Impact 

2.03% 

$ 14.07 $ 14.36 $ 16.09 $ 16.42 $ 12.05 $ 12.29 
$ 7,050.42 $ 7,193.49 $ 8,063.43 $ 8,228.21 $ 6.037.37 $ 6,158.71 

t 143.07 

Annual Annual 
Average Average Summer Summer Winter Winter 
Monthly Monthly Monthly Monthly Monthly Monthly 

Commercial (Rate E-32 L) Bill ' Bill ' Bill Bill Bill Bill 
Average kWh per Month 290,507 290,507 314,925 314,925 266,089 266,089 
Base Rates $ 24,709.54 $ 24,709.54 $ 29,456.69 $ 29,456.69 $ 19,962.38 $ 19,962.38 

PSA- Forward Component $ 370.98 $ 370.98 $ 402.16 $ 402.16 $ 339.80 $ 339.80 
PSA - Historical Component $ 81.34 $ 81.34 $ 88.18 $ 88.18 $ 74.50 $ 74.50 
TCA $ 607.71 $ 607.71 $ 674.34 $ 674.34 $ 541.08 $ 541.08 
RES $ 152.49 $ 152.49 $ 152.49 $ 152.49 $ 152.49 $ 152.49 
DSMAC $ 694.07 $ 694.07 $ 770.16 $ 770.16 $ 617.97 $ 617.97 
Total $ 26,616.13 $ 27,164.70 $ 31,544.02 $ 32,197.96 $ 21,688.22 $ 22,131.42 

Four Comers Adjustment $ - $ 548.57 $ - $ 653.94 $ - $ 443.20 

Bill Impact f 5413.57 
2.06% 
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ARIZONA PUBLIC SERVICE COMPANY 
Schedule 7 - FOUR CORNERS RATE RIDER 

Estimated Monthly Bill Impacts of Four Comers Adjustor 

Requested Requested 
Current July 2014 Current July 2014 

Annual , Annual 
Average Average Summer Summer 
Monthly Monthly Monthly Monthly 

Industrial (Rate E34/35) Bill ’ Bill Bill Bill 
Average k w h  Der Month 3.581.412 3.581.412 3.729.201 3.729.201 
Base Rates . $ 249,125.86 $ 249,125.86 $ 259,88257 $ 259,882.57 

PSA - Forward Component $ 4,573.47 $ 4,573.47 $ 4,762.19 $ 4,762.19 
PSA - Historical Component $ 1,002.80 $ 1,002.80 $ 1,044.18 $ 1,044.18 
TCA $ 8,618.22 $ 8,618.22 $ 9,090.63 $ 9,090.63 
RES $ 3,335.00 $ 3,335.00 $ 3,335.00 $ 3,335.00 
DSMAC 
Total 
Bill Impact 

Four Corners Adjustment $ - $ 5,530.60 $ - $ 5,769.39 

$ 6,395.98 $ 6,395.98 $ 6,746.57 $ 6,746.57 
$ 273,051.33 $ 278,581.93 $ 284,861.14 $ 290,630.53 

$ 5,530.60 
2.03% 

Requested 
Current July 2014 

Winter 
Monthly 

Bill 
3,433,622 

$ 238,369.15 
$ 
$ 4,384.74 
$ 961.41 
$ 8,145.81 
$ 3,335.00 
$ 6,045.38 
$ 261,241.49 

Winter 
Monthly 

Bill 
3,433,622 

$ 238,369.15 
$ 5,291.80 
$ 4,384.74 
$ 961.41 
$ 8,145.81 
$ 3,335.00 
$ 6,045.38 
$ 266,533.29 

Notes: 
(1) Bill excludes regulatory assessment charge, taxes and fees. Adjustor levels in effect as of December 19, 2013 
(2) Adjustor levels in effect as of December 20, 2013 
(3) Includes PSA rate effective February 1, 2014 
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I. 

Q* 

A. 

Q. 
A. 

Q. 

A. 

REBUTTAL TESTIMONY OF JEFFREY B. GULDNER 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-01345A-11-0224) 

INTRODUCTION 

PLEASE STATE YOUR NAME AND POSITION WITH ARIZONA 
PUBLIC SERVICE COMPANY (APS OR COMPANY). 

My name is Jeffrey B. Guldner. I am Senior Vice President of Public Policy for 

Arizona Public Service Company (“APS”) .  My business address is 400 N. 5* 

Street, Phoenix, Arizona, 85004. 

DID YOU SUBMIT DIRECT TESTIMONY IN THIS PROCEEDING? 

Yes, my Direct Testimony was filed on December 30,2013. 

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

I address the authorization granted to A P S  by the Arizona Corporation 

Commission (“Commission”) in Decision No. 73 183 (May 24, 20 12). That 

Decision allowed A P S  to “reflect in rates the rate base and expense effects 

associated with the acquisition of Southern California Edison’s (“SCE”) share of 

Units 4 and 5 ,  the rate base and expense effects associated with the retirement of 

Units 1-3, and any cost deferral authorized in Docket No. E-0 1345A- 10-0474.” I 

also address the deferral of certain costs associated with that acquisition per 

Decision No. 73130 (April 24, 2012). Finally, I discuss the Fair Value Rate of 

Return (“FVROR”) that has a long foundation in Arizona and explain why the 

Four Corners transaction continues to be a benefit for both our customers and 

Arizona. 
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11. 

Q* 
A. 

SUMMARY 

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY. 

APS’s acquisition of SCE’s share of Four Corners Units 4 and 5 combined with 

the retirement of Units 1-3, as part of negotiations with EPA, benefits A P S  

customers, the Navajo Nation and Arizona. Notwithstanding Sierra Club’s anti- 

coal agenda, every other party in this case offering an opinion on this issue has 

concluded that A P S ’ s  purchase of SCE’s share of Four Corners Units 4 and 5 is a 

good investment for APS and its customers. In fact, other than Sierra Club, no 

party has disagreed with the purchase price, timing, need, benefit to customers or 

the prudency of the transaction. Commission Staff in particular has thoroughly 

reviewed all aspects of the transaction and agrees the purchase was appropriate in 

every respect. 

Again, Sierra Club aside, the only significant disagreement among the parties 

originates either from a misinterpretation of Decision Nos. 73183 (the 

“Settlement Agreement”) and 73 130 (the “Four Corners Deferral Order”) or from 

an erroneous assumption with regard to the appropriate FVROR. When those 

Orders are reasonably interpreted and the intent of the settling parties is taken 

into consideration (and the corresponding calculations are used to apply that 

intent, as shown in the Rebuttal Testimonies of APS Witnesses Beth Blankenship 

and Leland Snook), RUCO’s and Staffs revenue requirement are essentially the 

same as APS’s. 

The FVROR as calculated by Staff Witness Dennis Kalbarczyk is not consistent 

with the Settlement or with Commission precedent, and results in a significant 

under-recovery of the cost of owning the newly acquired portion of Four Corners 

Units 4 and 5. As stated in the Company’s Direct Testimony, the recovery 
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111. 

Q. 

A. 

method and the ability to defer certain costs pursuant to Decision No. 73 130 were 

important components of the Settlement agreed to by APS and approved by 

Decision No. 73 183. These authorizations were part of the reason APS agreed to 

the many concessions made in the process of negotiating the Settlement in that 

proceeding. 

AGREEMENT AMONG THE PARTIES 

PLEASE SUMMARIZE THE COMPONENTS OF THE FOUR CORNERS 
TRANSACTION ON WHICH THE PARTIES IN THIS CASE AGREE. 

All parties, with the exception of the Sierra Club (who suggests that ever more 

analysis is needed regarding the net present value of the transaction), agree that 

APS’s  acquisition of SCE’s share of Units 4 and 5 (i) will provide needed 

baseload capacity for the future, (ii) will provide both economic and non- 

economic benefits for A P S  customers, the Navajo Nation and Arizona, (iii) was 

reasonably priced, and (iv) was timed prudently. In sum, no party has challenged 

the prudency of this transaction. Indeed, Staffs expert consultant James Letzelter 

concluded: 

1. 
2. 
3. 
4. 
5. 
6. 

7. 

8. 

The additional 179 MW is both used and useful; 
A P S  considered an appropriate range of resource options; 
A p S ’ s  economic analysis of the acquisition was sound; 
The economics of the transaction favor A P S  customers; 
The timing of the transaction was prudent; 
The risks of the acquisition are offset by the expected favorable 
economics; 
Several ancillary benefits add to the positive impact that the 
transaction will have for customers; and 
Overall, the Four Corners transaction was prudent. 

See Direct Testimony of Staff Witness J. Letzelter at page 3, lines 1-9. 
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Q* 

A. 

Q. 
A. 

PLEASE SUMMARIZE YOUR UNDERSTANDING OF THE POINTS OF 
DISAGREEMENT AMONG THE THREE PARTIES ADDRESSING 
REVENUE REQUIREMENTS. 

As to the revenue requirement, there is really just one area of significant 

disagreement: What return should be applied to the acquired share of Four 

Corners and to the deferrals? For the reasons discussed below, this disagreement 

is based upon inaccurate assumptions or misapplication of the concept of FVROR 

in prior proceedings, and does not provide a basis to significantly reduce the 

$65.44 million updated revenue requirement for the Four Corners Rate Rider 

requested by APS. See also Rebuttal Testimony of A P S  Witnesses Blankenship 

and Snook. 

Specifically, Staff Witness Kalbarczyk has misapplied the FVROR as determined 

in the Settlement Agreement. RUCO, on the other hand, does not use the concept 

of FVROR at all and has applied an incremental debt rate to calculate the revenue 

requirement, which is not consistent with either the Four Corners Deferral Order 

or the Settlement. 

WHAT ARE THE POSITIONS OF THE OTHER PARTIES? 

The Sierra Club disagrees with many of the assumptions used to determine the 

net present value of the transaction to APS customers; certain large customers 

disagree with the application of the Four Corners Rate Rider to AG-1 customers. 

My testimony focuses on the disagreements raised by Staff and RUCO regarding 

the application of Decision Nos. 73130 and 73183. APS Witnesses Blankenship 

and Snook also address Staff and RUCO’s positions in their Rebuttal Testimony. 

The Sierra Club’s contentions are refuted primarily in the Rebuttal Testimony of 

APS Witness Wilde. The concerns of AG-1 customers are discussed in the 

Rebuttal Testimony of A P S  Witness Snook. 
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IV. 

Q. 

Q- 
A. 

Q. 

A. 

RATE OF RETURN DISCUSSION 

WHAT WAS THE INTENT OF DECISION NO. 73130? 

As discussed in my Direct Testimony, Decision No. 73130 determined the 

Company had satisfied the criteria imposed by Decision No. 67744 related to the 

“Self-Build Moratorium” and authorized an accounting order allowing APS to 

defer for later recovery the costs of owning and operating the SCE interest in 

Four Corners Units 4 and 5, as well as costs associated with the shutdown of Four 

Corners Units 1-3 between the time of acquisitiodclosure and when those costs 

were actually reflected in retail electric rates. 

DOES APS’S APPLICATION COMPLY WITH DECISION NO. 73130? 

Yes, A P S ’ s  Application complies with the requirements and intent of Decision 

No. 73130. See A P S  Witness Blankenship’s Rebuttal Attachments EAB-20 and 

EAB-2 1 that demonstrate APS’s  compliance with the Decision. 

WHAT DOES SECTION 10.2 OF THE 2012 RATE CASE SETTLEMENT, 
DECISION NO. 73183, SAY? 

In Section 10.2 of the Settlement and again in Decision No. 73183, the 

Commission stated that: 

[Tlhis rate case shall remain open for the sole purpose of 
allowing APS to file a request, no later than December 3 1, 
2013, that its rates be adjusted to reflect the proposed Four 
Corners transaction, should the Commission allow APS to 
pursue the acquisition and should the transaction thereafter 
close. Specifically, APS may within ten (10) business days 
after any Closing Date but no later than December 31, 
2013, file an application with the Commission seeking to 
reflect in rates the rate base and expense effects 
associated with the acquisition of SCE’s share of Units 4 
and 5, the rate base and expense effects associated with 
the retirement of Units 1-3, and any cost deferral 
authorized in Docket No. E-01345A-10-0474, A P S  shall 
also be permitted to seek authorization to amend the PSA 
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Q. 

A. 

Q. 

A. 

Plan of Administration to include in the PSA the post- 
acquisition Operations and Maintenance expense associated 
with Four Corners Units 1-3 as a cost of producing off 
system sales until closure of Units 1-3, provided that such 
costs do not exceed off-system sales revenue in any given 
year. A P S ’ s  rates shall be adjusted only if the Commission 
finds the Four Corners transaction to be prudent. [Emphasis 
added] 

As stated in this section, it allows APS to seek to include in rates three distinct 

items: (1) the rate base and expense effects associated with the acquisition of 

SCE’s share of Units 4 and 5; (2) the rate base and expense effects associated 

with the retirement of Units 1-3; and (3) any cost deferral (resulting in Decision 

No. 73130). APS fully complied with the intent of the Settlement Agreement. 

See Rebuttal Testimonies of APS Witnesses Snook and Blankenship. 

DOES STAFF WITNESS DENNIS KALBARCZYK’S TESTIMONY 
COMPLY WITH DECISION NO. 73183 AND IS IT CONSISTENT WITH 
THE SETTLING PARTIES INTENT? IF NOT, PLEASE EXPLAIN. 

No. Mr. Kalbarczyk’s recommendation is inconsistent with how the FVROR was 

calculated in the Settlement. As, shown in APS Witness Snook’s testimony, if 

A P S  were to use Staffs recommended figures and calculate the rate of return 

consistent with the Settlement and past orders, the revenue requirement requested 

here would be equal to or greater than in APS’s original filing. 

DOES RUCO’S TESTIMONY COMPLY WITH DECISION NOS. 73130 
AND 73183? IF NOT, PLEASE EXPLAIN? 

No, it does not. RUCO misapplied Decision No. 73130 by applying the marginal 

cost of debt used for the cost deferral per that Decision as the applicable going 

forward rate of return. That is a clear misreading of Decision No. 73 130 and is 

not consistent with the Settlement established precedent concerning FVROR. See 

Rebuttal Testimony of Snook. 
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V. 

Q. 

A. 

VI. 

Q. 

A. 

VALUE OF THE TRANSACTION 

YOUR DIRECT TESTIMONY DISCUSSED THE REASONS THAT APS 
WAS COMMITTED TO PROCEEDING WITH THIS TRANSACTION, 
DO THOSE REASONS CONTINUE TO APPLY TODAY? 

Yes. A P S  remains committed to the Four Corners Power Plant, to this transactior 

and to obtaining proper rate treatment for the transaction. Four Corners provides 

needed fuel diversity to A P S  ’s generation portfolio that (like electric utilities 

across the country) is increasingly becoming more dependent upon natural gas. 

Although A P S  encountered several challenges and delays through the process of 

acquiring Units 4-5 and retiring Units 1-3, the facts still remain that Four Corners 

is vital to the Navajo Nation’s economy and to those communities surrounding 

the plant, the environment will benefit from the retirement of the less efficient 

and older Units 1-3, and Four Corners Units 4-5 are forecast to provide long-term 

value to A P S  customers. As noted by Staff Witness James Letzelter, as well as 

RUCO, this transaction continues to provide substantial economic benefits to 

APS’s customers, the Navajo Nation and Arizona and is anticipated to do so 

throughout the remaining life of the plant. 

CONCLUSION 

WOULD YOU SUMMARIZE YOUR CONCLUSIONS ABOUT THE 
COMPANY’S PRESENT APPLICATION? 

The Company’s Application should be granted. Notwithstanding Sierra Club, the 

only significant disagreement among the parties originates either from a 

misinterpretation of Decision Nos. 73 183 and 73 130 or from a misapplication of 

the FVROR. A P S  complied with both Orders and the purchase of SCE’s interest 

in Four Corners Units 4-5 was and remains a good deal for APS customers, the 

Navajo Nation, and Arizona. 

7 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Q. 

A. Yes. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 
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I. 

Q. 

A. 

Q* 

A. 

Q* 

A. 

REBUTTAL TESTIMONY OF LELAND R. SNOOK 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-01345A-11-0224) 

INTRODUCTION 

PLEASE STATE YOUR NAME AND POSITION WITH ARIZONA 
PUBLIC SERVICE COMPANY (“APS” OR “COMPANY”). 

My name is Leland R. Snook. My business address is 400 North gfh Street, 

Phoenix, Arizona, 85004. I am Director of Rates and Rate Strategy for Arizona 

Public Service Company (“APS” or “Company”). I have management 

responsibility for all aspects relating to rates and pricing. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 

My background and experience are set forth in Appendix A to this Rebuttal 

Testimony. 

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

The purpose of my Rebuttal Testimony is to address Staff Witness Dennis 

Kalbarczyk’s testimony on the Fair Value Rate of Return (“FVROR”) that Staff 

used to calculate the Four Corners revenue requirement. I also address RUCO 

Witness Robert Mease’s use of incremental debt costs for that same purpose, 

although APS Witness Blankenship does so in greater detail. I will also discuss 

the testimony of the large customer groups and electric suppliers who oppose 

applying the Four Corners Rate Rider to AG-1 customers. Finally, I sponsor the 

bill impact analysis resulting from APS’s updated revenue requirement 

calculation. 
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11. 

Q. 
A. 

SUMMARY 

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY. 

Staff Witness Mr. Kalbarczyk has applied the concept of FVROR inconsistently 

with (1) how FVROR was determined in the Settlement adopted by Decision No. 

73 183 (May 24, 2012), (2) the express language of the Settlement itself, and (3) 

prior Commission decisions on FVROR. 

RUCO Witness Mr. Mease does not ever determine a FVROR. He simply takes 

the incremental debt cost used to calculate the Four Corners Deferral in Decision 

No. 73130 and misapplies it as a rate of return to determine the incremental 

revenue requirement for the Four Corners acquisition. 

As to AG-1, APS proposed to apply the Four Corners Rate Rider to only a subset 

of the AG-1 customer bill: to the portion covering the services that APS provides 

and not to the portion representing a pass through of charges fi-om such 

customer’s Alternative Generation Providers. The “Large Customer Group” and 

“Actual or Potential AG- 1 Suppliers”’ object to this middle-ground proposal, 

wanting a complete exemption fi-om the charge. One could as easily support this 

view as they could argue that the Four Corners charge should be assessed to the 

entire AG-1 customer bill, rather than simply a portion of it. APS’s proposal 

achieves a reasonable balance and treats all customers eligible for AG-1 in a 

similar manner. 

’ Freeport-McMoRan Copper & Gold, Inc., Arizonans For Electric Choice and Competition, The 
Kroger Co., WalMart Stores, Inc., and Sam’s West, Inc. (collectively referred to as the “Large 
Customer Group”), along with Noble American Energy Solutions L.L.C., Constellation NewEnergy, 
Inc., Direct Energy, L.L.C., and Shell Energy North America L.P (collectively referred to as “Actual 
or Potential AG-1 Suppliers’’). 
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111. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

STAFF’S APPLICATION OF THE FVROR IS INCORRECT 

PLEASE DESCRIBE HOW STAFF WITNESS DENNIS KALBARCZYK 
CALCULATED HIS PROPOSED FVROR IN THIS MATTER. 

Mr. Kalbarczyk did not calculate a FVROR to apply to the Fair Value of the Four 

Corners asset. Rather, he took the 6.09% return on Fair Value Rate Base 

( “ F W ” )  referenced in the Settlement and applied it to the Original Cost of the 

Four Corners acquisition. 

WHY IS APPLYING THE FVROR CALCULATED IN THE 
SETTLEMENT TO THE FOUR CORNERS ASSET INCORRECT? 

Because doing so ignores the Settlement’s express intent that the Rate Rider 

reflect the “rate base and expense’’ effects of the Four Corners acquisition. It 

results in a FVROR on the new Four Corners asset that is demonstrably incorrect 

both as a matter of mathematics and in the context of Commission precedent. 

In Section 10 of the Settlement, the parties agreed to hold open the underlying 

rate case to allow A P S  to seek to add the Four Corners acquisition to rate base as 

if the new asset had been a part of the Company’s original rate case filing. To 

recognize the “rate base and expense effects” of that addition as the Settlement 

requires, one cannot simply cut and paste the 6.09% FVROR calculated using the 

Company’s Settlement-authorized rate base and apply it to the new acquisition as 

a stand-alone asset. 

WHY NOT? 

FVROR is the output of a formula whose components will change as items are 

added to or subtracted from rate base. The exact formula is as follows: 

FVROR = LWACC x Original Cost Rate Base) + (1% x Fair Value 1ncrement)l 
Fair Value Rate Base 
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Most of the inputs to this formula will change as rate base changes: 

Fair Value Rate Base is calculated by adding the Original Cost 

Rate Base (“OCRB”) to the “Reconstruction Cost New Less 

Depreciation” (“RCND”) of that Original Cost number and 

dividing that sum by 2. Fair Value Rate Base will thus clearly 

change with the value of either the OCRB or the RCND rate 

base. 

The Fair Value Increment is calculated by subtracting fiom the 

OCRB the Fair Value Rate Base (“FVRB”). Again, that number 

will change as either rate base calculation changes. 

The only static numbers in the formula are the WACC of 8.33% 

used in the Settlement and the 1% return on the Fair Value 

Increment. 

Without the Four Corners acquisition, the OCRB and FVRB authorized in the 

Settlement resulted in a FVROR that equaled 6.09%. See Figure A below. But 

both of those numbers change when the new Four Corners asset is added to rate 

base, as contemplated by the Settlement. It is simply a matter of mathematics. 

The following chart walks through three calculations of the FVROR formula: 

one with the Original Settlement calculation, a stand-alone Four Corners 

acquisition calculation and the combination of the Settlement and the Four 

Corners acquisition. 
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Figure A: Settlement and Four Corners Revenue Requirement to Calculate 
the FVROR 

Each of these calculations effectively recognize the 8.33% WACC and 1% return 

on Fair Value Increment used in the Settlement. The slight increase to the 

FVROR percentage in the Four Corners plus Settlement scenario is not caused by 

any enhanced return on that asset, but simply reflects how the math changed 

when the rate base changed. APS still recovers only an 8.33% WACC and earns 

only a 1% return on the Fair Value increment, the nurnbers already used in the 

Settlement. 

Mr. Kalbarczyk’s treatment, on the other hand, effectively prevents APS fiom 

realizing the cost of capital on its investment. The return that results from Mr. 

Kalbarczyk’s recommendation is $8.3 million less than the actual “rate base 

effect” of the transaction shown in Figure A above and is thus inconsistent with 

that express Settlement requirement. 
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Q- 

A. 

Q. 

A. 

ARE THE OCRB AND RCND FOR THE FOUR CORNERS 
ACQUISITION ACTUALLY THE SAME? 

No. By its very definition, RCND for the newly acquired Four Corners plant 

would cost significantly more to reconstruct and build new than the acquisition 

price. For example, applying the RCND accepted in the rate case for the 

Company’s pre-existing share of Four Corners scaled to the newly acquired 

portion of the plant would result in a RCND of $716 million. This number stands 

in sharp contrast to the OCRB of about $226 million and would make the FVRB 

of the Four Corners acquisition $47 1 million. 

WHAT EFFECT WOULD APPLYING AN ACTUAL RCND TO THE 
FOUR CORNERS ASSET HAVE HAD ON APS’S REQUEST IN THIS 
PROCEEDING? 

If APS had done so, there would have been a meaningful difference between the 

FVROR and the WACC. In fact, doing so would have reduced the FVROR to 

6.00% -- below the 6.09% FVROR noted in the Settlement. Ironically, however, 

the resulting change in FVRB would also have increased A P S ’ s  request in this 

proceeding by over $4 million to $69.45 million. 

If APS had applied a 6.09% FVROR to FVRB in that scenario, as Mr. 

Kalbarczyk argues is somehow required, rather than the 6.00% that results 

mathematically, the revenue request would have been even larger. See Rebuttal 

Attachment LRS-1 for the details of this calculation. These examples all show 

that the exact FVROR is asset-specific and the overall FVROR is the weighted 

sum of these asset-specific FVRORs. One cannot plug and play one FVROR 

value to a different mix of plant and expect a reasonable result. 
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Q- 

A. 

Q. 

A. 

WHY DID APS ASSUME IN ITS DIRECT TESTIMONY THAT FAIR 
VALUE, ORIGINAL COST, AND RCND ARE ALL THE SAME FOR THE 
FOUR CORNERS ASSET? 

APS made a simplifling assumption to reflect just the cost of acquiring Southern 

California Edison’s (“SCE”) share of the Four Corners Units 4 and 5 because the 

asset was new to A P S .  

IS IT APPROPRIATE TO USE THE 6.09% FVROR DESCRIBED IN THE 
SETTLEMENT FOR THE FOUR CORNERS RATE BASE ADDITION 
SOUGHT HERE? 

No. Because, as I indicated above, doing so effectively mixes apples and oranges. 

The FVROR is one number when focused on the Four Corners asset in isolation; 

it is a different number when calculated using the pre-Four Corners Settlement 

rate base; and it is yet a different number when one adds the Four Corners 

purchase to the Settlement rate base amount. As described above, the FVROR is 

not a static number and treating it as such will result in flawed revenue recovery. 

For example, when the new Four Corners asset is taken on its own, FVROR and 

WACC are actually the same number - in this case, 8.33%. Recall the formula: 

FVROR = [(WACC x Original Cost Rate Base) + (1% x Fair Value 1ncrement)l 
Fair Value Rate Base 

As discussed above, Fair Value Rate Base is determined by adding OCRB and 

RCND and dividing that total by 2. However, because the asset is new to APS, 

the OCRB and RCND were assumed to be identical. This means that Fair Value 

Rate Base and Original Cost Rate Base were also deemed to be identical. For 

ease of illustration, I will refer to that Rate Base number as “Y.” Recall also that 

the Fair Value Increment is the difference between Fair Value Rate Base and 

Original Cost Rate Base. In this case, Y-Y=O. Plugging each of these inputs into 
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Q- 

A. 

the Fair Value Rate of Return formula above makes clear that, for the Four 

Corners asset on its own, the FVROR and the WACC are also the same number: 

FVROR = (WACC x Y) / Y 

FVROR = WACC 

In this case, the WACC used in the Settlement is 8.33%. This means that the 

FVROR that should be applied to the Fair Value of the new Four Corners asset is 

also 8.33% - the precise number that APS used to calculate the revenue 

requirement in this proceeding. Arbitrarily applying a 6.09% value instead of 

8.33% prevents APS fiom any opportunity of earning its WACC on the Four 

Corners asset, in violation of Section 5 of the Settlement Agreement. 

DOES MR. KALBARCZYK’S RECOMMENDATION CONFLICT WITH 
PRIOR ACC PRECEDENT? 

Yes. The formula used to calculate FVROR in Decision No. 73 183 was far fiom 

unique. To APS’s knowledge, that formula has been used in almost every case 

since the Commission began to value a FVRB Increment. And even before that 

time, the Commission acknowledged that the FVROR must be sufficient to allow 

the utility to recover its WACC. In particular, the Commission recognized that 

“[tlhe beginning point of our inquiry [concernin Fair Value Rate of 

situation in which a reasonable return on FVRB would yie d less 
than the cost of capital which comprises that rate base. 

In re Arizona Water Company, Decision No. 53537 (April 27, 1983) at 15 
(emphasis in original). 

B Return] must be the cost of capital. It is di F ficult to ima ine a 
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rv. 
Q. 

A. 

V. 

Q. 

A. 

Mr. Kalbarczyk’s recommendation fails the above test of a “reasonable return on 

FVRB” by a wide mark, under-recovering the WACC associated with the Four 

Corners transaction by some $8.3 million per year. 

RUCO DOES NOT RECOMMEND AN ACTUAL, FVROR 

DOES RUCO’S FVROR RECOMMENDATION SUFFER FROM THE 
SAME DEFICIENCIES AS STAFF’S? 

As a practical matter, the answer is yes. However, RUCO does not represent that 

its proposal to use a 4.725% return for purposes of calculating an incremental 

revenue requirement produces a reasonable FVROR, as is required by law. 

Rather, RUCO interprets Decision No. 73130 (April 24, 2012) as somehow 

mandating the use of an incremental debt cost for this purpose. In reality, that 

Decision does not address how revenue requirements should be calculated for the 

Four Corners Transaction once that Transaction is reflected in rates, a point that 

APS Witness Blankenship underscores in her Rebuttal Testimony. Decision No. 

73 130 solely addressed the return to be accrued on the deferred costs during the 

deferral period, which APS presently is estimating to run fiom December 30, 

2013 through November of 2014. APS’s calculation of the deferrals associated 

with the Four Corners Transaction reflected that accrued return both in the 

original filing and in the Company’s April 30th update. See Rebuttal Testimony of 

APS Witness Blankenship. 

TREATMENT OF AG- 1 CUSTOMERS 

HOW DID APS PROPOSE TO APPLY THE PERCENTAGE INCREASE 
IN ITS ORIGINAL APPLICATION? 

APS proposed to apply the percentage increase as an equal percentage to the base 

rate portion of customers’ bills as contemplated by the Settlement. APS requested 

the percentage increase be applied to the “APS” portion of an AG-1 customer’s 
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Q. 

A. 

Q= 
A. 

Q* 

A. 

VI. 

Q- 

bill, but not to the portion representing a pass through of charges from suct. 

customer’s Alternative Generation Provider. E-36XL customers were treated 

similarly to AG- 1 customers due to their unique generation service requirements. 

DID ANY INTERVENOR ADDRESS THE APPLICATION OF THE RATE 

POSITION. 

Yes. Both the Large Customer Group and the Actual or Potential AG-1 Suppliers 

addressed assessing the Four Corners Rate Rider to AG-1 customers. Both stated 

that AG-1 customers should be completely excluded from the Four Corners Rate 

Rider because that charge is related to generation plant. 

RIDER TO AG-1 CUSTOMERS? IF SO, PLEASE EXPLAIN THEIR 

DOES APS AGREE WITH THEIR PROPOSED TREATMENT? 

No. The Settlement made no distinction between the generation component of a 

rate schedule and the other components of base rates, and APS has therefore 

proposed to assess the Four Corners Surcharge on each and every element of base 

rates for each rate schedule. However, APS was aware that AG-1, also approved 

in the Settlement, exempts AG-1 customers from paying the generation 

component of their underlying rate schedule. In an attempt to give both 

provisions meaning, APS filed the middle-ground approach discussed above. 

WHAT WOULD BE THE IMPACT OF THE COMMISSION ADOPTING 
THE POSITION OF THESE INTERVENORS? 

As noted in Mr. Kevin Higgins’ Testimony, the Four Corners Rate Rider would 

increase all other customer bills by approximately 0.02%, or $58 

BILL IMPACT 

WHAT IS THE UPDATED REVENUE REQUIREMENT 
BY THE COMPANY AND WHAT WILL BE THE 
CUSTOMERS? 

10 

,410. 

REQUESTED 
IMPACT ON 
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A. 

Q. 

A. 

VII. 

Q- 

A. 

APS Witness Blankenship’s Testimony describes the details of the updated 

revenue requirement calculation, but APS is seeking recovery of $65.44 million 

or approximately 2.1% on the average residential customer A sample bill 

analysis is attached to my Testimony as Rebuttal Attachment 2. This Attachment 

also satisfies Section 10.3 of the Settlement Agreement’s requirement to file a 

typical bill analysis (Schedule 7) under present and filed rates. 

WHAT IS APS PROPOSING AS THE EFFECTIVE DATE FOR THE 
RATE RIDER TO BE IMPLEMENTED? 

APS has assumed that the Rider will become effective on December 1, 20 14 for 

purposes of calculating the deferral. As noted in APS Witness Blankenship’s 

testimony, if the Rider is implemented after that date, there will be additional cost 

deferrals to recover, although it is the Company’s recommendation that any 

deferrals not captured in the Commission’s final order in this matter be carried 

over until the Company’s next general rate proceeding. 

CONCLUSION 

PLEASE SUMMARIZE YOUR CONCLUSIONS ABOUT THE 
COMPANY’S REBUTTAL TESTIMONY. 

Mr. Kalbarczyk application of the FVROR is inconsistent with how it was 

determined in the Settlement (Decision No. 73183), the language of the 

Settlement Agreement, and with prior Commission decisions on FVROR. 

~ ~~ 

Note that the Rider schedule attached to APS Witness Blankenship’s Testimony shows the percentage 
increase of 2.33%. The difference between that number and the 2.1% referenced in my Testimony 
above is that the Rider is applied to only the base rate portion of a customer’s bill. However it is 
important to a customer to know the total bill impact, which is why the 2.1% bill impact is included in 
my testimony. 
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Q- 
A. 

Mr. Mease simply takes the marginal debt cost from Decision No. 73130, which 

was intended to be used only to calculate the Four Corners Cost Deferral, and 

mistakenly applies it as a rate of return in determining the revenue requirement 

for the Four Corners acquisition. 

Finally, the Company’s proposal regarding the application of the Four Corners 

Surcharge to those services directly provided to AG-1 customers by APS, rather 

than the AG-1 customer’s entire bill, achieves a reasonable balance of two 

different provisions of the Settlement. Moreover, it treats all customers eligible 

for AG-1 in a similar manner 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 

12 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Appendix A 

Statement of Qualifications 

Leland R. Snook 

Leland R. Snook is Arizona Public Service Company’s Director, Rates and Rate 

Strategy. He has over 25 years’ experience in the electric utility business as a 

utility professional. Mr. Snook holds a Bachelor of Science Degree in Electrical 

Engineering fkom Texas Tech University and is a registered professional 

electrical engineer in the state of Arizona. 

Mr. Snook’s areas of expertise include development and analysis of electric 

utility revenue requirements, modeling of cost of service, rate schedule design, 

embedded and marginal cost analysis and formulation of utility service policies. 

Mr. Snook has previously testified before the Arizona Corporation Commission 

on customer service contract and rate schedule matters. 

Mr. Snook has held his current position at Arizona Public Service Company for 

approximately six years. Prior to assuming that position, he served as the 

Director of Federal Regulation for APS. Before joining APS, Mr. Snook had a 

twenty-two year career with Tucson Electric Power Company, where he served in 

various professional and leadership roles. 
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ARIZONA PUBLIC SERVICE COMPANY 
Estimated Monthly Bill Impacts of Four Corners Adjustor 

Reauested Reauested Reauested 
Current December 2014 Current December 2014 Current December 2014 
Annual Annual 

Summer 
Monthly 

Bill 
1,337 

$ 161.07 
$ 
$ 1.71 
$ 0.37 
$ 9.36 
$ 4.11 
$ 2.47 
$ 0.03 

Summer 
Monthly 

Bill 
1,337 

161.07 
3.75 
1.71 
0.37 
9.36 
4.1 1 
2.47 
0.03 

Winter 
Monthly 

Bill 
863 

$ 86.72 
$ 
$ 1.10 
$ 0.24 
$ 6.04 
$ 4.1 1 
$ 1.59 
$ 0.02 

Average Average 
Monthly Monthly 

Bill ' Bill 
1,100 1,100 

$ 123.90 $ 123.90 
$ - $  2.89 
$ 1.41 $ 1.41 
$ 0.31 $ 0.31 
$ 7.70 $ 7.70 
$ 4.11 $ 4.1 1 
$ 2.03 $ 2.03 
$ 0.03 $ 0.03 

Winter 
Monthly 

Bill 
863 

86.72 
2.02 
1.10 
0.24 
6.04 
4.1 1 
1.59 
0.02 

Residential (Average - All Rates) 
Average kWh per Month 
Base Rates 
Four Comers Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
EIS 
LFCR 
Total 
Bill Impact 

$ 1.33 $ 1.36 $ 1.70 $ 1.74 $ 0.95 $ 0.97 
$ 140.82 $ 143.74 $ 180.82 $ 184.61 $ 100.77 $ 102.81 

s 2.92 
2.07% 

Annual Annual 
Average Average Summer Summer Winter Winter 

Monthly Monthly Monthly Monthly Monthly Monthly 
Bill Bill 

780 780 
Residential (Rate E-12) Bill ' Bill 
Average kWh per Month 691 691 
Base Rates $ 86.40 $ 86.40 $ 108.04 $ 
Four Corners Adjustment $ - $  2.02 $ - $  
PSA - Forward Component $ 0.88 $ 0.88 $ 1.00 $ 
PSA - Historical Component $ 0.20 $ 0.20 $ 0.22 $ 
TCA $ 4.84 $ 4.84 $ 5.46 $ 
RES $ 4.11 $ 4.1 1 $ 4.11 $ 
DSMAC $ 1.28 $ 1.28 $ 1.44 $ 
EIS $ 0.02 $ 
LFCR 
Total 
Bill Impact 

Bill Bill 
602 602 

108.04 
2.52 
1 .oo 
0.22 
5.46 
4.11 
1.44 
0.02 

64.76 $ 
- $  

0.77 $ 
0.17 $ 
4.22 $ 
4.11 $ 
1.11 $ 
0.01 $ 
0.71 $ 

75.86 $ 

64.76 
1.51 
0.77 
0.17 
4.22 
4.1 1 
1.11 
0.01 
0.73 

77.39 

$ 0.02 $ 0.02 
$ 0.93 $ 0.95 
$ 98.66 $ 100.70 

i 1.14 $ 1.17 
$ 121.43 $ 1 23.98 

$ 2.04 
2.07% 

Annual 
Averaqe 
Monthly 

Bill ' 
1,430 

$ 202.38 
$ 
$ 1.83 
$ 0.40 
$ 3.73 
$ 14.68 
$ 2.64 
$ 0.03 

Annual 
Averaue 
Monthly 

Bill 
1,430 

$ 202.38 
$ 4.72 
$ 1.83 
$ 0.40 
$ 3.73 
$ 14.68 
$ 2.64 
$ 0.03 

Winter 
Monthly 

Summer 
Monthly 

Summer 
Monthly 

Winter 
Monthly 

Bill 
1,285 

171.39 
3.99 
1.64 
0.36 
3.35 

13.19 
2.37 
0.03 

Commercial (Rate E-32. 0-20 kW1 
Average kWh per Month 
Base Rates 
Four Corners Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
EIS 
LFCR 
Total 
Bill Impact 

Bill 
1,575 

Bill 
1,575 

Bill 
1,285 

$ 233.37 $ 
$ - $  
$ 2.01 $ 
$ 0.44 $ 
$ 4.11 $ 
$ 16.17 $ 
$ 2.91 $ 
$ 0.03 $ 

233.37 
5.44 
2.01 
0.44 
4.1 1 

16.17 
2.91 
0.03 

171.39 $ 
- $  

1.64 $ 
0.36 $ 
3.35 $ 

13.19 $ 
2.37 $ 
0.03 $ 

$ 2.15 $ 2.19 $ 2.46 $ 2.51 $ 1.83 $ 1.87 
198.19 $ 227.84 $ 232.60 $ 261.50 $ 266.99 $ 194.16 $ 

t 4.76 
2.09% 
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. 

Commercial (Rate E-32, >20 kW) 
Average kWh per Month 

ARIZONA PUBLIC SERVICE COMPANY 
Estimated Monthly Bill Impacts of Four Comers Adjustor 

Requested Requested Requested 
Current December 2014 Current December 2014 Current December 2014 

Base Rates 
Four Comers Adjustment 
PSA- Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
EIS 
LFCR 
Total 
Bill Impact 

Commercial (Rate E-32 M) 
Average kWh per Month 
Base Rates 
Four Comers Adjustment 
PSA- Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
EIS 
LFCR 
Total 
Bill Impact 

Annual 
Average 
Monthly 

Bill ’ 
7,182 

842.33 

9.17 
2.01 

19.48 
73.72 
16.50 
0.15 

Annual 
Average 
Monthly 

Bill 
7,182 

842.33 
19.63 
9.17 
2.01 

19.48 
73.72 
16.50 
0.15 

Summer Summer Winter 
Monthly Monthly Monthly 

Bill Bill Bill 
7,752 7,752 6,612 

987.28 

9.90 
2.17 

22.03 
79.57 
18.65 
0.16 

987.28 
$ 23.00 
$ 9.90 
$ 2.17 
$ 22.03 
$ 79.57 
$ 18.65 
$ 0.16 

697.38 

8.44 
1.85 

16.93 
67.87 
14.34 
0.14 

Winter 
Monthly 

Bill 
6,612 

697.38 
16.25 
8.44 
1.85 

16.93 
67.87 
14.34 
0.14 

$ 9.16 $ 9.35 $ 10.65 $ 10.87 $ 7.67 $ 7.83 
$ 972.52 $ 992.34 $ 1,130.41 $ 1,153.63 $ 814.62 $ 831.03 

0 19.82 
2.04% 

Annual Annual 
Average Average 
Monthly Monthly 

Bill ’ Bill 
62.238 62.238 

$ 6,431.10 $ 6,431.10 
$ - $ 149.85 
$ 79.48 $ 79.48 
$ 17.43 $ 17.43 
$ 160.83 $ 160.83 
$ 256.60 $ 256.60 
$ 136.17 $ 136.17 
$ 1.31 $ 1.31 

Commercial (Rate E-32 L) 
Average kWh per Month 
Base Rates 
Four Comers Adjustment 
PSA- Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
EIS 
Total 
Bill Impact 

$ 67.35 $ 68.78 
$ 715027 9 .  $ 1301 8 .  55 

$ 151.28 
2.12% 

Annual Annual 
Average Average 
Monthly Monthly 

Bill ’ Bill 
290,507 290,507 

$ 24,707.54 $ 24,707.54 

$ 370.98 $ 370.98 
$ 81.34 $ 81.34 
$ 588.97 $ 588.97 
$ 513.20 $ 513.20 
$ 498.69 $ 498.69 

$ - $ 575.69 

$ 6.10 $ 6.10 
$ 26,766.82 $ 27,342.51 

Summer Summer 
Monthly Monthly 

Bill Bill 
68,381 68,381 

$ 7,407.24 
$ 
$ 87.32 
$ 19.15 
$ 172.21 
$ 256.60 
$ 145.81 
$ 1.44 

7,407.24 
$ 172.59 
$ 87.32 
$ 19.15 
$ 172.21 
$ 256.60 
$ 145.81 
$ 1.44 

i 76.93 $ 78.57 
I .  I .  

Summer Summer 
Monthly Monthly 

Bill Bill 
314,925 314,925 

$ 29,453.69 $ 29,453.69 
$ - $  686.27 
$ 402.16 $ 402.16 
$ 88.18 $ 88.18 
$ 653.49 $ 653.49 
$ 513.20 $ 513.20 
$ 553.32 $ 553.32 
$ 6.61 $ 6.61 
$ 31,670.65 $ 32,356.92 

Winter Winter 
Monthly Monthly 

Bill Bill 
56,094 56,094 

$ 5,454.95 $ 
$ - $  
$ 71.63 $ 
$ 15.71 $ 
$ 149.44 $ 
$ -256.60 $ 
$ 126.53 $ 
fi 1.18 $ 

5,454.95 
127.10 
71.63 
15.71 

149.44 
256.60 
126.53 

1.18 
$ 57.78 $ 58.99 
fi 613382 I .  $ I .  

Winter 
Monthly 

Bill 
266,089 

$ 19,961.38 
$ 
$ 339.80 
$ 74.50 
$ 524.44 
$ 513.20 
$ 444.05 
$ 5.59 $ 5.59 
$ 21,862.96 $ 22,328.06 

Winter 
Monthly 

Bill 
266,089 

$ 19,961.38 
$ 465.10 
$ 339.80 
$ 74.50 
$ 524.44 
$ 51 3.20 
fi 444.05 

0 575.69 
2.1 5% 

Page 2 of 3 



# 

? 

ARIZONA PUBLIC SERVICE COMPANY 
Estimated Monthly Bill Impacts of Four Comers Adjustor 

Requested Requested 
Current December 2014 Current December 2014 

Annual Annual 
Average Average Summer Summer 

Monthly Monthly Monthly Monthly 
Industrial (Rate E34/35) Bill ' Bill 
Averaae kWh Der Month 3.693.933 3,693,933 
BaseRates ' $ 251,228.00 $ 251,228.00 

PSA - Forward Component $ 4,717.15 $ 4,717.15 
PSA - Historical Component $ 1,034.30 $ 1,034.30 
TCA $ 7,433.21 $ 7,433.21 
RES $ 3,335.00 $ 3,335.00 
DSMAC $ 4,433.18 $ 4,433.18 
EIS 
Total 
Bill Impact 

Four Corners Adjustment $ - $ 5,853.62 

Bill 
3,841,873 

$ 262,539.00 $ 
$ - $  
$ 4,906.07 $ 
$ 1,075.72 $ 
$ 7,796.73 $ 
$ 3,335.00 $ 
$ 4,649.98 $ 

Rebuttal Attachment LRS-2 
Page 3 of 3 

Requested 
Current December 2014 

Winter Winter 
Monthly Monthly 

Bill 
3,841,873 

262,539.00 
6,117.16 
4,906.07 
1,075.72 
7,796.73 
3,335.00 
4,649.98 

$ 77.58 $ 77.58 $ 80.68 $ 80.68 
$ 272,258.42 $ 278,112.04 $ 284,383.18 $ 290,500.34 

Bill Bill 
3,545,992 3,545,992 

$ 239,917.00 
$ 
$ 4,528.23 
$ 992.88 
$ 7,069.69 
$ 3,335.00 
$ 4,216.37 
$ 74.47 
$ 260,133.64 

$ 239,917.00 
$ 5,590.07 
$ 4,528.23 
$ 992.88 
$ 7,069.69 
$ 3,335.00 
$ 4,216.37 
$ 74.47 
$ 265,723.71 

Notes: 
(1) Bill excludes regulatory assessment charge, taxes and fees. Adjustor levels in effect as of June 1, 2014 
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I. 

Q. 

A. 

Q. 

A. 

Q* 

A. 

[I. 

Q. 
4. 

REJOINDER TESTIMONY OF LELAND R. SNOOK 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-01345A-11-0224) 

INTRODUCTION 

PLEASE STATE YOUR NAME AND POSITION WITH ARIZONA 
PUBLIC SERVICE COMPANY (“APS” OR “COMPANY”). 

My name is Leland R. Snook. My business address is 400 North 5* Street, 

Phoenix, Arizona, 85004. I am Director of Rates and Rate Strategy for Arizona 

Public Service Company (“APS” or “Company”). I have management 

responsibility for all aspects relating to rates and pricing. 

DID YOU PREVIOUSLY SUBMIT TESTIMONY IN THIS 
PROCEEDING? 
Yes, my Rebuttal Testimony was filed on July 3,2014. 

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

I address Staff Witness Dennis Kalbarczyk’s continued insistence that it is 

appropriate to apply a Fair Value Rate of Return (“FVROR’) calculated using a 

specific mix of rate base assets (2010 Test Year Rate Base) to a different mix of 

rate base assets, specifically one that includes both APS’s acquisition of SCE’s 

share of Four Corners Units 4 and 5 the 2010 Test Year Rate Base. I then 

respond to RUCO Witness Robert Mease’s argument justifling his use of an 

incremental debt return to calculate the revenue requirement for the above 

acquisition. 

SUMMARY 

PLEASE SUMMARIZE YOUR REJOINDER TESTIMONY. 

Mr. Kalbarczyk’s and Mr. Mease’s FVROR recommendations share one thing in 

common; though both believe that the investment was prudent, neither would 

permit A P S  to recover the full costs of owning and operating the additional share 

1 
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111. 

Q. 

A. 

of Four Corners Units 4 and 5 acquired from SCE. This stands in stark contrast 

to the regulatory treatment afforded the Company’s already-existing ownership 

interest in precisely the same Four Corners Units 4-5 by both the 2012 Settlement 

adopted by the Commission in Decision No. 73 183 (May 24, 2012) and in all 

previous A P S  rate proceedings since Four Corners 4-5 were included in the 

Company’s rate base in the 1970s. 

Mr. Kalbarczyk does not explain the inconsistency of his recommendation with 

prior Commission precedent on FVROR. And his analysis of the 6.09% FVROR 

appearing in the 20 12 Settlement demonstrates a fundamental unfamiliarity with 

the concept of FVROR, as determined by the Commission in this and other 

dockets. 

Mr. Mease has abandoned his argument that Decision No. 73 130 (April 24,2012) 

supports RUCO’s position and no longer contends that limiting A P S  to an 

incremental debt return is some manner of “risk sharing.” Rather RUCO now 

argues that unlike every other asset in the Company’s rate base, we should 

attempt to directly assign portions of the Company’s overall cost of capital to 

these specific assets, especially that portion that provides for the lowest possible 

revenue requirement. 

STAFF’S FAIR VALUE RATE OF RETURN 

WHY DOES STAFF MAINTAIN THAT A 6.09% RETURN IS 
REASONABLE IN DETERMINING THE REVENUE REQUIREMENT IN 
THIS PROCEEDING? 

Mr. Kalbarczyk never contended that it was reasonable - merely that it appeared 

in the 2012 Settlement and, in his opinion, cannot be changed in this proceeding 

even though we are significantly changing one of the critical inputs to the 

formula that determines FVROR. 

2 
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Q. 

A. 

AT PAGE 4 OF HIS SURREBUTTAL, MR. KALBARCZYK TAKES 
ISSUE WITH HOW YOU CHARACTERIZED THE CALCULATION OF 
FVROR IN YOUR REBUTTAL. IS HE CORRECT? 
He is correct that the formula used by Staff witness Ralph Smith in the 

underlying rate case that led to the 2012 Settlement used a weighted capital 

structure to determine FVROR. The Exhibit referenced by Mr. Kalbarczyk is 

shown as Attachment LRS-1-Rejoinder. As seen in Figure 1, I show the same 

calculation using the 1% return on the Fair Value Increment (discussed in my 

Rebuttal Testimony) and the 10% ROE from the 2012 Settlement, as well as the 

capital ratios fiom the 20 12 Settlement: 

Figure 1 
Cost Weighted 

Adjusted Test Year Capital Structure Amount Y O  Rate Average 
Long-Term Debt $3,382,856 46.06% 6.38% 2.94% 
Common Equity 
TOTAL 

3,961,248 53.94% 10.00% 5.39% 
$7,344,104 100.00% 8.33% 

Capital Structure with Settlement 1.0% Cost Weighted 
Return on FV Increment Amount Y O  Rate Average 
Long-Term Debt $2,608,377 31.94% 6.38% 2.04% 

FVRB Increment 2,504,128 30.66% 1 .OO% 0.31% 
TOTAL $ 8,167,126 100.00% 6.09% 

Common Equity 3,054,621 37.40% 10.00% 3.74% 

As you can see, one gets to precisely the same number as I calculated starting on 

page 3 of my Rebuttal Testimony. If I include the rate base addition of the SCE 

share of Four Corners 4 and 5 (a rate base amount that neither Staff nor RUCO 

disputes) into the above equation using the exact same beginning amounts of 

debt, equity and Fair Value Increment as Staff Witness Smith, I get the following 

FVROR: 

Figure 2 
Capital Structure with Four Corners 
Included 
Long-Term Debt 
Common Equity 
FVRB Increment 
Total 

Weighted 
Amount YO Cost Rate Average 

$2,712,442 32.32% 6.38% 2.06% 
3,176,490 37.85% 10.00% 3.79% 
2,504,128 29.84% 1 .OO% 0.30% 

$8,393,060 100.00% 6.14% 

3 
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Q- 

A. 

This is again the identical result as in my Rebuttal Testimony. So while it is true 

that one can determine FVROR either by taking revenue requirement and 

dividing it by FVRB or by treating the Fair Value Increment as a low cost (1 % in 

this case) capital structure component, both lead to the same end result. 

Bottom line, rate base, expenses and rate of return are not three wholly 

independent variables in determining revenue requirement as postulated by Mi. 

Kalbarczyk at the top of page 4 of his Surrebuttal. Rather, FVROR and rate base 

are interdependent variables given the existence of the Fair Value Increment and 

its ratemaking treatment in Arizona. This interdependence would not exist in an 

Original Cost Rate Base jurisdiction, which Mr. Kalbarczyk may be more 

familiar with than Arizona. 

MR. KALBARCZYK STATES THAT APS IS ASKING AN 8.33% 
RETURN ON THE FAIR VALUE OF THE ADDITIONAL SHARE OF 
FOUR CORNERS AND NOT 6.14%. IS HE CORRECT? 
It depends on whether one is looking at the return on the Four Corners increment 

in isolation or as a component to the whole of APS’s  rate base, including the 

additional Four Corners investment. Whether the overall Company FVROR is 

6.09% without the additional share of Four Corners Units 4 and 5 or 6.14% with 

them, these numbers are a composite of thousands of individual asset returns that 

are above or below those overall returns. For older assets with relatively large 

Fair Value Increments, the return is well below 6%. The newer an asset is (with a 

correspondingly lesser Fair Value Increment) the closer the return will be to the 

Weighted Average Cost of Capital of 8.33%. But as noted at page 5 of my 

Rebuttal, this provides A P S  not one cent more return on a dollar of its investment 

in the SCE share of Four Corners than on a dollar of its pre-existing share of Four 

4 
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Q* 

A. 

Q. 

A. 

Iv. 

Q. 

Corners or, for that matter, its thousands of other investments outside of Four 

Corners that comprised the Company’s rate base in Decision No. 73 183. 

MR. KALBARCZYK ARGUES I AM TRYING TO DENY THE 
COMMISSION DISCRETION IN DETERMINING FVROR? DO YOU 
AGREE? 

No. The Commission exercises it discretion when it determines, after 

consideration of the evidence presented, all the inputs to either my formula as 

shown on page 7 of my Rebuttal Testimony or that referenced by Mr. Kalbarczyk 

at page 4 of his Surrebuttal Testimony. Thereafter, discretion is replaced by 

mathematics. 

M R  KALBARCZYK FURTHER TESTIFIES AT PAGE 7 OF HIS 
SURREBUTTAL THAT IF THE COMMISSION AGREES IT SHOULD 
CALCULATE FVROR FOR THE COMPANY’S ADDITIONAL 
INVESTMENT IN FOUR CORNERS UNITS 4 AND 5 I N  THE SAME 
MANNER AS IT HAS FOR EVERY OTHER APS ASSET, INCLUDING 

SAME UNITS, THE COMMISSION SHOULD COMPREHENSIVELY 
THE COMPANY’S PRE-EXISTING INVESTMENT IN THE VERY 

RE-EXAMINE FVROR. DO YOU AGREE? 

No. The 2012 Settlement language was very clear that this would not be another 

rate case and another opportunity to re-litigate ROE, operating expenses, or 

additional rate base other than Four Corners. While as we have seen here, the 

addition of this new Four Corners investment necessarily changes FVROR (and 

other ratemaking items such as property and income taxes), A P S  has asked to 

change no other element of Decision No. 73 183. All APS has done in this case is 

to treat the new investment as though it were originally part of the 20 10 TY rate 

case, precisely as the 2012 Settlement intended and urges the Commission to 

reject Mr. Kalbarczyk’s suggestion otherwise. 

RUCO’S DEBT RETURN ARGUMENT AND BILL IMPACT ANALYSIS 

DOES RUCO CONTINUE TO CONTEND THAT DECISION NO. 73130 
REQUIRES THE COMMISSION TO USE AN INCREMENTAL DEBT 

5 
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A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

V. 

Q- 
A. 

RETURN TO DETERMINE REVENUE REQUIREMENTS IN THIS 
PROCEEDING. 

No. 

IS RUCO STILL ARGUING THAT REDUCING THE RETURN ON THE 
PORTION OF FOUR CORNERS UNITS 4 AND 5 ACQUIRED FROM 
SCE TO LESS THAN HALF THAT APPLIED TO THE COMPANY’S 

AS SOME MANNER OF “RISK SHARING?’’ 

It does not appear so. Mr. Mease does not raise that argument in his Surrebuttal 

Testimony, and RUCO conceded in response to a Company Data Request that 

such a proposal was unprecedented in this or any other jurisdiction. See 

Attachment LRS-2-Rej oinder. 

PRE-EXISTING SHARE OF THOSE SAME UNITS IS APPROPRIATE 

WHAT IS THE RATIONALE RUCO USES TO SUPPORT ITS 
POSITION? 

As best as I can make out, RUCO is attempting to assign one specific debt 

issuance of the Company’s overall capitalization to the newly acquired share of 

Four Corners Units 4 and 5. Fortuitously for RUCO, it is one of the lowest cost 

components of APS’s capitalization - a debt issuance in early 2014. I doubt that 

if A P S  had issued equity in early 20 14, Mr. Mease would be recommending a full 

equity return on the Company’s incremental investment in Four Corners. 

TO YOUR KNOWLEDGE, HAS THE COMMISSION EVER 
DETERMINED REVENUE REQUIREMENTS USING A SPECIFIC 
SECURITY’S COST AS THE FVROR? 

No. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Both Staffs and RUCO’s recommendations would result in APS being unable to 

recover the cost of owning and operating its newly-acquired share of Four 

Corners Units 4 and 5. The difference is one of degree, albeit an important 
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Q. 
A. 

degree. Capital costs are every bit as real as labor or materials costs - costs that 

neither Staff nor RUCO suggest A P S  not be able to hl ly  recover. I would 

conclude by again quoting the Commission’s own words from the Arizona Water 

Company Decision cited in my Rebuttal Testimony: “It is difficult to imagine a 

situation in which a reasonable return on FVRB would yield than the cost of 

capital which comprises that rate base.” In this case, I would suggest that it is 

more than simply “difficult to imagine,” but outright impossible. Neither Staff 

nor RUCO has provided any rationale for a different conclusion. 

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY? 

Yes. 
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Attachment LRS-1 Rejoinder 
Page 1 of 1 

Attachment RCS-2 
Page 12 of 40 

Arizona Public Service Company Docket No. E-01345A-11-0224 
Capital Structure & Cost Rates 

Test Year Ended December 31,2010 
(Thousands of Dollars) 

Line Capitalization cost 
No. Capital Source Amount Percent Rate - 

1 
2 
3 
4 

5 
6 
7 
8 

9 

IO 

11 
12 
13 
14 
15 

16 

17 
18 
19 
20 
21 

22 

APS - Proposed 
Short-Term Debt 
Long-Term Debt 
Common Stock Equity 

Total Capital 

ACC Staff - Proposed 
Short-Term Debt 
Long-Term Debt 
Common Stock Equity 

Total Capital 

$ 
$ 3,382,856 46.06% 
$ 3,961,248 53.94% 
$ 7,344,104 100.00% 

$ 
$ 3,382,856 46.06% 

53.94% 
$ 7,344,104 100.00% 

Difference 

Weighted Cost of Debt 

ACC Staff - Proposed Fair Value Rate of Return - Alternative 1 
Short-Term Debt $ 0.00% 
Long-Term Debt $ 2,608,502 3 1.94% 
Common Stock Equity $ 3,054,497 37.40% 

Amreciation above OCRB 
Capital fmancing OCRB $ 5,662,998 

not recognized on utility's books $ 2,504,128 30.66% 
Total capital supporting FVRB $ 8,167,126 100.00% - 
ACC Staff ~ Proposed Fair Value Rate of Return - Alternative 2 
Short-Term Debt $ 0.00% 
Long-Term Debt $ 2,608,502 3 1.94% 
Common Stock Equity $ 3,054,497 37.40% 

Appreciation above OCRB 
Capital fmancing OCRB $ 5,662,998 

n% recognized on utility's books $ 2,504,128 30.66% 
Total capital supporting FVRB $ 8,167,126 100.00% 

6.38% 
1 1 .oa% 

6.38% 
9.90% 

0.00% 
6.38% 
9.90% 

Schedule D 
Page 1 of 1 

Weighted Avg. 
Cost of Capital 

(D) 

0.00% 
2.94% 
5.93% 
8.87% 

0.00% 
2.94% 
5.34% 
8.28% 

-0.59% 

2.94% 

0.00% 
2.04% 
3.70% 

0% [a] 0.00% 
5.74% 

0.00% 0.00% 
6.38% 2.04% 
9.90% 3.70% 

1.00% [b] 0.31% 
6.05% - 

Notes and Source 
Lines 1-4, APS filing D-1. 
Line 15, Co1.A 
23 Fair Value Rate Base $ 8,167,126 Schedule A 
24 Original Cost Rate Base $ 5,662,998 Schedule A 
25 Difference $ 2,504,128 

Difference is appreciation of Fair Value over Original Cost that is not recognized 
on the utility's books. 

[a] The appreciation of Fair Value over Original Cost has not been recognized on the utility's books. 
Such off-book appreciation has not been fmanced by debt or equity capital recorded on the utility's books. 
The appreciation over Original Cost book value is therefore recognized for cost of capital 
purposes at zero cost. 

[b] Per Staff witness David Parcell 



Attachment LRS-2 Rejoinder 
Page 1 of 1 

RESIDENTIAL UTILITY CONSUMER OFFICE 
Docket No. E-01345A-11-0224 - Four Corners Rate Rider 

Response to APS Data Request No. 1 

APS 1.1 

RESPONSE 

APS 1.2 

RESPONSE 

APS 1.3 

RES PONS E 

Please provide all data responses sent in response to other parties’ data requests 
in this docket from the time of the Four Corners Rate Rider filing (December 30, 
2013). This is an ongoing request to be supplemented with the additional data 
responses. 

RUCO has received no Data Requests from other parties to this Docket. 

Please provide all workpapers in their original format for your testimony in the 
Four Corners Rate Rider proceeding 

See Attachment No. 1 to this Document 

Please provide all testimony you have submitted to  a court or regulatory agency 
in the last 5 years pertaining to the economic evaluation for ratemaking 
purposes of an electric generating facility or any other electric utility property. 

See the following PDF files attached: 
Docket No. E-01933A-12-0291 Docket No. E04204A-12-0504 

(1) UNS Direct Testimony 
(2) UNS Rate Design 

(1) TEP Direct Testimony 
(2) TEP Supplemental Direct 
(3) TEP Rate Design 

APS 1.4 Please provide a citation to and a copy of any prior ACC decision that limit the 
return on a utility asset as a “risk-sharing” device. 

I’m not aware of any decisions that the ACC has included a risk sharing device. RESPONSE 
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APS Exhibit __ 

FVROR and ROE 
An Example of Holding the FVROR Constant from the Settlement 

Settlement Capitol Structure with Settlement 1.0% FV 
lncremen t 

1. Long-Term Debt 
2. Common Equity 
3. FVRB Increment 
4. Total 

Capital Structure with Four Corners Included with Settlement 
FVROR Held Constant 

5. Long-Term Debt 
6. Common Equity 
7. FVRB Increment 
8. Total 

Adjusted Test Year Capital Structure Using Held Constant 
ROE 

9. Long-Term Debt 
10. Common Equity 
11. Total 

Amount % Cost Rate Weighted Avg 
$ 2,608,377 31.94% 6.38% 2.04% 

3,054,621 37.40% 
2,504,128 30.66% 

$ 8,167,126 100.00% 

10.00% 3.74% 
1.00% 0.31% 

6.09% 

Amount % Cost Rate Weighted Avg 
$ 2,712,442 32.32% 6.38% 2.06% 

3,176,490 37.85% 3.73% 
1.00% 0.30% 

6.09% 

Amount % Cost Rate Weighted Avg 
$ 3,382,856 46.06% 6.38% 2.94% 

3,961,248 53.94% 
$ 7,344,104 100.00% 

5.31% 
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I. 

Q. 

A. 

Q. 

A. 

DIRECT TESTIMONY OF ELIZABETH A. BLANKENSHIP 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-01345A-11-0224) 

INTRODUCTION 

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS 
ADDRESS. 

My name is Elizabeth A. Blankenship. I am a Manager in the 

RevenueRegulatory Accounting Department for Arizona Public Service 

Company (“APS” or “Company”), a subsidiary of Pinnacle West Capital 

Corporation (“Pinnacle West”). I am primarily responsible for the revenue and 

regulatory accounting, asset accounting, accounts receivable and cash control 

functions at Pinnacle West and A P S .  My business address is 400 North Fifth 

Street, Phoenix, Arizona 85004. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 

I received a Bachelor of Science degree in Business with a major in Accounting 

from Arkansas State University in 1993. From 1993 to 2000, I was employed as 

an Accountant for two companies in the long-term healthcare service industry. I 

joined A P S  in October 2000 as a senior accountant and spent the past 13 years 

working for A P S  in the Financial Reporting Department, Accounting Operations 

Department, and most recently the RevenueRegulatory Accounting Department. 

Prior to my transition to the RevenueRegulatory Accounting Department in 

September 2012, I was responsible for the fossil generation accounting functions 

at A P S  as the manager of that department. I am a ‘Certified Public Accountant, a 

member of the Arizona Society of Certified Public Accountants and a member of 

the Edison Electric Institute’s Property Accounting Committee. 
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Q. 

A. 

11. 

Q* 
A. 

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

The purpose of my testimony is to support the Company’s request for the Four 

Corners Rate Rider (“Rider”), as defined in the A P S  Settlement Agreemeni 

approved by Decision No. 73183, (May 24, 2012). Specifically, my testimony 

describes the revenue requirement that A P S  is seeking to recover in the Rider, 

including the calculation and amortization of the Four Corners deferral that was 

authorized in Decision No. 73 130 (April 24,20 12). 

SUMMARY 

PLEASE SUMMARIZE YOUR TESTIMONY. 

On November 22, 2010, in Docket No. E-01345A-10-0474, APS asked the 

Arizona Corporate Commission (“ACC” or “Commission”) to (1) authorize the 

purchase of Southern California Edison’s (“SCE”) interest in Four Corners Units 

4 and 5, (2) grant APS an accounting order authorizing cost deferral and 

facilitating the early retirement of Units 1-3. This request resulted in Decision 

No. 73 130, which provided the necessary authorization to pursue the transaction 

and retire Units 1-3. The Decision also approved an accounting order that would 

allow the Company to defer for later recovery all non-fuel costs of owning, 

operating, and maintaining the acquired SCE’s interest in Four Corners Units 4 

and 5, associated facilities, as well as all unrecovered costs associated with Four 

Corners Units 1-3 and additional costs incurred in connection with the closure of 

Four Corners Units 1-3.’ 

Subsequent to the Four Corners filing, APS also entered into a Settlement 

Agreement (“Settlement”) in its General Rate Case Filing (a 2010 Test Year was 

See Decision No. 73 130 at 43. I 
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used). Section 10.2 of the Settlement, which was approved by the Commission in 

Decision No. 73 183, provides the following: 

[Tlhis rate case shall remain open for the sole purpose of 
allowing APS to file a request, no later than December 3 1, 
2013, that its rates be adjusted to reflect the proposed Four 
Corners transaction, should the Commission allow A P S  to 
pursue the acquisition and should the transaction thereafter 
close. Specifically, A P S  may within ten (10) business days 
after any closing date but no later than December 31, 2013, 
file an application with the Commission seeking to reflect in 
rates the rate base and expense effects associated with the 
acquisition of SCE’s share of Units 4 and 5, the rate base and 
expense effects associated with the retirement of Units 1-3, 
and any cost deferral authorized in Docket No. E-O1345A- 
10-0474. A P S  shall also be permitted to seek authorization 
to amend the PSA Plan of Administration to include in the 
PSA the post-acquisition Operations and Maintenance 
expense associated with Four Corners Units 1-3 as a cost of 
producing off system sales until closure of Units 1-3, 
provided that such costs do not exceed off-system sales 
revenue in any given year. APS’s rates shall be adjusted only 
if the Commission finds the Four Corners transaction to be 
prudent. 

My testimony provides the revenue requirement needed to include the Four 

Corners Transaction (“Transaction”) in base rates as contemplated in the 

Settlement and Decision No. 73 183, including the deferral of costs approved in 

Decision No. 73 130 until the Transaction is included in rates. Specifically, my 

testimony includes the calculation of the $62.53 million revenue requirement, 

including all rate base and income statement pro forma adjustments. Consistent 

with the Company’s request in this filing, this revenue requirement assumes a 

rate effective date of July 1, 2014. Any delay in the rate effective date would 

increase the revenue requirement by approximately $0.5 million per month and 

increase the bill impact accordingly. 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

111. 

Q. 

A. 

Q. 

A. 

FOUR CORNERS RATE RIDER REVENUE REQUIREMENT AND 
SUPPORTING SCHEDULES 

WHAT IS THE IMPACT ASSOCIATED WITH THE TRANSACTION? 

The Four Corners Rate Rider that A P S  seeks approval of in this proceeding 

recovers a $62.53 million annual revenue requirement. The Rider will be applied 

to all customers’ bills on an equal percentage basis to the base rate portion of the 

bill, consistent with Section 10.3 of the Settlement Agreement. The percentage 

applied to recover this amount is 2.22%. To compute the Rider, APS started with 

the approved Settlement adjusted 2010 Test Year and made pro forma 

adjustments to that starting point to reflect the acquisition of SCE’s share of Four 

Corners Units 4 and 5. The Rider also reflects the retirement of Four Corners 

Units 1-3. A P S  will update any forecast and deferral information, as it becomes 

available throughout the proceeding, to reflect actual costs incurred for the 

acquired portion of Units 4 and 5 at the time the Rider goes into effect. To the 

extent that even these updated costs are different than those actually incurred 

through the rate effective date, A P S  proposes to deal with balance (plus or minus) 

in its next general rate case. 

SECTION 10.3 OF THE SETTLEMENT REQUIRED CERTAIN 
SCHEDULES TO BE FILED WITH THE APPLICATION OF THE 
RIDER. PLEASE DESCRIBE THE SCHEDULES. 

The Settlement requires APS to file the following information with its application 

for a rate rider: 

Any filing seeking a rate adjustment pursuant to Section 10.2 
shall include at a minimum the following schedules: (1) the 
most current APS balance sheet at the time of filin ; (2) the 

an earnings schedule that demonstrates that the operating 
income resulting from the rate adjustment does not result in 
a return on rate base in excess of that authorized by this 
A eement in the period after the rate adjustment becomes 

the amortization of any deferred costs; ( 5 )  an adjustment 

most current APS income statement at the time of B iling; (3) 

ef B ective; (4) a revenue requirement calculation, including 

’See Direct Testimony of APS Witness Jeffrey Guldner for more information regarding the applicability 
D f  the Rider to rate schedules AG-1 and E-36XL. 
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rider that recovers the rate base and non-PSA related 
expenses associated with any Four Comers acquisition on an 
equal percentage basis across all rate schedules which shall 
not become effective before July 1, 2013; (6) an adjusted 
rate base schedule; and (7) a typical bill analysis under 
present and filed rates. 

My testimony addresses each of the required schedules, except number 7, which 

is attached to the Direct Testimony of A P S  Witness Jeffrey B. Guldner. 

Schedule I :  the most current APS balance sheet at the time of filing. 

Attachment EAB-1 is the balance sheet as of September 30, 2013, the 

most recently available financial filing for the Company. 

Schedule 2: the most current APS income statement at the time offiling. 

Attachment EAB-2 is the income statement for the three and nine months 

ending September 30, 2013, the most recently available financial filing for 

the Company. 

Schedule 3: an earnings schedule that demonstrates that the operating 

income resultingfiom the rate adjustment does not result in a return on 

rate base in excess of that authorized by this Agreement in the period after 

the rate adjustment becomes eflective. 

Attachment EAB-3 is a forecast of APS’s earnings through 2015. As can 

be seen from the Attachment, A P S ’ s  anticipated earnings do not exceed 

the 10% ROE authorized in the Settlement Decision. Please note that 

Schedule 3 is confidential and has been filed under seal for the 

Commission’s confidential review. 

Schedule 4: a revenue requirement calculation, including the amortization 

of any deferred costs. 
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Attachment Em-4  is the requested rate base increase for the Rider. The 

schedule shows the adjusted 2010 Test Year rate of return under ACC 

Jurisdiction, including the Four Corners Acquisition, of 8.33%. Again, 

this reflects no changes to the Test Year results used in Decision No. 

73183, except for the transaction. Schedule 4 also shows the increase to 

ACC Jurisdictional Original Cost Rate Base (“OCRB”) from the 2010 Test 

Year attributable to the Four Corners Transaction. The OCRB increases 

from $5,663 million to $5,881 million post-acquisition. This schedule is 

similar to an “A-1” Standard Filing Requirement (“SFR”) provided in a 

rate case proceeding. In addition, I have attached support Schedules 4(a) 

through 4(d), which provide additional information regarding the 

adjustments to the Rider calculation. Each of the supplemental schedules 

is discussed below and its rate case SFR equivalent is identified for ease of 

reference. 

Schedule 4(a): APS s adjusted balance sheet. 

Attachment EAB-5 is similar to SFR schedule B- 1. It shows the change in 

A P S ’ s  rate base from the 2010 Test Year adjusted original cost rate base to 

an adjusted original cost rate base that includes Four Corners, in the total 

amount of $7,010 million Total Company and $5,881 million ACC 

Jurisdiction, using the same jurisdictional allocation factors accepted in 

Decision No. 73 183. 

Schedule 4(b): APS s rate base pro forma adjustments. 

Attachment EAB-6 is equivalent to SFR schedule B-2. This Attachment 

shows each pro forma adjustment and describes the adjustment and its 

impact on rate base. 
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Schedule 4(c): APS’s adjusted income statement. 

Attachment EAB-7 is equivalent to SFR schedule C-1. It reflects the 

Company’s adjusted operating income. Specifically, this schedule shows 

the operating income authorized in the Settlement and the effects on that 

operating income as a result of the Four Corners Transaction. The 

transaction produces a $550.0 million adjusted net income for Total 

Company and $477.2 million for ACC Jurisdiction. 

Schedule 4(d): APS ’s income statement pro forma adjustments. 

Attachment E m - 8  is similar to SFR schedule C-2. This Attachment 

shows each pro forma adjustment and describes the adjustment and its 

impact on the operating income. 

Schedule 5: an adjustment rider that recovers the rate base and non-PSA 

related expenses associated with any Four Corners acquisition on an 

equal percentage basis across all rate schedules, which shall not become 

effective before July 1, 2013. 

Attachment EAB-9 is the tariff sheet titled “Four Corners Adjustment” 

that shows the equal percentage base rate increase to be applied to all 

customers’ bills to recover the non-fuel Four Corners acquisition costs. 

Please note that, upon Commission approval of the Rider, APS will file as 

a compliance item all of the Company’s rate schedules adjustments 

necessary to reflect the Decision. 

Schedule 6: an adjusted rate base schedule. 

Schedule 6 is equivalent to Schedule 4(a) discussed previously and is 

provided as Attachment E m - 5 .  
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IV. 

Q- 

A. 

Q* 

A. 

Schedule 7: a typical bill analysis under present and filed rates. 

Please see the Direct Testimony of A P S  Witness Jeffrey Guldner. 

CALCULATION OF THE FOUR CORNERS REVENUE REOUIREMENT 
AND ASSOCIATED RATE RIDER 

PLEASE DESCRIBE HOW APS CALCULATED THE FOUR CORNERS 
RATE RIDER. 
To calculate the rate rider, the annual revenue requirement increase was 

calculated as an equal percentage to be applied to all customer classes. In order to 

determine the annual revenue requirement, two major types of adjustments were 

made to the Test Year adjusted financial position of the Company: (1) rate base 

pro forma adjustments, and (2) income statement pro forma adjustments. My 

testimony is separated into two subsections to describe the individual pro forma 

adjustments in each category. The starting point for all adjustments was the 

adjusted 2010 Test Year, as approved by the Commission in the Settlement. 

A. Rate Base Pro Forma Adjustments 

PLEASE SUMMARIZE THE RATE BASE PRO FORMA ADJUSTMENTS 
ASSOCIATED WITH THE TRANSACTION. 

The collective purpose of the adjustments is to accurately reflect the Company’s 

rate base resulting from the acquisition, adjusted for the deferral of the costs from 

the date of acquisition through the anticipated rate effective date of July 1, 2014, 

and are needed to accurately account for, and reflect in A P S ’ s  financial records, 

the assets and liabilities that A P S  has acquired from SCE. The acquired assets 

and liabilities are initially recorded at fair value, but then they are adjusted to 

reflect the “expected activity” from the acquisition date of December 30, 2013 to 

a rate effective date of July 1, 20 14. The “expected activity” includes items like 

depreciation and amortization that occur immediately following the acquisition 

date. Please note that the “fair value” I am referencing here is an accounting “fair 
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Q* 

A. 

value” rather than “fair value” rate base as typically discussed in Arizona rate 

case. In this instance, however, they are mathematically equivalent. 

The remaining rate base adjustments show the allowable costs that are expected 

to be deferred from December 30,2013 to June 30,2014. The anticipated deferral 

costs include incremental operations and maintenance expense, depreciation 

expense, property tax, remaining unrecovered plant investment costs associated 

with Units 1-3 and a return of the most current cost of debt (5.25%) for the 

necessary investments made by A P S  regarding the Transaction. 

1. Four Corners Fair Value Acquisition 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT FOR THE FAIR 
VALUE ACQUISITION OF SCE’S SHARE OF UNITS 4 AND 5. 

This adjustment reflects the purchase of SCE’s share of Units 4 and 5. The 

adjustment includes four parts: 

0 gross utility plant amount of $860.1 million, which includes SCE’s net 
book value of Units 4 and 5, plus the negotiated cash purchase price - the 
“fair value” of the plant; 

0 accumulated depreciation of the SCE’s share of Units 4 and 5, which is a 
reduction to rate base in the amount of $554.2 million; 

0 decommissioning and coal liabilities which reduces rate base by $127.1 
million to assume SCE’s liability of the Units; and, 

0 acquired inventory of SCE’s share of Units 4 and 5 which is $4.5 million. 

The total adjustment results in an increase to rate base of $183.3 million. (See 

Attachment EAB-6, page 1, column C and Attachment EAB-10). 
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Q. 

A. 

Q. 

A. 

2. Four Corners Auxiliary Plant 

PLEASE DESCRIBE THE PURPOSE AND AMOUNT OF THE PRO 
FORMA ADJUSTMENT RELATED TO THE ADDITION OF THE 
AUXILIARY BOILER. 

This pro forma adjustment includes in rate base the cost of constructing a ne& 

auxiliary boiler to be used during start-up operations for Units 4 and 5, once 

Units 1-3 are shut down. Previously, the boiler stationed at Unit 3 was used to 

start and support the operations of Units 4 and 5. With the shutdown of Units 1-3, 

Units 4 and 5 will require an independent auxiliary boiler to operate. This is the 

basis of this pro forma adjustment. A new auxiliary boiler was placed into service 

on April 17, 2013. APS’s ownership share of that project, including its 

acquisition of SCE’s share, is $1 1.3 million. The gross plant investment is offset 

by actual accumulated depreciation from the in-service date of the project to the 

acquisition date of SCE’s share of Units 4 and 5 of $0.1 million and estimated 

accumulated depreciation during the deferral period of $0.2 million, for a total 

offset of $0.3 million. The net amount of these items results in a rate base pro 

forma adjustment of $1 1.0 million on a Total Company basis. See Attachment 

EAB-6 page 1, column E and Attachment EAB- 1 1. 

3. Four Corners Deferral Balance 

PLEASE SUMMARIZE THE DECISION THAT ALLOWED APS TO 
DEFER COSTS ASSOCIATED WITH THE ACQUISITION OF FOUR 
CORNERS. 

In Commission Decision No. 73130, A P S  was granted an accounting order 

allowing APS to defer all non-fuel costs of owning, operating and maintaining its 

purchase of SCE’s share of Units 4 and 5. The appropriate ordering paragraphs 

are excerpted below: 

IT IS FURTHER ORDERED that Arizona Public Service is 
authorized to defer for ossible later recovery through rates, 
all non-he1 costs (as B efined herein) of owning, operating 
and maintaining the acquired Southern California Edison 
interest in Four Corners Units 4 and 5 and associated 
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Q* 

A. 

facilities. Nothing in this Decision shall be construed in any 
way to limit this Commission’s authority to review the 
entirety of the acquisition and to make any disallowances 
thereof due to imprudence, errors or inappropriate 
application of the requirements of this Decision. 

IT IS FURTHER ORDERED that Arizona Public Service 
Company shall reduce the deferrals by non-he1 operations 
and maintenance and property tax savings associated with 
the closure of Four Corners Unit 1-3. 

IT IS FURTHER ORDERED that Arizona Public Service 
Company is authorized to defer for possible later recovery 
through rates, all unrecovered costs associated with Four 
Corners Units 1-3 and additional costs incurred in 
connection with the closure of Four Corners Units 1-3. 
Nothin in this Decision shall be construed in any way to 

unrecovered costs or additional costs incurred in connection 
with the closure of Four Corners Units 1-3 and to make any 
disallowances thereof due to imprudence, errors or 
inappropriate application of the requirements of this 
Decision. 

limit t a is Commission’s authority to review either the 

PLEASE EXPLAIN THE NON-FUEL COSTS OF OWNING, OPERATING 
AND MAINTAINING SCE’S INTEREST IN FOUR CORNERS UNITS 4 
AND 5 AND ITS ASSOCIATED FACILITIES. 

There are four basic categories of non-fuel costs explained below: 

1) Operations and Maintenance (O&W 
A P S  used its 2014 budget infomation to estimate additional O&M costs 

associated with an increased ownership share in Units 4 and 5 and its related 

facilities. A P S ’ s  48% additional ownership share of Units 4 and 5 will result in 

A P S  being responsible for additional costs that can be deferred from the date of 

acquisition until the date on which the investment is included in customer rates. 

This deferral period was estimated to last for six months for the purpose of this 

adjustment. The deferral amount associated with operating and maintaining 

SCE’s share of Units 4 and 5 and Common Facilities is $29.1 million. The 

amount to be deferred is reduced by the elimination of no longer incurred costs 

associated with Units 1-3, in the amount of $23.0 million, which will be closed 
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down in conjunction with the acquisition of Units 4 and 5. Certain minimal 

residual operating costs of $0.3 million pertaining to Units 1-3 will continue 

despite the shutdown, such as the continuing lease payment. 

In addition, upon the closure of Units 1-3, consistent with the deferral authorized 

in Decision No. 73 130, inventory and capital investments related to Units 1-3 will 

be deferred. The inventory balance for Units 1-3 is $6.2 million and plant 

investments for Units 1-3 total $25.7 million. The majority of the plant 

investments related to Units 1-3 pertain to ash disposal and environmental 

mitigation of ash seepage. The net change in O&M results in a deferral amount of 

$38.3 million. 

2) Book Depreciation and Amortization 

Depreciation - Depreciation expense will be incurred on the net book value of 

A P S ’ s  acquired share of Units 4 and 5 beginning on the date of acquisition and 

on the auxiliary boiler as discussed previously at page 9 in my testimony. The 

depreciation rate on this amount is based on the straight-line method using an 

end-of-life assumption of 2038, consistent with the end-of-life assumption for 

Units 4 and 5 used in the depreciation study used and approved in Decision No. 

73183. It results in an increase to the deferral amount of $1.1 million. The 

additional depreciation expense associated with the auxiliary boiler, using the 

same depreciation rate, results in an increase in the deferral amount of $0.2 

million. 

Amortization - Upon acquiring SCE’s additional 48% share of Four Corners 

Units 4 and 5 and the associated facilities, APS also assumed SCE’s portion of 

the obligation to fund both plant decommissioning costs and the final coal 
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reclamation liability. Both of these liabilities are recorded at the accounting fair 

value on the date of the acquisition. The liabilities associated with these book 

items will be adjusted annually to reflect the correct amount of annual 

amortization. The estimated amount of amortization related to the deferred 

decommissioning and final coal reclamation costs is $3.4 million. The net change 

to book depreciation and amortization results in a deferral amount of $4.7 

million. 

3) Property and Other T a e s  

The deferral calculation also includes the Possessory Interest Tax (“PIT”) and 

Business Activity Taxes (“BAT”), Navajo Nation taxes associated with the 

acquisition, as well as the increased New Mexico property taxes on the acquired 

portion of Units 4 and 5 and the auxiliary boiler, less the reduced property taxes 

for Units 1-3. The total property and other taxes included in the deferral is $3.2 

million. 

4) Deferred Debt Return 

The increase in the rate base investment, including the auxiliary boiler, is $193 

million. To calculate the Commission-approved debt return, APS applied the 

marginal cost of debt of 5.25% to the increase in rate base to determine the 

deferred debt return of $5.1 million. 

Collectively, the sum of these four cost categories results in a Four Corners 

Deferral balance of $5 1.2 million Total Company, the ACC Jurisdiction amount 

is $49.5 million. A P S  will amortize the balance over 10 years, as discussed later 

in my testimony. See Attachment EAB-6, page 2, column G and Attachment 

EAB-12. 
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A. 

Q- 

A. 

Q. 

4. 

B. Income Statement Pro Forma Adjustments 

1. Incremental Operation and Maintenance (,‘O&M’) Expense: 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT FOR 
INCREMENTAL O&M EXPENSE RELATED TO THE ACQUISITION. 

This adjustment used the 2010 test year income statement as a starting point a n d  

then reduced the pre-tax operating income by $5.6 million to reflect the increase 

in O&M related to SCE’s share of Units 4 and 5. This adjustment is also reduced 

by the removal of Units 1-3 O&M expenses, less the residual site O&M expenses 

for Units 1-3. See Attachment EAB-8, page 1, column A and Attachment EAB- 

13. 

Related to the Acquisition 

YOU MENTIONED A REDUCTION IN OPERATING INCOME IN YOUR 
LAST ANSWER. WHAT IS THE RELATIONSHIP BETWEEN 
CHANGES IN OPERATING INCOME AND INCREASED REVENUE 
REQUIREMENT? 

A rate increase, reduced to its basics, reconciles what is referred to as the 

“required operating income” with the existing adjusted test year operating income 

by taking the difference between the two calculations of operating income and 

multiplying it by the revenue conversion factor. Required operating income is 

simply the rate base multiplied by the weighted cost of capital. If an adjustment 

resulting from the Transaction reduces the adjusted test year operating income, it 

increases the required revenue increase by that amount times the revenue 

conversion factor. 

c : ,  

. - 

2. Incremental Property Tax and Other Tax Related to the Acquisition 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT FOR 
INCREMENTAL PROPERTY TAX EXPENSE RELATED TO THE 
ACQUISITION. 

Similar to the O&M expense adjustment, this pro forma seeks to include the 

additional property tax expense, as well as PIT and BAT taxes that result from 
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A. 

Q. 

A. 

A p S ’ s  acquisition of SCE’s share of Units 4 and 5, which will be offset by the 

decrease in Units 1-3 property tax expense. The adjustment results in a reduction 

to pre-tax operating income of $6.4 million on a Total Company basis. See 

Attachment EAB-8, page 1, column C and Attachment EAB-14. 

IN SECTION 12 OF THE SETTLEMENT AGREEMENT, APS IS 
AUTHORIZED TO DEFER PROPERTY TAXES WHEN THE RATE 
RISES. DOES THAT PROPERTY TAX DEFERRAL HAVE AN EFFECT 
ON THIS PROPERTY TAX PRO FORMA ADJUSTMENT? 

No. The Settlement authorized A P S  to defer property tax expenses resulting from 

a change in Arizona composite property tax rates. The Four Corners Power Plant 

is located in New Mexico and is additional property specifically contemplated to 

be recovered on an incremental basis by Section 10 of the Settlement; 

3. Incremental Depreciation and Amortization Expense Related to the 
Acquisition 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT FOR 
INCREMENTAL DEPRECIATION AND AMORITZATION EXPENSE 
RELATED TO THE ACQUISITION. 

When A P S  acquires SCE’s share of Units 4 and 5 there will be additional 

depreciation and amortization expense associated with the additional plant book 

value. Depreciation and amortization is calculated over the remaining life of the 

purchased asset. Since the SCE plant was not included in the Settlement, timing 

between the remaining life assumptions of SCE and A P S  resulted in a lower 

overall depreciation rate applied to the book value of the acquired assets to the 

benefit of APS’s  customers. The depreciation and amortization results in a pre- 

tax reduction to operating income of $13.2 million (see Attachment EAB-8, page 

1, column E and Attachment EAB- 15). 

15 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Q. 

A. 

Q. 

A. 

4. Incremental Final Coal Reclamation Expense Related tc 
Acquisition 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT FOR 
INCREMENTAL COAL RECLAMATION EXPENSE RELATED TO THE 
ACQUISITION. 

This pro forma adjustment includes the additional coal reclamation expense thal 

A P S  will incur for its acquired share of Units 4 and 5. Coal reclamation is the 

process by which the coal mine is restored to the contractually agreed upon 

condition. The increase in expense represents the additional costs that A P S  will 

incur when the plant is decommissioned and the mine site is reclaimed. The 

increase in coal reclamation expense results in a reduction to pre-tax operating 

income of $4.5 million (see Attachment EAB-8, page 2, column G and 

Attachment EAB- 16). 

5 .  Incremental Decommissioning Expense Related to Acquisition 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT FOR 
INCREMENTAL DECOMMISSIONING EXPENSE RELATED TO THE 
ACQUISITION. 

This pro forma adjustment includes the additional decommissioning expense that 

A P S  will incur for its acquired share of Units 4 and 5. The decommissioning of 

the plant happens when the plant is shut down. APS is responsible, under its lease 

agreement, for returning the plant site to its original conditional, as is reasonably 

possible. The increase in the expense represents the additional costs that APS will 

bear when the plant is decommissioned. The increase in decommissioning results 

in a reduction to pre-tax operating income of $3.1 million (see Attachment EAB- 

8, page 2, column I and Attachment EAB-17). 
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A. 

Q. 

A. 

Q. 

A. 

V. 

Q. 
A. 

6. Amortization of the Four Corners Deferral Balance 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT TO AMORTIZE 
THE FOUR CORNERS DEFERRAL. 

The amortization of the deferral is the income statement side of the rate base pro 

forma adjustment of the same title. This adjustment takes the ACC jurisdiction 

rate base adjustment of $49.5 million and amortizes it over a 10-year period. The 

adjustment reduces the pre-tax operating income by $4.9 million per year for ten 

years. The deferred balance included in the revenue requirement is premised on a 

6-month deferral. In the event this Four Corners Rate Rider proceeding is delayed 

beyond that expected implementation date, the deferral amortization would 

increase by approximately $0.3 million each month (see Attachment EAB-8, page 

2, column K and Attachment EAB-18). 

7. Interest / Income Tax Adjustment Related to Rate Base Pro Formas 

PLEASE DESCRIBE THE PRO FORMA ADJUSTMENT PERTAINING 
TO INTEREST AND INCOME TAXES. 

This pro forma identifies the additional interest expense associated with the 

additional rate base related to the acquisition of SCE’s share of Units 4 and 5. 

This additional interest expense reduces income taxes and results in an increase 

of after-tax operating income of $2.6 million. (see Attachment EAB-8, page 3, 

column M and Attachment EAB- 19) 

DOES THAT CONCLUDE THE ADJUSTMENTS USED TO DERIVE 
THE RIDER? 

Yes. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Yes, The calculation of the Rider and the deferral are consistent with 

Commission’s Decision Nos. 73 183 (Settlement Agreement) and 73 130 (Four 
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A. 

Corners Acquisition). The Rider results in an average 2.22% increase to base 

rates applied on equal percentage basis to all customers. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes. 
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Attachment EAB-1 
Page 1 of 2 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED BALANCE SHEETS 

(unaudited) 
(dollars in thousands) 

September 30, December 31, 
2013 2012 

LIABILITIES AND EQUITY 

CAPITALIZATION 
Common stock 
Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss: 

Pension and other postretirement benefits 
Derivative instruments 

Total shareholder equity 
Noncontrolling interests (Note 6) 

Total equity (Note S-1) 
Long-term debt less current maturities (Note 2) 
Palo Verde sale leaseback lessor notes less current maturities 

(Note 6) 
Total capitalization 

CURRENT LIABILITIES 
Short-term borrowings 
Current maturities of long-term debt (Note 2) 
Accounts payable 
Accrued taxes (Note 5) 
Accrued interest 
Common dividends payable 
Customer deposits 
Liabilities from risk management activities (Note 7) 
Regulatory liabilities (Note 3) 
Other current liabilities 

Total current liabilities 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Regulatory liabilities (Note 3) 
Liability for asset retirements 
Liabilities for pension and other postretirement 

Deferred investment tax credit 
Liabilities from risk management activities (Note 7) 
Customer advances 
Coal mine reclamation 
Unrecognized tax benefits (Note 5) 
Other 

Total deferred credits and other 

benefits (Note 4) 

COMMITMENTS AND CONTINGENCIES (SEE NOTES) 

$ 178,162 $ 178,162 
2,379,696 2,379,696 
1,899,375 1,624,237 

(38,28 1 ) (39,503) 
(26,155 j (49,592 j 

4,392,797 4,093,000 
145,624 129,483 

4,538,42 1 4,222,483 
2,657,901 3,035,219 

37,414 38,869 
7,233,736 7,296,571 

-- 
566,481 
243,470 
178,349 
45,542 

77,254 
53,468 
88,409 

152,392 
1,405,365 

-- 

2,337,320 
798,226 
364.635 

901,146 
115,984 
67,662 

109,667 
114,764 
81,589 

145,707 
5,036,700 

92,175 
122,828 
215,577 
116,700 
49,135 
59,800 
79,689 
73,741 
88,116 

145,326 
1,043,087 

2,133,976 
759,201 
357,097 

1 ,O 17,556 
99,819 
85,264 

109,359 
118,860 
70,932 

150.820 
4,902,884 

TOTAL LIABILITIES AND EQUITY $ 13,675,801 $ 3,242,542 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to Arizona 
Public Service Company’s Condensed Consolidated Financial Statements. 

-- - 
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ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED BALANCE SHEETS 

(unaudited) 
(dollars in thousands) 

ASSETS 

PROPERTY, PLANT AND EQUIPMENT 
Plant in service and held for future use 
Accumulated depreciation and amortization 

Net 

Construction work in progress 
Palo Verde sale leaseback, net of accumulated 

depreciation (Note 6) 
Intangible assets, net of accumulated amortization 
Nuclear fuel, net of accumulated amortization 

Total property, plant and equipment 

INVESTMENTS AND OTHER ASSETS 
Nuclear decommissioning trust (Note 13) 
Assets from risk management activities (Note 7) 
Other assets 

Total investments and other assets 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables 
Accrued unbilled revenues 
Allowance for doubtful accounts 
Materials and supplies (at average cost) 
Income tax receivable 
Fossil fuel (at average cost) 
Deferred fuel and purchased power regulatory asset (Note 3) 
Other regulatory assets (Note 3) 
Deferred income taxes 
Assets from risk management activities (Note 7) 
Other current assets 

Total current assets 

DEFERRED DEBITS 
Regulatory assets (Note 3) 
Unamortized debt issue costs 
Income tax receivable (Note 5) 
Other 

Total deferred debits 

TOTAL ASSETS 

September 30, December 3 1, 
2013 2012 

$ 14,594,129 $ 14,342,501 
(5,097,804) (4,925,990) 
9,496,325 9,416,511 

605,987 565,716 

126,092 128,995 
159,979 16 1,995 
140,356 122,778 

10,528.739 10.395.995 , ,  , ,  

612,640 570,625 
26,046 35,891 
33,203 3 1,650 

671,889 638,166 

113,072 3,499 

(3,768) (3,340) 

426,425 274,8 15 
132,555 94,845 

223,385 218,096 
126,098 589 
34,959 3 1,334 
37,383 72,692 
82,558 71,257 

538 74,420 
22,741 25,699 
35,983 37,077 

1,23 1,929 900,983 

1,105,882 1,099,900 
22,367 22,492 

-_ 70,784 
114,995 114,222 

1,243.244 1.307.398 

$ 13,675,801 $ 13,242,542 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to 
Arizona Public Service Company’s Condensed Consolidated Financial Statements. 

Schedule 1 



ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

(unaudited) 
(dollars in thousands) 

Three Months Ended 
SePtember 30. 

ELECTRIC OPERATING REVENUES 

OPERATING EXPENSES 
Fuel and purchased power 
Operations and maintenance 
Depreciation and amortization 
Income taxes 
Taxes other than income taxes 

Total 
OPERATING INCOME 

OTHER INCOME (DEDUCTIONS) 
Income taxes 
Allowance for equity funds used during construction 
Other income (Note S-2) 
Other expense (Note S-2) 

Total 

INTEREST EXPENSE 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

NET INCOME 

Less: Net income attributable to noncontrolling interests (Note 6) 

NET INCOME ATTRIBUTABLE TO COMMON SHAREHOLDER 

2013 2012 

$ 1,151,535 $ 1,108,623 

350,953 302,894 
222,617 218,403 
107,364 100,329 
143,335 153,797 
43,015 36,255 

867,284 811,678 
284,25 1 296,945 

4,123 3,170 
5,569 5,708 

72 1 815 
(4,615) (3,3 52) 
5,798 6,341 

47,214 48,841 
1,553 1,334 
1,008 1,070 

(3,235) (3,830) 
46,540 47,4 15 

243,509 255,871 

8,555 8,040 

$ 234,954 !$ 247,83 1 
~ 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to 
Arizona Public Service Company’s Condensed Consolidated Financial Statements. 
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Attachment EAB-2 
Page 2 Of 4 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

(unaudited) 
(dollars in thousands) 

Three Months Ended 
September 30, 

2013 2012 

NET INCOME $ 243,509 $ 255,871 

OTHER COMPREHENSIVE INCOME, NET OF TAX 
Derivative instruments: 

Net unrealized loss, net of tax benefit 

Reclassification of net realized loss, net of tax benefit 

Pension and other postretirement benefits activity, net of tax 

of $95 and $47 (145) (72) 

of $9,348 and $19,547 14,310 29,93 1 

(expense) of $(621) and $(568) 95 1 869 
Total other comprehensive income 15,116 30,728 

COMPREHENSIVE INCOME 
Less: Comprehensive income attributable to 

noncontrolling interests 

COMPREHENSIVE INCOME ATTRIBUTABLE TO 
COMMON SHAREHOLDER 

258,625 286,599 

8,555 8,040 

$ 250,070 $ 278,559 - -  

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to Arizona 
Public Service Company’s Condensed Consolidated Financial Statements. 
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Attachment EAB-2 
Page 3 of 4 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

(unaudited) 
(dollars in thousands) 

Nine Months Ended 
September 30, 

2013 2012 

ELECTRIC OPERATING REVENUES 

OPERATING EXPENSES 
Fuel and purchased power 
Operations and maintenance 
Depreciation and amortization 
Income taxes 
Taxes other than income taxes 

Total 
OPERATING INCOME 

OTHER INCOME (DEDUCTIONS) 
Income taxes 
Allowance for equity funds used during construction 
Other income (Note S-2) 
Other expense (Note S-2) 

Total 

INTEREST EXPENSE 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

NET INCOME 

Less: Net income attributable to noncontrolling interests (Note 6) 

NET INCOME ATTRIBUTABLE TO COMMON SHAREHOLDER 

$ 2,752,427 $ 2,606,458 

859,2 16 783,926 
668,319 640,596 
317,338 300,997 
241,347 233,679 
123,366 119,499 

2,209,586 2,078,697 
542,841 527,761 

9,555 6,906 
18,698 15,639 
3,012 2,343 

(15,755) (1 1,969) 
15,510 12,919 

140,978 150,416 
4,950 5,283 
3,001 3,182 

(10,861) (10,428) 
138,068 148,453 

420,283 392,227 

25,338 23,573 

$ 394,945 $ 368,654 
~ 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to 
Arizona Public Service Company’s Condensed Consolidated Financial Statements. 
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Attachment EAB-2 
Page 4 of 4 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

(unaudited) 
(dollars in thousands) 

Nine Months Ended 
SeDtember 30. 

NET INCOME 

OTHER COMPREHENSIVE INCOME (LOSS), NET OF TAX 
Derivative instruments: 

Net unrealized loss, net of tax benefit 

Reclassification of net realized loss, net of tax benefit 

Pension and other postretirement benefits activity, net of tax 

of $162 and $14,820 

of $15,471 and $34,367 

(expense) of $(798) and $( 1,409) 
Total other comprehensive income 

COMPREHENSIVE INCOME 

Less: Comprehensive income attributable to noncontrolling interests 

COMPREHENSIVE INCOME ATTRIBUTABLE TO 
COMMON SHAREHOLDER 

2013 2012 

(247) (22,693) 

23,684 52,625 

1,222 2,158 
24,659 32,090 

444,942 424,3 17 

25,338 23,573 

$ 419,604 $ 400,744 - - 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to Arizona 
Public Service Company’s Condensed Consolidated Financial Statements. 
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ARIZONA PUBLIC SERVICE COMPANY 
Schedule 4.c - FOUR CORNERS RATE RIDER 

TOTAL COMPANY 
ADJUSTED TEST YEAR INCOME STATEMENT 

TEST YEAR ENDED 12/31/2010 
(Thousands of Dollars) 

Attachment EAB-7 
Page 1 of 2 

Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
10. 

17.  

72. 
73. 
14. 
15. 
16. 

7 7. 

18. 
19. 
20. 
21. 
22. 

23. 

DescriDtion 

Electric Operating Revenues 
Revenues from Base Rates 
Revenues from Surcharges 
Other Electric Revenues 
Total 

Operating expenses: 
Electric fuel and purchased power 
Operations and maintenance excluding fuel expenses 
Depreciation and amortization 
Income taxes 
Other taxes 
Total 

Operating income 

Other income (deductions): 
Income taxes 
Allowance for equity funds used during construction 
Other income 
Other expense 

Total 

Income before interest deductions 

Interest deductions: 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

Net income 

Total Company 
Settlement 

Results After 
Pro Forma Pro Forma Line 

Settlement Adiustments (a) Adiustments No. 
(A) (B) (C) 

2,952,324 $ $ 2,952,324 1. 
2. 

136,849 136,849 3. 
3,089,173 3,089,173 4. 

$ 

1,031,289 4,470 1,035,759 5. 
676,937 5,601 682,538 6. 
405,150 21,407 426,557 7. 
242,751 (1 7,588) 225,163 8. 
162,770 6,417 169,187 9. 

2,518,897 20,307 2,539,204 10. 

570,276 (20,307) 549,969 11. 

- 12. 
- 13. 
- 14. 
- 15. 
- 16. 

570,276 (20,307) 549,969 17. 

- 18. 
- 79. 
- 20. 
- 21. 
- 22. 

$ 570,276 $ (20,307) $ 549,969 23. 

Notes: 
(a) See Schedule 4.d, Page 3, Column 0 

Schedule 4.c 



Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
10. 

11. 

12. 
13. 
14. 
15. 
16. 

17. 

18. 
19. 
20. 
21. 
22. 

23. 

ARIZONA PUBLIC SERVICE COMPANY 
Schedule 4.c - FOUR CORNERS RATE RIDER 

ACC JURISDICTION 
ADJUSTED TEST YEAR INCOME STATEMENT 

TESTYEAR ENDED 12/31/2010 
(Thousands of Dollars) 

Attachment EAB-7 
Page 2 of 2 

DescriDtion 

ACC Jurisdiction 
Settlement 

Results After 
Pro Forma Pro Forma Line 

Settlement Adiustments (a) Adiustments No. 
(A) (e) (C) 

Electric Operating Revenues 
Revenues from Base Rates 
Revenues from Surcharges 
Other Electric Revenues 
Total 

121,013 121,013 3. 
2,9ag,a71 2,9ag,a71 4. 

Operating expenses: 
Electric fuel and purchased power 1,006,003 4,318 1,010,321 5. 

Depreciation and amortization 352,026 20,679 372,705 7. 
Income taxes 216,195 (16,990) 199,205 8. 
Other taxes 

Operations and maintenance excluding fuel expenses 779,461 5,411 784,872 6. 

Total 
139,417 6,199 145,616 9. 

2,493,102 19,617 2,512,719 10. 

477,152 11. Operating income 496,769 (1 9,617) 

Other income (deductions): 
Income taxes 
Allowance for equity funds used during construction 
Other income 
Other expense 

Total 

Income before interest deductions 

12. 
13. 
14. 
15. 
16. 

496,769 (1 9,617) 477,152 17. 

Interest deductions, 
Interest on long-term debt 18 
Interest on short-term borrowings 19 
Debt discount, premium and expense 20 
Allowance for borrowed funds used during construction 21 

Total 22 

Net income $ 496,769 $ (19,617) $ 477,152 23. 

Notes: 
(a) See Schedule 4.d, Page 3, Column P 

Schedule 4.c 
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Attachment EAB-9 
Schedule 5 

ADJUSTMENT SCHEDULE FCA 
FOUR CORNERS ADJUSTMENT 

APPLICATION 

The Four Comers Adjustment Schedule (“FCA”) shall apply to all retail Standard Offer service. 

Schedule FCA recovers costs associated with investment and expenses for APS’s purchase of Southern California 
Edison’s share of Four Comers Generating Station Units 4 and 5 and associated facilities and retirement of APS 
Units 1,2 and 3 as approved in Decision Nos. 73 130 and 73 183. 

All provisions of the customer’s current applicable rate schedule shall apply in addition to charges under this 
adjustment schedule. Schedule FCA shall be effective upon approval by the Arizona Corporation Commission 
without proration. 

RATE 

The FCA charge will be applicable to the customer’s monthly billed amount, excluding all other adjustments, sales 
tax, regulatory assessment and franchise fees. The resulting charged amount shall not be less than zero. In addition, 
the charge shall not apply to: 

0 The generation service and imbalance service charges in Rate Rider Schedule AG-1 
The energy and ancillary service charge in Rate Schedule E-36 XL 
Credits for the purchase of excess generation under rate rider schedules EPR-2, EPR-6, and E-56R 
Voluntary charges under rate rider schedules GPS-1, GPS-2, and GPS-3 

FCA charge 2.22% 

ARIZONA PUBLIC SERVICE COMPANY 
Phoenix, Arizona 
Filed by: Charles A. Miessner 
Title: Manager, Regulation and Pricing 
Original Effective Date: XXXX 

Page 1 of 1 

A.C.C. No.XXXX 

Adjustment Schedule FCA 
Original 

Effective:XXXX 
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I. 

Q. 

A. 

Q. 
A. 

Q* 

11. 

Q. 
A. 

REBUTTAL TESTIMONY OF ELIZABETH A. BLANKENSHIP 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-01345A-11-0224) 

INTRODUCTION 

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS 
ADDRESS. 

My name is Elizabeth A. Blankenship. I am a Manager in the 

RevenueRegulatory Accounting Department for Arizona Public Service 

Company (“APS” or “Company”). My business address is 400 North 5th Street, 

Phoenix, Arizona 85004. 

DID YOU SUBMIT DIRECT TESTIMONY IN THIS PROCEEDING? 

Yes, my Direct Testimony was filed on December 30,2013. 

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

The purpose of my Rebuttal Testimony is to provide the updated Four Corners 

Rate Rider revenue requirement with information through April 30, 2014, to 

review the revenue requirement calculations submitted by Staff and RUCO, and 

to address the cost of debt used by RUCO as its rate of return and a miscellaneous 

item raised by Staff. 

SUMMARY 

PLEASE SUMMARIZE YOUR TESTIMONY. 

On December 30,2013, APS purchased Southern California Edison’s (“SCE”) 48 

percent share in Units 4 and 5. Subsequently, A P S  filed an application to request 

recovery of a $62.53 million annual revenue requirement through the Four 

Corners Rate Rider. APS updated the revenue requirement as of April 30, 2014 

and is now requesting recovery of a $65.44 million annual revenue requirement. 

This increase is primarily related to the delay in the assumed rate effective date, 
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111. 

Q. 

A. 

Q. 

A. 

which is described in more detail in Section I11 below. My testimony provides the 

updated revenue requirement needed to include the Four Corners Transaction 

(“Transaction”) in base rates as contemplated in the Settlement and Decision No. 

73183 (May 24, 2012). Specifically, my testimony includes the updated 

calculation of the $65.44 million revenue requirement, including all rate base and 

income statement pro forma adjustments. The revenue requirement assumes a 

rate effective date of December 1,20 14. 

My testimony also reviews both Staff and RUCO witnesses’ testimonies 

regarding the Four Corners Rate Rider revenue requirement. Specifically, I 

address RUCO Witness Mr. Mease’s misinterpretation of Decision No. 73 130 

(April 24, 2012) to apply the marginal cost of debt to derive the revenue 

requirement. 

UPDATED FOUR CORNERS RATE RIDER REVENUE REOUIREMENT 

DID A P S  UPDATE THE FOUR CORNERS RATE RIDER REVENUE 
REQUIREMENT FOR REBUTTAL TESTIMONY? 

Yes. A P S  updated the revenue requirement with the most up-to-date information 

as of April 30, 2014, including the timing assumption of the deferral period, 

(which was extended to reflect the rate effective date of December 1, 2014). The 

updated revenue requirement and supporting schedules, including the detailed pro 

forma calculations, are attached to my testimony as Rebuttal Attachments EAB-1 

through EAB-2 1. Please note that Attachment EAB-3 is confidential and will be 

provided pursuant to an executed Protective Agreement. 

PLEASE DESCRIBE THE MAJOR CHANGES IN THE REVENUE 
REQUIREMENT FROM APS’S DIRECT TESTIMONY. 

The table below shows the main components driving the change in the revenue 

requirement from APS’s original Application filed December 30,20 14: 
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27 

28 

Updated Revenue Requirement (04/30/14) 

Q. 

A. 

Q- 

A. 

Q* 

A. 

$65.44 

I s in millions 
W n a l  As Filed Revenue Requirement (12/30/13) I $62.53 

b g e  in Deferral Period (6 months to 11 months) I 2.86 

m r  Changes 0.05 I 

DOES APS ANTICIPATE UPDATING THE REVENUE REQUIREMENT 
THROUGHOUT THE REMAINDER OF THE PROCEEDING? 

Yes. A P S  will update the revenue requirement if there is a significant change, 

such as an adjustment to the deferral period. 

DID APS PROVIDE THE UPDATED REVENUE REQUIREMENT TO 
THE OTHER PARTIES PRIOR TO THE SUBMISSION OF THEIR 
DIRECT TESTIMONY? 

Yes. On June 2,2014, in response to a data request from Staff (Staff 39.16), A P S  

provided the updated revenue requirement as of April 30, 2014, including the 

supporting schedules. 

DID ANY OTHER PARTIES ADDRESS THE UPDATED REVENUE 
REQUIREMENT? 

Yes. Staff and RUCO both presented revenue requirement testimony. Both 

parties agreed with the pro forma adjustments that A P S  included in the 

Application.’ RUCO’s testimony reflects the April 30* update. Staffs testimony 

used some, but not all the updated data, but A P S  does not believe Staff opposes 

Staff Witness Dennis Kalbarczyk presented revenue requirement testimony. He updated the marginal 
of debt rate in his testimony to reflect APS’s debt issuance. Mr. Kalbarczyk included the rate of 

was based on a rounded figure that APS provided in a discovery response. 
can be seen in APS’s calculations. APS believes Staff will accept using 

in the deviation of the revenue requirement. 
3 
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Q* 

A. 

any of the April 30fh updates. However, Staff and RUCO each proposed different 

methods to determine the rate of return - a topic that I will discuss in greater 

detail later in my testimony. APS Witness Snook also addresses this topic. 

WHAT WERE STAFF AND RUCO’S RECOMMENDATIONS TO THE 
REVENUE REQUIREMENT? 

Staff proposed an $8.39 million revenue reduction to APS’s  updated revenue 

requirement.2 Staff stated the Fair Value Rate of Return (“FVROR”) of 6.09 

percent calculated in the Settlement Agreement should have been applied to the 

Original Cost Rate Base (“OCREY) adjustments, rather than the Weighted 

Average Cost of Capital (“WACC”) of 8.33 percent. 

RUCO proposed a $16.24 million revenue requirement reduction. RUCO 

proposed using the marginal cost of debt rate of 4.725 percent as the rate of return 

instead of the 8.33 percent WACC. The table below summarizes the ACC 

jurisdictional revenue requirement adjustments that Staff and RUCO 

recommended, as well as A P S ’ s  updated revenue requirement. 

APS Revised 
Filing Staff Direct RUCO Direct 

Description (413011 4) Testimony Testimony 

Revenue Requirement 
Increase 1. 

2. Adjusted Rate Base 

3. Debt Rate for Deferral 

Rate of Return for Revenue 
4’ Requirement 

5. Percentage Rate Surcharge 
Change in Revenue 
Requirement 

$65.44 

$225.93 
4.725% 

8.33% 

2.33% 

-0- 

(dollars in millions) 

$ 57.05 $49.20 

$225.93 $225.93 
4.70% 4.725% 

6.09% 4.725% 

2.03% 1.50% 

-$ 8.39 -$ 16.24 

Staffs Direct Testimony used APS’s oti,LLially-filed inlvrmation as a starting point for their revenue 
requirement analysis. Because APS does not believe Staff opposes any of the April 30* updates, APS 
updated its testimony to reflect the most updated numbers. 
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14 
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16 
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18 

19 

20 

21 
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23 

24 

25 

26 

27 

28 

Q. 

A. 

IV. 

Q. 

A. 

Q* 

A. 

DOES APS AGREE WITH STAFF’S AND RUCO’S 
RECOMMENDATIONS? 

No. A P S  disagrees with both Staff and RUCO with respect to the appropriate rate 

of return to apply to the rate base adjustments. A P S  does not believe that Staff 

applied the FVROR correctly for several reasons, as explained in the Rebuttal 

Testimony of A P S  Witness Leland R. Snook. APS believes that RUCO’s 

application of the marginal cost of debt rate to the revenue requirement is 

inconsistent with Section 10.2 of the Settlement Agreement (Decision No. 73 183) 

and the Four Corners Deferral Order (Decision No. 73 130). 

RUCO’S COST OF DEBT RECOMMENDATION 

PLEASE EXPLAIN YOUR UNDERSTANDING OF RUCO WITNESS 
ROBERT MEASE’S TESTIMONY REGARDING HOW THE COST OF 
DEBT SHOULD BE APPLIED IN THE FOUR CORNERS RATE RIDER 
CALCULATION. 

Mr. Mease’s only point of disagreement centered on the rate of return that should 

be used to calculate the revenue requirement. To that end, Mr. Mease applied 

only the 4.725% cost of debt to determine the revenue requirement, rather than 

the WACC of 8.33%. This resulted in a proposal of a $49.20 million revenue 

requirement, reducing APS’s  calculation by $16.24 million. Mr. Mease points to 

the Decision No. 73 130 (the Four Corners Deferral Order), specifically page 37, 

lines 7-9, as the basis for using the 4.725% cost of debt to determine the revenue 

requirement. 

DO YOU AGREE WITH RUCO’S APPLICATION OF THE DEBT RATE 
TO THE TOTAL FOUR CORNERS REVENUE REQUIREMENT? 

No. Mr. Mease’s proposal relies entirely on language that applies only to the 

deferral balance and not to all of the components that make up the $65.44 million 
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28 

revenue requirement in this pr~ceeding.~ Section 10.2 of the Settlement 

Agreement specifically allowed A P S  to seek to reflect in rates three buckets of 

items associated with Four Corners in this proceeding: (1) the rate base and 

expense effects associated with the acquisition of SCE’s share of Units 4 and 5; 

(2) the rate base and expense effects associated with the retirement of Units 1-3; 

and (3) any cost deferral authorized in Docket No. E-01345A-10-0474 (resulting 

in Decision No. 73 130). In regards to the debt rate to be applied to this deferral, 

Decision No. 73 130 plainly required that A P S  could only defer “the documented 

debt cost of acquiring SCE’s interest in Units 4 and 5.” APS calculated the 

deferral consistent with this requirement, applying only the 4.725% documented 

cost of debt to the deferred costs. See Rebuttal Attachment E M - 2 0  at line 19. 

The revenue requirement of $65.44 million in this proceeding includes that debt- 

return only deferral balance. 

Decision No. 73130 did not say or imply that the cost of debt should be used in 

place of the WACC on the entire asset when the plant was placed in rate base. 

The debt-only capital treatment was strictly limited to the deferral balance. 

RUCO, however, extends the reach of that debt-return only treatment to all three 

of the items that make up the revenue requirement for this asset - not just the 

deferral balance. In leaving the rate case open to adjust rates to reflect the Four 

Corners transaction, the Settlement intended to allow the Four Corners asset the 

same rate of return treatment as the other assets comprising rate base in the 

Settlement’s 2010 adjusted Test Year. Reducing the rate of return on that asset 

from the 8.33% WACC to a 4.725% documented debt cost would be inconsistent 

with the Settlement. 

Decision No. 73 130 states that the Commission approved “an accounting order . . . that allows deferral 
of the non-fuel costs, except that we will include as “non-fuel costs” only the documented debt cost of 
acquiring SCE’s interest in Units 4 and 5 ,  and will not authorize any carrying charges on any deferred 
costs.” [emphasis added] 
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Q. 

V. 

Q. 

A. 

VI. 

Q. 
A. 

Q* 
A. 

DID APS COMPLY WITH DECISION NO. 73130 IN ITS APPLICATION 
OF THE DEBT RATE TO DEFERRED COSTS? 

Yes. A P S  included a specific pro forma adjustment titled “Four Corners Deferral 

Balance” that complied with Decision No. 73 130 and used the documented debt 

cost of 4.725% (see Rebuttal Attachment E m - 2 0  at line 19) to determine the 

cost deferral to include in the Four Corners Rate Rider. 

MISCELLANEOUS ISSUE 

DOES A P S  AGREE WITH STAFF WITNESS JXALBARCZYK’S 

TO MODIFY THE FOUR CORNERS RATE RIDER TARIFF SHEET 
LANGUAGE? 

SUGGESTION ON PAGE 15, LINES 10-18 OF HIS DIRECT TESTIMONY 

Yes. A P S  agrees to add a sentence to the Four Corners Rate Rider Tariff sheet to 

state that the Rate Rider “will only remain in effect until the conclusion of APS’s  

next rate case.” A redlined copy of the updated tariff sheet is provided as Rebuttal 

Attachment EAB-9. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

APS complied with the intent and language of both Decision Nos. 73130 and 

73183 in determining the cost deferral and the ultimate revenue requirement in 

the Four Corners Rate Rider and therefore, Staff and RUCO’s proposals should 

not be accepted. Lastly, the updated revenue requirement provided in my 

testimony reflects the most recent data and assumptions and should be used to 

determine the Four Corners Rate Rider. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 
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ASSETS 

Rebuttal Attachment EAB-1 
Page 1 of 2 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED BALANCE SHEETS 

(unaudited) 
(dollars in thousands) 

March31, December 3 1, 
2014 2013 

PROPERTY, PLANT AND EQUIPMENT 
Plant in service and held for hture use 
Accumulated depreciation and amortization 
Net 

Construction work in progress 
Palo Verde sale leaseback, net of accumulated 
depre ciation (Note 6) 

Intangible assets, net of accumulated amortization 
Nuclear fuel, net of accumulated amortization 

Total property, plant and equipment 

INVESTMENTS AND OTHER ASSETS 
Nuclear decommissioning trust (Note 13) 
Assets fiom risk management activities (Note 7) 
Other assets 

Total investments and other assets 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables 
Accrued unbilled revenues 
Allowance for doubtful accounts 
Materials and supplies (at average cost) 
Fossil he1 (at average cost) 
Income tax receivable 
Assets from risk management activities (Note 7) 
Deferred fuel and purchased power regulatory asset (Note 3) 
Other regulatory assets (Note 3) 
Other current assets 
Tota 1 current assets 

DEFERRED DEBITS 
Regulatory assets (Note 3) 
Unamortized debt issue costs 
Other 
Tota 1 deferred debits 

TOTAL ASSETS 

$ 15,253,694 $ 15,196,598 
(5,357,699) (5,296,501) 
9,895,995 9,900,097 

646,236 581,369 

124,157 125,125 

144,048 124,557 
10,954,727 10,888,682 

144,29 1 157,534 

657,862 642,007 
2 1,626 23,815 
34,411 33,709 

7 13,899 699,53 1 

103,400 
245,272 

88,907 

223,40 1 
36,496 

289 
16,95 1 

76,3 17 

(2,504) 

-- 

3,725 
299,055 

96,796 

22 1,682 
38,028 

135,179 
17,169 
20,755 
76,388 

(3,203) 

45,176 391153 
833,705 944,727 

719,596 711,712 
22,686 2 1,860 

114,437 114,865 
856,719 848,437 

$ 13,359,050 $ 13,381,377 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to Arizona 
Public Service Company’s Condensed Consolidated Financial Statements. 



ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED BALANCE SHEETS 

(unaudited) 
(dollars in thousands) 

March31, December 3 I, 
2014 2013 

LIABILITIES AND EQUITY 

CAPITALIZATION 
Common stock 
Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss: 

Pension and other postretirement benefits 
Derivative instruments 
Total shareholder equity 
Noncontrolling interests (Note 6) 
Total equity (Note S-1) 

Long-term debt less current maturities (Note 2) 
T otal capitalization 

CURRENT LIABILITIES 
Short-term borrowings (Note 2) 
Current maturities of long-term debt (Note 2) 

Rebuttal Attachment EAB-1 
Page 2 of 2 

Accounts payable 
Accrued taxes (Note 5 )  
Accrued interest 
Common dividends payable 
Customer deposits 
Deferred income taxes 
Liabilities from risk management activities (Note 7) 
Liabilities for asset retirements 
Deferred fuel and purchased power regulatory liability 
Other regulatory liabilities (Note 3) 
Other current liabilities 
Total current liabilities 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Regulatory liabilities (Note 3) 
Liabilities for asset retirements 
Liabilities for pension and other postretirement 
benefits (Note 4) 
Liabilities from risk management activities (Note 7) 
Customer advances 
Coal mine reclamation 
Deferred investment tax credit 
Unrecognized tax benefits (Note 5 )  
Other 

Total deferred credits and other 

$ 178,162 
2,379,696 
1,823,9 14 

$ 178,162 
2,379,696 
1,804,398 

(30,3 13) 
(23,059) 

4,308,884 

(29,747) 
(20,364) 

4,33 1,661 
154,9 1 5 145,990 

4,486,576 4,454,874 
2,920,614 2,671,465 
7.407.190 7.126.339 

-. 153,125 
540,424 540,424 
219,910 281,237 
173,040 122,460 
47,207 48,132 

-- 62,500 
75,999 76,101 
21,951 2,033 
19,907 31,892 
25,536 32,896 
18,897 -- 

116,903 99,273 
1 18,934 130,774 

1,378,708 1,580,847 

2,355,237 
783,702 
344,708 

405,597 
29,106 

115,033 
208,183 
152,114 
26,284 

153,188 
4.573.152 

2,347,724 
801,297 
313,833 

476,O 17 
70,315 

114,480 
207,453 
152,361 
42,209 

148,502 
4,674,191 

COMMITMENTS AND CONTINGENCIES (SEE NOTES) 

TOTAL LIABILITIES AND EQUITY $ 13,359,050 $ 13,381,377 
=__ 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to Arizona Public Service 
Company’s Condensed Consolidated Financial Statements. 



Rebuttal Attachment EAB-2 
Page 1 of 2 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

(unaudited) 
(dollars in thousands) 

Three Months Ended 
March 31. 

ELECTRIC OPERATING REVENUES 

OPERATING EXPENSES 
Fuel and purchased power 
Operations and maintenance 
Depreciation and amortization 
Income taxes 
Taxes other than income taxes 
Total 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS) 
Income taxes 
Allowance for equity funds used during construction 
Other income (Note S-2) 
Other expense (Note S-2) 
Total 

INTEREST EXPENSE 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 
Total 

NET INCOME 

2014 2013 

$ 685,545 $ 685,827 

249,786 230,679 
208,285 220,752 
101,748 103,706 
10,478 16,060 
45,613 39,768 

61 5,910 610,965 
69,635 74,862 

1,210 2,332 
7,442 6,864 
2,762 1,343 

(5,056) (6,296) 
6,358 4,243 

48,896 46,22 1 
1,413 1,429 
1,011 1,011 

(3,770) (3,990) 
47,550 44,67 1 

28,443 34,434 

Less: Net income attributable to noncontrolling interests (Note 6) 8,925 8,392 

NET INCOME ATTRIBUTABLE TO COMMON 
SHAREHOLDER $ 19,518 $ 26,042 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to 
Arizona Public Service Company’s Condensed Consolidated Financial Statements. 



Rebuttal Attachment EAB-2 
Page 2 of 2 

ARIZONA PUBLIC SERVICE COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

(unaudited) 
(dollars in thousands) 

Three Months Ended 
March 31, 

NET INCOME 

2014 2013 

$ 28,443 $ 34,434 

OTHER COMPREHENSIVE INCOME, 

Derivative instruments: 
NET OF TAX 

Net unrealized gain (loss), net of tax benefit (expense) 

Reclassification of net realized loss, net of tax benefit 

Pension and other postretirement benefits activity, net of tax 

of $(599) and $(38) (421) 58 

of $1,323 and $3,300 3,116 5,052 

expense of $606 and $576 566 882 
Total other comprehensive income 3,261 5,992 

COMPREHENSIVE INCOME 

noncontrolling interests 
Less: Comprehensive income attributable to 

3 1,704 40,426 

8,925 8,392 

COMPREHENSIVE INCOME ATTRIBUTABLE TO 
COMMON SHAREHOLDER $ 22,779 $ 32,034 -_ 

See Notes to Pinnacle West’s Condensed Consolidated Financial Statements and Supplemental Notes to Arizona 
Public Service Company’s Condensed Consolidated Financial Statements. 
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Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
10. 

11. 

12. 
13. 
14. 
15. 
16. 

17. 

18. 
19. 
20. 
21. 
22. 

23. 

ARIZONA PUBLIC SERVICE COMPANY 
Schedule 4.c - FOUR CORNERS RATE RIDER 

TOTAL COMPANY 
ADJUSTED TEST YEAR INCOME STATEMENT 

TEST YEAR ENDED 12/31/2010 
(Thousands of Dollars) 

Rebuttal Attachment EAB-7 
Page 1 of 2 

Total Company 
Settlement 

Description 

Electric Operating Revenues 
Revenues from Base Rates 
Revenues from Surcharges 
Other Electric Revenues 
Total 

Operating expenses: 
Electric fuel and purchased power 
Operations and maintenance excluding fuel expenses 
Depreciation and amortization 
Income taxes 
Other taxes 
Total 

Operating income 

Other income (deductions): 
Income taxes 
Allowance for equity funds used during construction 
Other income 
Other expense 

Total 

income before interest deductions 

Interest deductions: 
Interest on long-term debt 
interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

Settlement 
( 4  

$ 2,952,324 

136,849 
3,089,173 

1,031,289 
676,937 
405,150 
242,751 
162,770 

2,518,897 

570,276 

570,276 

Net income $ 570,276 

Results After 
Pro Forma Pro Forma Line 

Adiustments (a) Adiustments No. 
(B) (C) 

$ 2,952,324 1. 
2. 

136,849 3. 
3,089,173 4. 

$ 

4,499 1,035,788 5. 
5,601 682,538 6. 

23,359 428,509 7. 
(1 8,472) 224,279 8. 

6,418 169,188 9. 
21,405 2,540,302 IO. 

(21,405) 548,871 11. 

- 12. 
- 13. 
- 14. 
- 15. 
- 16. 

(21,405) 548,871 17. 

- 18. 
- 19. 
- 20. 
- 21. 
- 22. 

$ 548,871 23. 

Notes: 
(a) See Schedule 4.d, Page 3, Column 0 

Schedule 4.c 
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ARIZONA PUBLIC SERVICE COMPANY 
Schedule 4.c - FOUR CORNERS RATE RIDER 

ACC JURISDICTION 
ADJUSTED TEST YEAR INCOME STATEMENT 

TEST YEAR ENDED 12/31/2010 
(Thousands of Dollars) 

ACC Jurisdiction 
Settlement 

Results Afler 
Pro Forma 

Adiustments 
(C) 

Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
10. 

11. 

12. 
13. 
14. 
15. 
16. 

17. 

18. 
19. 
20. 
21. 
22. 

23. 

Line 
No. - 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
10. 

11. 

12. 
13. 
14. 
15. 
16. 

17. 

18. 
19. 
20. 
21. 
22. 

23. 

Pro Forma 
Adiustments (a) 

(B) 
Settlement 

(A) 
DescriDtion 

Electric Operating Revenues 
Revenues from Base Rates 
Revenues from Surcharges 
Other Electric Revenues 
Total 

$ 2,868,858 $ 2,868,858 

121,013 
2,989,871 

121,013 
2,989,871 

Operating expenses: 
Electric fuel and purchased power 
Operations and maintenance excluding fuel expenses 
Depreciation and amortization 
Income taxes 
Other taxes 
Total 

Operating income 

Other income (deductions): 
Income taxes 
Allowance for equity funds used during construction 
Other income 
Other expense 

Total 

1,006,003 
779,461 
352,026 
21 6,195 

4,346 
5,412 

22,565 
(17,842) 

1,010,349 
784,873 
374,591 
198,353 

139,417 
2,493,102 

6,200 
20,680 

(20,680) 

145,617 
2,513,782 

496,769 476,089 

Income before interest deductions 496,769 476,089 (20,680) 

Interest deductions: 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

Net income $ 496,769 $ (20,680) $ 476,089 

Notes: 
(a) See Schedule 4.d, Page 3, Column P 

Schedule 4.c 
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Rebuttal Attachment EAB-9 
Schedule 5 

ADJUSTMENT SCHEDULE FCA 
FOUR CORNERS ADJUSTMENT aps 

APPLICATION 

The Four Comers Adjustment Schedule (“FCA”) shall apply to all retail Standard Offer service. 

Schedule FCA recovers costs associated with investment and expenses for APS’s purchase of Southern California 
Edison’s share of Four Comers Generating Station Units 4 and 5 and associated facilities and retirement of APS 
Units 1 ,2  and 3 as approved in Decision Nos. 73 130 and 73 183. 

All provisions of the customer’s current applicable rate schedule shall apply in addition to charges under this 
adjustment schedule. Schedule FCA shall be effective upon approval by the Arizona Corporation Commission 
without proration and will only remain in effect until the conclusion of APS’s next rate case. 

RATE 

The FCA charge will be applicable to the customer’s monthly billed amount, excluding all other adjustments, sales 
tax, regulatory assessment and franchise fees. The resulting charged amount shall not be less than zero. In addition, 
the charge shall not apply to: 

The generation service and imbalance service charges in Rate Rider Schedule AG-1 
The energy and ancillary service charge in Rate Schedule E-36 XL 
Credits for the purchase of excess generation under rate rider schedules EPR-2, EPR-6, and E-56R 
Voluntary charges under rate rider schedules GPS-1, GPS-2, and GPS-3 

FCA charge 2.33% 

ARIZONA PUBLIC SERVICE COMPANY 
Phoenix, Arizona 
Filed by: Charles A. Miessner 
Title: Manager, Regulation and Pricing 
Original Effective Date: XXXX 

A.C.C. No.XXXX 

Adjustment Schedule FCA 
Original 

Effective:XXXX 

Page 1 of I 
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ARIZONA PUBLIC SERVICE COMPANY 
FOUR CORNERS REVENUE REQUIREMENT ANALYSIS 

TEST YEAR ENDING 12/31/2010 (Settlement) 
(Thousands of Dollars) 

Rebuttal Attachment EAB-21 
Page 1 of 1 

line TOTAL 
- NO. A. RATE BASE' COMPANY ACC JURISDICTION 

1) Four Corners Fair Value $181,106 $174,948 
2) Four Corners Auxiliary Plant $11,064 $10,688 
3) Four Corners Deferral Balance $41,716 $40,298 
4) Total Rate Base $233,886 $225,934 

5) 
6) 

Settlement Allowed Rate of Return @ 8.33% 
Return on Rate Base (line 4 * line 5) 

6. COMPUTATION OF INCOME TAXES 
Weighted Cost of long Term Debt @ 2.94% 7) 

8) Tax Rate @ 39.51% 

9) 
10) 

Income Taxes ((line 5 - line 7)(line 4)(line 8))/(1 -line 8) 

Settlement Revenue Conversion Factor Adjustment 

$19,483 $18,820 

$8,234 $7,954 
$144 $139 

C. EXPENSES' 

11) Electric Fuel and Purchased Power $4,499 $4,346 
12) Operations and Maintenance $5,601 $5,411 
13) Depreciation and Amortization $23,359 $22,565 
14) Other Taxes $6,418 $6,200 
15) Total Expenses $39,877 $38,522 

D. REVENUE REQUIREMENT @8.33?4 

RETURN, INCOMETAXES, and EXPENSES (Line 6 + Line 9 + Line 10 +Line 15) 16) $67.738 $65,436 

'Attachment EAB-6, Schedule 4.b, Page 2 of 2 
'Attachment EAB-7, Schedule 4.c, Page 2 of 2 
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revenue requirement that was adopted than the 

zero percent in the settlement and the zero percent in 

RUCO . 

But what we have done as we've reset those fuel 

levels, you reset the PSA. So the credit that customers 

were seeing was going to cause a bill impact in whatever 

new rates went into effect on July 1 of 2 0 1 2 .  

parties said here is well, we can defer that impact, 

we can push that into the winter so it's not going 

through the summer and do it in February when the PSA 

normally resets. 

What the 

so 

I think there's another advantage beyond just 

delaying that impact until later. 

else happens that might offset that impact. 

prices continue to come down, or if we overcollect on 

fuel, those are all things that can offset that so that 

it may help make that impact less than it otherwise 

would be. 

You can then see what 

And if gas 

And Four Corners is an example. If the Four 

Corners transaction is approved and we pursue that, that 

has an impact later. It's all trade-off. So there's an 

impact later, but that can then reduce the impact of the 

fuel reset in 2 0 1 3 .  

Q. Let's go to Navajo. 

A. Four Corners. 

Arizona Reporting Service, Inc. www.az-reporting.com 
Court Reporting & Videoconferencing Center 

602-274-9944 
Phoenix, AZ 

http://www.az-reporting.com
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Q .  Four Corners, rather, Navajo land and Four 

Corners. First of all, I'm going to ask the question. I 

hope I'm not stepping on any - -  if I'm stepping on 

anybody's, on another case, I don't want to. This is not 

an easy dialogue to have, and I would like to ask some 

questions, and I will be prohibited from asking some 

questions. I have to be careful about what I ask because 

I'm going to be a decision maker on this, so ultimate, one 

of the points of review for what you're doing. 

Page 5, line 2 2  of your direct testimony 

discusses constructive rate treatment of Four Corners 

Units 1 and 5. I don't know if I can ask this question in 

this context, but can you explain this so I can understand 

what constructive rate treatment means? 

A. I think I can, and I'll start by indicating that 

the settlement agreement addressed, addresses the 

ratemaking impacts if the Four Corners transaction moves 

forward. 

now seeking Commission authorization through a waiver of 

the self-build moratorium and a deferral order to obtain 

that authorization. The settlement is very clear that 

says we're not judging what happens in that docket. 

That will occur or not occur independently of what 

happens in the settlement. 

So there is a separate docket pending right 

The challenge that was presented to the parties 

Arizona Reporting Service, Inc. m.az-reporting.com 
Court Reporting & Videoconferencing Center 

602-274-9944 
Phoenix, AZ 

http://m.az-reporting.com
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with the Four Corners transaction, and in particular 

with how the timeline on that unfolded - -  

Q. What is - -  please fill me in, if you can, on the 

timeline and how the two cases are linked, but I can't 

really discuss them here in full because I don't want to 

make a record in the Four Corners case. But in a sense, 

it could be included, this conversation, if something 

comes up. 

A. I understand. I still think it's within this 

docket and it's not crossing the line. 

Q .  Okay. 

A. But the Four Corners transaction could close 

sometime in the fourth quarter of 2012. 

Q .  2 0 1 2 .  December? 

A. Again, if it's approved, if other things happen 

that are not necessarily within the company's control - -  

we still have to get CPUC approval from California, for 

example. 

S o  if all those events transpired, the problem 

that was presented with this rate case was that the 

transaction would close shortly after new rates would 

likely have been put into effect in this case. There's 

the ability, if it's deemed appropriate and if it's 

approved in the subsequent docket, the challenge is then 

how do you now get that plant in rates, or do you have 

Arizona Reporting Service, Inc. www.az-reporting.com 
Court Reporting & Videoconferencing Center 

602-274-9944 
Phoenix, AZ 

http://www.az-reporting.com
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NTRODUCTION 

a. 
\. 

1. 

4. 

Please state your name, position, employer and address. 

Lon Huber. I am a special projects advisor for Arizona's Residential Utility 

Consumer Office ("RUCO'*), located at 1110 W. Washington, Suite 220, 

Phoenix, AZ 85007. 

Please state your educational background and work experience. 

I started working in the energy field in 2007 at a research institute housed 

within the University of Arizona. In 2010, I became the governmental affair2 

staffer for TFS Solar, an integrator based in Tucson. I was hired by Suntect- 

America in 201 1 as a Manager of Regional Policy where I served as the poinl 

person for the company in numerous US states. Next, I started working ir 

economic development as a senior analyst for the Greater Phoenix Economic 

Council while also serving as a consultant for RUCO on energy issues. I joinec 

RUCO as a full time employee in January 2014. 

I obtained a Bachelor of Science Public Administration degree in Public Polic) 

and Management from the University of Arizona in 2009. I also received i 

Masters of Business Administration from the Eller College of Management a 

the same university. My primary residence is in Tucson, Arizona. 

1 
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Please state the purpose of your testimony. 

The purpose of my testimony is to address the Four Corners Adjustment 

rider’s applicability to customers served under the AG-1 Rate Schedule. In 

doing so, I respond to the testimonies of Mr. Higgens and Mr. Chriss. 

Please summarize your conclusion and recommendation. 

My determination is that APS was overly generous to AG-1 customers 

regarding the manner at which they applied the proposed 2.22 percent Four 

Corners Adjustment rider. Therefore, I am proposing a more equitable 

allocation of costs that does not unfairly burden non AG-1 ratepayers. 

3VERVIEW OF ISSUE 

2. 

4. 

Please provide a high-level overview of the issue at hand. 

AG-1 is an experiential rate rider that provides a buy through mechanism foi 

large commercial and industrial customers. The rider is capped at 200 MW 

and falls on top of the customer‘s underlying rate schedule, mostly supplantins 

the costs of electrical generation. The details of the rate rider were worked oui 

during the settlement process and adopted as part of the settlemeni 

agreement in Decision No. 731 83 “Settlement.” In parallel, another provision it- 

the settlement related to the potential acquisition of certain units at the Foul 

Corners power plant and the allocation of those costs should the transactior 

be executed. The Four Corners Adjustment rider “FCA” is the proposec 

mechanism to allocate these costs in accordance to provision 10.3 in the 

2 
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Settlement. Mr. Higgins and Mr. Chriss are seeking exemption for their clients 

on any and all costs associated with the Four Corners investment. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please provide comment on section 10.3 of the Settlement as it relates to 

your testimony. 

Section 10.3 very clearly explains that the cost recovery rider will apply to ali 

rate schedules. Specifically, part five of section 10.3 states the following: “(5) 

an adjustment rider that recovers the rate base and non-PSA related 

expenses associated with any Four Corners acquisition on an equai 

percentage basis across all rate schedules which shall not become effective 

before July I 201 3. ” 

Did you personally participate in the 2012 settlement process? 

No I did not. 

Please comment on APS’s proposed approach to the FCA. 

Overall, APS properly applied the FCA to the various rate schedules in 

accordance with section 10.3 of the Settlement. In general, APS assessed the 

proposed 2.22 percent rider to all portions of the bill representing services 

provided by APS. This includes the non-generation related services of each 

rate schedule. 

3 
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9. 

4. 

Q. 

4. 

Q. 

4. 

Q. 

A. 

Did the Company fully apply the Four Corners Adjustment rider to the 

services provided to AG-I customers? 

Not entirely. 

Please Explain. 

APS is proposing to apply the Four Corner Rate Rider to only a subset of the 

AG-1 customer bill. From dialogue at the February lgth technical conference, 

roughly 70 percent of an AG-I customer bill is shielded from the Four Corners 

investment. However, upon investigation into the FCA’s applicability to AG-1 

customers I noticed that APS did explicitly state that the Company would apply 

the FCA to the reserve capacity charge. Therefore, I recommend that the 

order make it clear that the FCA applies to the reserve capacity charge. 

Please describe the reserve capacity charge. 

It is a generation related component within the AG-1 rate rider. The reserve 

capacity charge is about a $6.985 per kW month charge that is applied to 15 

percent of the customer‘s billed kW. 

With the exception of the reserve capacity charge was APS’s proposed 

treatment of AG-1 customers fair? 

Yes, I believe APS was extremely fair and balanced and could have easily 

decided to assess the charge on the entire bill of an AG-1 customer. 

4 
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Q. 

4. 

Q. 

A. 

How do you address Mr. Higgens’ and Mr. Chriss’ claims that their 

clients should be completely exempted? 

They appear to have a misunderstanding of the FCA. APS is applying the FCA 

on every element of base rates. AG-1 customers still have an underlying rate 

plan. It is important to note that the FCA is not applied to only the generation 

portion of a customer’s bill. Further, the Settlement makes no connection 

between what type of asset the FCA is actually collecting costs for and the 

portion of the customer‘s bill it applies to. However, Mr. Higgens and Mr. 

Chriss are using a provision in the AG-1 rider schedule and inappropriately 

enlarging that clause to shield them from any and all costs associated from the 

Four Corners acquisition. 

Can you provide an example of this misunderstanding? 

Mr. Higgens states the following: “. . .AG-1 customers would be forced to pay 

for generation costs even though these customers are purchasing the entirety 

of their AG-1 generation supply from non-APS source.”1 The fundamental 

misunderstanding is that the rider is not representing generation costs 

associated with the actual electricity production of the Four Corners power 

plant. The FCA largely represents the actual investment costs of the acquired 

units. The costs of this acquisition are to be spread equally across all rate 

plans. Another way to think about it is to entertain for a moment that the FCA 

Page seven of Mr. Higgens’ direct testimony. 
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is recovering costs of constructing an administrative building. Would it not be 

fair to allocate the costs of this asset in the manner APS proposes? 

If you follow through with the argument employed against applying the FCA to 

underlying rate design of AG-1 customers, one would have to argue that some 

of the employees in that building will be working on generation related 

projects; therefore, the costs can not apply to AG-1 customers. 

Q. 

A. 

Please explain how Mr. Higgens and Mr. Chriss are misapplying a clause 

in the AG-I rider schedule? 

Mr. Higgens and Mr. Chriss point to a line on page four of attachment J in the 

201 2 settlement. Under the heading “Rates,” it states: “All provisions, charges 

and adjustments in the customer’s applicable retail rate schedule will continue 

to apply except as follows: ...” One of those exceptions states “The generation 

charges will not apply.” 

What this clause is referring to is the generation portion of the customer‘s 

underlying rate design. Clearly, the actual generation costs of providing energy 

and power to the customer as specified in their underlining rate design is 

exempted from the AG-1 rate because the customer is procuring power 

elsewhere. The clause does not read that AG-1 customers will be exempted 

from the acquisition costs of generation related assets. Furthermore, APS is 

6 
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only applying those costs to s rvices relating to the customer's underlying rate 

schedule not the larger pass through portion of bill. 

3ECOMMENDATlON 

3. 

9. 

3. 

4. 

3. 

4. 

What does RUCO recommend on this issue? 

I recommend that the FCA apply to AG-1 customers just as APS proposed but 

with the inclusion of the reserve capacity charge. 

Is it fair to AG-1 customers? 

Yes. Again, this proposal is fair and could have been assessed on the entire 

bill. Contrary to Mr. Chriss' claims that the proposed FCA violates cost 

causation and matching principles, the suggested FCA aligns nicely with those 

principles in the context of the 2012 Settlement. 

Please explain. 

AG-I is meant to be a four year experimental rate. By claiming there is no 

benefit from the Four Corners investment to AG-1 customers assumes that 

this rate will go on in perpetuity. It also ignores the generation relatec 

component that APS charges within the AG-1 rider. Because this is a shor 

term rate rider offering, APS must still plan their system with long tern 

reliability and cost considerations in mind. This includes the reintroduction 0' 

AG-1 customers. In fact, it could be argued that the FCA should be applied tc 

more than just 30 percent of an AG-1 customer's bill. According to Jeffrej 

7 
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2. 

4. 

Guldner, AG-1 customers durden all other customers with around $20 million 

in fixed cost shifts2 Following the cost causation principle, as Mr. Chriss 

suggests, would dictate that this cost shift must be rectified as soon as 

possible. 

Does this conclude your testimony? 

Yes it does. 

RUCO Electric Deregulation Workshop, August 27, 201 3. 
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INTRODUCTION 

Q. 

4. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

My Name is Robert B. Mease. I am Chief of Accounting and Rates 

employed by the Residential Utility Consumer Office (“RUCO”) located at 

11 10 W. Washington, Suite 220, Phoenix, Arizona 85007. 

Have you previously provided testimony regarding this docket? 

Yes. I filed direct testimony on this docket on June 19, 2014. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s rebuttal comments 

that pertain to adjustments I recommended in my direct testimony. 

RUCO’S PROPOSED ADJUSTMENT 

Q. 

A. 

Can you please explain the adjustment(s) that RUCO recommended 

in its direct testimony? 

Yes. In my direct testimony I recommended a reduction in the Company’s 

overall rate of return of 3.61 percent (8.33 percent less 4.725 percent) 

resulting in a reduction in requested revenues of approximately $1 6.3 

million. The 8.33 percent, as referenced, is the Company’s overall rate of 

return allowed on its Original Cost Rate Base as approved in Decision No. 

73183 and the 4.725 percent represents the cost of debt directly related to 

the acquisition of Units 4 and 5. 
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Q. 

4. 

Q. 

A. 

What was APS’s position on RUCO’s proposed adjustment? 

APS disagreed with my proposed adjustment. Ms. Elizabeth 

Blankenship’s rebuttal testimony best describes APS’s disagreement with 

my recommend at ion. 

“Decision No. 73130 did not say or imply that the cost of debt should be 
used in place of the WACC on the entire asset when the plant was placed 
in rate base. The debt-only capital treatment was strictly limited to the 
deferral balance. RUCO, however, extends the reach of that debt-return 
only treatment to all three of the items that make up the revenue 
requirement for this asset - not just the deferral balance. In leaving the 
rate case open to adjust rates to reflect the Four Corners transaction, the 
Settlement intended to allow the Four Corners asset the same rate of 
return as the other assets comprising the rate base in the Settlement’s 
2010 adjusted Test Year. Reducing the rate of return on that asset from 
the 8.33% WACC to a 4.725% documented debt cost would be 
i n co n s i s t e n t with the set t I e m e n t .”I 

Mr. Jeffrey Guldner’s testimony also states that “RUCO misapplied 
Decision No. 73130 by applying the marginal cost of debt used for cost 
deferral per that Decision as the applicable going forward rate of return. 
That is a clear misreading of Decision No. 73130 and is not consistent 
with the Settlement established precedent concerning FVROR.’’2 

Did APS at any time discuss calculating the return on the acquisition 

adjustment at the current cost of debt? 

Yes. In Data Request 39.14 Staff ask the following: Please explain why it 

would not be appropriate to use APS’s cost of debt (Marginal or 

Embedded) as the return on the acquisition adjustment in this case. APS 

responded that “this would be inconsistent with the Settlement and 

Decision No. 731 83 and prior Commission precedent interpreting the 

requirements of the Arizona Constitution. Specifically, the Commission 

’ APS Witness Elizabeth Blankenship’s Rebuttal Testimony Page 6 
APS Witness Jeffrey Guldner’s Rebuttal Testimony Page 6 
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has determined that APS is entitled to the opportunity to earn a fair value 

rate of return based on the weighted average cost of two components of 

the Company’s rate base: (1) APS’s weighted average cost of capital 

(including equity return of loo/,) as applied to OCLD (8.33% on an after tax 

basis); and (2) 1% as applied to the fair value increment (FVRB-OCRB). 

In this case, the requested fair value increment is zero, leaving the 

appropriate after tax return at 8.33%.” Mr. Guldner went on to say in 

responding to the data request that if APS doesn’t receive recovery 

of its request that it would very likely be poorly received in the financial 

community given the Commission’s previous approval of this 

transaction. 

Q. 

A. 

The Staffs data request related to the return on the acquisition 

adjustment, not the rate of return on rate base. Can you explain the 

relationship between the two? t i  
. .  r q e  bwL 

In the current application the 6f;us ”) increase is 

$225 million and of this amount $252 million represents acquisition 

adjustment. So in other words, the amount of the adjustment is entirely 

related to the acquisition adjustment. In this case the J&&S adjustment is 
& bane 

the acquisition adjustment. 
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1. 

4. 

9. 

4. 

Does RUCO have a response to the expected reaction of the financial 

community as discussed by Mr. Guldner? 

No. I have no reason to question Mr. Guldner or his comments related to 

the financial community. However, when reviewing what Value Line has 

to say in its latest evaluation of Pinnacle West, included in its Investment 

Survey dated May 2, 2014, I note the following: We have raised the 

Financial Strength rating of Pinnacle West from A to A+. The fixed- 

charge coverage and common-equity ratio are high---well above average 

for the electric utility industry. Moreover, APS is very close to earning its 

allowed return on equity. This high-quality stock is untimely but has a 

dividend yield that is slightly above the utility average. However, with 

the recent price near the midpoint of our 2017-2019 Target Range, total 

return potential is unspectacular. (See Attachment A) 

How did APS fund the purchase price of Units 4 and 5 and other 

costs and expenses associated with this transaction? 

“On January 10, 2014, APS issued $250 million of 4.70% unsecured 

senior notes that mature on January 14, 2044. The proceeds from the 

sale were used to repay commercial paper which was used to fund the 

purchase price and costs associated with the acquisition of SCE’s 48% 

ownership interest in each of Units 4 and 5 of Four Corners and to 
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replenish cash used to re-acquire two series of tax-exempt 

indebted ness.’I3 

Q. 

A. 

So in essence the purchase of Units 4 and 5 was totally funded by 

debt and that no additional equity was necessary? 

According to the Company’s audited financial statements, this transaction 

was funded in total by short term debt and ultimately replaced by 

unsecured senior notes. 

RUCO’S POSITION IN DOCKET NOS. 10-0274 AND 11-0224 

Q. 

A. 

In the initial filing of Docket No. 10-0274, did RUCO agree that the 

closure of Units I ,  2 and 3 coupled with the purchase of Units 4 and 

5 appeared to be a transaction that was in the public interest? 

Yes. RUCO agreed that APS’ analyses showed that the APS transaction 

saves APS’ customers’ money and has a lower bill impact than that of 

every likely alternative. RUCO also agreed that APS’ proposed transaction 

significantly reduces carbon dioxide and other pollutant emissions; 

preserves the diversity of APS’ current generation portfolio while 

tempering the Company’s exposure to volatile natural gas prices, it 

maintains the mix of reliable base load energy; and it “saves hundreds of 

jobs and millions of dollars of revenue that are critical to the Navajo Nation 

and local economy. 

Pinnacle West Capital Corporation 2013 Annual Report Page 65 
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2. 

4. 

Q. 

A. 

In the settlement agreement testimony provided by RUCO in Docket 

No. 11-0224, did RUCO provide a summary of the benefits to the 

Company in settling this docket? 

Yes. RUCO identified a number of benefits to the ratepayer in completing 

this transaction. However, RUCO’s primary concern in that rate case was 

the continued improvement of APS’s financial health that had been a 

concern in the prior rate case. As RUCO indicates in its testimony this 

settlement “provides them a rate rider for the Four Corners acquisition if 

that all should happen. And RUCO finds that extremely important for the 

Company’s continued financial viability, because it will get plant in service 

into rate base in a more timely fashion. And according to the bill impact 

statement filed by APS on January lgth that showed the bill impact, we are 

looking at somewhere in 2013 an impact of around $2 to the average 

ratepayer for that Four Corners rate rider.” 

Since RUCO’s testimony supported the rate case settlement 

agreement and the proposed inclusion of the plant in service in rate 

base, did RUCO’s testimony include a specific rate of return on that 

new rate base item? 

No. RUCO’s testimony did not specifically identify an actual rate of return 

on the purchase of Units 4 and 5. Therefore the Commission has the 

ability to determine an appropriate rate of return on this transaction alone. 

~ ~~ 

RUCO’s Settlement Testimony Page 1143,1144 
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Q. 

A. 

What was the original purchase price for Units 4 and 5 and what was 

the purchase price once the transaction was completed? 

The original purchase price was $294,000,000. The price was to be 

reduced by $7,500,000 for each month the project did not close with a 

final transaction date for completion of the project by December 31, 201 3. 

After allowing for a fourteen month and twenty-nine day delay the final 

purchase price was reduced by $1 12,016,129. 

RUCO’S CURRENT POSITION 

Q. 

A. 

Q. 

A. 

Is RUCO continuing to recommend that the rate of return on this 

transaction be computed using the cost of debt specifically identified 

to this purchase transaction? 

Yes. I am continuing to recommend that the cost of debt be used in 

calculating the rate of return on the purchase of Units 4 and 5. 

Can you reply to Mr. Guldner’s rebuttal testimony that “RUCO 

misapplied Decision No. 73130 by applying the marginal cost of debt 

used for cost deferral per that Decision as the applicable going 

forward rate of return? That is a clear misreading of Decision No. 

73130 and is not consistent with the Settlement established 

precedent concerning FVROR. 

I’m going to answer that by including a comment from Mr. Leland R. 

Snook’s rebuttal testimony. His testimony states that “RUCO interprets 
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Decision No. 73130, (April 24, 2012) as somehow mandating the use of 

an incremental debt cost for this purpose. In reality, that Decision does 

not address how revenue requirements should be calculated for the Four 

Corners Transaction once that Transaction is reflected in rates.” 

I’m going to agree with Mr. Snook‘s testimony. That decision does not 

identify how to calculate the revenue requirement. I would also add that in 

Decision No. 73183 (May 24, 2012) does not address how the revenue 

requirement is to be calculated. The Decision states that the acquisition of 

Units 4 and 5 is to be rate based, but does not define the rate of return to 

be applied to the purchase. 

In addition, in reviewing Mr. Guldner’s testimony in the rate case 

settlement proceedings on page 245, in replying to a question from 

Commissioner Newman “what constructive rate treatment means,” part of 

his response stated that “The settlement is very clear that says we’re not 

judging what happens in that docket.”6 

Q. 

A. 

Does RUCO look at the two dockets as being independent and that 

one doesn’t take precedence over the other? 

RUCO looks at the two dockets as being independent with the exception 

that Decision No. 73183 was left open in order to include the Four Corners 

Rebuttal testimony Mr. Snook, Docket No. 11-,224, this filing 
Testimony of Mr. Guldner, Docket No. 11-0224, page 245 
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transaction at a future date. According to APS, each docket should be 

looked at as separate dockets. 

3. 

4 

Q. 

4. 

Does RUCO believe that its’ primary concern for APS financial health 

has been improved since their settlement testimony in the last rate 

case Docket No. I 1  -0224? 

Yes. APS, per Value Line is a financially healthy utility and earning very 

close to its cost of equity, 9.7 percent in 2013. It is projected, by Value 

Line, to continue its earnings growth over the next two years; the financial 

strength as reported by Value Line was upgraded from A to A+; and a 

dividend yield that is slightly above average. 

Can you summarize RUCO’s position on the filing? 

RUCO is continuing to base its recommendation using the cost of debt as 

the rate of return in this filing. RUCO’s position is based on the following: 

(1) Decision No. 73130 did not identify a specific rate of return and the 

cost of debt related to this transaction was used. The cost of debt was 

used by RUCO as the two dockets were to be decided independent of the 

other per the testimony of Mr. Guldner. (2) APS’s financial stability has 

improved substantially since the last rate case settlement, and finally (3) 

the transaction was funded totally with debt with no additional equity 

required. For these reasons RUCO is continuing to recommend the 

reduction requested by APS by $16.23 million. 

9 
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Q. 

4. 

Does this conclude your rebuttal testimony? 

Yes. 
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EXECUTIVE SUMMARY 

Arizona Public Service Company (“APS” or “Company”) is the largest Class A electric 
Jtility and is principal operating subsidiary of Pinnacle West Capital Corporation. APS is 
an electric utility serving approximately I .I million retail customers throughout the state of 
Arizona. On November 22, 2010, APS filed with the Arizona Corporation Commission 
:“Commission”) an application for authorization to purchase the generating assets from 
Southern California Edison (“SCE) at the Four Corners Power Plant. In addition, the 
Company’s application requested an accounting order be authorized for the deferral of 
zertain costs associated with the acquisition. On April 24, 2012, by Decision No. 73130, 
the Commission approved APS request to move forward with the purchase of SCE 
generating assets and also approved the Company’s request for an accounting order 
authorizing the deferral of certain costs. 

On June 1, 2011, APS filed an application requesting an increase in rates and for a 
determination and approval of a just and reasonable return. On May 24, 2012, by Decision 
No. 73183, the Commission approved a Settlement Agreement reached by most of the 
parties in the case. As part of the Settlement Agreement, the patties agreed to leave the 
docket open until December 31, 2013, for APS to file a request to adjust its rates to reflect 
the rate base and expense effects associated with the acquisition of SCE’s interest in Four 
Corners Units 4 and 5, the retirement of Units 1, 2 and 3, as well as any cost deferral 
authorized in the Commission’s Decision in the Four Corners Acquisition Docket. 

On December 30,2013, APS purchased SCE’s 48 percent share in Units 4 and 5 and now 
request that the Commission approve a Four Corners rate rider to permit recovery of 
$62.52 million annual revenue requirement. (On May 17, 2014, the Company provided 
updated schedules and their request increased to $65.43 million) The revenue 
requirement reflects the cost associated with APS’s acquisition of SCE’s share of Units 4 
and 5, the retirement of Four Corners Units 1, 2 and 3, and for the deferred costs 
authorized in Decision No. 73130. 

While the Company is requesting $65.43 million in additional revenues RUCO in proposing 
additional revenues of $49.20 million. 

ii 
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NTRODUCTION 

2. 

9. 

3. 

4. 

Q. 

4. 

Please state your name, posittan, employer and address. 

My name is Robert Mease and I’m Chief of Accounting and Rates for the Residential 

Utility Consumers Office. (“RUCO”) My business address in 11 10 W. Washington 

Street, Suite 220, Phoenix, AZ. 

Please state your educational background and qualifications in the utility 

reg u I at i on fie Id. 

Attachment 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have participated. In 

summary, I joined RUCO in October of 201 1. I graduated from Morris Harvey College in 

Charleston, WV and attended Kanawha Valley School of Graduate Studies. I am a 

Certified Public Accountant and currently licensed in the state of West Virginia. My 

years of work experience include serving as Vice President and Controller of Energy 

West, Inc. a public utility and energy company located in Great Falls, Montana. While 

with Energy West I had responsibility for all utility filings and participated in several rate 

case filings on behalf of the utility. As Energy West was a publicly traded company 

listed on the NASDAQ Exchange I also had responsibility for all filings with the 

Securities and Exchange Commission. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s proposals and conclusions 

regarding the “APPLICATION TO APPROVE FOUR CORNERS RATE RIDER,” as filed 

by APS on December 30,2013. 
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Can you briefly discuss the history of this filing by APS and why the Company is 

applying for an increase in its rates without a general rate case filing? 

On November 22, 2010 APS filed an application for Commission authorization to 

purchase the generating assets of Units 4 and 5 of the Four Comers plant owned by 

Southern California Edison (“SCE”) in addition to the approval to close APS Four 

Corners Units 1, 2 and 3. Also included in the application was APS’ request for an 

accounting order authorizing the deferral of certain costs related to both the purchase of 

Units 4 and 5 and the closure of Units 1 , 2, and 3. 

APS was also required to satisfy the conditions as outlined in Decision No. 67744 that 

required APS to obtain Commission authorization before APS acquires any unit or 

interest in a generating unit other than “the acquisition of temporary generation needed 

for system reliability, distributed generation of less than fifty MW per location, renewable 

resources, or the up-rating of APS generation” when the in-service date is prior to 

January 1,201 5. 

On April 24, 2012 Decision No. 73130 was issued by the Arizona Corporation 

Commission approving both the purchase of the generating assets from SEC, the 

closure of Units, 1, 2, and 3 and the accounting order authorizing the deferral of the 

certain costs related to both the purchase and closure transactions. It was also 

determined during the course of the application review that APS had satisfied the 

conditions as outlined in Decision No. 67744. 
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‘ACCOUNTING ORDER 

3. 

4. 

Q. 

4. 

Q. 

4. 

Before we go any further can you explain the purpose of the accounting order as 

requested by APS? 

The ACC Staff defines an accounting order as a “rate-making mechanism for use by 

regulatory authorities that provides regulated utilities the ability to defer costs that would 

otherwise be expensed using generally accepted accounting principles and provides for 

alternative rate-making treatment of capital costs and other costs via the creation of 

regulatory assets and liabilities.”1 

Did RUCO agree that an accounting order should be granted in this case? 

RUCO agreed that the circumstances warranted a variation from the usual ratemaking 

treatment of plant acquired between rate cases. RUCO disagreed with APS’ request to 

earn a return on the deferred accounts, stating that it would be “simply guaranteeing the 

Company a return rather than providing it with an opportunity to recover that return via 

its operating efficiency.” 

Was the accounting order requested by APS approved by the Commission 

authorizing the deferral of certain cost(s)? 

Yes. “Accordingly, we believe an accounting order is appropriate that allows deferral of 

the non-fuel costs, except that we will include as “non-fuel costs” only the documented 

debt cost of acquiring SCE’s interest in Units 4 and 5, and will not authorize any carrying 

charges on any deferred costs.”2 

‘ Decision No. 73130 k g e  35 Lines 10 - 14 
‘ Decision No. 73130, Page 37, Lines 7 thru 9 
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1. 

4. 

3. 

4. 

Can you please define what “non-fuel costs” were identified in Decision No. 73130 

that the Commission approved for deferral? 

The “non-fuel costs” that are authorized for deferral include depreciation, amortization of 

the acquisition adjustment, decommissioning costs, operations and maintenance costs, 

property taxes, final coal reclamation costs, the documented debt costs of acquiring 

SCE’s interest in Units 4 and 5, and miscellaneous other costs. APS estimated that the 

costs to wind down operations at Units 1 - 3 would be approximately $20 million and 

would be incurred between the acquisition date of Units 4 and 5 through 201 6.”3 

Did RUCO agree with APS that the proposed closure of Units 1 - 3 and the 

purchase of Units 4 and 5 was for the benefit of ratepayers and should move 

forward? 

Yes. RUCO agreed that APS’ analyses showed that the APS transaction saves APS’ 

customers’ money and “has a lower bill impact than that of every likely alternative. 

RUCO also agreed that APS’ proposed transaction significantly reduces carbon dioxide 

and other pollutant emissions; “preserves the diversity of APS’ current generation 

portfolio while tempering the Company’s exposure to volatile natural gas prices,” it 

maintains the mix of reliable base load energy; and it “saves hundreds of jobs and 

millions of dollars of revenue that are critical to the Navajo Nation and local economy.” 

’ Decision No. 73130 Page 37 Footnote 122 
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2. 

4. 

3. 

4. 

Did APS comply with Decision No. 73130 when submitting this application for 

recovery of costs related to the purchase of Units 4 and 5? 

No. The Company did not calculate its authorized return on cost deferral’s in 

accordance with Decision No. 731 30. The decision specified that only the documented 

debt cost of acquiring SCE’s interest in Units 4 and 5 would be approved, and will not 

authorize any carrying charses on any deferred  cost^."^ 

Can you please explain how APS calculated its rate base and expense 

adjustments when submitting this application? 

In the Company’s filing of this application APS prepared all supporting schedules and 

calculated all rate base and expense adjustments resulting from the closure of Units 1, 2 

and 3. The Company also prepared supporting schedules and identified specific 

adjustments for the purchase of Units 4 and 5. The Company then offset the rate base 

and expense amounts of Units I, 2 and 3, that were closed in 2013, against the 

acquired rate base and projected expenses of Units 4 and 5, going forward, and the net 

adjustments were then used to increase the rate base that was approved in Decision 

No. 73183. 

’ Decision No. 73130, Page 37, Lines 7 thru 9 
5 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

I 9  

20 

21 

22 

23 

24 

Direct Testimony of Robert B. Mease 
Arizona Public Service Company 
Docket No. E-01 345A-11-0224 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

After the Company made the offsetting rate base and expense adjustments what 

was their next step in calculating the increase in revenues? 

The Company then carried forward the net adjustments to Schedule EAB-4, Four 

Corners Revenue Requirement Calculation, and completed the remaining line items to 

reflect a bottom line increase in revenues of $65.42. 

What did the Company use as a rate of return when calculating its final revenue 

increase? 

The Company calculated its revenue increase at 8.33 percent as was authorized in 

Decision No. 73183. The authorized rate of return includes both an interest element as 

well as a return on equity. From RUCO’s understanding of Decision No. 73130 only the 

documented debt cost of acquiring SCE’s interest in Units 4 and 5 would be allowed for 

recovery and not the Company’s authorized rate of return which also includes a return 

on equity. 

What is the documented cost of debt for the purchase of Units 4 and 5? 

Per APS’s latest filing of amended schedules the documented cost of debt was reduced 

from 5.25 percent to 4.725 percent. 

So is RUCO recommending a reduction in the calculation of a rate of return on the 

deferral of costs related to the purchase of Units 4 and 5? 

Yes. RUCO is proposing a reduction in rate of return of 3.61 percent (8.33 percent less 

4.725 percent) resulting in a reduction in revenues of approximately $1 6.3 million. 
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ZQUISITION ADJUSTMENT 

Mr. Mease, did the Company request an “acquisition adjustment” in its request for 

a change in rates resulting from this transaction? 

Yes. An acquisition adjustment was requested in APS’s original filing seeking approval 

to move forward with the acquisition on Units 4 and 5. The acquisition adjustment was 

approved by the Commission in Decision No. 10-0327. The Company’s increase in rate 

base of $225.9 million is primarily related to the acquisition premium that APS is 

requesting. 

Can you please provide a definition of an acquisition adjustment? 

An acquisition adjustment is “The difference between the price an acquiring company 

pays to purchase a target company and the net original cost of the target utility 

company’s assets. An acquisition adjustment is the premium paid for acquiring a 

company more than its tangible assets or book value.” 

Does the Commission have a specific policy addressing an acquisition 

adjustment when a utility company pays in excess of book value for another 

utility’s assets? 

There is no specific policy that I’m aware but there is a statement included in Staffs 

Data Request No. 39.3 to APS that reads as follows, “Staffs understanding of the 

general rule in Arizona is that the Commission does not permit recovery of an 

acquisition adjustment arising from the sale of assets barring extraordinary 

circumstances.” 
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1. 

9. 

Q. 

A. 

Also in Data Request No. 39.3 APS was ask to explain what extraordinary 

circumstances exist that would justify the Commission’s recognition of an 

acquisition adjustment in this case? What was APS response to this request? 

APS responded as follows: 

Decision No. 731 30 (April 24, 201 2) established the Four Corners acquisition 
from SCE as an extraordinary circumstance that warranted both an exemption 
from the “self-built” moratorium imposed by the Commission in Decision No 
67744 (April 5, 2005) and the “best practices” for resource acquisition later 
codified in the Commission’s Resource Planning Rules. See A.A.C. R14-2- 
702(B) (5). 

The acquisition was also extraordinary in the level of customer benefit (over $400 
million on a net present value basis), the ability to preserve APS’s customers’ 
existing benefits from the Company’s pre-existing share of Four Corners 4 and 5, 
and the significant environmental benefit (specifically cited in Decision No. 731 30 
at pages 8 - 11) from the closure of Units 1 - 3 by the end of 2013. None of 
these benefits would have happened absent this transaction. 

Mr. Mease, I have one more question related to Staff Data Request No. 39.3. Part 

(b) of the request ask APS to please explain how this transaction would not likely 

have occurred without the acquisition adjustment. What was APS response to 

this request? 

APS response to (b) as follows: 

The transaction could never have occurred absent the agreement by APS to pay 
a sufficient amount to compensate SCE for its exit of the facility prior to mid-2016. 
SCE would not have agreed to a selling price that placed it in a worse economic 
position than not selling, and even if SCE would have agreed to a contract that 
was financially irresponsible, the sale would never have received the necessary 
CPUC approval. 

And neither APS nor any other rational utility would agree to pay nearly $300 
million for a plant and then write off five sixths of that investment less than a year 
later. The significant operational benefits from additional ownership of Four 
Corners 4 and 5 justifying APS’ acquisition would all accrue to APS customers, 
leaving APS shareholders with nothing to show for management’s good faith 
efforts to benefit customers but a staggering write off. 
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a. 

A. 

Q. 

A. 

Based on the response by APS to part (b) of this request, does it appear that APS 

was certain in its answer that they, APS, would get approval to include an 

acquisition adjustment, otherwise, the purchase would not have occurred? 

Yes. By their response above I believe it‘s safe to make that assumption. However, as 

stated in the Conclusions of Law, Page 43, of Decision No. 73130, “IT IS FURTHER 

ORDERED that Arizona Public Service Company is authorized to defer for possible later 

recovery through rates, all non-fuel costs (as defined herein) of owning, operating, and 

maintaining the acquired Southern California Edison interest in Four Corners Units 4 

and 5 and associated facilities. Nothing in this Decision shall be construed in any way 

to limit the Commission’s authority to review the entirety of the acquisition and to make 

any disallowances thereof due to imprudence, errors or inappropriate application of the 

requirements of this Decision. 

Has anything come to your attention that would make you question APS’s belief 

that the acquisition adjustment that they are requesting could be disallowed by 

the Commission? 

Yes. When reviewing Pinnacle West Capital Corporation Notes to Consolidated 

Financial Statement, for the period ending December 31, 2013, page 100, discussing 

the Four Corners transaction we noted the following, “While we expect the ACC to 

approve the recovery of the acquisition adjustment, should recovery be disallowed, it will 

be reclassified from plant-in-service to goodwill subject to impairment testing.” 
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In addition, in Mr. Guldner’s direct testimony in the original filing for the approval to 

move forward with the purchase of Units 4 and 5, he states 

“And I guess it’s my opinion that you clearly can argue about 
how you measure the return component. And for example, in 
the Palo Verde Unit 3 order, the return component that was 
authorized in that case was a debt-only return. And I think 
that’s actually what the Company ask for was rather than have 
the three components of debt, equity and the tax gross-upl in 
that case the debt expense was deferred as the return 
component. And so I think it’s fair to argue how you calculate 
that return component.” 

3. 

4. 

3. 

4. 

What is APS requesting as an acquisition adjustment in this application? 

After making all the accounting entries related to the purchase of SCE’s interest in the 

Four Corners generating facilities Units 4 and 5 the Company is requesting an 

adjustment of $243.9 million. 

Does RUCO believe that there are specific risks, either operational or financial, 

associated with the purchase of Units 4 and 5? 

Certainly there are risks involved in any business transaction of this magnitude but more 

specifically the relevant environmental risks associated with the Company’s investment 

in coal operated facilities. These risks are generally well known and were discussed at 

length between the time the Company filed its application for the approval of the 

transaction and the final Decision authorizing the Company to move forward. While the 

purchase transaction as presented in the original application filed with, and agreed to, 

by the Commission in Decision No. 73130 was authorized to move forward the inherent 

risks remain the same or have compounded since the Company filed its original 

application for authorization to move forward. 
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Can you discuss several of the risks that you are referring to in you previous 

answer? 

Yes. As the Company stated in their response to RUCO Data Responses to Nos. 2.6 

and 2.7, when asked. “Has APS identified and attempted to quantify potential risks from 

further EPA rulings that may impact the economics of Four Corners? 

Yes. As explained in their response RUCO DR 2.6, “The potential risks from 
further EPA rulings were identified in APS’s 2014 Integrated Resource Plan 
(“IRP”) - Chapter 3 & Section E. As further identified in their response to DR. 2.7 
the Company responded as follows: 

Uncertainty pertaining to reqional haze requlations (BART) - APS has assumed 
and included the installation costs of SCR controls in the analysis. 

Uncertainty pertaining to National Ambient Air Qualitv Standard (NAAQS) - 
Because the proposed ozone NAAQS were withdrawn by EPA and the agency 
has yet to establish new NAAQS for ozone, it is difficult to estimate the impact, if 
any, of new standards on the Four Corners evaluation. 

Uncertainties pertaining to RCRA requlations - Proposed regulations include two 
different scenarios - Subtitle C (hazardous) and Subtitle D (non-hazardous). For 
the Four Corners evaluation and all other studies, APS has assumed EPA will 
choose to regulate CCR under Subtitle D and has included cost estimates in the 
analyses. The Subtitle C option was not evaluated because APS does not believe 
CCRs to be hazardous waste, but APS estimates the CCR costs would be 20% 
higher than Subtitle C. 

Uncertainty pertaininq to Greenhouse qas (GHG) - New source performance 
standards (NSPS) regulations - APS has included in its analysis the potential for 
carbon pricing in the form of three carbon price forecasts, see response to Staff 
35.31 and 35.35 

Uncertaintv pertaining to Effluent limitation quidelines (ELG) - Any revisions to 
the ELG would impact the discharge limits at Four Corners which may be faced 
with increased capital and O&M expenses to achieve and maintain compliance. 
This risk was not evaluated because the EPA is not expected to have a final rule 
until late 2015 and it is uncertain what, if any, impact will come from such 
regulation. 
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2. 

4. 

3. 

4. 

Q. 

A. 

Do you believe that the Company shareholders should share in the risks 

associated with the purchase of Units 4 and 5? 

Yes. Other than the general business risks that are associated with any merger or 

acquisition] there are additional risks as identified above. The ratepayer should not 

have to bear the burden of assuming all risks in this transaction. By the Commission’s 

authorizing for recovery in rates only the documented debt cost of acquiring SCE’s 

interest in Units 4 and 5, the Commission recognizes that there is an inherent risk that 

should be shared between the ratepayer and Company shareholders. 

Is RUCO recommending that APS recover its acquisition costs? 

Yes. RUCO did not take exception to an acquisition adjustment in APS original filing 

requesting Commission authorization to move forward with the purchase of Units 4 and 

5 and has not changed its position in this filing. Decision No. 73130, shares the risk of 

this transaction between the Company and ratepayers, so RUCO continues to support 

the acquisition adjustment as was authorized in that decision. 

Does RUCO believe that the Commission will be establishing a policy on 

acquisition premiums based on its Decision No. 73130? 

RUCO’s position is that the Commission should approve the acquisition adjustment 

because the transaction is in the public interest and without it there may not have be a 

transaction. RUCO believes that in most cases an acquisition adjustment is unwarranted 

and such a policy favoring a premium on its face value would provide little motivation for 

a Company not to overpay. That is not an issue in this case. 
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RUCO’S RECOMMENDATIONS 

Q. 

A. 

Can you please summarize what RUCO is recommending in this application? 

RUCO is proposing a reduction in revenue requirements as requested by APS from 

$65.43 million to $49.20 million. The reduction of $16.23 million is due to APS’s 

requesting a rate of return on rate base adjustments of 8.33 percent while RUCO is 

proposing that the return on the adjusted rate base of 4.725 percent. 

APS Requested Revenue Increase $ 65,436 

RUCO’s Recommended Revenue Increase $49,198 

$ 16.238 RUCO’s Recommended Reduction in Revenues 

(See Attachment 2) 

RATE DESIGN 

Q. 

A. 

Q. 

A. 

Has RUCO update the rate design schedules, as were filed by the Company, 

based on its recommended increase in revenues? 

Yes. See Attachment 3. Rates have been established using the same methodology as 

requested by APS. The percentage increase is being applied as an equal percentage to 

the base rate portion of customers’ bills as was agreed to in the Settlement Agreement. 

The average monthly bill for APS residential customers will increase by approximately 

$2.1 7,  representing a 1.5 percent increase in their monthly billing. (See Attachment 3) 

Mr. Mease, does this conclude your testimony? 

Yes. 
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ATTACHMENT 1 

ROBERT B. MEASE, CPA 
Education and Professional Qualifications 

EDUCATION 

Bachelors Degree Business Administration I Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and seminars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC, and Alaska Expedition Company. 

Financial Manager / CFO 
All Saints Camp & Conference Center 

Energy West, Inc. 
Vice President, Control le r 

0 

0 

0 

Led team that succeeded in obtaining a $1.5 million annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional accountants 
Developed financial models used to negotiate an $18 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

0 

Junkermier, Clark, Campanella, Stevens 
Consulting Staff 

0 

0 

Performed Profit Enhancement engagements 

Established a consulting practice that generated approximately $1 60k the first 
year of existence 
Prepared business plan and projections for inclusion in clients financing 
documents 
Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President / Controller, 
with American Agri-Technology Corporation as Vice President / CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PRO FESSlO N AL AF FI LI ATlON S 
Member - Institute of Management Accountants 
Member - American Institute of CPA's 
Member - Society of Utility and Regulatory Financial Analysts 
Past Member -WV Society of CPA's and Montana Society of CPA's 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utility Company Docket No. 

Arizona Water Company 
(Eastern Group) 

W-01445A-11-0310 

Pima Utility Company W-02199A-I 1-0329 et al. 

Tucson Electric Power Company E-01933A-12-0291 

Arizona Water Company 
(Northern Group) 

W-01445A-12-0348 

UNS Electric E-04204A-12-0504 

Global Water W-01212A-12-0309 et al. 

LPSCO SW-O1428A-13-0042 et al. 

Johnson Utilities WS-02987A-13-0477 
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Arizona Public Service Corporation 
Docket No. E-01 345A-11-0224 
Test Year Ended December 31.201 

Four Corners Rate Rider 
Estimated Bill Impacts 

Schedule RBM-3 

Requested Requested Reauested 
Current JuI-14 Current JUl-I 4 Current Jul-14 
Annual Annual 

Average Average Summer Summer Winter Winter 
Monthly Monthly Monthly Monthly Monthlv Monthlv 

Residential (Average -All Rates) Bills Bills Bill Bill Bill Bill 
Average kWh per Month 1,100 1,100 1,337 1.337 863 863 
Base Rates 
Four Comers Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 

TOTAL 

Bill Impact 

$ 123.90 $ 123.90 

$ 1.41 $ 1.41 
$ 0.31 $ 0.31 
$ 7.12 $ 7.12 
$ 4.11 $ 4.11 
$ 2.99 $ 2.99 
$ 0.28 $ 0.29 
$ 140.12 $ 142.30 

$ 2.18 
1.55% 

$ - $ 2.17 
$ 161.07 
$ 
$ 1.71 
$ 0.37 
$ 8.65 
$ 4.11 
$ 3.63 
$ 0.36 
$ 179.90 

$ 161.07 
$ 2.82 
$ 1.71 
$ 0.37 
$ 8.65 
$ 4.11 
$ 3.63 
$ 0.37 
$ 182.73 

$ 2.83 
1.57% 

~ . .  

$ 86.72 $ 86.72 
$ - $ 1.52 
$ 1.10 $ 1.10 
$ 0.24 $ 0.24 
$ 5.58 $ 5.58 
$ 4.11 $ 4.11 
$ 2.34 $ 2.34 
$ 0.20 $ 0.20 
$ 100.29 $ 101.81 

$ 1.52 
1.51 % 

Requested 

Annual Annual 
Average Average 
Monthly Monthly 

Current Jul-14 
Requested 

Current JuI-14 

Summer Summer 
Monthly Monthly 

Bill Bill 
780 780 

$ 108.04 $ 108.04 
$ - $ 1.89 
$ 1.00 $ 1.00 
$ 0.22 $ 0.22 
$ 5.05 $ 5.05 
$ 4.11 $ 4.11 
$ 2.12 $ 2.12 

Requested 
Current JuI-14 

Winter Winter 
Monthly Monthlv 

Residential (Average - All Rates) 
Average kWh per Month 
Base Rates 
Four Comers Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 

TOTAL 

Bills Bills 
691 691 

$ 86.40 $ 86.40 
$ - $ 1.51 
$ 0.89 $ 0.89 
$ 0.20 $ 0.20 
$ 4.48 $ 4.48 
$ 4.11 $ 4.11 
$ 1.88 $ 1.88 

Bill Bill 
602 602 

$ 64.76 $ 64.76 

$ 0.77 $ 0.77 
$ 0.17 $ 0.17 
$ 3.90 $ 3.90 
$ 4.11 $ 4.11 
$ 1.64 $ 1.64 
$ 0.15 $ 0.15 
5 75.50 $ 76.63 

$ - $ 1.13 

$ 0.20 $ 0.20 
$ 98.16 $ 99.67 

$ 0.24 $ 0.25 
$ 120.78 $ 122.68 

Bill impact $ 1.51 
1.54% 

$ 1.90 
1.57% 

$ 1.13 
1.50% 

Requested Requested Requested 
Current Jul-14 Current JuI-14 Current Jul-14 
Annual Annual 

Average 
Monthly 

Bills 
1,430 

$ 202.30 
$ 
$ 1.83 
$ 0.40 
$ 3.58 
$ 14.68 
$ 3.89 

Average 
Monthly 

Bills 
1,430 

$ 202.30 
$ 3.54 
$ 1.83 
$ 0.40 
$ 3.58 
$ 14.68 
$ 3.89 

Summer Summer 
Monthly Monthly 

Winter Winter 
Monthly Monthly 

Residential (Rates E-12,0-20kW) 
Average kWh per Month 
Base Rates 
Four Corners Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 

TOTAL 

Bill Bill 
1,575 1.575 

Bill Bill 
1,285 1,285 

$ 232.85 $ 232.85 
$ - $ 4.08 
$ 2.01 $ 2.01 
$ 0.44 $ 0.44 
$ 3.94 $ 3.94 
$ 16.17 $ 16.17 
$ 4.28 $ 4.28 

$ 171.75 $ 171.75 

$ 1.64 $ 1.64 
$ 0.36 $ 0.36 
$ 3.22 $ 3.22 
$ 13.19 $ 13.19 
$ 3.49 $ 3.49 
$ 0.39 $ 0.39 
$ 194.04 $ 197.05 

$ - $ 3.01 

$ 0.45 $ 0.46 
$ 227.13 $ 230.68 

$ 0.52 $ 0.53 
$ 260.21 $ 264.30 

Bill Impact $ 3.55 
1.56% 

$ 4.09 
1.57% 

$ 3.01 

Page 1 
1.55% 



Arizona Public Service Corporation 
Docket No. E-01 345A-11-0224 
Test Year Ended December 31,201 0 

Four Corners Rate Rider 
Estimated Bill Impacts 

Schedule RBM-3 

Requested Requested Reauested 
Current Jul-14 Current Jul-I 4 Current Jul-14 
Annual Annual 

Average Average Summer Summer Winter Winter 
Monthly Monthly Monthlv Monthlv Monthlv Monthlv 

Commercial (Rate E-32, >20 kW) Bills Bills Bill Bill Bill Bill 
Average kWh per Month 62.238 62.238 68,381 68.381 56.094 56.094 
Base Rates 
Four Comers Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 

TOTAL 

7,044.20 
123.29 
87.32 
19.15 

177.69 
152.49 
202.94 

15.68 
7,822.76 

$ 4,910.31 
$ 
$ 71.63 
$ 15.71 
$ 154.18 
$ 152.49 
$ 176.09 
$ 10.96 
$ 5,491.37 

$ 4,910.31 
$ 85.94 
$ 71.63 
$ 15.71 
$ 154.18 
$ 152.49 
$ 176.09 
$ 11.18 
$ 5.577.53 

$ 5,977.26 
$ 
$ 79.48 
$ 17.43 
$ 165.94 
$ 152.49 
$ 189.52 
$ 13.16 
$ 6,595.28 

5,977.26 
104.62 
79.48 
17.43 

165.94 
152.49 
189.52 
13.43 

6.700.17 

$ 7,044.20 
$ 
$ 87.32 
$ 19.15 
$ 177.69 
$ 152.49 
$ 202.94 
$ 15.37 
$ 7,699.16 

Bill Impact $ 104.89 
1.59% 

$ 123.60 
1.61 % 

$ 86.16 
1.57% 

Requested 

Annual Annual 
Average Average 
Monthlv Monthlv 

Current Jul-14 
Requested 

Current JUl-14 

Summer Summer 
Monthly Monthly 

Requested 
Current JUl-14 

Winter Winter 
Monthly Monthly 

Commercial (Rate E-32 M) 
Average kWh per Month 
Base Rates 
Four Corners Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 

TOTAL 

Bills Bills 
62,238 62,238 

$ 6,431.49 $ 6,431.49 

$ 79.48 $ 79.48 
$ 17.43 $ 17.43 
$ 165.94 $ 165.94 
$ 152.49 $ 152.49 
$ 189.52 $ 189.52 

$ - $ 112.57 

Bill 
68.381 

Bill 
68,381 

7.407.75 
129.66 
87.32 
19.15 

177.69 
152.49 
202.94 

Bill Bill 
56,094 56,094 

$ 7,407.75 
$ 
$ 87.32 
$ 19.15 
$ 177.69 
$ 152.49 
$ 202.94 

$ 5,455.22 $ 5.455.22 

$ 71.63 $ 71.63 
$ 15.71 $ 15.71 
$ 154.18 $ 154.18 
$ 152.49 $ 152.49 
$ 176.09 $ 176.09 

$ - $ 95.48 

$ 14.07 $ 14.36 
$ 7,050.42 $ 7,163.28 

$ 16.09 
$ 8,063.43 

16.42 
8,193.42 

$ 12.05 $ 12.29 
$ 6,037.37 $ 6.133.09 

Bill Impact $ 112.86 
1.60% 

$ 129.99 
1.61 % 

$ 95.72 
1.59% 

Requested Requested Requested 
Current Jul-14 Current JuI-14 Current Jul-14 
Annual Annual 

Winter Winter 
Monthly Monthly 

Average 
Monthly 

Bills 
290.507 

Average 
Monthly 

Bills 
290.507 

Summer 
Monthly 

Bill 
314.925 

Summer 
Monthly 

Bill 
314,925 

$ 29,456.69 
$ 515.57 
$ 402.16 
$ 88.18 
$ 674.34 
$ 152.49 
$ 770.16 

$ 32,059.59 

$ 515.57 
1.63% 

Residential (Rates E-12.0-20kW) 
Average kWh per Month 
Base Rates 
Four Corners Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 

TOTAL 

Bill Bill 
266.089 266,089 

$ 29,456.69 
$ 
$ 402.16 
$ 88.18 
$ 674.34 
$ 152.49 
$ 770.16 

$ 31,544.02 

$ 24,709.54 
$ 
$ 370.96 
$ 81.34 
$ 607.71 
$ 152.49 
$ 694.07 

$ 26,616.11 

$ 24,709.54 
$ 432.48 
$ 370.96 
$ 81.34 
$ 607.71 
$ 152.49 
$ 694.07 

$ 27,048.59 

$ 432.48 
1.62% 

$ 19,962.38 $ 19,962.38 
$ - $ 349.39 
$ 339.80 $ 339.80 
$ 74.50 $ 74.50 
$ 541.08 $ 541.08 
$ 152.49 $ 152.49 
$ 617.97 $ 617.97 

$ 21,688.22 $ 22.037.61 

$ 349.39 
1.61% 
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Docket No. E-01345A-11-0224 
Test Year Ended December 31,2010 

Four Corners Rate Rider 
Estimated Bill Impacts 

Schedule RBM-3 

Requested Requested Requested 

Annual Annual 
Average Average Summer Summer Winter Winter 
Monthly Monthly Monthly Monthly Monthly Monthly 

Current Jul-14 Current Jul-14 Current Jul-14 

Industrial (Rate E34 I E35) Bills Bills Bill Bill Bill Bill 
3,729,201 3,729,201 3,433,622 3,433,622 Average kWh per Month 3.581,412 3,581,412 

Base Rates 
Four Comers Adjustment 
PSA - Forward Component 
PSA - Historical Component 
TCA 
RES 
DSMAC 
LFCR 

TOTAL 

Bill Impact 

$ 249.125.86 $ 249,125.86 
$ - $ 4.360.36 
$ 4,573.47 $ 4,573.47 
$ 1,002.80 $ 1,002.80 
$ 8,618.22 $ 8,618.22 
$ 3,335.00 $ 3,335.00 
$ 6,395.98 $ 6,395.98 

$ 273.051.33 $ 277,411.69 

$ 4,360.36 
1.60% 

$ 259,882.57 $ 259.882.57 
$ - $ 4.548.63 
$ 4,762.19 $ 4,762.19 
$ 1,044.18 $ 1,044.18 
$ 9,090.63 $ 9,090.63 
$ 3,335.00 $ 3,335.00 
$ 6,746.57 $ 6,746.57 

$ 284,861.14 $ 289,409.77 

$ 4.548.63 
1.60% 

$ 238,369.15 $ 238,369.15 
$ - $ 4,172.09 
$ 4,384.74 $ 4.384.74 
$ 961.41 $ 961.41 
$ 8,145.81 $ 8,145.81 
$ 3,335.00 $ 3,335.00 
$ 6,045.38 $ 6,045.38 

$ 261,241.49 $ 265.413.58 

$ 4,172.09 
1.60% 
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INTRODUCTION 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Please state y o u  name, occupation, and business address. 

My name is James Letzelter. I am an Executive Consultant with The Liberty Consulting 

Group (“Liberty”). My business address is: The Liberty Consulting Group, 279 North Zinns 

MiIl Road, Suite H, Lebanon, P-4 17042-9576. 

What is the purpose of your testimony? 

I led Libexty’s review of the analytics behind the Arizona PubIic Senice Company acquisition of 

Four Comers Units 4 and 5 from !!buthem California Edison. Our goal was to: 

0 

0 

0 

0 Assess acquisition timing 

0 

e 

Eraluate the validity of the analytical approach, data and models 

Update or confirm the APS valuation 

Assess the need for capacity 

Evaluate risks of the transacdon 

Identifj ancillarg. benefits of &e transaction. 

Did you prepare a report containing your analysis of the Four Comers Transaction? 

Yes. I directly perfomed the work reflected in the KepOIt, and T prepared the report 

addressing the findings and conclusions of that examination, which is included as Exhibit 

JCL-1. The purpose of my testimony is to present, and respond to questions regarding 

Exhibit JCL-1. 
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Q. 

A. 

Q. 

A. 

Mr. Letzelter, briefly summarize your educational background and professional 

qualifications as they relate to the subject of your testimony. 

I have been engaged as a consultant and manager in the electric utiIity industry since 1990. 

Before joining Iiberty in 2011, I served with companies now part of Navigant Consulting 

(Research Management International and Metzler Associates) and PA Consulting (Theodore 

Barry & Assodates and Hagler Bailly), Entergy Corporation, PIatts Research and Consulting, 

and GenMeaix. I have assisted energy industry clients throughout the United States and 

Europe, and have worked on behalf of many utility regulatory authorities. 

My background includes power market assessment, risk analysis and generating asset 

valuation. Over the course of my career, I have performed asset valuations on over ten 

billion dollars’ worth of electtic power generating facilities. Clients have used that work for 

negotiation, project development, mergers, acquisitions, due diligence, regulatory proceedings, 

and litigation. 

I have a B.S.E.E. degree from Clarkson University and an M.B.A. degree from the State 

Universiq of New York at Albany (SUN’). I have earned the designation of Certified Rate 

of Return Analyst 

Have you prepared a more detailed summary of your background? 

Yes. Exhibit JCL-2 provides it. 

CONCLUSIONS 

Q. Please briefly summarize your findings and conclusions with respect to the Four 

Corners Transaction. 

Based upon my analysis, Liberty formed the folloukg conclusions: A. 
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Q. 

A. 

1. 

3 
i. 

3. 

4. 

5 .  

6 .  

7. 

8. 

The additional 179 IW of capacity are used and uscfuL 

APS considered an appropriate range of resource options. 

APS’s economic analysis of the acquisition was sound 

The economics of the transaction favor APS customers. 

The titning of the transaction was prudent 

The risks of the acquisition are offset by the expected favorable economics. 

Several annllary benefits add to the positive impact that the transaction will have for 

customers. 

Overall, the Four Comers transaction was prudent 

In summary, Lib- finds the acquisition of Four Comers to be reasonable and prudent, and 

calculated to provide benefits to AI’S customers. 

Does that conclude your direct testimony? 

Yes, it does. 
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This report summarizes the process and resulrs of Liberty’s rcview of the Arizona Public Scnlce Cornpan? 
(“AI’S” or “Company”) Four Corners Units 3 and 5 acquisition. 

On l k e m b e r  30, 3013, LIPS finahzed a transaction mth Southern California E&son (“SCE”) to acquire 
SCE’s share of Four Comers Umts 4 and 5. as authonzed by Deusion No. 73130. Decision N o  73130 also 
set a goal for APS to retux Umts 1-3 by December 31, 2013, if it acquired SCE’s shares of Four Comers 4 
and 5. Kith this transaction, APS therefore retired 560 hnY’ of the older, less cfficieiit Units 1-3, and 
acqwed 7.10 MK’ of die more efficient Umts 4 and 5. These changes produce a net increase ~tl 41PS capacity 
of appromately 179 hlW. Table 1 &splays tlic basic parameters of the umts uivols7ed in this ti-ansacuon and 
l‘nits 3-3, incluchg the before and after share’, unit type (technolog). heat rate, and capacq factor.2 

Table 1: Four Corners Basic Parameters (APS portions, before and after acquisition) 

Heat Rate 
11,222 
11,139 
10,765 

Capacity 
Factor 

71 .O% 
72.0% 
74.0% 
75.0% 
76.0% 

Tlic Company based its decision to purchase SCE‘s share of Cnits 1 and 5 on its mew of its needs for long- 
term bascload supply. the economic value of thc acqmsitioii. and its comparison with other alternaures. 
AI’S’s analyscs determined that the Net Present Value (‘‘NPV’~ of the acquisinon was a $425.6 million 
benefit, uhcn compared with (he next best altemattvvc (new gas-firrd generators). Benefit is defined as the 
difference 111 S P Y  of the total sysrem cost under the acquisition opuon (as compared to the gas build or buy 
option). 

Liberty’s assessment of the acquisiuon focused on: the validity of A%PS’s anaI!Ttlcal approach. data and modcls 
gatliered and used. updaung or confirming die -IPS valuation, assessing the need for more capacity, 
acquisition drmng, risks, and anci l lq  benefits. Libertr inteniewed key people a t  APS in person, engaged in a 
number of tclephone conferences to secure inionnation, and reviewed models and data provided by APS m 
response to vlatten data requests. 

I 

’ Due to rounding, some capability totals (MUT) do not sum to the total of their rounded components. 
* Heat rates and capacity factor are from SNL Financial LC from 2011. and arc provided as an indication of unit 
efficiency and historical performance relative to that efficiency. SNL Financial is an established energy industry 
information service serving more than 5,000 companies and 100.000 users. Liheny Consulting Group is a licensed 
subscriber of SNL Financial. 

June 19. 201 4 d‘b 
The Liberg, Consulting Group 
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Liberty performed a renew of the models. processes. and data that drove ,IPS’S derision to acquire Four 
Corners L h t s  4 and 5. We also exarmncsd uncertainties and nsks associated wth,Lhe asset and the regional 
poa-er market L b e q  fotmed die folloxsing conchsions. 

1. 
3. 
3. 
1. 
5. 
6. 
7. 
8. 

l h e  adclrtwnal 179 MU’ of capacity are used and useful. 
-IPS considered an appropnate range of resource options. 
,IPS’S economic analysis of the acquisition was sound. 
The economics of the transacoon favor LIPS customers. 
‘The ming  of the transaction was prudent. 
The risks of the acqulsiuon are offset by the expected favorable economics. 
Several ancillary benefits add to the posltive impact that the transactmn will mahe for customers. 
Overall. the Four Corners transaction was prudent. 

In  s u m m q ,  Liberty h d s  the acquisition of  Four Comers to be rcasonable and prudent, and calculated to 
promde benefit to A P S  customers. 

On October 19, 2010, the Environmental Protection Agency (“EPA”) proposrd a Federal Implementation 
Plan that would require Four Cornexs to achieve emssions reductions requucd undcr the Clean hir Act’s 
“Hest Available Retrofit Technolog” (-%ART”) provision. A4PS projected that briiipig all five units at Four 
Corners into compliance could excerd $660 million in capital costs by 3016. The Company proposed an 
alternate plan m Yovember 2010. It consisted of closure of  Cmts 1. 2, and 3, \vluch AI’S owned in their 
entircn-. and ~ W - C ~ ~ S C  of t h ~  SCE 4.5 percent interest< in Units 1 and 5. .IPS x70uld also coinnut to the 
mstafiauon of selecuve caral!qc reduction (“SCK”) cqrupment on t-nits 1 and 5 by July 31, 2018. 

Rased on tlie opportumq to purchase SCE’s share of Umts 4 and 5 and the EPA requirement<, APS 
idenufied four optlons for thc future of Four Corners: 

0 

0 

0 

e 

Conmiued operatlon of Uruts 1,3, and 3 \mth l k t s  4 and 5 shut down 111 3016. 
Replacement of the -IPS mLerest m Four Corners w t h  combined-cycle gas generation. 
Retlremeiit of Units 1,3, and -3 earl) and acquisition of SCE‘s interest ui t -ni ts  4 and 5. 
Contmued Operation of Units 1-3 wdi SCE’s interest in [:nits 4 and 5 acquired by another pam; 

XPS found that, considcnng the COSTS of i n s t ahg  tlie equipment required to meet BAlW, the tliird 
altcrnan~-e xvodd produce revenue requrremen ts (on a net present xTalue basis) of about $500 d o n  less than 
those of coinbined q-cle fixtallation and $1 bdhon less than those of contlnucd operation of t-nits 1, 2, and 3. 
-4 consultant for APS found an esen greater adxvaiitage ~ I I  AI’S’s preferred alternative. XI’S also cited die 
major conmbuuon that Four Comers inakcs to the econoiny of tlie Kax-ajo Nation, due to tlie units’ location 
and operatloti. 

.June 19. 2014 a’!& 
The Liherh? Consulting Group 
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’I’hc othcr coinpanies holding an interest in Units 4 and 5 all declined to exercise thcL rights of first refusal 
uilth respect to the SCG mterest, so 14YS did not consider the fourth option a viable alternative. 

The scope of Libem’s examination of the Four Corners Closurc/Acquisidon includcd the following principal 
cleinents: 

1 .  
2. 

Determining the basis for “pursuing” the closure/acquis~ion plan 
Updatmg if and as required the c.c-aluation of the closure/acquisltlon plan to rerify its 
prudence 
Determining whether and when the net increase in capac~q produced by the pian wdl be 
“used and useful.” 

3. 

APS made clear in its application to acquire SCE’s ou-ncrsliip interest in Ibur  Corners that economics. rather 
tlian an immediate need for ponx7er, principally drove its plan. ’ f i e  net impact after retiring Units 1, 2. and 3 
and adding 740 WiX of Units 4 and 5 would be to add 179 hRV of capacity to the Company’s suuppl? 
portioho. hPS calculated that its 2014 capacity resen-e of 32.2 percent would cssennally double the 15 
percent reserve margin required to meet reliabilsty requlrements. 

Taken at face d u e .  tlis level of reserves may appear hard to j u s ~ b .  APSs patjcuhr circumstances, however, 
need to be considered in addressmg that concern. libem. used the 111’s 2014 Integatcd Resource Plan 
(‘‘IN’’’) as a reference for supply and demand’ to create three Reservc h$argm Scenarios to mvestigate :IPS’S 
need for resources (both currcnt and future). %’e used the underlying data from Table 1 of the APS 201 4 IRP 
(page 8), and adjusted it to cakdate the reserve m a q n s  under these scenanos. 

Use of a 15 percent reserve margin drove this assessment. AI’S has established thls plannmg threshold to 
meet its loss of load probability criterion. \Ye found tlii.; maq$ tyical for the V.S. electric power industry, 
and is the default level used br  the N o d i  American Electnc Rehabilit? Corporatton (“‘NERC”) for primarily 
thermal systemsq. T h a t  margp equals die pcrcmt of totd capacity (less non-disparcliable renewables) dmded 
by the ped; demand (less customer owned resources). Also worth noung is the Commission’s 3012 IliP 
Dccision rcqwing AI’S to perform additional studes to mitigate surplus capacity when total reseme m a r p  
exceeds 20 percent for more than two years. 

1. LoadGmwth 

’I’he rate at u-lich -%PS’s peak load grows .ui.ill affect the resen-e margins produced by the Four Corner’s 
transactloti. Over the next f3.e years, AI‘S forecasts peak demaiid grouth of 3.35 percent per year. 311s 
prolection v a s  dcvcloped by APS, and used in its IRP. As part of its analysis, LibcrF renewed the load 
forecast and  kc^ inputs. Thc i”iS load forecasting team provided detailed explanauons and data to support 
the I ~ b e q  renew. 

’ The 2014 IRP uses established values for future supply. and projected customer demand 
‘ NERC website: http::/u.~~nerc.com;palRAPAiriiPaoes ’PlanninBReser~eMar~m.aspx 

June 15, -301 I Page I 
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At this growth rate, hWs generation needs to increase by 365 hfV? per J’ear in order to mantain its reserve 
margn. ‘I’lieoe mcreBheb exclude the effects of anp e n e r a  efficiency and distributed energy imuattves. APS 
projects that energy efficiency and distributed energy efforts will offset 986 hlW of this increase, leaving a 
projected 3014 through 2019 mcrease of 1,419 hN’. ,IPS espects to address a substantial portion of this 
balance u<th new natural gas resources. .4 lower than cspccted load forecast u7odd be expected to produce 
reduced or deferred conzrmtmenls for neu7 combined q c l c  gas turbines (“CCGT”). 

2. Reserve Margin Scenarios 
In r e m x ~ n g  the nccd for gencratmg capaclg resources, Liberty review-cd APS’s supply and demand situatmn, 
and estttnatcd reserve marbms for the followmg three scenanos. It is u7orth notling drat tlie system load was 
the same for cach of thcsc scenarios. Thc only difference between scenarios 1s related to ilPS generating 
capacity. 

a. Reserve Margin Scenario 1 Acquire Four Comers Units 4 and 5 an3 retire 
Corners Units 1-3 

Four 

This scenario represents the current outlook for APS futurc load and rcsource needs, because it includes thc 
closure of Units 1, 2 and 3 and the acquisiuon of Lhe Umts  3 and 5 share from SCE. It  reflects the resource 
plan from the APS 3014 IRJ?. It is mportant to assess the annual reserve mar$n of this scenario, as it 
highlights thc Company’s currcnt and furure position based on the airrent plan. ’lhe other scenarios \sill be 
compared to tlvs scenmo. 

+4s of the December 31, 2013. acquisittoii and closure date, APS increased its share of Units 4 and 5 b y  17-10 
hNi’ (from 331 MTX‘ to 970 hIW’). At tlic same m e ,  closed its 560 hlW of L‘mts 1, 2 and 3. ‘ ~ e  net 
impact of the transactions was to ncrease the size of APS’s gcncratkg portfolio by 179 hPX. 

’The aiinual reserve margns for all scenarios arc displayed in Figure 1, with an overlay of the planning target 
reserve margin of 15 percent. It is very clear that in Scenario 1 (solid line) for the next three years (3(114-16), 
hPS has capacity well in excess of its needs. Over those tliree years, reserve margins are 34, 33, and 31 
percent, respecnvcly. O n  the surface, it would appear that  the addtion of 173 h5V was not justified on the 
basis of these nest three years. However, the subsequent !;ears should be considered. 

Over the subsequent seveii years, the penod of 2017-2033, the supply plan produccs near-opmnurn annual 
rcserw m a r p s  (noted by the close tracking of the Reserve Margm Scenario 1 line to tlie 15 percent target). 
Based on this outlook, Liberty fmds that the IKI’ case is appropnate. Vi’hile thc fxst t h e e  years represent 
excess capacity, it &mmtslies at a reawnable rate (from a capacitv planning and development perspectwe) 
through a fall m contracted resources and groudi 11.1 APS load. The acqutsition of Cnits 4 and 3 creates 
additional surplus capacity in die short term, but  is necessary to maintain systcm mtegrity (as dcfiied by 
rrscrvc m a r p )  in die long rem. 

b. Reserve Margin Scenario 2: Do not acquirc Four Corners Unit 4 and 5 and do 
not retire Four Corners tlnits 1-3 

, *  I Ius scenario represenrs thc ,IPS prt-acqumnon portfolio, to  shed hght on the resenre margin imphcatmns of 
 no^ acclumng the SCE share of Vxuts 4 and 5. To assess this scenario, 1,ibert-y started with Scenario 1 (APS 
301.1 IRIJj and adlusted it to rcmow the net impacts of tlic acquisition and closure of Uiiits 1,2 and 3. 

The capacity situation in tlus case reflects a reduction in coal resources of 179 hlW’ for the period of 3014- 
2( )18, This situation reflect!: the dfferentlal between the pre- and post-acquisition portfolios over that penod. 
,After 301 8. the numbers arc hrtlier reduced by another 331 MX’ to reflect the loss of J W S ‘ s  pre-csisung 231 

June I 9 ,  201 4 Page 3 
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h W  share of L n i t s  4 and 5 (undrr the assumption that n o  -4FS purchase o f  die SCE share causes the plant to 
be shut). 

The annual reserve margins under this scrnatlo are displaved by the No Acquisltion/Kecp 1-3 line in Figure 
1. -4s in Reserve hlar,m Scenario 1. the first ycxs (201415) dap1a)- rather high resenre margins of  31 percent, 
followed 13) a year m the target zone (at 19.@). In this scenano die rcscrve margn picture falls more quickly in 
h i e  with target Icvels. 

€lowevex. tlie sltuatmn changes si,yuficantiy in the nest seven years. During that time, based on Uruts 4 and 5 
do51ng, the -4PS portfoho loses another 231 of coal capacity that represented its pre-exlstmg share. 
Losing thts 331 MK dnvcs tlie resei-ve margins mto the 10-13 percent range o w r  this penod, whch is 
insufficient for system secuntr;. In short, not acquintlp SCE's sliare of Units 4 and 5 would have had ncgauve 
mphcauons on the supply portfoho, from 3017 and beyond. Ltberty concludes that the acqusition was 
helpful ~tl mamtamng integrity of the long-term supply plan. 

c.  Reserve Margin Sccnario 3: Retire Four Comers 1-3 but do not acquire Four 
Corners Units 4 and 5 

TIxs scenano represents tlie closure of L h t s  1, 2 and 3 for economic reasons (due to emissions control 
capital requlreinentsj, ulth no acquisilton of  Units 1 and 5 or other resowccs. This  event would result i n  739 
kwrr  ?YFX through 3018, fol'louml b! the loss of an additional 331 hl'Y after that due to the closure of .\PS's 
231 hiK of its pre-exlsting share of Units 1 and 5 .  

Tlxs scenario &us produces severe reserve niargk mpacts (bottom h e  in Figure 1). After 7015. reserve 
marffns would plummet to dangerously low lcvds. LVhat this sccnario does, houwer, is highlight that 
addiuonal resources would be absolutely requlred to maintain the LIPS system. 

June 19, 2014 Puge 6 
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Figure 1: Resenre Margin Scenarios 
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APS based its economic analysis of the acquisiaon on the ATP\' of total sTstem production costs. For each of 
the altcmatives considered, > P S  calculated an NPV. The Company began math production model nins and 
simulations, made with the support of tools ccmmon in the industq (Promodand Strategis+. Oiitpurs froin 
these models then fed a senes of custom, MS Excel-based financial modcls. L ibcq  reviewed thc process, 
models and data used for the analyses, focusing on die key mputs and the Excel-based models. 

1. Options Considered 

APS considered o d y  two alternatives to be completely viable, in light of  the need for closure of Crlits 1, 2 
and 3: 

Acquire SCR's intcrcst in Units 4 and 3 
Build or buy ncw gas generation. 

?'he key to the opuons considered was the need for baseload generation. t'tllit~es serve tlwlr load u-ith a 
varier). of resources from various asset classes (commonly referred to as baseload. intermecfiatejq-chg, and 
peaking). Typically, at least 30-40 percent of a udlty's generation capacity is cctmpriacd of bascload rcsourccs. 
In order to maintam tlus level of  baseload capacity upon closure of pour Corners Gluts 1. 2 and 3, iicw 
baseload gcneratlon was requred.5 Baseload resources are rjrpicall): coal and iiuclear facilities, or newer? high 
ef f ic ia ic~~ Q c m  heat rate) gds-fkd combined cycle units. L%ccordingly, the :WS analysis focused on the NPY 

> ?IPS'S baseload under each Reserve h f a r p  Scenario sdeiiufied in fligure 1 is as follox-s: Acqmsttlon/Rcttre 
1-3 (13% nuclear and 31*h coal); No ,kquisition/Keep 3-3 (13% nuclear and 20'0 coal). and No 
,Icqmsitton/Retite 1-3 (1 io 0 nudear and 13°'lg coal) 
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differential between the w o  available baseload options: the Four Corners Units 4 and 5 acquisition and new 
gas combined cycle, aupcn icd  bp simple-cycle gas turbines for addinonal (non-baseload) capacity. 

E n e r g  efficiency measures and hstributed resources plq  a role in meeting resource requirements as well, as 
shown in thc reserve m a r p  tables iii Stchon -4: Acedj r  C;P.@~. These are already mcluded in the resource 
F h S .  

2. Model Inte,&ty 

Liberq reviewed the Gscel-based models, mcludmg the inputs from the Promod and Stratept  systcm inputs. 
Thc model was designed to calculate the annual cost of total system generation under the two options 
(acquwe Cnits 4 and 5 vexsus build or buy new p s  Lcilities) Tlic modcl calculates the annual capital (fixed 
carqing charges), ranable costs (fuel and variable O&hf), fixed O&M, CO? emissions, transmission costs, 
and other costs. ’fie horizon for the study was 25 years, covering the period from 2014 through 2038. Thc 
stream of annual system coszs for cach option was discounted to provide an NPV. 

Liberty rcrieved the analysis spreadsheets to verify that: a) die approach w a s  sound froin a resource cost 
calculation perspective, bj the calculations were based on appropriate flow of data, and c) the speafic 
formulas and algoritlmis used were correct. Tllis review found the financial anal?7sis approach to have been 
appropnate. ‘&e obsemed no gaps or errors in the models or in their application. 

3. Data Integrity 

Thc data used to drive the _APS analysis wcre cornpnsed of mmy components (e.g., capital, fuel, variable 
O&M, fixed O&M, msxlons, etc.). ’The producuon-related data were used in Promod to produce 
projections of output and costs for each opnon, to be added to the fixed cost components in tlie L%l’S 
spreadsheet model. The data used by AI’S in this analysis are the same as that used in tlie Company’s 201.1. 
IRP. Liberty therefore used this document to rex-iew the data. 

Of the many data elements, it was d e t c m e d  by APS (and confirmed by I’iberty) that the forecasts of natural 
gas costs and the cost of COZ emissions proved to be the critlcal rariablrs. These two kcy drivers are asscssed 
in greaier detail and are the basis for our valuation adjustments and probabasuc valuation of the acqutsition. 

The dehered cost of gas operates as a pnnclpal driving factor HI the gas build or bul scenar~o. C h  the one 
hand, lower gas prices give adwiitage to the gas build or buv. 0 1 1  the other hand, high gas pnces favor the 
coal-fEed Fout Corners I‘mts 4 and 5 acquisinon option. 

Liberty reviewed the APS gdds mput pnces -%PS used ki its analysis. ?he  base case produced the Company’s 
calculation of $435.6 million in nctpment e u b e  bmi2 .  Tlxs benefit is defined as the differcnce in net preseiir 
value of the total sjstein cost under the acqulsltion opnon (as compared to the g i s  bulld or bu! opuon). 

Lib~rtfs view of gas pnces was based on the Energy Inforrnauon z+ldministration (“ELI”) 201 4 z1iinu:d 
Energy Outlook (“~%EO”j report. ’I‘o develop this view, we used the EIA propxtlon for f l e n q  Hub, added to 
it the basis &fferenual to die San Juan IIub, and then added to that the locauon-specific tr;msportation adder 
for -4PS gas generanon. The Liberty view is compared to the ,ps data koin die AI’S analysis, for base. high 
and low cases, as shown ~tl Figure 2. It also rncludcs an expected, probabihtydjusted “@Risk“ value to be 
discussed later in this report. 
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Figure 2: Comparison of APS Gas Prices to EIA Gas Prices 

W e  found that tlie natural gas prices used by ,\PS are reasonable, and are actually conservatively lorn. For 
each case (base, low, and lugli), the EM-based prices are notably higher than the corresponding forecast that 
APS used in its analysis. Accordingly, it IS Liberty’s view tliat actual gas prices may be higher than .IPS 
expects, m a h g  the benefit of the Four Corners acquisition eTren higher, as addressed later in this report. 

5. COZ Emissions Cost Data 

.IPS accounted for the potenual changes in (XI2  replauon by imposing per-ton cost on its fossil fuel-fired 
umts. There exists a high level of uncertainty in the future cost of COz emiss~ons, as sliou-n by the very d e  
range of potential costs forecast by inclustq- experts. Carbon presents a pritnary risk factor for fossil-fuel fxed 
generating assets. parricdarly coal units. These facilities t!picalI?- produce on die orda of one ton of CO:! per 
hIF% (dependmg on unit heat rate). This level of output translates to a $/hl\Vh dispatch cost impact 
rquivalent to the $/ton CO: cost that IS realized. 

On June 3, 2014, the EPA proposed a draft rule requiring a 30 percrnt reduction in COi enissions 
(nation\mde) from elilsung power plants by 2013 (based on 2005 efntssioii levels) and a 25 percent reducuon 
by 2020.6 ’ I h s  long-anticipated announcement now defines proposed reducnon levels, u-htch w d  result rn 
rarxd precbcuons of the ultxnate cost. However, at thls point, there is no firm pncing anilable, meamg tliat 
there reniams great uiicertarnty about die lmpact of CO. replatton on coal plant riabditv. 

” Due to its location OR tribal land, the EPA proposal does not specifically apply to Four Corners. This does not 
exclude Four Comers i3om C02  reductions, but affects the implementation plan process. That there remains a need 
to address goals and requirements for some facility locations does not in our view suggest the use of different 
assumptions about the exposure faccd by Four Comers. 

June 19, 2014 Page 9 
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In light of this uncertainty, 1Abert)- reviewed a number of public sources to compare diem to the projections 
used by *IPS. Ultmmtel!. liberty coinpared the -4PS pnces ulth those used by the EIA in its A\EO. This EL4 
source is the same one we used m addressing the gas price projecuons Jlscussed in the previous sectmn. The 
XI’S and E1A prices arc compared m Figure 3. as wcll as thc probab&t).-ad]usred ‘-@Risk)’ d u e s  used later 
in &is reporl: 

Figure 3: Carbon Cost Predictions ($ per ton) 
m----pp---p - 

COP Price Projections ($ per ton] 
_.._. ............... ...... ................................ -. . ... ...... .......... .. 

* 
.... 2 . . . . .  . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Based on this cornpanson to the EL*l’s projectlons, hberty considers thc 415 numbers to bc insufficiently 
consen-atl> e @e.. too IOU- for analpis purposes). ’TTie result i b  to underestimate the negatke mpacts to the 
Four Comers acquisrtlon optmn. This, iii turn, leads to the conclusion that more consenatwe (higher) COX 
projections by ,IPS could marenally reduce the expectcd bcnefiL of the accpiitron. 

6. Valuation Adjustment ’ 

’177e iiPS assessment calculated PiPV for both the acqmsltton and gas budd or buy options. As mentioned 
abrtve, L ibee  found the AI’S results appropnate in desl<p and executton. Libem- bas, however, adjusted thls 
valuation to reflect chffenng news of the two primary dnvers (gas prices and CO? costs). Iher ty  found that: 

0 It is proper to usc <arpncer hglier than _IPS expects, resultmg in a 4jhn-  value for the acquisiuon 
benefits. 

0 It is proper to use COz prices higher than ,IPS expects, resulting m a imxr d u e  for the acquts~t~on 
benefits. 

To perform an adjustment for these two opposmg factors. hberq isolated both the cost and quantity of 
system-wide gas consumption and COS emsswns under each resource opuon, and calculated the annual cost 
differenual of each. We then discounted thr results back to calculate the NPT of bcncfits Finally, we applied 
the resulting adjustment to die APS valuauoii of $435.6 rmlhon. 

Jurie 19. 2014 s a % d . % L  Page 10 
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Ftg.~re 4 &splays the total srstem gas consuinpuon by APS for both resource opuons. ‘ lhe bottom area 
shows the gas burn as expected p e n  the acqmsmon. The  top area shows the iticrea~e III gas consumpttori by 
.WS had the gas bulld or buy opnon been chosen instead. Thls delta (top area) IS the quantity basis that 1s 
mulupled by the gas pnce adjustment to calculate the unpact of the gas pnce adjustment on the acquisltmii 
benefit. 

System-Wide Gas Burn  tu) 

Figure 5 &splays the total s)sterri COz muss tons  bj AI’S for both resource opuons. The bottom area shows 
the CO2 emissions under the. gdS build or buy scenario. l h c  top area shou-s the increase in CO. enlissions by 
APS uiider the acquisition s~enano. ‘111s delta (top sea) shou7s the quanuq- basis that is multtphed by the 
LO- pncc adjustment to calcdate the impact of  the CO- price adjustment on dic accpsiuon benefit. 

J U I ~ C  19. 2014 Page I1 
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Low Base High 
EIA Low APS Base EIA High 
EA Low EIA Base EIA High 

Figure 5: A P S  Gas Consumption --- - 
System-Wide CO, Emissions (tons) 

_-  - - . _  - 25,oi#1.0m - - - 

Given h e  hgh uncermnty rn gas prices and rcry uncertain hmre  of CO. costs. Liberty aipged in a 
stochastlc approach to perform the valuation adlustment. In doing so. Iibertj- was able to consider a range of 
inputs for gas paces and CO. costs, model each of those with a probabhty function, run a simulation, and 
capmre the probabilistic range of results. 

Key ro tlus exemse 1s die der-elopment of mput probability funcuons for the lie) dmcrs. B a d  on our 
espcricnce, J-iberc clmsc to use a triangle hncuon for each parameter, wlrich calls for the input of a lcnv, 
base, and lugh value for each data clcment. 1-iberty chose the following for its input functlons: 

' f i e  gas price scenarios referred to in the table, and the resulting expected value of the probabili? function, 
can be found in Figure 3. The CO- cost scenarios referred to m the table. and the resulting csprcted value of 
tlic probabhq function, can be found in Figure 3. 

Liberty used the @Risk model to run a shulauon ofaylrx,  iterations of the probabihty inputs defined 
above. The result was a range of possible outcomes for the KPV of the benefit o f  the acquisition option. The 
results are displayed L'l-aphically in Figure 6. 

too ,* 
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Figure 6: Probability Distribution of Acquisition Benefit 

Acquisition Benefit 
97 5 12 _ _  

5.0% 5.0% 
I 0.0035 1 

0 0 0 0 0 0 0 0 0 0 0  
0 0  0 0 0 0 0 0 0 0  

- r N r n d - V t u 3 b . O C t  T T  

Figure 6 shows the probabihty weighted (expected) outcome of the acquisition to be $315.5 million, m 
comparison to the $133.6 million expected by L41’S. The results arc lower, but still significantly favorable. The 
p n m q  &ver of the decrease is related to COZ. cost, die negattve Impacts of whch are somenhat offset by 
hghcr gas pnces than those expected by APS. 

21ie acqusition benefit ranges widely, from a negative (cost) of $147 d h o n  to a positive benefit (savings) o f  
S748 d o n .  ‘fiese figures represent the estreme (low probabili?) en& of the spectrum. The 90 percent 
confidence inten-al of the analpsis produces bcnefits that range from $97 d o n  to $512 nlillion. 

reduced the value by $7.5 million per month for a closing after October 2012. The purchase price represented 
an mbiraleiice point for SCE, at which replacemcnt pow-er could be purchased in licu of the productlon 
from Four Comers. Ultimately, a closing date of December 31,3013, produced a cash purchase pnce of $181 
million. 

AI’S pro\-ided several reasons for its acquisiuon date. wluch we clueshoned, gwen that delaying the acquisiuon 
would have resultcd in a lower acquisition pnce. 

1. Closing of Four Comers Units 1 through 3 (EPA), $1 Billion 

faced either commtung to install SCK for NO, cctnrrol on Vnits 1 through 3, or  shutting down the umts 
b!- January 2014. ‘ n e  econonuc analyses clearly indicated that SCR was not a viable opuon for these umts, 
u h c h  therefore >hould Le closed. Closure would cause AI’S a loss of 560 h W .  Purchasmg the SCE portlon 
of Four Corners mould add 730 additional MX from [:nits 4 and 5, rcsultmg in a net gain in capacitJ- of 179 
MW, instead of losing the 560 M’iX’ net loss of bascload generation. 

June 19, 2014 &sslf&%L Page I3 
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\Vithout a buyer for SCE‘s share of Units 4 and 5, the existing lzPS share of Umts 4 and 5 was aT nsk of 
closurc. Addtlonally, because XI3 was already detemned to be nd of its share, it could not be expected to 
take a robust long-term outlook on planning and spending for the units. APS had been planmg for a future 
well beyond 2016. Moreover, had APS not comrmtted to purchasing the SCE p o r ~ o n  when it did, it would 
have needed to star t  piannmg and spending for unir decommsuoimg, a-hich would have had to h e p  m Jul) 
of 2016. 

3: SCR commitment and lead rime 

In order to continue operation of lJillts 4 and 5. AI’S had to cornnit to iiistall SCR on both umts. InstaUrng 
SCR in time to meet its EPA deaanes required APS to move forward with planning for SCR construction- 
and incurring capital expenditures-as early as Quarter 2 of 2014. As such, APS Lqeu-ed the earliest 
reasonable acquisition date as best in light of the nerd to spend for SCR. Othen&c. AT’S risked iniresting in 
SCK for an asset that may not be acqulred by them or may not continue to opcratc at all. 

4. Replacement of high cost sources with lower cost Units 4 and 5 

While extending the closurc resulted in a $7.5 d o n  monthly price reduction, cost saTTLligs from holding thc 
increased share of Units 4 and 5 served as an offset. To calculate the offset, Liberty considered two 
components: 

e The total energy sax-mgs for both components of this analysis totals $1.93 mill1ori per month. 

Tahng these operaiional savings mto consideration, Al’S’s net monthly savvlgs for d e l a p g  the acquisiuon of 
Vnits 4 and 5 would hare been $5.5 d o n .  

This analysis considers and evaluates die nsks assoaated mth z3PS’s rctlrement of Four Comers Units 1, 3 
and 3 and the concurrent acquisition of SCE’s ownership merest in Four Corners Ciilts 4 and 5. ?he net 
effect of closure and acquismon was ro add 173 h W  to -%?Ips’s generanon portfoho rn 2014. 

Retlrement of U n i ~  1, 2 and 3 helped APS a-void in\-esting in mandated environmental containment system\, 
and the traiisactlon has produced economic benefit for Its consumers as analyzed by -IPS. Despite a sound 
eT-aluation, there arc continued nsks that ma? mitigate or eliminate that calculated benefit. In addition to the 
quantrfiable nsks associated mth  gas  pnces and CO2 costs. 

June 19,2014 &’fa Page 14 
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Few capital intensive, long-term inrestnients, especially m light of today’s energy business environment, come 
v.qtl:out a m a t e d  degree of risk exposure Coal-fied gcnerauon is under great pressure, a? low natural gas 
pnces due to frachng have mcreasingly cfisplaced coal as the ‘‘low-” cost source oT bascload generanon. The 
ad&tlon of  go\ ernment-imposed costs for rcducuig carbon not only dl inlibit future coal umts, but also wdl 
shorten the h-es o hose now eraung. 

I-Iowever, pas sources o f  supply (e.g., a CCCT) also u n p 5 e  r i s k  Shale 9 5  has undoubtedl) been a game 
changer in the Gnited States, driving natural gas pnces t o  a fraction of what they were lust five years ago. 
Kcverthclcss, pipehne and storage conqtraints have rendered natural gas highlj volaulc as to price and 
delir-eq-. Duniig the 301 3 - 2014 minter seaso~1, dehery to the Northeast was constramed and prices rose to 
over $100/MMRtu as the temperatures in X e w  York and New England pIunged. A Iarft number of pendmg 
apphcatlons for hqucfied natural ,gas export facihnes, pmticularlT combined ulth thc pohtkal dunensions of 
internauonal supply donmated by countaec hke Russia, nsks more convergence between U .S. and 
international gas prices than we have seen to date. 

&w O P  

Other Risks 

In adcfition to the quantifiable rish associated with the uncertainty of natural gas prices and CO- costs, 
Liberty identified and summarized other risks associated vi& the Four Corners transaction, as defined in 
Table 3: 

Table 3: Summary of Other Risks 

Coal contract termmation Coal Conuact Estension 
executed 

1,ease executed wth ,IPS 

~ C E ’  nsh as I t  appears Uely that the Iiia~ajo 
Nation u d  rcccir-e DO1 approval 

Lou7 probabihty that DO1 would rcjcct Icase, 
but imght niodfi- 

Four Comers Land Lease - 
Dept. of Illtenor (“DOJ’3 
,kpproval Process 

llecoirmssiomng and h h e  Draft Enmronincntal 
Reclama&on Impact ScateInent fied reject or rnod~fy  terms. 

a-it11 DO1 bj Navajo 
Nanon 

Imgtheniiig regulanons 
for coal plants as to 
mercurj and other heavy 
metals 

I 
\Sliilc cxpcctcd to be unhkel77, DO1 could 

Heavy nietals rmtigarion Potential for added mugauon costs, although 
LIPS c h i i s  that Cmts 4 & 5 wdl complj 

Inexperience of Kiavajo 
Transitional Energy 2016: .IPS manages rcplaccment of RI fP 
Company (“YXC’’) 

BI IP operatlng mtne und  

closely and has assiped a 
full m e  hiel operanons 

Potential usk of mine opcrauon due to r -  exnert to be on-site. 

Cnrnpetttlve market dnrcn 
power Costs 

I’otcntlal for added 
rmtigauon costs, althvugh 

Lower than espected market prices that would. 
have been available via purchased power 

claims diat Units 4 agreement!: 

June 19, 2014 as&’!&& Page 1.5 
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& .5 will comply 

Load forecasts Lower than cxpected load 
forecast could result m 
addiuonal surplus 
capacity. 

h s k  to ilPS is low as further reducuon m 
PP.4s could offset lower gou-th and/or dehy 
m planned 1.01 0 hlW’ of gas generauon 

. . . . . . _ .  - .. _- I - . -  . .  . . *  . _ _ .  

In addition to ~ h e  econonlic benefits of the Four Corners acquisition. Liberq observed other benefits related 
to APS’s acquisition of Four Comers Units 4 and 5. They includc: 

0 

0 

0 

0 

0 

Retenuon of appr~~xirnatel~ 800 jobs at die plant and mine 
I ~ a s c  and right of way oil Navajo land 
Protection of :U?S’s pre-existing 15 percent of Four Corners Units 4 and 5 
Fuel diversity-not depending more on gas 
Closing Units 1 through 3 results in major reductions in Mercury. particulates, NO,. SO2 and COz 

Based on the fuiciings from our rc\-tew of  the process, data, and models, 1,iben-y mabes the fo-ollowing 
conclusions: 

1. 
3. 
3. 
4. 
5. 
G. 
7.  
8. 

The addrtional 179 MYX‘ are both used and useful. 
APS considered its reasonably avaihble resource options. 
Tlie economic analysis of the acquisiuon was sound. 
The economics of the tnnsaction are fworable to AT’S customers. 
The timing of the transaction was prudent. 
I h e  nsks of h e  acquisition are more than offset by the expected favorable econotlzics. 
Sex-era1 ancillary benefits add to the positive impact rhat the transacuon wll have fur custcmicrs. 
01-crall, the Four Coriicrs traiisacuon was prudent. 

In summaq, Liberty finds that the acquismon of bour C:oriiers to be reasoilable and prudent, anti calculated 
to prokick benefit to  AI’S customers. 

June 19, 2014 *k Page I6  
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Areas of Specialization 

Jim 1,etzelter is a leader in management consulting to the energy industry with over 24 years of 
cxpericncc. Jim speazlizcs in power gencration issues, including power market assessment, risk 
analysis, power plant valuation and acquisitions. He has led consulttrig teams on a rarieq of 
strategc, operational, regulatory and restructuring proceedings, and ha5 supportcd a var ieq  of 
succcssful merger, acquisiaon and dcvelopinent mtiauvcs. Jim has a bachelor’s degree in eIectricaI 
engineering from Clarkson Lniversiq- and an M.H.A. from the State Umvcrsitp of Sew York at 
AlbanT-. He was a Lead Consultant in Lberty’s audit of die procurement practices for he1 and 
purchased power of Entergy Xlississippi, Inc. for the Mississippi Public Se1x.k Coinmission. Jim 
also led the effort b7 Libem to es-aluate the viability of PSNH’s fossil fucl-fired gcncrating stations. 

Representative Experience 

0 Arcadia Wind-Recently developed a sophisticated financial risk analysis model 
used by the client to bid on power project RFPs and to accluu-e capital from equity 
inr-cstors. Currently engaged with th e company to protide ongoing risk modeling 
and overall financial and market intelligence support. 
NextEra-Developed a custom market intelligence tool to extract data from an 
industry standard forecasting package to meet the specific needs of energy traders. 
Currently engaged in an  enhanced assignmcnt to provide yet morc markct 
intclhgence to the organization. 
Nebraska Public Power District-Performed a comprehensive risk analysis on 
die issue of nuclear plant hfe extension (NUPLEX? for the chent’s asset. l3eveloped 
a risk management sitnulation tool to manage data and produce projections of future 
plant profitability under raying market, cost and regulatory scenarios. The work 
product was successfully employed by the client to make an informed decision on a 
major investment. 
PSEG Power-Dewloped and implemented a risk analpsis and risk management 
tool for dealing with the uncertiinty of cmissions re‘phtions. Implemented the 
model for the client and successfully led the organrzauon through the maze of issues, 
mcluding capital allocations, plant operations and investments that they faced. 

0 

0 

0 

~~- __ - --_____ 
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Direct ‘i’estimony of James I,etzeller 
Docket No. E-01345A-11-0224 

Exhi bit .I CL-2 
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Investment Bank Syndicate-l%wided cnucal power market assessments for use 
In a major energy bankruptcy case. On behalf of the official creditor’s committee, 
provided power price forecasts, power market assessments, fuel market reviews and 
power plant financial assessments. Kork product a-as succcssfull~ used in litigation. 



Direct Testimony of Jamcs Lctzcltcr 
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Exhibit JCL-2 

0 CE Power Systems-Performed power tnarket assessments for a major turbine 
manufacturcr. Developed forecasts of enerhy, capacity, and ancillq- service prices to 
be used to define the place in the market for an emerging turbine technolog. 
BNP Paribas-Provided a dctailed, comprehensive market assessment of  global 
power markets to renew the market for power generation turbines. With substantial 
investment in turbinc manufacturers, the consortiutn relied on the expertise to make 
changes to their inrestment portfolios ,and shore up risk-plagued secunties. 

0 Bluewater Wind-Provided market pnce forecasts to be urilized in the 
development and acquisition of power plants. lncluded forecasts of energy, capacity 
and ancilIary senices prices. 

0 

0 Bluewater Wind-Provided a renewable power developer with consulring support 
on placement of assets with respect to transmission topographq-. Stud? used to select 
connection points and predict bus-level power piices. 
Arcadia Wind-Performed an assessment of transmission constraints for use in an 
asset valuation study. lised transmission constraint information to prr&ct long-tcrm 
power price imphcadons, and the ability to move power to altcrnativc markets. 
NextEm-Developed a power market price model based on dqa tch  costs, 
including transmission constraints and costs. 

0 

PSEG Power-Provided compreliensive power plant acquisition support. Managed 
market assessment process, provided asset ralwuons, defined acquisition price and 
assisted in property tas negotiations. Also highhghted the value of the asset wit% 
respcct to asset re-poweruig opportuniaes. 
PSEG Power--Led the analytical efforts behind the acquisition of portions of three 
nuclear power plants. Included marhet comparablcs assessment, decoiimGissiom8 
fund valuatton, and materials and supplies mvcntory valuatioii. 
PSEG Power-Provided a comprehensive financial and market analysis of rc- 
powering opportunities for thc clicnt's older asset base. Included detailed assessment 
of market conditions and espected returns for various re-powewg oppormtllties. 
NextEra-Successfully developed and deployed software to d e t e n h c  generating 
asset intnnsic and extrinsic value. Program utilizes probabilistic market price output 
from ,%CRORA. Program also develops equilibrium market pncing for long-term 
time frame. 
Dairyland Power Co-Op-Prosidcd a thorough asset valuation study to assess thc 
impact of market uncertainties and fmancing parameters on the or,pnization's asset 
values. Successfully promdcd the client with recommendations for potenaal 
dn-estiture and regulator)- initiatn-es. 
PSEG Power-Provided a massive market assessment in support of a corporate 
pov.-er plant acquisinon mtiatire. Included de\-elopmcnt of a detailed fmanckl and 
raluation model for the client to use m future asset acquisition studes. 
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0 G E  Power Systems-Provided a power market assessment and financial analysis ro 
assess the viabiliry of a new class of combined cycle un i ts  for the V.S. power 
markets. Included a comprehensive scenario analysis of fucl prices, load growth, 
emissions regulations and transmission constraints. 

Afodef  I~npltnm~~ation, I/raldutioon d ?  Devdopmn f 

NextEra-Developed a custom interface for the AVROR4 elecmc po\ver inarket 
model to sca~nlessly mtegratc within the client’s analj-dcal framework. Included data 
dwelopment and model ralidation, and custom report development. 
NextEra-hfawdged the orcrall process for transitioiiing the resource planning and 
forecasting department to .4UKORA. Included full data development, training, 
interface development, testing and validation. Successfully converted the business 
process to an ALTROKA-based svstem. 
NextEra-Devcloped a customized power price forecasting tool to provide 
acquisition and development support, restructuring support and gcneral corporate 
financial forecasts. Developed data sets for the modcl and provided training and 
validation. 

0 

0 

Emissiotzs Co Etml AnaiysiJ 

PSEG Power-Developed an enterprise-wide strategy for managktg emissions 
constraints for the generating asset portfoho. Developed a probabilistic assessment 
model to consider plant operations, emission ratcs, control technology options, 
market forces and potential and emting eimssjons constramts. Deliverables resultcd 
in a cohesive strategy and Iobbyiig campaign for favorable replations. 
PSEG Power-Performed a risk analysis of greenhouse gas replation impacts on a 
potential fossd-fired asset portfoho acquisition. Dehverables included a detailed 
assessmcnt of financial and asset value implications of various regulatory scenarios. 

0 PSEG Power-l’romded an assessment of emissions regulations impacts on 
porential asset acqutsinons. Included a marker zssessment of abatement technolog)- 
costs and operating parameters, and a rex-iew of potential emissions regulations 
scenanos. 

0 

Qpdaioy 4- li@ation St@port 

0 BG&E-Performed a g a s  cost of scrrice study to be used in a major rate case. 
Developed a proprietary model for cost allocation and financial implications. 
Entcrgy/MP&L-Dcvcloped a custom ROE Calculation model to be uscd in rate- 
setting. The model captured highly complex algorithms into a manageable user 
interface. The model war: approrcd by the state u&t~’ regulator and was 
successfull’ implemented. 
PSEG Power-Prov~ded htigiuon support in a major utility restructuhg 
proceedmg. The project includmg dex7elopmcnt of exhibits, preparation of 
witnesses, developmg testimony and cross-examination, and performing power 
market analyscs. 

0 
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Veizfuure Gupifd dy Ez?ze?gitg Technolog S ~ J ~ W L  

0 Arcadia Wind-Provided analytical support for overall corporate dey elopment and 
acywsition of investment capital. 

0 Thermal Energy IntemationaE-Provided comprehensive support for 
commercialuation of a newly patented NO, control technology. The project 
included a detailed market assessment, de~~elopment of a financial analysis tool for 
customer proposals, acquisition of venture capital and strategk planning for thc 
company. AU aspects of the project were highly successful. 

0 For the Maryhnd PSC, Mr. Letzelter oversaw several Basic Generation Service 
(RGS) auctions covering a multitude o f  time periods and utility sen-ice territories. 
The work entailed d e d o p m g  Hid Forms for bidders to submit with detailed price 
parameters; pre-qualification of bidders bascd on security and credit; and monitoring 
and ot.ersiglit of the utility staff during bid period. 
The work also cntded developing a demled and comprehensive prc-auction market 
repoit and setting a band\vidtli of acceptable bids based on market con&tions. hir. 
Letzelter also provided the Comnission with a detailed report and presentation on 
results and provided testimon? and other hearing support. 
For the Pennsylvania PUC, Mr.  Letzelter oversaw the auctlon for Basic Generation 
Senice (BGS). A s  auction monitor, he was responsible for pre-qualiQ~g bidders and 
to open bids and select wmners. He dex-eloped and unplcmentcd a custom web- 
based bid system to replace previously used paper/ faxed forms. The implementation 
was highlv successful. Mr. Letzelter also prox-lded the Comrmssion with a detailed 
report and presentation on results and provided testimony and other hearing 
support. 
bor the Delaware PSC, lead consultant for 1 Jberh’s current senice as Independent 
Monitor of Delmama Power 8r Lght. The project includcs a rcvicu- of prc-bid 
commurucanons, announcements to bidders, and website reL-iew. hfonirored the 
rcceipt of all bids. Produced reports and presentation for commission and provided 
follow-up consulting support and testimony. 

e 

Education 

Master of Business rldsnmistration (nl.B.A.)--State University of New York at Albany, 
Concentration in Finance. 

Bachelor of Science in Elecuical En,vineerkg (B.S.E.E.j-Clarksor1 TJniversity, Concentration in 
Pon-cr Systcin Engineering. 
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Key Publications & Presentations 

Quoted extensively in major news publications, includmg BusinessW’eek, Chicago Tribunc, 
Miami Herald, IA Times, etc., related to the Northeast blackout of 2003 
‘9i.S. Power Markets O v e n ~ i e ~ :  An Issues Oven-iew and Enhanced View of Easteni 
Markets,” May 6,2008, Gcrson 1,ehman Group spcaker sponsorshp 
“Economics of Coal-Fired Generation,” March 2007, Goldman Sachs private speaker 
sponsorshp 
“Power &sk Management: EnvironmentaI Economics,” 2007, Goidman Sachs private 
speaker sponsorslip 
“Predicting Long-Term Energy Prices with OptQuest: The Genkfetric Model,” May 3, 2006, 
Crystal Ball tiser Confercncc 
‘‘Lsing the Efficient Frontier,” January 1 8, 2006, 1ntemationalls.-broadcast Web Conference 
sponsored by Decisionecring 
‘‘Budding the Perfect Gencration Portfolto,” September 2005, Public LMities Fortnirshtlv 
“Finding thc Efficient 1;rontier: I’ower Plant Portfolio Assessment,” June 13, 2005, Crysrd 
Ball Lrser Conference 
“The Efficient Frontier and Power Plant Portfolio Analysis,” September 2004, EPIS Electric 
hlarket Forecasting Conference 
“l~ower Asset Transactions: Regdatorp Risks,” June 24, 2003, Infocast Buying Selling SC 
Investing in Energy -4ssets 2004 
“l)ov.-er Generadon Asset Valuarion,” rune 17, 2004, Crystal Ball Gser Conference 
“,%ssessmg Risk in a Changing Xlarkct,” hfarch 29,2001, Platts Global Power Markets 
‘‘‘Chr Energy Future,” January 14,2004, NET 2004 Confcrcnce 
“Ow Transmission Future.” J anuaq 14,3004, NET 2004 Conference 
“Models Matter: The ,2rt of LMP,” November 6, 2003. Platts Elect~ic hlarket Design 
Confcrcnce 
“Risk Management Panel D i s c ~ s ~ i o n ’ ~  hfoderator, September 2002, EPIS Electric Market 
Forecasting Conference, Skamania, WA 
“Venture Capital” Panel Moderator, December 3, 2001, Strategic Rcsearch Institute Energy 
Investor’s Summit 
“l,evera,@g AURORA: Modeling New Resource Developnicnt,” Noyernber 13,2001, EPK 
Elecmc hlarkct Forecasting Conference 
“OprjmiZing Emissions Compliance: Fmera$ng Technologies Sr Multi-l’ollutant Regulation,” 
J d y  36,2001, Coal-GEN 2001 
Letzelter, lames C., Public Ud iUes  Fortmghtly, “The New \’enture Capitahsts: Utilities Go 
Shopping For Deals,” Dccernber 3000 
“Povxr Plant Enissions: Modeling hlarket Implications,” September 22, 3000, EPIS 
Electric 3iarket Forecasting Conference 
“Emissions hiodding for Optimum Compliance,” J u 1 ~  1999, Infocast SIP Call Conference 
Lctzcltcr, James C., Public Ytiltties Foi-tni&tly, “Suniving the SIP Call: Fossil Planr 
Economics Under XOh Contrc~I,’~ h’lay I ,  1999 
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0 ‘‘Manah&g Emission Limit Changes: Challenges & Oppor&ties,” Januaq 29, 2099, (:I31 
Merchant Plant Conference 
Letzcltcr, James C., Power Financc H: Risk, “The Impact of NO, Limits 011 U.S. Encrg 
Markets,” lanuaq 1 1, 1999 
‘Taluadon of I‘lectric Generating ,4ssets,” May 37, 1908, Gas Daily Conference 
Letzelter, James C. and Axelrod, Howard -4., Rcsource Marrazine, “fisk Analysis in Resource 
I’lanning,” Summer 1992 issue 
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I. INTRODUCTION 

Q- 
A. 

Q- 
A. 

Q. 

A. 

Q. 
A. 

Please state your name and business address. 

My name is Dennis M. Ealbarczyk. My business address is 910 Piketown Road, Harrisburg, 

Pennsylvania 1 7 1 1 2. 

By whom are you employed and in what capacity? 

I am the principal of Utility Rate Resources, and work frequently with the Liberty Consulung 

Group, Inc., (“Liberty7’). Liberty has been engaged by the Utiltties Division (“Staff’) of the 

Aizona Corporation Commission (“ACC” or “Commission”) in the review of the Arizona 

Public Service Company’s C‘APS’, or “Company”) application for approval of a Four Comers 

Rate Rider (“Rider”). This application was contemplated by two Commission Decisions: 1) 

Decision No. 73138 (&lay 24,2012) whch approved a settlement agreement in APS’s last rate 

case providmg for possible rate treatment related to any acquisition by APS of Southern 

California Edison’s (“SCE”) share of Four Corners Units 4 and 5; and 2) Decision No. 73130 

(April 24, 2012) which authorized associated cost deferrals, as part of APS’s application for 

authorization for the purchase of generatmg assets from SCE. In brief, the &der would include 

the revenue requirement associated with APS’s: (1) acquisition of the SCE interest in Four 

Corners Units 4 and 5; and (2) recovery of the cost deferrals authorized in Decision No. 73130. 

Have you prepared a detailed summary of your qualification? 

Yes. Exhibit DMK-2 provides i t  

What is the purpose of your testimony? 

I am addressing, on behalf of Staff, h p s ’ s  revenue requirement request and the associated Rider 

designed to recover that revenue requirement, as submitted by A B  witnesses Jeffrey B. Guldner 
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and Elizabeth A. Blankenship. Mr. James Letzelter of Liberty addresses the prudence of the 

transaction and related issues on behalfof Staff. 

11. LNTRODUCTION AND BACKGROUND 

Q. 

A. 

Q. 

A. 

Brie5y state your understanding of the nature of this proceeding. 

In Decision No. 731 83, the settlement agreement approved by the Commission provided for the 

rate case to be held open for the sole purpose of allowing APS to file a request, no later than 

December 31,2013, for adjustment of its rates to reflect the proposed Four Comers transaction. 

On  December 30,2013, APS filed an application with the Commission, requesting an overall 

revenue increase of approximately $62,529,000, in order to recover the costs associated with 

its acquisition of the interest of SCE in Four Comers Units 4 and 5 .  APS also requests a 

revenue increase due to its acquisition of an auxiliary boiler, and associated operating costs 

not currently reflected in rates. The APS application also seeks recovery of costs associated 

with the closure and retirement of Units 1-3 and the removal of certain expenses currently 

being recovered through ACC-approved rates, but that will no longer be incurred as a result 

of these generating facility acquisitions. Mr. Guldner’s testimony provides a general overview 

of the application and Commission Decision Nos. 73130 and 73183. Ms. Blankenship’s 

testimony provides support for the development of the overall revenue requirement 

proposed by APS and for the associated change in rates. 

Please state your understanding of the requested change in rates. 

APS seeks approval of an acquisition-related surcharge to be billed to its customers in addtion 

to billing its currently approved retail rates. This &der would consist of a 2.22 percent monthly 

surcharge to be applied to revenues billed under existing rates, effective as of July 1, 2014. 

Ms. Blankenship’s testimony at Attachment EAB-9, Schedule 5, discusses the application of 



1 

1 

1 

i 

t 

t 
4 

I( 

1 

1: 

1: 

1 s  

1 

1 

1 

1 

1 

2 

2 

2 

2 

2 

2 

2 

Direct Testimony of Dennis M. ICalbarcqk 
Docket No. E-01345A-11-0224 
Page 3 

the proposed &der. Mr. Guldner’s testimony describes the typical bill impact by customer 

class, should the Rider be approved as filed. 

111. SUMMARY OF RECOMMENDATIONS 

Q. 

A. 

Q. 

A. 

How did A P S  calculate the proposed revenue requirements? 

APS based its request on the historic test year data used in its last rate case, making adjustments 

on a pro forma basis to reflect known and measurable changes to plant-in-service and 

accumulated reserves for depreciation to determine net book value. MS also included an 

acquisition adjustment, which it reflected in the value of rate base that it attributes to APS’s 

acquired interest in Four Comers Units 4 and 5. These d u e s  are not reflected in APS’s curreat 

rates. The sum of the net book value and the acquisition adjustment is the value that APS 

proposes to add to its rate base as the fair .c-alue of Units 4 and 5. 

A P S  based its annual depreciation and amortized amounts for these two values upon a 24-year 

remaining life. A P S  is also seeking recovery of associated operating costs, and made adjustments 

on a pro forma basis to reflect known and measurable changes to the operating expenses 

associated with Units 4 and 5 that current rates do not reflect A P S  also calculated costs 

associated with the closure and retirement of Units 1’2, and 3. These costs comprise remaining 

book value and closing cost, which A P S  proposes to amortize over a 10-year period. The APS 

revenue requirement and surcharge calculation also considered changes in income taxes. 

Briefly explain your understanding of the deferrals authorized by the Commission in 

Decision No. 73130. 

Commission Decision No. 73130 authorized an accounting order allowing A P S  to defer the 

non-fuel costs associated with APS’s acquisition of SCE’s interest in Units 4 and 5 and the 

retirement of Units 1-3. Decision No. 73130 at footnote 122, on page 37, described the ‘‘non- 
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fuel costs” authorized for deferral as: depreciation, amortization of the acquisition adjustment, 

decommissioning costs, operations and maintenance costs, property taxes, final coal reclamation 

costs, the documented debt costs of acquiring SCEs interest in Units 4 and 5, and miscellaneous 

other costs. The footnote also referenced estimated Units 1-3 wind down costs that would be 

incurred between the acquisition date of Units 4 and 5 through 201 6. 

Please summarize Liberty‘s overall review process. 

Liberty undertook the follow% work tasks in reviewing APS’s proposed revenue requirement 

and associated surcharge: 

0 

0 

0 

0 

0 

0 

Reviewing the testimony submitted with the application 

Reviewing supporting schedules and workpapers submitted with application 

Testing supporting schedules and workpapers for reasonableness and accuracy 

Reviewing and verifyulg the calculation of the revenue requirement 

Reviewing and verifying the calculation of the Rider 

Reviewing and verifying the impact on the overd rate of return before and after the 

Rider 

Reviewing the proposed &der’s structure and administration. 0 

As part of our review and verification process, Liberty interviewed responsible representatives of 

APS, submitted more than 100 data requests, and conducted an on-site visit to test the accuracy 

and reasonableness of information supporting APS’s calculation of the revenue requirement 

underlying the Rider. 
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Liberty was able to identify and verify the accuracy of all key elements comprising the 

$62,529,000 proposed revenue requirement and the proposed 2.22 percent monthly Rider 

surcharge. 

Q. 

A. 

Q. 

A. 

Does Liberty recommend approval of the $62.53 million revenue requirement and the 

2.22 percent monthly Rider surcharge as-filed? 

No. Liberty does not agree with AlWs use of 8.33 percent as a fair value rate of return on rate 

base. APS included an 8.33 percent return on the proposed rate base value of Units 4 and 5. 

Decision No. 73183 adopts a Fair Value Rate of Return (“FVROR’) of 6.09 percent, which is 

applied to AB’S fair value rate base. We consider that rate to be the proper determinant of the 

return on fau value rate base, which would include the acquisition adjustment. 

Describe the nature of, reasons for, and amount of the acquisition adjustment proposed 

by APS. 

APS proposes to include a $255 d o n  acquisition adjustment, which reflects the premium 

the Company paid above the net book value of the asset acquired.’ In ow experience, 

traditional ratemaking generally does not allow inclusion of acquisition adjustments as a rate 

base element when determining an overall revenue requirement. 

The settlement agreement adopted in Decisjon No. 73183 did not expressly address the 

ratemalung treatment for the acquisition adjustment proposed by APS. Decision No. 73130, 

however, did acknowledge the possibility for recoguzing an acquisition adjustment in rates. 

1 A net rate base value of $127,629,000 results when associated Asset Retirement Obhgauons and Coal Rcclamation costs 
of $34,113,498 and $92,950,926, respectively, are removed kom rate base consideration, as APS appropriately reflected in 
its Schedule 4.b, Column C of Ms. Blankenship’s testimony. 
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Q. 

A. 

Q. 

A. 

What is your understanding of the ACC’s approach with respect to dowing recovery of 

acquisition adjustments? 

It is my understanding that the Commission includes acquisition premiums in rate base only 

under limited extraordinary circumstances. Further, the Commission has determined in the past 

that, “if a party belteves that an acquisition adjustment is necessary to bring about an efficiency- 

enhancing .transaction, it should come to the Commission and establish at the very least (1) the 

transaction will not likely occur but for an acquisition adjustment; (2) that operational efficiencies 

will likely result from the transaction; and (3) in a subsequent rate case, that operational 

efficiencies resulted from the transaction.”z 

Does Liberty believe that the circumstances of the Four Comers transaction meet these 

criteria? 

Yes. 

recognttion of the acquisition premium appropriate. 

We believe that the transaction reasonably satisfies these criteria, and makes rate 

Decision No. 73130 authorized APS to proceed with the transaction. APS e x p h e d  that 

exceptional circumstances warranted an exemption from the “self-bdd” moratorium imposed 

by the Commission in Decision No. 67744 (April 7,2005). APS also stated that the transaction 

would provide good value for customers and that it would require a significant investment. APS 

requested Commission approval to defer costs related to &e transaction for recovery as part of a 

subsequent proceeding. The Commission determined that it was reasonabk to authorize such a 

deferral, subject to later examination for prudence, errors, or inappr0priat.e application of the 

requirements of Decision No. 73130. 

See fn the Matter of the Joint Application of Black Mountain Gas Company and SemStream Arizona Propane, L.L.C. 
for Approval of the Transfer of the Black Mountain Page Division and Related Assets to SemStream Arizona Propane, 
I..L.C., Consolidated Docket Nos. 6-03703A-06-0694 and 6-20471A-06-0694. 

2 
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Our review has concluded that the transaction was reasonable, prudent, timely, and remains 

expected to provide good value for customers, and did require significant investment. We also 

believe that it is reasonable to conclude that the ability to recover actual costs (which include the 

acquisition premium) reflects a necessary and proper inducement for entry into a transaction that 

has value for customers. 

We therefore believe that the unique circumstances of the acquisiuon, the results that it will 

provide for customers, and Decision No. 73130’s prior recoption of the potential for rate 

recognition of the acquisition adjustment combine to warrant inclusion of the acquisition 

premium in the proposed &der. 

Q. 
A. 

Q- 

A. 

What then, does Liberty recommend with respect to the acquisition adjustment? 

Given Liberty’s conclusion that the acquisition was reasonable, prudent, and appropriately rimed, 

we believe that the acquisition adjustment should be included in rate base, at a 6.09 percent 

FVROR. This approach will require a downward adjustment to the jurisdtctional revenue 

requirement in the amount of $8,151,604 to $54,377,396 from $62,529,000 million and, would 

reduce the surcharge rate by 0.29 of a percentage point, reducing the proposed monthly 

surcharge rate to 1.93 percent. 

Are there unique circumstances associated with th is  Acquisition Adjustment that should 

be considered by the Commission? 

Yes, to wit: 

0 Significant policy changes in another state (California) presented A P S  with a need to 

respond to uncertainties about the future viability of its interests in a fairly short period 

of time; 
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Environmental requirements applicable across the five Four Corners units caused APS 

to face sipficant compliance costs for units with differing economic characteristics and 

costs (and therefore value to customers); 

The circumstances also provided APS with a unique opportunity to rearrange its 

ownership position through unit retirements and share acquisitions outside the 

tra&uonal self-build and market solicitation approaches; 

Delays in pursuing the non-traditional approach made available to APS would risk 

higher fuel and purchased power costs for customers, and produce an ownership 

structure whose members had diffenng interests and objectives for a group of assets that 

APS sdI viewed as a long term contributor to its system; 

The non-tradxional opportunities available to A P S  enabled the company to make an 

acquisition on terms estimated to provide substantial positive value to customers when 

compared with the available alternatives. 

Q- 

A. 

Although this is an Acquisition Adjustment per the National Association of Regulatory 

Utility Commissioners and/or GAAP, does Staff believe this Acquisition Adjustment 

gives rise to different considerations than when Utility A purchases all or part of Utility 

B at more than book value and Utility A will take over service of Utility B’s customers? 

Other than that both are classified as an Acquisition Adjustment, they should not be considered 

the same. ApS’s purchase in this case is simply a purchase of additional capacity, not of a service 

area or customers that it wilI serve. Thts purchase should be considered in light of the factors 

previously discussed. In the case of Utiltq A purchasing Utility B for more than book value, the 

Commission should consider the benefits, if any, that the customers of Utility B wdl receive in 

exchange for being served by Utility A if Lialiry A will be asking for an increase in rates simply to 

cover the added cost of the Acquisition Adjustment. 
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A. 

Why does Liberty disagree with APS’s proposed return component applicable to the rate 

base component of the proposed Rider? 

“lie result of Decision No. 73183 was the application of a FVROR of 6.09 percent to APS’s fair 

value rate base. We thus believe that this rate comprises the appropriate one for application to 

APS’s Four Comer’s fair value rate base when determining the surcharge rate. 

hls. Blankenship’s testimony at page 8 states that the assets APS has acquired were initially 

recorded at fair value. She observed that the “fair value” she is refening to is an accounting “fair 

value” rather than “fair value” rate base as typically discussed in Anzona rate cases. 

Nevertheless, she acknowledges that the two measures are mathematically equivalent in this case. 

Schedule 4, h e  6,  of Ms. Blankenship’s testimony shows that the increase to APS’s required 

operating income ($18,128,500) is the same under all  three methods for measuring rate base 

(Original Cost, RCND, and Fair Value). This amount is based upon the $217,629,000 increased 

rate base value multiplied by a constant 8.33 percent rate of return. A W s  responses to data 

requests indcated minor changes to the as-fjled rate base values. The changes produce a slightly 

lower adjusted rate base value of $227,352,003. 

Applying the fair value rate of return of 6.09 percent on APS’s fair value rate base produces 

required operadng income of $13,236,737 ($21’7,352,003 x 6.09 percent), which is $4,891,763 less 

than the $18,128,500 sought by A P S .  We therefore consider APS’s proposed revenue 

requirement to be overstated by approximately $8,151,604 ($4,891,763 times the 1.6566 tax 

gross-up factor). Dividmg the approximately $8,151,604 by the $2,810,916,000 of 2010 Base 

Revenues (from h e  11 of Schedule 4) produces a 0.29 of a percentage point reduction to the 

APS-proposed 2.22 percent monthly surcharge. A monthly surcharge of 1.93 percent results 

from this adjustment. 
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Q. 

A. 

What is your view of the remaining elements of the revenue requirement calculation 

proposed by APS? 

Liberty generally found that APS has accurately calculated and appropriately supported the other 

revenue requirement elements it has proposed. There are, however, some exceptions. APS has 

provided estimates for some cost items included in the Four Corners Units 4 and 5 revenue 

requirement. Liberty also understands that some costs related to the closure and retirement of 

Units 1-3 may increase if the proceedmg is not finalized by the proposed effective date of July 1, 

2014. 

Liberty has requested that APS continue to provide updates to its cost estimates as actual data 

becomes available. Liberty believes it is proper and important to update the surcharge rate 

calculation as more current data becomes available during the remainder of this proceedmg. 

1V. RATE BASE ELEMENT DETAILS 

Q. 

A. 

What are the major rate base elements A P S  has claimed in this proceedurg? 

As shown in the table below, APS’s rate base claim includes three major elements: a) 

acquisition of SCE’s interest in Units 4 and 5 having an approximate $52 million net book 

value (origmal cost value less accumulated depreciation as of December 31, 2013); b) 

$8,623,930 €or auxiliary boiler; and e) a $254,787,014 acquisition adjustment to reflect the 

amount paid that exceeds the net book value of the asset a~qui red .~  

For the reasons discussed earlier, Liberty believes that the Commission should recognize the 

acquisition adjustment as a rate base value in thts proceeding. The revenue requirement 

3 The table reflects an adjusted rate base value of $217.352 million based upon APS’s data request responses. Those 
responses change the as-filed $217.629 d o n  rate base value by $277.000. APS’s data request responses further 
inchcated that the as-ued operaung expenses of $19.617 milhon would be reduced to S19.588 million (for a dlfference of 
approxmately $29,000). 
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Four Corners Pro Forma Rate Base 
Plant in Service: 

Acquired Plant 
Acquisition Adjustment 
Auxiliary Boiler-Plant 
Auxihary Boiler-Startup Stearn Supply 
Deferred C o s t - O M  Expense (12/30/13 - 6/30/14) 
Deferred Cost-Depr & Arnort Expense (12/30/13 - 6/30/14) 
Deferred Cost-Property Taxes (12/30/13 - 6/30/14) 
Deferred Cost-Debt Return (12/30/13 - 6/30/14) 

Total Plant in Service 

dctcrmination, however, should be based upon the FVROR of 6.09 percent, rather than 

Amount 

$605,364,014 
254,787,393 

8,623,930 
2,694,978 

38,252,000 
4,694,000 
3,208,000 
4,533,268 

$922,157,582 

APSIS proposed 8.33 percent. 

~~ 

Asset Retirement Obligation Lability -34,123,498 

1 Cost of Removal Reserve I 916,566 I 

~ 

Total Company Rate Base 
APS Allocation Rate 

APS Rate Base 

I Boiler DeDreciauon (5/1/13 - 6/30/14) I -286,000 I 

$225,002,074 
96.60% 

$217,352,003 

I Total Accumulated Denreciation I $-554,523,331 I 

I Plus Deferred Debits: I I 
Plant, Materials & Operating Supplies I $4,468,827 

Total Deferred Debits $4.468.827 

I Less Deferred Credits: I I 
I ~ DeferredTaxes 1 5-20.026.580 I 

I Total Deferred Credits 1 $-147.101.004 1 

We are still in the process of examining the potential removal from base rates of any rate base 

costs associated with Units 1-3. 
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V. OTHER REVENUE REQUIREMENT REVIEW DETAILS 

Q. 

A. 

How did APS determine the $62.53 million annual revenue deficiency and the resulting 

2.22 percent monthly surcharge? 

The Company’s filing computed the incremental Rate Base impact of the Four Comers 

acquisition to be approximately $217,629,000. The Company also computed the incremental 

annual operating expenses associated with operating the Four Comers acquisition to be 

$19,617,000. To compute the $62,529,000 revenue deficiency, the Company applied its 

proposed 8.33 percent rate of return and the revenue conversion factor approved by the 

Commission in the last rate case. The Company computed the 2.22 percent monthly surcharge 

by drviding the $62,529,000 revenue requirement by the 2010 Adjusted Base Rwenues &om its 

last rate case. 

As I noted earlier, APS’s as-filed $217,629,000 and $19,617,000 of rate base and operating 

expense values should be reduced to $21 7,352,003 and $19,587,962, respectively based upon 

information provided in responses to data requests. We also recommend that the required 

revenue requirement be based upon the Commission authorized 6.09 percent FVROR. The 

table below provides a summary of the revenue requirement and surcharge rates based upon 

APS’s as-filed amounts and the updated revenue requirement needs when considering the 

slightly lower operating expenses and required return on the lower rate base value at the 

Commission authorized 6.09 percent FVROR Liberty’s proposed adjustments produce a 

$54,377,396 revenue requirement and 2.93 percent monthly surcharge rate. These adjustments 

generate reductions of $8,151,604 to the revenue requirement and 0.29 of a percentage point to 

the monthly surcharge rate. 
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Item 

s 

AF'S As-Filed Liberty 

Adiustments 
Pro Forma Proposed 

1( 

11 

~~ 

Adjusted Rate Base 
Adjusted Operating Income 
Current Rate of Return 
Rate of Return 
Required Return 
Operating Income Deficiency 
Gross Revenue Conversion Factor 
Total Revenue Deficiency 
2010 Adjusted Base Revenues 
Percentage Rate Surcharge 
Change in Revenue Deficiency 
Change in O/o from As-Filed 

1: 

1: 

$217,629,000 $21 7,352,003 
-19,617,000 -19,587,962 

-9.017'0 -9.01% 
8.33% 6.09% 

$1 8,128,500 '$1 3,236,737 
$37,745,500 $32,824,699 

1.6566 1.6566 
$62,529,000 $54,377,396 

$2,810,916,000 $2,810,916,000 
2.22% 1.93% 

($8,151,604) 
(0.29%) 

1' 
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Q. 

A. 

Please explain how the Company accounted for the Four Comers acquisition on its 

books. 

The book value (cost less accumulated depreciauon) of the acquired plant is approximately 

$60,778,500 (which includes $8,623,930 for the auxhary boiler). In addition to h s  amount, the 

Company added approximately $12,963,000 for the cost of other assets related to the Four 

Corners acquisition. The Company then deducted approximately $1 47,355,000 for the 

estimated cost of assumed liabilities (q, asset retirement. obligations, coal reclamation, accounts 

payable) related to the Four Corners acquisition. The table below shows that this calculation 

produces a net book value for all recorded assets and liabihties of approximately $-73,613,500. 

The cash price that the Company has paid for SCE's share of Units 4 and 5 is approximately 

$181,127,000. Therefore, the difference between the cash price paid of $181,127,000 and the 

book value of the acquired assets and liabilities of $-73,613,500 represents an acquisition 

adjustment of approximately $254,787,393, whch the next table shows. 
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Item 
Plant Net Book Value (Cost less Accumulated Depreciation) 
Plus Materials & Supplies,‘Prepaid Expenses 
Less Assumed Labilities and Deferred Credits 

1: 

Four Corners 
Accounting 

$60,778,500 
12,963,000 

-1 47.355.000 
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Q. 

A. 

Q. 

A. 

I Net Book Value of all Assets & Liabilities I $-73.613.500 1 
I Acauisition Adiustment I 8254.741 -000 1 

Was Uberty able to v e e  the cost components of the acquisition of Units 4 and 5 and of 

the retirement of Units 1-37 

Yes. Liberty traced all costs associated with the acquisition of Units 4 and 5 to the source 

records of SCE and to the books of APS. Liberty was also able to tram the costs associated with 

the retirement of Units 1,2, and 3 to Ms’s books and records. 

Does Liberty consider the amortization rates proposed by the Company reasonable? 

Yes. The Company has proposed to amoaize the cost deferrals authorized in Decision No. 

73130 over a 10-year period. Liberty believes that a 10-year period properly balances the cost 

impact of these items with the financing costs. Liberty therefore found the 10-year amortization 

period reasonable for amortizing these costs. 

The Company has also proposed to amomee the decommissioning and reclamation costs of 

Units 4 and 5 over a 24-year period coincidmg with the expected life of the plant. Liberty 

considers matching the amortization period with the expected production period reasonable for 

amortizing these costs. 
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Q. 

A. 

Will approval of the Four Corners surcharge allow the Company to earn beyond its 

authorized rate of return set by the Commission in the last rate case? 

No, based on our analysis of the matter. Lberty has reviewed the Company’s earnings reports 

for the past three years. APS’s effective rate of return is below its authorized rate of return. The 

proposed Four Corners surcharge only allows it to earn a return on the newly acquired assets at 

the same return approved in the last rate case. The surcharge by itself should therefore not allow 

the Company to exceed its authorized rate of return. 

VI. FOUR CORNERS ADJUSTMENT RIDER 

Q. 

A. 

Q. 
A. 

Does Liberty have any concerns regarding the language of the Four Comers Tariff Rider 

proposed by the Company? 

Yes. The tariff contains no provision for suspension, should APS earn beyond its authorized 

rate of return. However, the surcharge Rider is only intended to remain in effect until the 

Company’s next rate case, which may be filed in 201 5. Therefore, the safeguards normally found 

in this type of tariff may not be required here. Nevertheless, at a minimum, the tariff language 

should be amended to make explicit that the Four Corners Rider shall only remain in effect until 

the Company’s next rate case, if the intention was to only u&e the &der unal the impact of the 

acquisition would be reflected in base rates. 

Does that conclude your direct testimony? 

Yes, it does. 
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ARIZONA CORPORATION COMMISSION 

ARIZONA PUBLIC SERVICE COMPANY REGARDING 
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 

DEVELOP A JUST AND REASONABLE RATE OF RETURN 
FOUR CORNERS RATE RIDER 

APRIL 8, 2014 

STAFF'S THIRTY-SIXTH SET OF DATA REQUESTS TO 

DOCKET NO. E-01345A-11-0224 

Staff 36.20: Refer to the Comuanv's WorkDaDer EAB-3. Paae 2. Please provide 
the source and support for the property tax rate of 2.451%. 

Response : The 2.451% property tax rate was an estimate of the average 
composite property tax rate for New Mexico at the time the 
schedure was prepared. APS's actual 2013 New Mexico Composite 
Property Tax Rate was 2.434%. See APS15312 for the calculation 
and support for the actual rate of 2.434%. APS will reflect this 
modification its Rebuttal Testimony. 

Witness: Beth Blankenship 
Page 1 of 1 
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ARIZONA CORPORATION COMMISSION 
STAFF'S THIRTY-SIXTH SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

APRIL 8, 2014 
DOCKET NO. E-01345A-11-0224 

Staff 36.22: Refer to the ComDanv's WorkDaDer EAB-4. Paae 2. Please provide 
the source and support for the 5.25% rate used as the marginal 
cost of debt. 

Response: I n  Workpaper EAB-4, page 2 the Company used the 5.25% rate 
based on the anticipated forecasted interest rate of the Company's 
next bond financing. APS issued debt at a 4.7% yield on January 7, 
2014 to fund the purchase of SCE's share of Units 4 and 5 of Four 
Comers. APS is currently deferring costs at  4.7%. When APS 
updates the deferral calculation in Rebuttal Testimony the 4.7% 
debt rate will be used. 

I 

Witness: Beth Blankenship 
Page 1 of 1 
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Dennis M. Kalbarczyk 
Educational and Professional Experience 

I am the principal of Utility Rate Resources, and work fiequently with the Liberty Consulting 

Group, Inc., (“Liberty”). 

I graduated in 1971 with a Bachelor of Science Degree in Accounting from Husson College (now 

Husson University), in Bangor, Maine. In 1969, I received an Associate in Art Degree in 

Accounting from Strayer College (now Strayer University), in Washington D.C. I am the principal 

of Utility Rate Resources, which was formed in October 1990. I have prepared over fifty rate case 

filings, which have included almost all key aspects of the ratemaking process, such as revenue 

requirement elements (revenues, operation & maintenance expenses, administrative and general 

expenses, taxes, depreciation and amortization expenses, and rate base valuation), rate of return, 

cost of service, rate design, and, other tariff rate design and rate rider matters. 

I was employed by Drazen-Brubaker & Associates, Inc. from March 1988 to September 1990.1 

presented testimony and prepared financial statements necessary for applications for Certificates of 

Public Convenience before the Pennsylvania Public Utility Commission (“PA PUC”). Additionally, 

I was responsible for the preparation and filing of rate cases, and testified on behalf of utilities under 

PaPUC regulation. Prior to March 1988, I was employed by Metropolitan a s o n  Company, a 

subsidiary of First Energy, formerly GPU Energy and General Public Utilities. 1 spent three years in 

the utility’s Rate Revenue Requirement Department as a Senior Financial Analyst. My 

responsibilities included the preparation, review, and analysis of financial reports, budgets, and 

management responsibility for rate and regulatory matters before the PaPUC. 
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From 1975 through 1985, I was employed by the PaPUC, serving primarily in the performance of 

fmancial and operations audits and in rate proceedings. 1 testified on revenue requirements matters 

in nearly all the major electric rate cases during my time at the PaPUC, and performed audits of 

electric, gas, and water companies for compliance with Commission regulations in the areas of 

energy cost, coal and gas contracts, and affiliated service contracts. I testified in Energy Cost Rate, 

Gas Cost Rate, and Coal Compliance proceedings. I actively participated in developing the 

Commission’s first set of regulations on Fuel Procurement Policy and Procedures, Tariffs and 

Procedures on Energy Cost Rates for electric companies and Gas Cost Rates for gas companies, and 

designed computerized procedures for electric utilities to report fossil fuel purchases to the PaPUC. 

From I972 to 1975 I held progressive degees of responsibilities with Certified Public Accounting 

firms performing accounting, auditing and tax preparation duties. 

I have specialized in the area of utility rate and economic consulting related to the financial aspects 

of public utility rates and regulation. My work has encompassed rate case filings, certificates of 

public convenience, expert testimony, and financial applications for funding by the Pennsylvania 

znfrastructure Investment Authority. I have participated in regulatory and legal proceedings 

concerning investor-owned and municipal utilities, have testified before governmental agencies and 

COUIZS, and have represented utilities as well as consumers of utility services. 

Since 2002, I have been providing senior level consulting services to Liberty, participating in an 

audit of electricity distribution service costs for inclusion in revenue requirement before the Illinois 

Commerce Commission, and serving as a team member on focused audits (for the New Jersey 

Board of Public Utilities) addressing financing, accounting, and affiliate charges of National 

Utilities Inc. (Elizabethtown Gas), South Jersey Gas, and New Jersey Natural Gas. I participated in 

Liberty’s examinations of fuel adjustment mechanism costs and issues for staffs of the Arizona 
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Corporation Commission (“Ace’) and the Nova Scotia Utility and Review Board (“NSUAW). I 

also participated in Liberty’s engagements to assist ACC Staff in the review of AEPCO’s and the 

Southwest Transmission Cooperative, Inc. (“SWTC,’) applications for a general rate increase in the 

proceedings at Docket Nos. E-01773A-09-0472 and E-04100A-09-0496 pertaining to cost of 

service and rate design matters, respectively and testified to same. More recently in 2013, I 

assisted ACC Staff in the review of AEPCO’s and SWC’s application for a general rate case filing 

in the proceedings at Docket Nos. E-01773A-12-0305 and E-04100A-12-0353 and I presented 

testimony pertaining to revenue requirement, and cost of service and rate design matters, 

respectively. I also participated with Liberty in Nova Scotia Power Incorporated’s last two general 

rate increase filings, where I testified about revenue requirement matters. 

I have testified in more than 70 rate and regulatory matters on behalf of state regulatory 

commissions, utilities, municipal authorities, and various consumer groups. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q- 

Please state your name and business address. 

My name is Dennis M. Kalbarayk. My business address is 910 Piketom Road, Harrisburg, 

Pennsylvania 17112. 

Have you previously submitted testimony in this proceeding? 

Yes. I previously submitted direct testimony on behalf of the Utilities Division (“Staff of the 

Arizona Corporation Commission (“ACC” or “Commission”) regarding the application of 

Atizona Public Service Company C‘APS” or “Company’? for approval of a Four Comers Rate 

Ridez (“Rider”) in this proceedmg. My direct testimony addressed the appropriate calculation of 

the Rider as it relates to: (1) the rate base and expense effects associated with APS’s acquisition 

of the Southem California Edison (“’) interest in Four Comers Units 4 and 5, (2) the rate 

base and expense effects associated with the retirement of Units 1-3; and (3) recovery of the cost 

deferrals authorized in Decision No. 73130. 

What is the purpose of your surrebuttal testimony? 

The purpose of my surrebuttal testimony is to reply to rebuttal testimony of APS witnesses 

J e h y  B. Guldner, Leiand R. Snook and Elizabeth Blankenshlp regardtng calculation of the 

Four Comers Rider; and to the rebuttal testimony of A P S  witness Snook, Waimaa witness Steve 

W. Chriss and wirness Kevin C. Hfs&llls, who presents testimony on behalf of Freeport- 

MCMoRan Copper & Gold Inc. (‘?;reepoa-Mdh.loRan”), Arizonans for Electric Choice & 

Competition (“AECC”), Noble Americas Energy Solutions (Woble”) and The Kxoger 

Company (Thger’’), rega.rdq a rate design issue involving application of the Four Comers 

Adjustment Schedule to -4G-1 customers. Finalliy, I will also comment on the updated revenue 

requirement and surcharge rate calculation provided by Ms. Blankenship. 

Do you agree with Mr. Guldnet that there is primady one significant issue in dispute 
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A. 

Q. 
A. 

11. 

regardiug the calculation of the Four Corners Rider? 

Yes, that appears to be the case. APS advocates the use of the Weighted Average Cost of 

Capital (“WACC”) of 8.33 percent as the retum on hir value rate base; Staff advocates the use 

of the Fair Value Rate of Return of 6.09 percent as set forth in Section 5 of the Setdement 

Agreement approved by the Commission in Decision No. 73183; and the Residential Utility 

Consumer Office C‘RUCO’? recommends the use of the incremental cost of debt of 4.725% as 

the appropriate return. 

What difference in revenue requirement do these three different positions produce? 

Ms. Blankenship summarizes the effects of the APS, Staff and RUCO positions on page 4 of her 

rebuttal testimony. APS’s position results in an increase of $65.44 d o n ;  Staffs position results 

in an increase of $57.05 million; and RUCO’s position results in an increase of $4920 million. 

So, the Staff’s proposal results in a revenue reduction of $8.39 million to APS’s updated revenue 

requirement and RUCO’s proposal results in a $16.24 d o n  revenue reduction. 

DISCUSSION OF ISSUES 

Issue Rehting to the Appropsiate Rate of Rettlrrr 

Q. 

A. 

Have you reviewed the APS rebuttal testimony and proposed recommendations related 

to the appropriate rate of r e d  

Yes. APS’s witnesses reject my proposed use of the FVROR of 6.09 percent, which is 

specifically set forth in Section 5 of the Settlement approved by the Commission in Decision 

No. 73183. The APS wimesses continue to recommend application of the 8.33 percent WA4CC 

to APS’s fair d u e  rate base. APS witnesses Blankenship, Gddner, and Snook address this 

matter. Referring to Section 10.2 of the Settlemen< Mr. Snook (Rebuttal at  p. 3) states that use 

of the 6.09% retum on rate base “‘ignores the Settlement’s express intent that the Rate Ridex 

reflect the ‘rate base and expense’ effects of the Four Comers acquisition.” I do not agree. It is 
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Q. 

A. 

Q. 

A. 

wd recognized in public utility setting that requkx revenues of the firm a e  equal to its rate 

base times its rate of retum plus expenses. In this case, the Settlement contemplates changes to 

rate base and expenses in recognition of APS's acquisition of SCE's interest in Four Comers 

units 4 and 5. I believe that the rate base and expense effects of the aquisition have all been 

appropriately recognized. What APS appears to seek is a change to the third part of the formula 

as well, the rate of retum, which was not contemplated in Section 10.2 of the Settlement. 

Doesn't Mr. Snook argue that FVROR is an output of a formula whose components will 

change with rate base additions or subtractionS? 

Yes. hk. Snook argues that FIXOR is simply the mechanical output of a formula whose 

components will change with rate base additions or subtractions. Thus, he opines that the 

FVROR must be recalculated, which here would produce equivalent FVRORs and WACCs; ie., 

8.33 percent He also argues that applyrng the 6.09 percent FVROR would contravene Section 5 

of the Settlement Agreement There are several flaws with this position, which I discuss below. 

What ate those flaws? 

Rather than a rate base issue, Staffs original testimony in this docket viewed the derivation of 

the FVROR as a financing and related capital stn~cture issue. See Ralph Smith Direct 

Testimony, Attachment RCS-2, page 12 of 40. Thus, the addition of an asset should not 

neceSsady mean that the WACC or F'VROR must change to reflect each individual asset 

addition. If such a recalculation were desired, then all elements of the FVROR analcysls should 

be reconsidered 
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Q. 
A. 

What other problems do you see with Mr. Snoob.'s position? 

The Commission approved a Settlement Agreement in this case. The Agreement provides for a 

FVROR of 6.09 percent I do not believe that recalculations are required for purposes of 

developing the appropriate FVROR or that a failure to do so contravenes Section 5 of the 

Settlement Agreement To the contrary, recalculating the FVROR (to adopt a F'VROR other 

than 6.09 percent) would appear to cancel the result achieved through Section 5 of the 

Settlement Agreement That provision simply and clearly states that it adopts a fair value rate of 

retum of 6.09 percent' 

Simply put, the 6.09 percent FVROR is not set forth as a value that results from a rote 

calculation, but as the appropriate fair value rate of r e m  duly authorized under the Settlement 

Agreement If one accepted Mr. Snook's contention that fair value rate of return is in all cases 

simply the by-product of a mathematical formula where &e Commission does not have the 

ability or discretion to structure a return that is fair in any given case, the slgntfimnt discretion 

afforded the Commission would be severely limited. But even if the FVROR were merely the 

by-product of a formula, a point with which I disagree, that would not change the fact that the 

FVROR was agreed to by the settitng parties and ultimately approved by the Commission as one 

fixed point among many that led to a determination that the Settlement Agreement set forth a 

reasonable basis for disposing of the matter before the Commission. 

Section 10, of the Settlement Agreement only makes reference to the rate base and expense 

effects associated with the transaction. As discussed above, I believe that those have been 

appropriately recognized. 

Decision No. 73 183 at page 11. 
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Q. 

A. 

Q. 

A. 

Do you have any other comments wIuI %gad to Mr. Snook’s r e b d  testimony 

regarding the appropriate rate! of return? 

Yes. APS stated that the ‘fair value’ of this asset from an accounting ‘fair value’ perspective is in 

this case the same as the ‘fair value’ rate base concept typically discussed in Arizona rate cases; or 

at least that they “are mathematidy equivalent” The price (in- the acquisition 

adjustment paid by APS) is the product of an arm’s length transaction and in Staffs opinion 

represents the best indicator of fair value for purposes of determiniag the revenue requirement 

in this case. 

Mr. Snook‘s rebuttal testimony implies that the almost $226 million of rate base claimed for the 

total acquisition is the ongmal cost rate base value. He goes on to indicate that recalculation to 

reflect reconstructed values would produce a much kugber fair d u e  than that of the o n g d  

cost 

It is not correct to assert that AB’S approximate $226 million of acquisition value for the 

referenced facilities reflects the onpal cost value. Rather, it reflects the fait value of the 

facilities as acquired by APS. As explained in my direct testimony, the approximate $226 d o n  

of rate base includes an acquisition adjustment This adjustment reflects the fact that APS paid 

far in excess of the $52 million book value of Units 4 & 5. That $226 d o n  also iacludes over 

$8 million for Southern California Edison’s (“SCE”) share of the new auxihy boiler that 

recently went into service. 

What about Mr. Snook‘s comments about the use of RCND for this plant? 

a. Snook poses the following questioa ‘Why did A P S  assume in its Direct Testimony tha fair 

value, o@ cost and RCND were all the same for the Four Comers Asset” Mr. Snook then 

states that “APS made a sjmphfpng assumption to reflect just the cost of acquiring SCE share of 
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the Four Comers Units 4 and 5 because the asset was new to APS.” I agree with APS’s Direct 

Teshony to the extent that fair value and RCND are the same in this case. The best indicator 

of fair value for this plant is the purchase price paid by APS in this case. Further, one cannot 

base reconsmction value upon the acquisition value of $226 million, which includes amounts 

paid fat in excess of the book value of $52 d o n  

Q. 

A. 

Q. 
A. 

Do you have any other concerns with use of the WACC of 833 percent as the return in 

this case? 

Yes. From Figure A induded on page 5 of Mr. Snook‘s testimony, adoption of APS’s position 

would increase the FVROR from 6.09 percent to 6.14 percent. The phin language of the 

Settlement Agreement simply does not support this redemmination of FVROR from 6.09 

percent to 6.14 percent or the application of the WACC of 8.33 p e m t  to the fair value of this 

P h t -  

What do you recommend if the Commission were to adopt APS’s position? 

If APS wants to update and recalculate the fair value rate of retum for its acquisition of Four 

Comers Unis 4 and 5, Staff believes that all aspects of the fair value rate of retum should be 

subject to examination. In other words, APS derives s e c a n t  benefit from the Rider, and its 

risk is reduced, which should be reflected in the equity component of its rate of return. 

Additionally, the debt component and the capital structure would also need to be reevaluated 

p e n  APS has just recently obtained new debt iiuancing. 
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APS 5 Updoted Revenge hqztinment and Sztrcbarge &e Cahkztian 

Q. What is your opinion on the updated surcharge rate calculation amounts cited in the 

APS rebuttal testimony? 

Ms. B$ankens+ updated Ms’s rate base and operatmg income claims to reflect known and 

measurable costs as of April 30, 2014. She proposed an adjusted jutisdictional rate base of 

approximately $225.93 million and operating income shortfall of approximately $20.680 million. 

These amounts produced an overall revenue requirement of approximately 865.436 million and 

would result in a 2.33 percent montyT increase to customers’ bills. Her rebuttal testimony uses 

the satne 8.33 percent WACC discussed above. 

A. 

My direct testimony g e n d y  found that APS has accurately CaICulated and appropriately 

supported the other revenue requirement elements it has proposed (except for use of the 8.33% 

WACC mther than the 6.09% FVROR). My preliminarp review of APS’s updated amounts to 

reflect known and measurable changes as of April 30,2014, leads to the same condusions. The 

table below compares Staffs rate base value position in my direct testimony to the updated 

values provided by APS, which we accept. 

I 
Accumulated Depreciation: 

Acquired PLant f-539,326,651 $553,352,949 
SCE Additional Reserve (9/1/13 - 12/31/13) -14,738,975 

Cost of Removal Reserve 916,566 
APS Additional Reserve (1/1/14 to --) -1,088,27 1 -2042,193 
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Q. 

A. 

Boder Depreciation (5 / 1 / 13 to ----) -286,000 -476,562 
Total Accumulated Depreciation $-554,523,331 &555,87l,704 

I I I I 

T o d  Company Rate Base $225,002,@74 $233,886,036 
A P S  Allocation Rate 9GAO?/o 96.60% 

APS Rate Base $2l7,355003 $225,933,911 

Describe how APS determined the updated jurisdictional $65.436 million annual menue 

deficiency and the resulting 2.33 percent monthly surcharge, and describe StafPs 

proposed jurisdictional rwenue deficiency and surcharge rate. 

The methods relied upon for the calculations of the jurisdictional revenue deficiencies under the 

Company’s and Staffs proposals did not change. The following table illustrates the resultant 

revenue deficiencies and surcharge rates based upon the rates of rerum proposed by APS and 

Staff. 

Staff recommends that the Company’s computed jurisdictional revenue deficiency of $65.436 

million be reduced by $8.39 million to $57.05 d o n .  The revised revenue deficiency therefore 

reduces the surd.latge sate €tom 2.33 percent to 2.03 percent 

Item Liberty Updated 
Proposed 

APS updated 
Pro Forma 

Adiustments 



Surrebuttal Testimony of Dennis M. Kalbatczyk 
Docket No. EO1345A-11-0224 
Page 20 

2010 Adjusted Base Revenues 
Percentage Rate Surcharge 
chvlge in Revenue Deficiency 

$2,810,916.000 $2,810,916,000 
233% 2.03% 

(Sy383,72l) 

Q. 
A. 

Q. 
A. 
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19 

Please summarize the changes to Aps’s adjusted operating income claim. 

The APS initial as-hled jufisdictional operating income deficiency was $19.617 d o n ,  which it 

updated to $20.680 d o n .  The next table s d e s  the cost components at APS’s claimed 

values, and s d e s  the changes. The cbanges occuned in depreciation and amortization 

expenses and in income taxes. The change from a 6-month to 11-month &ne period projected 

for this proceechg (&om June 30,2014 to November 30,2014) drives these changes. 

What i s  your view of the need for future review of APS’s updated values? 

I accept the updated values as provided by APS as of April 30,2014, for purposes of caldt ing 

the surcharge rate for the instant proceeding. 

AG- I Rate De~gtz 1 s ~  

Q. Have you reviewed the testimony of Walmart Wimess Steve Chriss and Wimess Kevin 

Higgins on behalf of Freeport-McMoRan, AECC, Kroger and Noble? 

Yes. These are large AG-1 customers of APS who do not believe that the Four Comers Rate 

Rider should apply to them. As Witness Chriss desaibes it, AG-1 is a buy through rate for hge 

commercial and industrial customers, which allows them to purchase generation service from a 

A. 
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third party. These large customers do not believe that the Rider should apply to them since they 

do not take generation service from APS. They argue that only those ratepayers who take 

generation service from APS and will benefit &om the acquisition of those assets should bear the 

costs. ‘l3.19 further argue that APSs proposal to apply this to even the “APS” pomon of their 

bills is a violation of the Settlement approved by the Commission. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

How is the surcharge applied? 

Accordmg to Section 10.3 of the Settlement, the recovery mechanism would recover the rate 

base and non-PSA (Tower Supply Adjustoi’) related expenses associated with the Four 

Corners transaction on an equal percentage basis across all tate schedules. A P S  has proposed to 

apply the SUTcharge to only a portion of the bills paid by customers taInng service under AG-1. 

As proposed by APS, the charge would apply only to the non-generation portion of AG-1 

customers’ bills. 

What is Staffs position with regard to the application of the surcharge rate to AG-1 

customers? 

Since APS proposes to apply the surcharge rate only to the non-genezation pottion of the AG-1 

customer’s bill, and not the pomon representing a pass-through of charges from Alternative 

Generation Providers, Staff believes that this approach provides a reasonable balance of the 

interests of all Customer concerns. 

Do you believe that APS’s proposal is inconsistent with the Settlement approved by the 

Commission and with the Company’s Tatiff as Mt. Higgins and Mr. Chriss suggest? 

No. With respect to the Settlement, had the parties intended to exclude AG-1 customers horn 

the application of the surcharge, knguage could have easily been included in the relevant 

portions of the Settlement, but it was not. APS’s application of the surcharge to only the APS 
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portions of the AG-1 customers’ bills is a reasonable result in hght of the Settlement and the 

Company’s Td€. 

Q. 

A. 

Q. 
A. 

What impact would Mr. Higghs’ and Mt. Chriss’ proposal to exclude AG-1 customets 

entirely have on other customers? 

Mr. I - h g p s  notes that the rider would increase by approximately 0.02 percent, or about 2 cents 

per month, for a typical customer with a base energy bill of $125 per month. 

If the impact is so smalI, why is Staff opposed to Mr. Higgios‘ and Mr. Chriss’ proposal? 

Staffs objective is to achieve the appropriate balance between customer classes. We believe that 

APS’s proposal in this case does that 

Units 1-3 Rab’e Base 1.m 

Q. 

A. 

What do you conclude with respect to rate bme costs associated with Units 1-3? 

My direct testimony noted that we were in the process of examining the potential removal from 

base rates of any rate base costs assodated with Units 1-3. That review process is now complete. 

We are satisfied that the Company bas demonstrated that these fadsies have, in fact, been 

removed from rate base consideration, and are not reflected in w e n t  rates or in the proposed 

surcharge rate. 

111. SUMMARY OF RECOMMENDATIONS 

Q. Please summarize your recommendations. 

A. I recommend that the Commission: 

0 Reject APS’s requested 8.33 percent rerum to be applied to the Four Corners fait 

value rate base. 
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Accept Staffs direct testimony position that the appropriate rate of return associated 

with the development of the surcharge rate be the Fair Value Rate of Retum 

(“FVR0R”j of 6.09 percent contained in the Settlement ,4greement approved by the 

Commission in Decision No. 73183, 

Approve APS’s updated cost values, including (1) rate base and expenses associated 

with the acquisition of SCE‘s shate of LJnits 4 and 5; (2) the rate base and expense 

effects associated with the retirement of Units 1-3; and, (3) related cost deferrals 

provided for in Decision No. 73130 for purposes of calcuIating the surcharge rate. 

Approve a total jurisdictional revenue increase of no more than $57.05 d o n .  

Require that the Four Comers Adjustment Schedule include updated language agreed 

to by APS in order to make clear that the surcharge rate will only remain in effect 

until the conclusion of APS’s next rate case. 

Make the surcharge rate applicable to customers as described in APS’s proposed Four 

Comers Adjustment Schedule. 

Approve a surcharge rate of 2.03 percent 

Q- 
A. 

Does that condude your direct testimony? 

Yes, it does. 
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APS -Proposed 
Short-Tm Debs s 
tong-Tam DeM S 3,382,656 46.06% 
commonstockEquity , S 3861,248 53.94% 

S 7,344,104 2ooaoo! 
~ -c 

Total Capital 

ACC Skff - P m p d  
Sbopt-Tm Debt S 
Long-Tm Debt S 3,382,856 46.06% 
common StodcEsUitv S 3,961,248 53.94% 

Total C a p d  

Di&rara 

Weighted cost of Debt 

ACC Staff - Propwcd Fair Vallrehte of Return -Alternative 1 
Short-Tm Debt s 0.00% 
Long-Tam Dekt 0 2,608,501 3 1.94% 
C ~ ~ s t o d r E q u i q .  S 3.054.497 37-40?! 

capitalfmsncing om S 5,662,998 
AnwaMon sbovc OCRl3 
nb;ncognizedonut i l i tys~~ S 2.504.128 30.66% 

S 8.167.126 , Tdcq~italsupportbgupport;npFVRB 100.00% 

ACC Staff - Proposed Fair Valse Rate o f  Return - Altcrnstivt 2 
ShOrt-Tcrm Debt s 0.0056 

Cammon Stock Equity 
Capital finnancing O W  

Almsciation abavcocRB 

LOng-Tm Debt S 2,608,502 3 1.94% 
s 3,054,497 39.40% 
S 5,662,998 

n'o'tncognipd on utiiiw b00ks S 2504,128 30.66% 
Totalcapitalmppo~SingFVRB S 8,167,126 I00.00H 

0.00% 
6.38Yo 2.94% 

11.W! 5.93% 
8.87% 

i_ 

0.00% 
6.38% 2.94% 

8.28% 

-0.5wo 

2.94% 

9.90% 534% - - 
P 

O.Oo?! 0.00% 
63% 2.04% 
9.W! 3.70% 

U?? {a] 0.00% 
5.74% - 

'O.OP! 0.00% 
6.38% 204% 
9.90% 3.7D% 

1.00% D] 0.31% 
6.05% - 

Line 15, COLA: 
23 FairValueRateB~lst %' 8,167,:26 SdheduleA 
24 Original Cost psdc Base S 5.662.998 S&edultA 
25 Diffamce S 2,504,128 

Difference is apprecktian of Fair Value over Or&aI Cast that is not recognizaf 
on the utiiity's books. 

[a] The appreciation ofFair Value over Original Cost has not been recognized on the utility's hh. 

The appreciation over Original Cost b k  -due is thercfm recognized for cost or urphal 
purposesat7Jm3 cost 

b] Per Staff witness David P a r d  
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EXHIBIT 

ARIZONA CORPORATION COMMISSION 

ARIZONA PUBLIC SERVICE COMPANY REGARDING 
STAFF'S THIRTY-SEVENTH SET OF DATA REQUESTS TO 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE O f  RETURN 

FOUR CORNERS RATE RIDER 
DOCKET NO, E-0 1345A- 11-0224 

APRIL 17, 2014 

Staff 37.2: Refer to  Work Paper EAB-1, Page 6 of 9. Please provide a copy of 
the sales contract that provides for the terms outlined on this 
schedule. 

Response: Attached as APS15360 is the requested "Purchase and Sale 
Agreement by and between Southern California Edlson and Arizona 
Public Service". This document was also attached to  Mark 
Schiavoni's Direct Testimony in the Four Corners Docket (E- 
01 345A- 10-0474). 

Witness: Beth Blankenship 
Page 1 of 1 



Execution CQpy 

SOUTHERN CALIFORMA EDISON COWANY, 
a California corporation 

and 

ARIZONA PUBLIC SERVICE COMPANY, 
enArizmacorporaf3cm 

12193761.3 
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PURCBASE AND SALE AG- 

\ 

This PUBCHASE AND SALE AGREEMENT is made as of Novexber8, 2010, by 
and between SOuTHERlv CALIFOWA EDISON COMPANY, B CaIifomia corporation 
  seller'^, and ARIZONA PUBLIC SERVICE COMPANY, an Arizona corporation 
(“purctraser“). 

0 

BACKGROUND 

I . . (  

1.1 Defined Terms. The following tenns when used in this Agreement (or in the 
Schedules and Exhibits to this Agreement) with Sfial letters capitalized have the meanings sa 
f d  below: 

k Seller desires to sell to Purchaser certain assets, which collshtute all of Seller’s 
participation interests in the fossil fuel generating facility known BB the Four Comers Power 
P h t  md certain other facilities and assets associated therewith or ancillary thereto, and 
Purchaser desires to purchase these assets from Seller, all on the terms and conditions hereinafter 
set fo* 

B, Seller and plncfuzser are entering int0 this Agreement to evidence heir respective 
duties, obligations and responsMities; 

MOW, TREREEYIRE, in cornidenition of the respective representations, warranties, 
covenants and agreemerib contained in this Agreement, Seller and Purchaser, intending to be 
legally bound, hereby agree as follows: 

1.1.1 a. “ACC” means the Arizona Corporation Commission or its 
regulatory ~wcessor, as applicabb. 

1.12 Affiliate. ‘‘Mli&e” of a Person means any other Person that 
( E )  directly ctr indirectly controls the specified Person; (b) is controlled by OK is mder direct or 
indirect common amtd  with the specified Person; or (c) is m officer, director, employee, 
representative or agent or subsidiary uf the Person For the purposes of this definition, “conm1,” 
when used with respect to any specified Person, means the power to direct the management M 

policies of the specified Person, directly or indirectly, whether through the ownership of voting 
securities, partnership or limited liability company interests, by contract or otherwise. 

1.13 Agreement. “Agreement” means this Purchase and Sale Agreement, 
together with the Schedules and Exhibits hereto. 

l.I.4 Ancinarv Amee mats.  “Aadflary Agreemnts” means the Deed, 
the Bill of Sale, the Assignment and Assumption Agreement and any other agreement to be 
executed and delivered by the Parties Unaer this Agreement- 
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- 1.15 Artide. “Artide” means a numbered article of this Agreement. An 
Article includes all the numbettd s&m of this Agreemenr that begin with the same number as 
that Article. . 

i 
1 

1.1.6 Assets. “Assets” has the meaning set forth in Section 2.1. i 
1 l.l.7 Assianment and Assumption Agree m a t .  “Assignment rind 

Assumptian Agrement” means the assignment and asmptim agreement between Seller and 
Purchaser, to be delivered at the Closiug, m rmch form as shall be reasonably acceptable to Seller 
and Purchaser, pursuant to which Seller shalf assign to purchaser al l  of SeiiIw’s right., title and 
interest in and to the Facilities Contracts, Oertain intangible assets and certain other Assets, and 
Purchaser shall accept such assi&nments and assume the Assumed Liabilities. 

1.L.8 Assumed Liabilitces. “Assumed LfiabiIitiw” has the meaning set 

. 

forth in Section 2.3. 

Ll.9 Bill of Sale. ‘’Bill d Sale” means the bill of sale from Seller to 
purchaser, to be delivered at the Closing, in such form BS shall be reasonably acceptable to Seller 
and Pmhaser. 

1.1.10 Blrstness Day. ’’Bushes Day” means a dizy other than Saturday, 
Sunday or a day on which banks are legally closed for business in the State of Arizona‘ 

1.1.11 Mods SO. “California SO” means the Independent System 
Operator described in !&de 3 of Chapter 2.3 of Part 1 of Division 1 of the California Public 
Utilities Code. 

1.1.12 ‘cadtal Expenditnre. “Capital Expenditure” means any additions 
to or replacements of property, plant and equipment in accordance with any of the Facilities 
comcts. 

1.1.13 Carbon Emission Allowance. “Carbon Emission Allowance” 
means m Emission Allowance or authorization to emit one specified unit of carbon dioxide or, if 
applicable, another pollutant addressed under Eavironmental Laws to mitigate global warming or 
climate change. 

I 

1.1.14 CIOsing. “Closing” has tbe meaning set fo& in Section 3.1. 

L1.E Clasiw Date. ‘‘Ciasing Date’’ has the meaning set forth in 
Section 3.1. 

l.1.16 Q&. “Code” means the Intemai Revenue Code of 1986, as 
amended. 

1.1.17 Commerciallv Reasonable Efforts. ‘‘ComrnercWy Reasonable 
Efforts” means efforts by a reasonable Person in the position of a Party which me designed to 
enable a Party to satisfy a condition to, or otherwhe assist in the consUrnmation of, the 
transactions contemprated by, or to perfom its obligations under, t h i s  Agreement and which do 
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I 
not reqw‘re the performjng Party to expend any funds or ~ssume liabilities other than 
expenditures and Iiabitities which are customary and reasonable in nature and amount for 

1.l.18 confidential Iaformation. s4Cod1dential Wwmation” has the 

‘-’ transactions like those contemplaced by this Agreement. 

meaning ascribed to such term in the confidentiality Agreement. 

LLl9 Conf idea lhWkeem ent. ‘‘confidentiality Agreement’’ means 
that certain Multiparty Codidentidity Agremmnt by and amongSeller, Purchaser and the other 
Facilities Owners dated August 4,2009. 

1.l.20 CPUC. “CPUC’ means the Cdifomia Public Utilities Commission, 
or its reguiatory successor, 8s applicable. 

L1.21 Decommh&ontnr! Rmort. “Decommissioning Report” means ~e 
Final Report Fwility-Wide Indicative Demolition Cost Estimate for the Four Corners Power 
piant issued in December of 2009 by The Shaw Group.Power Generaton Services. 

‘’Deed‘’ means the special warranty deed as customarily used in 
the state where the Facilities are located p m m t  to which Seller will convey d of 2s right, title 
and interest in bze reaf. property Assets  old to mzrcbaser under this Agree- subject to 
Permitted Encumbmccs. 

1.1.22 

l.l.23 Won-Arizona Transmission Apseem ent. ‘‘EdEdisOn-ArizOna 
Transmission Agreement” means that certain Transmission Agreement between Southern 
California Edism Company and Arizona Public Service Coqmy executed july 20,1966, ELS the 
same may bt amended to the closing Date. 

/ 
i 

1.134 Effective Date. ‘%ffe&ve Date” means the date on which this 
Agmxmt hac been executed and delivered by the Parties. 

Emission AMcrwance. “Emission ABowsnce” means an authorization 
to emit one specified unit of pollutant or Hazardous Substance from the Assets, which units are 
established by the Governmental AuthOritqr withT‘juriSdiction over the Assets under (a) an air 
pollution control and emission reduction program designed to mitigate giobd warming or 
c1imat.e change or interstate m intrastate transport of air pollutants, (b) a p g r a m  designed to 
mitigate emimmmtal impairment of sufaee watas, watersheds, or gruundwater or (c) any 
pollution reduction program with a similar purpose. Emission Allowances include allowances, 
as described above, including credits, regatdless of whether the GovmmM Authority 
establishing such allowkces designates such azlowances by a name other than “allowances.” 
Except BS qecdlcnlly addressed in Sections2.2flJ and 2.6 with respect to W o n  Emission 
AlIowances and -2.20 with respect to SO2 Emission Allowances, the amount of the 
Emission Allowances shall be aI1 Emission Allowances pfd to the Facilities or to Sdler or 
Purchaser as a resdt of its or their owner&@ interests in the Facilities and in existence and not 
c m s m d  as of the Effective Date or subsequently authorized in respect of the Assets, reduced 
by the Emission Allowmces comumed in the operation of the Facilities between the EBective 
Date and the Closing Date in the ordinary course of business, 

1.1.25 

3 
APS13560 
Page 9 of 87 



L1.X Encumbrances. ‘%cmbrantRs“ means any and dl mortgages, 

essements, activity .d use restrictions and limitations, exceptions, rights-of-way, deed 
restrictions, defects of title, encumbrances, and charges of my kind 

1.1.27 Environment “ E n d ~ m t ”  means al l  soil, real property, air, 
water (including surface waters, streams, ponds, drainage basins, washes md wetlands), 
pundwatex, water body sediments, dririking water supply, stream sedimeats or land (including 
land surface or subsurface strata), fish, piant&, wildlife and ocher biota or other environmental 
medium or natural resource. 

pledges, claims, liens, security interests, conditional and installment sales agreements, , 
I 

I 
I 

1.1.28 Environmental. Conditim. ‘‘E~vhmmental Condition” means the 
presence, Release or threatened Release to the Enviromnent of Hazardous Substances, including 
any migration of Hszardous Substances through the Environment, at, to or from the Facilities or 
the Facilities Switchyard or the Nmajo Mine regatdless of when such peace,  Release or 
threatened Release occurrcd or is discovered. As used in this Agrctment, “threatened Release“ 
shall have the meaning ascribed thereto by the Comprehensive E n h e  Response, 
Compensation, and Liability Act (42 U.S.C. # %O?(a)). 

1.139 Environmental Laws. ‘‘Enhrunentaf Laws’’ means all Federal, 
state, local and tribal civil and rriminsl laws, regul.ations, rules, ordinances, codes, decrees, 
judgments, dkectiva, or judicial or admb&x& ‘ve orders relating to the Envixomd or human 
health and welfare, as the same may be unm&d or adopted, including, without Iimitation, those 
relating to Rdeases M fhrwned Releases to the Envirwment or otherwise relating to the 
inanufame, processing, distribufion, use, treatment, storage, R d e ,  threatened Release, 
transport, disposal or handling of Hazardous Substances, including but not limited to, the 
Comprehensive Environmental Response, Cornpensaticm, and LiabiIiQ Act (42 U.S.C. 0 9601 et 
seg.), the b d o w  Materials Trmportation Act (49 U.S.C. 0 1801 et Seq.); the Resource 
Conservation and Recovery Act (42 U.S.C. 8 6901 ef seq.), the Federal Water Pollution Control 
Act (33 U.S.C. 8 1251 et seq.), the Clean Air Act (42 U.S.C. 0 7401 et seq.), the Toxic 
Substances Control Act (15 U.S.C. 0 2601 et seq.), the Oil Pollution Act (33 U.S.C. Q 2701 ef 
seq.), the Emergency Planning tmd Community Right-to-Know Act (42 U.S.C. Q 11061 et scq.), 
the Oil Pollution Act (33 U.S.C. Sec. 2701 et sq), the Safe Dnnking Water Act (42 U.S.C. 
Secs. 300f through 30Oj), the Occupational Sdety and Health Act (29 U.S.C. Sec, 651 et sq.), or 
any similar laws of any Governmental Authority having jurisdiction over the site at which the 
Assets are located or athercwise appkable to the Assets. 

1.130 Exdudd Assets. “Exduded Assets” bas the m e  set forth in 

1.131 Exduded Liabilities. “Exduded Liabilities” has the meaning set 

Exhibits. ‘%Exhibits” means the e h i i t s  to this Agreement. 

section 2.2. 

forth in Se&m 2.4. 

1.132 

1.133 Facilities. “Fdties” means the “Four Comers Project,“ as that term 
is defined in the Facilities Co-Tenancy A p m e n t ,  as well those facilities clehed by the 
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following term in the Facilities Co-Temncy Agreement, to the extent they date to the Four 
Corners Project, and to the extent such facilities exist, RS of the Closing Date: ‘=sting New 
FaciMies,” “Existing Related Facilities,” ‘‘Future New Facilities,” and ‘Future Related 
Facilities.” 

LL34 Fadlities Co-T-w Am eement. ‘‘Facilities Co-Tenancy 
Agmernent’’ mearrs that certain Four Corners Project Co-Tenancy Agreement executed as of 
July 19,1966, by and among the Facilitia Owners, as the same may be mmdd to the Closing 
Date. 

(-) i 
r 

. 1.195 Fadities Contracts. ‘‘Facilities Chntractt~’’ has the meaning set 
forth in Section 2.lhj. 

j3wiIities ht?l A91.eem ent. ‘TacWtks F d  Agreement’’ means the 
Four Comers Coal Supply Agnxnmtt, efktive Ianuary 1, 2010, between BHP Navajo Coal 
Company and the Facilities Owners, as the same may be Bmended to the Closing Date. 

1.136 

1.1.37 Facilities Iasnsauce PdicieS. ‘‘F’&@ Insnncnce Policies” means 
all jnsuraam policies carried by or for the h e f i t  of the Facilities Owners witb respect to the 
ownership, operation or rcm&mmx of the Facilities or the Facilities Switchyard, includhg all 
riability, property damage, self insurance ammgernmts, retrospective assesments and business 
interruption policies in respect thereof. 

1.us FadWes Lease. “Facilifies Lease” means the Indmme of Lease 
dated December 1, l%O between tbe Navajo Tribe of Indians and Purchaser, as amended, 
suppkmated and revised by the Supplemental and A d d i t i d  Indenture of Lease ex- as of 
July 6, 1966 between the Navajo Tribe of tndians and the Facilities Ownexs, and as further 
amended by the Amendment. and Supplement No. 1 to the Supplemental and Additional 
Iadenhne of Lease dated April 25, 1985 betweear the Navajo Tn’be of Nations and the Facifities 
Owners, as the m e  may be mended to the Czosing Date. 

‘ 

X.139 F d t i e S  OP eratiw Am cement, ‘%aciiities Opera&g 
Agreemat” means that CeFtain Four Corners Project O p a a h g  Agreement entered into BS of 
May 15,1969, by and among the Facilities Owners, as the same my be amended to the Closing 
Date. 

1.l.40 Facilities h e r .  “FacWes Owner” means each Pmon who, as of 
the relevant time, is a ‘Paaicipt’’ under the Facilities Co-Tenancy Agreemait, which, as of the 
date of this Agrement, meam Purchaser, El Past, Electric Company, Public Service Company of 
New Mexico, Sdt River Project Agricultural Improvement and Power District, Seller and 
Tucson Electric Power Company, in each case in such Person’s capacity as a cTart.icipant”. 

1.1.41 Fdit ies  Switchvard. ‘Tadities Switchyard” means the 500 kv 
and 345 hcv switchyards located at and djacent to the Facilities. 

1.1.42 FlERC. “PERC” means !be Federal Energy Regulatory Cornmission 
as established by the Department of Energy Orgmka~on Act of 1977, 42 U.S.C. $ 7171, as 
amended, or its regulatory successor, as applicable. I 
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1.1.43 FIRPTA Mdavlt. ‘WRPTA AflFidavit“ means the Foreip 
Investment in Real propesty Tax Act Certificate and Affidavit of Seller, to be delivered at the 
Closing. 

LL44 Govementd AnUlo~tv. “Governmental Authority” means any 
federal, state, local or other governmemt; any govesnmentaf, regulatory or administrative agency, 

ve, 
executive, judicial, legislative, police, regulatory or taxing mtbrjty or power; any court or 
governmental t r i b w  and any Tribal Authority; but does not include muchasery SeIIer, my 
Affiiate thereaf, or any of their respective successors in interest or any owner ox operator of the 
Assets (if otherwise B G o v d  Authority). 

1.1.45 Hazardom Substances. “mrdous Substances” means (&)any 
petrolwm, asbestq urea formaldehyde foam insulation and/or transformer or other equipment 
that conhim polychlorinated biphenyls; (b> any chemical, material or substance defined 8s or 
included in the definition of ‘’hazardous substanaes,” “hazardous wastes,” ~?razardous mbials,’’ 
‘‘hmrdous constituents,” “restricted hazardous materials,” “extremely hazardous substances,” 
“toxic substances,” “toxic poUutants,” ‘‘contaminants,’ “poliutants” or ’?lazardaus air 
poIIutants,” or words of similar meaning and regulatory effect, under any Envjrommtal Law; 
andlor (c}any other chexnical, material or ~ub~tance that is listed or regulated under any 
Ehviromentd Law because it poses a hazard to human health or welf‘are or the Environment. 

1.1.46 HSR Act. “HSR Act” means the wart-Scott-Rodino Antitrust 
Improvements Act of 1976, as mead& from time to h. 

‘Income Tax” means any Tax imposed by any 
Govcmmental Authority (a) based upon, measured by or calculated with resptxt to gross or net 
income, profits or receipts (including municipal gross receipt Taxes, c a p d  gains Taxes and 
minimum Taxes) or (6) based upon, measured by or calculated with respect to multiple bases 
(including corporate franchise Taxes) if one or more of such bases is &mid in clause (a), in 
each case tog&er with any interest, penalties or additions attnibutabie to such Tax. 

. .  . commission, body or other authority exercising or entitled to exercise any 

1.1.47 Income Tax. 

1.1.48 Independent AccOnntine Firm. ‘%dependent Accounting Firm” 
means rmch nationally recognized, independent accormting firm a is mutually appointed by 
Seller and Purchaser for purposes of this Agreement. 

1.l.49 Initid pnrchase Price. ‘‘Initial €+mhase Price*’ rn- Two 
Hundred M i - F o u r  Million DoUm ($294,000,000). 

1.150 Knowledee, The term “Knowledge” OT similar phrases in this 
Agreement means: (a) in the case of Seller, the extent of the actual and clurent howledge of 
Seller’s officers, employees, and knowledgeable persons listed in Schedule 1.1.50(al at the 
Wective Date (or, with respect to the certificate delivered pursuant to Section 8.6, the date of 
delivery of the certificate) without any knpkation of verification or investigation concerning 
such knowledge; (3) in the case of Purchaser, the extent of the actual and umat knowledge of 
Purchaser’s officers, employees md authorized agents listed in Schedule l.l.SOfi1 at the 
Effective Date (or, with respect to the certificate delivered pursuant to Section9.6, the date of 
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delivery of the certificate) without any implication of verification or investigation concerning 
such howledge; and (c) in the case of Operating Agent, the extent of the actual land current 
knowledge of Oparating Agent’s offiicers, employees and authorized agents iisted in 
Schedule 1.1.501~) at the date of this A g m x n a  or at the CIosing Date, as well BS the Persons 
who, as of the date of this Agreement or as of the Cioshg, serve as the plant m g e r  of the 
Facilities and the Person or Persons M whom the plant manager repor&, Without any implication 
of verfication or investigation concerning such knowledge. 

I 

1.1.51 Landfill. “LanWW means that certain landfiu 8s identified in the 
sections 1abeled‘ZANDmLL” on the map attached as Exhibit Ahmto. 

l.l.52 Laws. “Laws” means all Federal, stare, local and mial civil and 
criminal laws, regufations, rules, ordinances, codes, decrees, judgments, &ctives, or judicial or 
administrative orders. 

1.1.53 Material Adverse Effect. ‘‘Material Adverse Effect’’ means (x) any 
event, circumstance or umdition materially impairing 8 Party’s authority, right, or ability to 
cornmumate the transactions contemplated by chis Agreement or the Ancillary Agreements, or 
(y) any change (or Changes taken together) in, or effect on, the &sets that is mat%rially adverse 
to &e operations or physical condition of the Facilities and the Facilities Switchyard, taken as R 

whole, which exist 8s of the Closing, including. im unscheduled shutdown that is matedially 
adverse to the operations or physical condition of the Assets following the Closing, but 
excluding (a)any change (or changes taken together) gcneraliy dfecting the international, 
mtional, regional or local electric industry as a whole and not affecting the Assets in any manner 
or degree materially different than otha facilities l i e  the FaciIities, (b) any change (or chgcs)  
resulting from the international, national, regional or local markets for fie1 used at the Facilities, 
(c) any change (or changes taken together) in the North American, national, regional or locd 
transmission system, (d) any change (or changes talcen together) to the exm constituting or 
involving an Excluded Asset or Excluded Liability, or (e) any change which is cured (indudkg 
by the payment of money} before the earlier of the Closing ox the ktmhation of the Agreement 
under Section 10.1. 

1.154 Moenkctpi Switchvard. “Mioenkopi Swftchyrard“ m e m  the 500-kV 
transmission switching station located at the Moenkopi Substation as defmed in the Mison- 
Arizona Transmission Agreement 

1.1.55 Navaio Mine. “Navaja Mine” means the 4 mine located on the 
Navajo Nation property that is operated by BHP Navajo Cod Company (“BKP”} and that 
supplies coal to the Facilities under the Facilities Fuel Agreement. 

Opemfing bent. “Operah~g Agmf’ means ArizXma Public Service 
Company, as operating agent under the Facilities Co-Tenancy Agreement and the Facilities 
operating AgreeznenG or its successor in interest. 

Onerating Agent’s Actuary. Wperating Agent’s Actuary” means 
the Person acting as the actuary for the bpmthg Agent with mpect to the Facilities, or its 
successors or assigns, which at the time of this Agreement is Towers Watson & Co. 

U.56 

L1.57 

\v 
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1.158 Par&. ‘Far@” means either Seller or Fkrcber, as the context 

1 1.159 Pension and OPE% Liabilfties. ‘%Pension and OPEB Lhtbilitiesn 
means the p s i o n  plan accumulated bemfit obligation (ABO) and the other post-retirement 
benefit obligation (mu) for the Operating Agent and its Affiliates determined in Bccordence 
with Statement of FinanciaI Am- Standards No. 87 @AS 83, Statement of Financial 

‘ 1 ‘  
requites; “parties” means, oollcctively, Seller and Pmhasez. 

1 .  
i 

I h u n t i n g  Standards No. 106 (FAS 106) and AccoUnting Standards Codification 715, as 
d I 

I 1.Lm Permitted Encumbrances. ‘‘Perdtted Encdrances” means 
(a) liens for Pmprty Taxes and other governmental charge8 and assessmmfs which are not yet 
due and payable, (b) atl exceptions set forth in the preliminary Title Repoa to the extent deemed 
approved by Purchaser under Section 6.10, (c) during the period prior to the Closing, the lien of 
Seller’s Mortgage, (d) liens, encumbrances or titie k@&ans with respect to the Assets 
creates by or resulting from the acts or omissions of prrrchaser or Operating AgmL (e) liens, 
charges, claims, pledges, security interests, equities and encumbranm arishg under the 
Fadties cwtracts, or which will be and are discharged or released either prior to, or 
simd~wwly with, the Closing, (f) the Assumed Liabilities, and (g) liens, charges, dahs,  
pledges, security interests, equities and encumbrances that do not apply only and exclusively, to 
the interest of Seller but that also constiW liens, charges, claim, pledges, security interests, 
equities or encdrances upon the interests of the other Facilities owners in common d o r  the 
Op&g Agent, 8s agent for any of the Facilities Ownas and that individually, or in the 
aggregate, do not constitute a Materia1 Adverse Effect with respect to the Facilities or the 
F a c W s  Switchyard other than Material .Adverse Effects of which th2 Operating Agent has 
Knowledge. 

i 

1.1.61 Person. “Person” means an individual, partnership, joint vmm, 
corporation, iimited Iiabiity company, trust, association or mincorporated organization, or any 
Governmental Authority. 

1.1.62 PNW Plan Assets, ‘TNW Pian Assets” means the fair market value 
of the Operating Agent’s and its Affiliates’ hvestmmts h its retirement and other post- 
retirement plans listed on Schedule 1.1.62. 

meaning set forth in Section 6.10. 

ProDertv Tax. ‘‘Property Tax” means any Tax resulting from and 
relating to the assessment of real or personal property or a possessory interest in real or personal 
property by my Governmental AWhm‘ity. 

Pwhmmrv Title Report. “PreIiminarg Title Report” has the . .  1.l.63 

1.1.64 

1.1.65 Purchase Price. “Purcfirm8e Price” bas the meaning set forth in 

Purchaser. “Purchaser” has the meaning set fortb in the introductory 

Section 3.2. 

1.1.66 
paragraph of this Agreement. 
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1.L67 Pnrdrwr’s Rermired Consentq. “Purchaser’s Required 
Conseats” means dl consents specEfied in Schedule 1.L679 which include rhe oansent of any 
Person (orher than a Governmental Authority) necessary for Fmcbscr’s COnmtmTnation of the 
transa&m contempkited by this Agreement and the Ancillary A p m t s ,  except where the 
failure to obtain such Person’s consent would not have a Material Adverse Effect. 

%\ 

1.1.68 Pmvhaser’s Reauired R&atorv ADD mv&. ‘Turcbasw’s 
Required Regulatory Appmvals” means dl approvals specified in Schedule 1.1.68, which 
include the approval of the p&e and sale contemplated hereby by (i) the ACC; (ii] the FBRC 
& the Federal Power Act, which approval shall be without condi6ons or Constraints that 
would limit Purchaser’s ability to take delivery and deliver power from the Facilities for 
purposes of serving Purchasex’s retail load or s e h g  at whalesale on terms and conditions 
reasonably ssttisfactory to Purdmer; ewl (fi) any other Governmental Authority with general 
regulatory authority over purc;haser or the business and assets represented by the Assets and 
whose approval is required for Purchaser’s Consummaton of the trans&m conternpiated by 
this Agreement and the AnciIlary Agreements, except w k  the failure to obtain such 
Governmental Authority’s a p p v d  would not have a Material Adverse Effect. 

1.1.69 Redarnation Report. “Reclamation Report“ meats the Final 
Reclamation C i o s w  Plan and Cost Estimate at the Navajo Mine for A P S  issued in August of 
2010 by Rzarston & Marston, Inc. 

Release. ‘“Release” meam any release, spill, leak, discharge, disposal 
of, pumping, pouring, emitting, emptying, injecting, leaching, dumping, depositing, dispersing, 
escaping or migration of a Hazardous Substance into, onto or through the E,nvironment or within 
any building, structure, facility or fixture, including the abandonment ur discarding of Hazardous 
Substances in bsurels, dnuns, OK other containers, 

L1.71 Remediation. ”Remediation” means any action of any kind to 
address an Enviromental Condition or Release or threatened Release of the presence of 
Hazardous Substances on or in bre EnvirOnment relating to the Facilities, the Facilities 
Switchyard, the Navajo M i  or any other iocation at which Hazardous Substances or non- 
hazardnus Substances or materials generated or originating at the FmiIities were t r a n s p d ,  
stored or disposed of, b l & g  the following: (i) monitoring, investigation, treatment, cleanup, 
containment, remediation, removd, mitigation, response or restoration work; (ii) obtaining any 
permits, consents, approvals or authorizations of any Governmental Authority necessary to 
d u c t  any such work; (iii) preparing and implementing my plans or studies for such work; 
(iv) obtaining a Written notice, from B G o v m d  Authority with jurisdiction under applicable 
E,i~viron.tnaM Laws that no m a W  additional work is required by such Governmental 
Aarhority; (v) my response to nr preparation for, any inquiry, ordes, hearing or other proceebing 
by or before my Governmental Authority with respect to any rmch EnvirOnrnmtal Condition, 
Release or threatened Release or presence of Hazardous Substances, and (vi) any other activities 
reasohably determined by the Opertlting Agent of the Facilities or the Facilities Switchyard, as 
appIiwble, to be necessary or appropriate OT required under Environmental Laws to address an 
Environmental Condition, the presence, Release or h a t e n d  Release of Hazsrdous Substances 
on or in the.Environment at the Facilities, the Facilities Switchyard, the Navajo Mine or any 

. 
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other location at which Hazardous Substances or non-hamdous substances M materials 
generated or originating at the Faciiities were transported, stored or disposed of. (-=) ~ 

f 
! 

1.1.72 Schedules. “Sched~es“ maim the schedules to this Agreement . ,  

L1.73 Section. “secsion” means a numbered section of this Agreement 

L1.74 $323 Grants. ‘‘8 323 Grants” means one or more grants of rights-of- 
way and easements under the Act of February 5,lW (62 Stat. 17, 18,25 U.S.C. 0 323-328), the 
Act of March 3,1879 (20 Stat 394,5 U.S.C. 0 489, as amended, and the Acts of July 9,1832, 
and July 27, 1868 (4 Stat 564, 15 Stat. 228. 25 U.S.C. 0 2) and such reguiations promulgated 
thereunder, as are applicable, including 25 C.F.R. fi 1.2 and 25 C.F.R. Part 169 granted to the 
Facilities Owness pmuant to the Facilities Lease, as the m e  may be amended in comection 
witb the FaciIities Lease tmmchenb refsenced in Section 8.14. 

included within the Article that begins with the m e  number as that section. 

1.1.75 SeIier. “Seller” has the meaning set forth in the introductory 
paragraph of this Agreement. 

1.1.76 Seller’s Mortmge I “seller’s Mortgage” means Seller’s Fmt 
Mortgage Bond Trust Indenture, dated as of October, 1923. as mnded. 

1.l.77 Wier’s Reanired Consents. “Sder’s Required Consents” means 
aII consents specifid in Schedule 1.1.77, which include the consent of the tnrstee under rhe 
Seller’s Mortgage if required under the Seller’s Mortgage, and any Pason (other than a 
Governmental Authority) necmary far Seller’s c o n s e o n  of the $ransactiom contemplated 
by this Agreement and the Andlaxy Ajpmcnts, except where the failure to obtain such 
Person’s consent would not have ~t MateriaI Adverse E E X X  

1.1.78 Seiler’s Reuaireil R d t ~ w  A~arovals. “sellerfs Required 
Regulatory Approvals” meam all approvals specified in Schedule 1.1.78, which include the 
approval of the purchase and sde contemplated hereby by (i) the CPUC, (ii) the FERC under the 
Federal Power Act, in form and substance misonably satisfactory to Seller, ($1 the Catifomia 
ISO, and (iv) any other Gov-d Authority with general regulatory authority over Seller or 
the business and assets v e n t e d  by the Assets and whose approval is requkd for Seller’s 
consummation of the transaction contunplated by this Agreement and the Ancillary Agreements, 
except where the failure to obtain such Governmental Authority’s approval wouid not have a 
hhterial Adverse Effect.. 

Seller’s Share af UnderfunddOvchmded Pension and OPEB 
Liabilities. HSeUw’s Share of UnderfundecUCherfunM Pension and OPEE LiabiIities” 
means the adjusted product of (i) Pension and OPEB Liabilities minus PNW Plan Assets, 
multipiied by (ii) the proportiond share of Pension and OPEB Liabilities related to the: FaciIities 
as determined by the Operating Agent’s Actuary, multiplied by (iii) an allocation percentage of 
34.76%. This product shall reflect an adjustment whereby (a) amounts billed by &e Operating 
Agent to Seller since 1982 related to Pension and OPEB Liabilities shall be assumed to have 
been invested in P W  Plan Assets since such billed amounts’ respective years of payment, and 
(b> the Operating Agent and its AffiIiates shall be deemed to have made contributions in respect 

LL79 
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of Pension and OPEB Liabilities at at least the same rate as the Facilities Owners, and such 
contributions shall be assumed to have been invested in PNW Plan Assets. 3 I. 

1.180 Tax. ‘Tax’’ means any fedend, Tribal Authority, state, local or 
foreign income, gross receipts, license,. payroll, employment, excise, severance, stamp, 
occupation, premium, windfall profits, environmental, (including taxes undcr Code Secgon 
59A), customs duties, capita! stock, franchise, profits, withholding, social security (or similar), 
unemployment, disability, real property (including assessments, fees or other &ages b a d  on 
the use or ownexship of real property), ptxxmd property, transactional, use, trans€er, registration, 
value added, alternative or add-on minimum, estimated tax, or other tax of any kind whatsoever, 
including any interest, penalty or addition thereto, whether disputed or not, including, without 
limitation, any item for which Mity arises as a transferee or successor-in-interest. 

1.1.81 Tax Return. ‘Tax Return” means any t~tum, report, idormation 
r e m ,  declaration, ciaim for refund, or other document, together with alI amenifments and 
supplements thareto (mcludhg all related or supporthg information}, required to be supplied to 
any Govmentd  Authority responsible for the administration of Laws governing Taxes. 

1.1.82 Termination Amee ment. ‘Termination Agreement” means the 
agreement entered into on or about the E E d v e  Date between Seller and Purchaser with respect 
to the termination of the &on-Arizona Transmission Agreement. 

Third Partv Claim. “Third Party Claim” means B claim by a 
Person that is not a member of the Seller Group or the muchaser Group, including any claim for 
the costs of condu&g Remediation M seeking 8n order or demanding that a Person undertake 
Remediation. 

1.l.84 Transferable Permits. “Transferabie Permits” means dl those 
pennits relating: to the Facilities of the Facilities Switchyard (and all applications pertaining 
thereto) which are transferable under appkabie law &om Seller to Purchaser with or without B 
filing with, notice to, or consent or approval of my Govcxrunmtal Authority. 

1.1.83 

8: I 

1.1.85 Transfer Tax. ‘Transfer Tax” means any sales Tax, tsansaction 
privilege Tax, transaction Tax, coavtsyance fee, use Tax, strtmp Tax, stock transfer Tax or other 
similar Tax, including any related penalties, interest and additions thereto. 

Tdbal Anthoritv. “Tribal’ Authority” mains any sovmign nation 
recognized by the Unihd Staks govment ,  Indian tribe, or my governmental subdivision, 
agency, department, or insmmentdity thereof with the authority to administer and collect Taxes, 
administer and enforce tribal laws and administer and enforce tribal agency processes. 

15.86 

1.2 Index of Other DeBned Terms. 

Section Defined Term - 
Allocation 3.5 
AppIicable Tax Law 3.5 
Arbitrator Il.lO(e> 
BHP 1.1.54 
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Closing Adjustment 
cornupdate 
-a 
Enrergency Capital Expead~tu~w 
Estimated Adjustment 
Estimated Closing Statement 
Excess Decommissioning Costs 
Excess Redarnation Costs 
ficluded claims 
FacilitiesDocuments 
Facilities permits 
Final Allocaticm 
Ed Pre-CIoshg Allocation 
Fuel Inventory 
lndemnifiable Claim 
Inderrmitee 
indenmitor 
Inventory 
JANIS - property 
Mediator 
Notice of Claim 
Owned Real Property 

Pollution Control Bonds 
Post-Ciosing Adjustment 

preliminary Title Report 
Proposed Post-Closing Adjustment 
plmhi3serClaims 
putchaser Group 
Receiving Party 
Reclamation 
Retained b v i r o m t a l  Liabilities 
S e h  Claims 
Seller Group 
Seller Permits 
Seller's Facilities Share 
S a  Emission Allowances 
Title Insurer 
Title Policies 

Participating owner 

Post-closing stateanenc 

3.3(a) 
2.309 
2.3(c) 
3.201) 
3.3(a) 
3.3(a) 
2.3(c) 
2.301) 
2.202) 
2.lfi) 
2.1@ 
3.5 
3.5 
23e) 
7.6 
7.3 ' 

7.3 
2.1m 
11.1qd) 
2.m) 
ll.lO(d) 
7.3 
2.l(a) 
6.12 
6.56) 
3.3(b) 
3.3031 
6.10 
3 . 3 m  
7.l(a) 
7.l(a) 
6.4(e) 

2,4(i) 
7.2(a) 
7.2(a) , 

4.5 
2.6{ a)(i) 
2 . m  
8.7 
8.7 

2.3(h) 

j .  

. '  

13 Intmmtation. In this Agreement, unless a dear contrary intention appears: 

(a) the singular number includes the plural number and vice versa; 
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(b) reference to any Person includes rmch Person’s successors and assigns but, 
if applicable, only if such mceessars and assigns are permitted by this Agreement, and nfeience 

r 

(c) 

(d) 

r e f e m  to any gender includes each other gender; 

reference to any agreement (including this Agreement), document or 
instrwnenx means such agreemeat, document or instnunenc 8s amended or modified and in effect 
from time to time in accu*ce with the terins them€ and, if applicable, the terms here& 

(e) reference to any Article, Section, Schedule or Exhibit means such Article, 
Section, Schedule or Exhibit to this Agreemat, and references in any Article, Section, Schedule, 
Exhibit or definition to my clause means s u d j  ciause of such Axtick, Section, Schedule, Exhibit 
or definition; 

( f )  “hereunder,” ‘Tiereof,’’ ‘%hereto” and words of similar import are references 
to this Agrwment as a whole and not to any particular Section or other provision hereof or 
thereof; 

“inchicling” (and with correlative meaning “include”) means including 

relative to the determination o€ any period of time, “from” means ‘tfrarn 

(g) 
without limiting the genedity of any description preceding such term; 

(h} 
and including,” “to” means ‘to but excluding’’ and %rough‘‘ means ’‘b@ and including;” 

I 

(i) reference to any law (including statutes and ordinances) meam such law 
as amended, modified, codified or reenacted, in whole or in part, and in effect from time to time, 
including rules and regulations promulgated thereunder; and 

5 ,  

(j) any agreement, instrument, insurance policy, statute, regulation, rule or 
order defined or referred to herein or in any agreement or instnunent that is referred to herein 
means such agreement, iasultment, insurance, policy, statute, regulation, rule OK order as from 
time to time amended, modified or supplemented, including (in the cast of agreements or 
instnrments) by waiver or consent md (in the case of statutes, regulations, rules or orders) by 
succession of comparable successor statutes, regulations, rules or, orders aMi references to afl 
attachments thento and instrumeats incorporated thered 

ARTICLE 2 
PURCHASE AND SALE OF ASSETS 

2.1 Transfer of Assets. Upon the terms and subject to the satisfaction of the 
conditions contained in this Agreement, at the Closing, Seller will selL convey, assign, transfer 
and deliver to Purchaser and Purchaser will purchase and acquire from Seller, alf. of SeIle~*s 
interest in the Facilities and the Facilities Switchyard, including Seller’s undivided interest 
therein as a tenant m common, which Seller owns or to which Seller has rights by reason of any 
of the Facilities Contracts, free and clear of all Encmnbranm other than Permitted 
Encumbrances, including, without limitation, Seller’s interest in the fdlowhg, but excluding a l l  
Excluded Assets (collectively, the “Assets’Y , 
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(a) Rcal-* Rbhts. The p”ds of real property (or interests therein), 
if any, owned by Seller, or by the Operating Agent on W f  of Seller, as one of the Faciiities 
Owners, relating to the Facilities 01: the Facilities Switchyard, together with all buildmgs, 
faciiities and other improvements thereon and all appwtmanm thereto, incfuding aI1 
construction work in process (he  “Owned Real property”’); 

Jastd Real Prooertv . The real property leasehold slates and the 
related lease or sublease agreements, if any, related to the Facilities ar the Facilities Switihyard, 
together with d buildings, fixtures and real property improvemetnts thereon and thereto, 
including all construction work in process (the “ L e a s e d  Properff’), including, without 
lixitation, the items set forth on Schedule 2.1Tt12; 

(c) Riebts=o€-Way/Emments and Water Rki~ts. AIl rights-of-way, 
easements, grants and privileges (including all water rights) appurtenant to the Owned Real 
pro pea^ or t . i ~  b e d  ~operty, incl&g, without limitation, the items set fo* on 
Schedule 2.1 (ch 

0) 

(d) Eauiament. All machinery, mobile or otherwise, equipment (including 
computer hardware and software and Oanrnunications equipment), vehicles, tools, fixtures, 
furniture and furnishings, and other tangible persod property that (i) are not Inventory, (ii) are 
licensed, owned or leased by Seller, or the Operating Agent, on behalf of the Facifities Owners 
or on behalf of Seller, a~ one of the Facilities Owners, as of the Closing, and (iii) are related M, 
used, or useful, in the operation of the Facilities or the Facilities Switchyard, or are typically 
Iocated at the Facilities, the Facilities Switchyd, the Navajo Mine or other locations or facilities 
which are owned, operated, maintained or under the control of the Operating Agent; 

Fuel invatmy. All coal under contract or in i n v m  relating to the 
operation of the Facilities located at or m transit to the Facilities (the ‘%sei h v a b r y ’ ~  ; 

Inventow. The foflowing items intended to be consumed at the Facilities 
or the Facilities Switchyard in the ordinary anme of business: invenEories of spare parts; 
maintenance, shop and office supplies; and other similar items of tangiile personal property in 
existeme as of the Closing, wherever located, excluding Fuel bventory (the “Inventory”); 

(e) 

(f) 

(g) PAniim Allowances. All Emission Allowances, except for allowances 
which are to be retained by Seller pursuant to S d o n  2.209 or Section 22%; 

(h) F d t i e s  Contracts. Subject to the receipt of nece~~ary consents d 
approvaIs, the contracts, agfeements, arrangemeits, licenses and leases of any nature, (i)to 
which Seller, m its capacity RS 8 Facilities Owner, is a party, including, without limitation, the 
item set forth on Schedule 2.1Ch1, or (ii) to which the Operating Agent, on behalf of the 
Facilities Ownm or on behalf of Seller, as one of the Facilities Owners, is B party, and by or to 
wbich Seller, the Facilities, or the Facilities Switchyard are bound or subject, in each case 
relating to the ownership, lease, maintenance or opemion of the Facilities or the Facilities 
Switchyard {the ‘‘Facilities Contrscts”); provided that Seller shall retain all rights under the 
Facilities Contracts with respect to any Excluded Assets or Excluded Liabilities; 

. .  
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(i) Permits. Licenses. Etc. Subject to the receipt of necessary consents and 
approvals, the Transferable Permits and any other permits, licenses, approvals, registrations, 
franchises, d W ,  other authorizations and consents of G a v m m M  Autharities relating to 
the ownership, lerase, maintenance or operation of the Facilities or the Faciiitics Switchyard that, 
in each w e ,  tts of the Closing are in favor of the Facilities Owners, or the O p d g  Agent, as 
agent for the Facilities Owners, except for and to &e exmt that such licenses, permit, 
approvals, registrations, fran&ists, certificates, other authorizations and consents relate to 
Excluded Assets (the “ F a &  Permits”); 

i /’-) ‘- ’ 

(i) D.onunents. The books, reoords, materials, documents, ’information, 
drawings, reports, operating data, operating safety d maintenance manuals, inspection reports, 
engineering design plans, blueprints, Specificatim, and procedures and similar items (i) located 
at and relating to the Facilities or the Facilities Switchyard or (ii) otherwise relating to the 
Facilities or the Facilities Switchyard and owned by the Facilities Owners in common or by the 
Operating Agent as agent for the Facilities Owners (the ‘Tadlities Documents”); provided that 
Seller may retain, at its own expense, and may use subject to any confidentiazity obligations that 
may apply to the Facilities Omen, copies of my Facilities Docunrents related to any Exciuded 
Assets or Excluded Liabities; 

’irhird Partv Warranties. All unexpired, transferable waxrmties and 
guarantees from third paties with respect to the Facilities or the Facilities Switchyard or arising 
out of &he FaciIities Contracts or any contracts entered int0 thereunder, except to the extent they 
relate to Excluded Assets or Excluded Liabilities; 

\ ,  Q h w .  All intangible assets of an intellectual property 
m e ,  including all patents and patent rights, tnxkmarh and t r a d d  r i g b ,  inventions, rrade 
names and copyrights relating to the Facilities or the Facilities Switchyard, including the name of 
the Facilities and the Facilities Switchyard and all  pending applicatons therefor, together with 
any trade secrets r e b g  to the Facilities or the Facilities Switchyard, in cach case that are 
owned in common by the Facilities Owners or by the Operating Agent 81j agent for the Facilities 
OWnms; 

CIaims, Rights and Causes of Action. All rights in, to and under (i) any 
claims, rights or caws of action against any third parties (including indemnification, 
contribution and insurance claims) relating to the Assets or the Assumed Lkbiiities, whether 
occurring prior to, on or after tbe Closing, if any, including any claims far refunds, prepayments, 
offsets, recouprnenc insurance proceeds, d- t ion  awards, judgments and the like; whether 
received as payment 01: a&e against future liabilities, and (ii) any actual ox potentid c k  or. 
cause of action as a Facilities Owner against the Operating Agmt, whether known or unknown, 
contingent or accrued, arising prior to and in existence at the Closing, except in each case for 
Excluded Claims; 

(n) h~svrnent. Advance paymenlx, prepayments, prepaid expenses, 
deposits and the I i k  (i) made by Seller or the Operating Agent on Seller’s behalf in the ordinary 
course of business prior to the Closing specifically with respect to the Facilities or the Facilities 
Switchyard, (ii) which exist as of the Closing and (iif with respect to which Purchaser will 

I \  

(m) 

‘ ‘ receive the benefit after the Closing; \ i  
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(0) Insurance Proceerls. The right to any proceeds from insurance policies to 

Miscellaneons. Any miscertaneous assets necessary, useful or used in or 
ancilIary to operating the Facilities or the Facilities Switchyard and primariiy u t i I i  in 
d o n  thenwith but not otherwise mummated above,. including, without limitation, the 
assets specified on S W d e  2.1(p), except for Excluded Assets, which in the mdinary course of 
business are typically located at the Facilities, the Facilities Switrhyard, the Navajo Mine or 
other Locations or facilities which are owned, operated, maintained or under the cuntrol of the 
Operating Agent or one of its AfEBates. 

Exduded Assets. Nothing in this Agreement will constitute or be construd as 
conferkg on FWchser, and Purchases is not acqUiring,. any right, title or interest of SeUa in OT 

to the following (the “EEduded Assets”), except to the extent Seller owns an interest in any 
such physical assets as a tenant in cumon with the other Facilities Owners, in which cvcnt such 
intesests in such assets arc Assets: 

/- --) the extent cuvedng the Assets or the Assumed Liabilities, except for Exctuded Claims; and \ I ‘  

@) 

2.2 

(a) the assets listed or described on Schedule 2.2(aS, which are mmiated with 
the Assets but are specifically excluded from the sale; 

certificates of deposit, shares of stock, securities, bonds, debentures, 
evidences of indebtedness, and iuteresta in joint ventures, partnerships, limited liability 
companies and oder entities; 

(trade or otherwise), except for such assets on deposit with or under tbe control of, the Operating 
Agent; 

any and all  data and information pertaining to customers of Seller or its 
AffiItateS; 

rights in, to and unda all agreements and arrangements of any nature, 
which are not assigned to Purchaser under the terms of this Agreement, inciuding any 
agreements for the sale by Seller of energy, cap@ or mcilkiry services fiom the Facilities 
prior to the Closing, and any trade acOOuntS receivable and all collateral, security arrangements, 
notes, bonds, and other evidences of indebtedness of and rights to receive payments arising out 
of or related to such sales, including any rights with resped to any third party Conection 
procedures or any other actions or p r o d i g s  which have been commend in connection 
therewith; 

rights arising under this AFment or any instrument or document 

(b) 

(c} all cash, cash equivalents, bank deposits, ~ccounts axxi notes receivable . I  

(d) 

(e) 

Q 
executed and delivered pursuant to the terms hereof; 

(9) any and all books and records not described in Section 2.Uib 

(h) any rights in, to and under (i) any claims, @ts or causes of action against 
any third parties (including indemnification, contrl’buion and insurance chims) relating to the 
Excluded Assets or the Excluded Liabilities, whether occurring prior to, on or after the Closing, 
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I 

if any, inchding any claims for refunds, prepaymtnts, affscts, recoupment, insurance proceeds, 
CoILdemnation awards, judgments and the like; whether received as papent or credit against 
future liabilities and (ii) any actual or potential claim or a w e  of action as a Facilities Owner 
against the O p t i n g  A p t ,  whether known or unknown, contingent or accrued, arising prior to 
and in e m c e  at the Closing relating to the Excluded Assets or the Ekcluded Liabilities 
(“Excluded claims"); 

all privileged or proprietary books, records, materials, ‘documents, 

inspectim reports, engineering design plans, blueprints, specifications, and procedures and 
similar item not owned by the Facilities Owners in common or by the O p a a h g  Agent as agent 
for the Facilities Owners and any and all rights to use the same, including, without litation, 
intangible ass- of an inte1IectuaI property nature such 8s sadematzcs, service mBIfcs and trade 
names (whether or not registered), computer mftware that is proprietary to Seller, or the use of 
which under the pertinent license themfor is lhnikd to upemtion by Seller or its Affifiates or on 
equipment owned by Seller or its AfBk te~  

he right to receive mail and otha  communications relating to any of the 
Excluded Assets or Excluded Liabilities, all of which mail and ottter c o ~ ~ c a t i o I 1 s  shall be 
promptly forwarded by Purchaser to Seller; 

(k) Emission AUowances for sulfur dioxide (S&) (“‘Sa Emission 
allow an^") related to Seller’s share of the FaciXties that are of past vintage as of the Closing 
Date and either: (i) already distributed to Seller 8s of the Closing Date; or (ii) in excess of the 
amount needed to cotrer the Facilities’ SO2 emissions corresponding to Seller’s ownership 
interest in the previous calendar year, but nut yet distributed to SelIer as of the Closing Date; and 
Seiler’s share of the proceeds from any United States Environmental Protection Agency auction 
of SO2 Emission Aliowmces related to the Facilities o c w  before the Closing Date, even if 
such proceeds have not yet been distributed tts of the Closing Date; 

I 

I I 

(i) 
infonaation, drawings, reports, operating data, operaejng safety and maintenan ce manuals, 

(i> 

, 
’ 

(1) 
under Section 2.6; 

(m) 

any Carbon Emission Allowances or rights thereto retained by Seller 

properties of Sezler that are not used in the ownership or operation of the 
Assets, or that relate to the Excluded Liabilities; and 

(n) any rights specifically excluded from the definition of the Assets under 
Sectiun 2.1. 

At any &e ur Erom time ta time, up to ninety (90) days following the Closing, any and all of the 
Excluded Assets may be removed from the Facilities and .the Facilities Switchyard by Sella (at 
no expense to purchaser, but without charge by Purchaser for temporary storage), provided that 
Seller shall do so in a mmner h t  does not unduly or unnecessarily disrupt normal business 
activities at the Facilities and the Facilities Switchyard, and provided furrher that Excluded 
Assets may be retained at the Facilities and the Facilities Switchyard to the e x m  permitted by 
easements, licenses, agreements or similar arrangements in favor of Seller. 
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2.3 Asstm~tion of Liabilities. From and after the Closing, Purchaser will assume 
the foliowing obligations and iiabilitia of Seller to the extent such obligations and liabilities 
relate to the Assets (che “Assumed Li&M&?: 

{’ - I 

i f  1 

. (a) All liabilities 01 obligations (mcluding, without limitation, my fines, 
penalties or costs imposed by a Governmental Authority) arisiag under Environmental Laws 
(whethk such laws are enacted before or after the Closing Date), and all Iiabiies and 
obiigations relating to Environmental Conditions or Hazardous Substances, in each c ~ s e  to the 
extent attributable to actions or failures to act occutring, or mditiom fist arising, &er the 
Closing Date in connection with Purchaser’s ownership of the Assets or the operation thereof d 
with respect to the Navajo hline. including any threatened Releases that do not exist prior to the 
Closing Date; 

Except for the payment obligatichs p r a t e d  to Seller under Section 3.6, 
or BS spcciKcally contemplated under Section 2.4, all liabilities and obligations under all 
agreements, contracts, u&rbkhgs, and licenseS as~;signed to pufchwa under this Agreement., 
including the Facilities Conttacts, and the Transferable Permits in accordance with the terms 
thereof, except in each case to the extent such liabilities and obiigations were incurred by Seller 
prior tu the Closing Date; 

(b) 

(c) All liabilities and obligations of Seller with respect to decommissioning 
the Facilities and the Facilities Switchyard, hcluding without limitation the dismantling and 
removal of the Facilities and the Facilities Switchyard and the restoration of their sites, as 
desmid in the Decommissioning Report (oollectively, ‘Decommissioning”). N o t w i t h s ~  
the foregoing, the Decommissioning liabilities and obligations assumed by Purchaser ho not 
inciude Excess hIMnisSiOning Costs which would otherwise constitute Retained 
Envimmentd Liabilitia and do not include Gabifities and casts identified m -. 
“Excess DecommisSioning Costs” mean, for any work included in the Decommissioning 
Report, the decommissianing costs related tbreto arising from (i) changes in & v b M  
Laws after the Effective Date, or (ii) Remediation activities for Environmental Conditions not 
reflected in the cost estimate in the Decommissioning Report including, without limitation, any 
decommissioning activities related to M o r p  Lake or for soil and subsurface Environmental 
Conditions, which, h either m e ,  imposes additional costs on Purchaser in excess of the cost 
estimate, if any, for that work in the Decommissioning Report on an in€iation adjusted basis; 

(d) All costs of modifications to the Facilities or their operations or of 
supplemental en*mental projects legally required to operate the Facilities after the Closing or 
agreed to by the FaCiIities Owners (other than the amount of any fines or penalties which would 
otherwise constiiute Retained EnvirOnmentd Liabilities that wcre avoided by the agreement to 
implement the supplemental mvironm& projects, which mount shd be (i) as specified in the 
reW s e t t l a e  (ii) as agreed to by the PaaieS if such amount is not specified and (iii) as 
determined by the provisions of Section 11 .lO if the amount is not specified and the Parties are 
unable to agree), whether or not the liabilities or obligations related to such costs are alleged, 
claimed, enforced, settled or paid for after the Closhg Date, including without W a t i a n  the 
costs of my sdecrive catalytic reduction technology or modifications to the Facilities related to 
the storage or handling of coal ash or other coal combustion residuals requixd to operate the 
Faciiities after the Closing except, with respect to the storage or handling of coal ash or other 
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coal combustiOn residuals, b the extent that such costs wortid have been required even if the 
Plant were to be shut down on or about duly 6,203&; ; 

(e) 

(E, 

All other liabilities expressly allocated to Purchaser m the Agreement; 

Subject to Section 3.2te) and Section 3.3(b), aU of Seliet’s share of any 
liabilities or ObligatiOnS of the Operating Agent or its Affiliates with respect to pensions or other 
post-empioyment baef3s athibutable to Operating Agent’s aperation of the FacWks; 

(8) All Sella’s obligations, if any, under the F d i t i a  Contracts, (i) with 
respect to any Capital Expenditures tbaf Seller m o t  frrnd under California law, and (ii) to fund 
selective catalytic reductkm technology if legally required to be installed at the Facilities; and 

All liabilities and ob1ie;arions of Seller with respect to post-Closing 
reclamation aad ail final reclamation of the Navajo Mine, and the site comprising the same or on 
which the Navajo Mhe exists ur has existed as detailed in the Reclamation Report (collectively, 
“Reclamation”)). Notwithstanding the foregoing, the Reclamation liabiiitits and obligations 
assumed by purchaser do not include Excess Reclamation Costs which would otherwise 
canstitUte Retained Envircmmd Liabiiities. “Excess RdamatiOn costs” mans, for any 
work included in the Reclamation Report, the reciamation casts related thereto arising from 
(i) changes in En-ena h W 6  aftex the Effective Date, or (5) Remediation aCtivitieS for 
Environmental C d o n s  not reflected in the cost estimate in the Reclamation Report which, in 
either case, imposes additional costs on Purchaser in excem of h e  cast estimate, if any, for that 
work in the Reclamation Report (as supplemented by the Cost Update) on an inflation adjusted 
basis. “Cost Update” mans the Marfiton (Final Report) FCPP Rvlamation Cost Table 2010 
previously delivered by the Operating Agent to the Facilities O w m  on September 21,2010. 

(h) 

Far the avoidance of doubt, Purchaser is not tuisuming any liabilities or 
obligations of any of the Faciiitks Owners othm than Seller pursuant to this Agreema% 

Exdluded Liabilities. purchaser shall not assume or be obligated to pay, perform 
or otherwise discharge my liaWties or obligations of Seller other &an tfie Assumed Liabilities, 
All obligations and liabilities of Seller other than the Assumed Liabilities are referred to herein 
as the “Excluded LiabiIities”, all of which Excluded Lkbiiliries shall remain the sole 
responsibility of Seller. Tbe Excluded LiaWties incfude, without fimitatik, the followhi: 

2.4 

(a) Any liabilities or obligations of Seila in respect of any Excluded Assets or 
orher assets which are not Assets and the ownership, operatiW and conduct of any business in 
conneetion therewith or therefrow 

(b) Any liabilities or obligations of Seller in respect of costs under Section 3.6 
and Taxes a t r i i l e  to the ownership, operation or use of Assets before the Closing Date 
(except for Taxes for which bcbaser is liable pursuant to Section 3.6) and any Taxes for which 
Seller is liable under Section 6.5; 

(c) Except as otherwise specifically set for& in Section 2.3 herein, liabilities 
or obligations arising prior to the Closing Date under any of the agreemeats or contracts assumed 
by Purchaser, including the FaciIities Can@&; 
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(d) LiabiIities or obligations under any of the Facilities Co~tractx which 
would be includwl in the Assets but for the provisions of Section3.7, unless Purchaser is 
provided with the benefits thereunder as contemplated by Section 3 -7; 

(e) Except as otherwise set forth in Section2.44i& any fines, penalties or 
costs, other than costs specified in Section 2.3(d), imposed by a Governmental Authority with 
respect to the Assets resulting from (i) an investigation, proceeding, request for information or 
inspectian before or by a Governmental Author@ pending ox, to Seller's Knowledge, threatened 
prior to Crosing, but only reiating to d o n s  or omissions or conditions existing prior to the 
Closing Date or (i) violatiom of applicable law or illegal acts of Seller; 

Any liability of Seller arising out of it breach by Seller of any of its 

Any obligation of Seller to indemnify any Person who is a member of the 

Any costs or expenses for which Seller is liable under this Agreement; 

(f) 
obligations under this Agreemat, the ConfdmtSity A p m e n t  or the Ancillary Agreements; 

Purchaser Group pursuant to ARTICLE 7; 
(g) 

@) 

(i) Seller's share of d liabilities or obligations (including, without lidtation, 
any fins, penidties or costs imposed by a Govenullental Authority) arising under Environmental 
Laws (whether such iaws are enacted before or a€&- the Closing Date), and all liabilities or 
obligations relating to Enviromentctl Conditions or €€azardous SubstaTlces, to the extent 
attributable to actions or failures to act ocaxrring, or conditions first arising, prim to the Closing 
Date in d o n  with Seller's ownership of the Assets or the operation thereof or with respect 
to the Navajo M t ,  whether or not such liabilities aid obligations are alleged, claimed, 
enforced, settled, or paid for after the Closing Date (the "Retained EnVirOnmentai LZabiWes"), 
but excluding all liabilities assumed by Fbxhaser under $ection2.3(c), Sectian2.3(d) and 
Section 2.3Ch1, and re,lated to any tl?re!abd Releases that do not exist prior to the Closing Date; 

Sdier's sfme of the costs of Remediation or removal of the Landfill if the 
Facilities Owners an required to Remediate or remove such L,anclfill under Laws, the Facilities 
Lease OT the 8 323 Grants. 

. (j) 

w &@&&&&g. 

(a) Tfie Parties acknowledge and agree that, from and after the Closing Date, 
BS between Seller and purchaser, Seller shall be entitled exclusively to control, defend and settle 
my suit, action, proceeding or investigation arising out of or related to any ExcIuded Assets, 
Excluded Liabilities or Tax and related audit, appeals process or litigation for taxable periods 
ocGulTing prior to the Closing Date, in each case, not invo1ving claims against the Operating 
Agent or the other Facilities Owners, and Purchasm ag.ees to cooperate reasombiy in comedon 
therewith, it being lmderstood that Purchaser shall not be required to incur any cost in connection 
with any such settlement but may be required to provide a release to a third party claimant in 
respect of the specific matters involved in such suit, action, proceeding or investigation; 
provided, however, that Seller shall reimburse Purchaser for all reasonable costs and expenses 
incurred in providing such cooperation to Seller and shall not unreasonabIy interfere with 
operations at the Facilities or the Facilities Switchyard. 
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(b) The Parties .acknowledge and agree that, from and after the Closing Date, 
as &tween Seller and Purchaser, Purchaser shall be entitled exclusively tx, control, defend and 
settle any suit, action, proceeding or mvestiigation azising out of or related to any Assets or 
Assumed Liabilities, in each casiz, not involving Excluded Assets or Excluded LiabWes, and 
Seller agrees to cooperate Ewlsanably in coxmectim therewith, it being understood that Selier 
shall not be required to incur my cost in connection with any such settlement but may be 
re@& to pmvidi a release to a third party C I ~  in respect of the specific matters involved 
in such suit, action, proceeding, or inves~gatio~ provided, however, that Purchaser shall 
reimburse Seller for all reasonable costs and expenses i n 4  in providing such cooperation to 
Purchaser and shaU not utlreasonably mterfere with Seller's opaaticms. 

:' --) I 

(c) For suits, acrions, proceedings, or investigations arising out of 01: reiated to 

(i) For suits, actions, proceedings or mvestigations which are 
reasonably eqecled to result in costs and liabilities tu Seller of less than two hundred frfty 
thousand dollars ($250,000) and in which Seller is not ti named party, such matters shall be 
controllesS and defended by the Opesating Agent under the Fdities Operating Agreement, with 
Seller exercising the rights it retains under Section 2.1011 throu& Puchaser arid the costs thereof 
dlocated between %Her and Purchaser in accordance with the dlocation of Assumed Liabilities 
and Excluded Liabilities under this Agreement, provided that to the extent not already reqmd 
by Seller's retention of rights it retains under Section 2.lfi): 

both Excluded Assets mdor Excluded Liabilities, and Assets and/or Assumed Liabities: 

(1) Purchaser shall keep Seller informed of material 
" dpvelopments rt?M to such suits, actions, proceedings or investigations in a timely manner; 

(2) Seller's approval shd be required for any compromise or 
settiement of any liability or obligation of Seller, such approval not to be unreasonably withheld; 
and 

Seller's approval shall be required for any admission of (3) 
iiaviity or guilt in'any civiI or criminal matter, with such approval ar SeIlcr's sole discretion. 

(ii) For all other suits, actions, proceedings or investigations, the 
Parties agree to coordinate with each other with respect to the defense thereuf. Without limiting 
the foregoing, for suits, actions, proceedings or investigations in Bvhich Selier and Purchaser are 
named parties, Seller and. Purchaser shaIl discuss the feasibility of having one counsel represent 
Seller and Purchaser. 

2.6 carbon EmsSsion Allowances. 

(a) To the extent that legislation andlor regulations creating and allocating 
Carbon Emission Allowances are adopted after the E?ffective Date, the Parties agree that Seller 
shall receive the Carbon Edaission Allowances to which it would have been entitled if (i) the 
Facirities were operated through July 6, 2016 and (5) Seller retained its current interest in the 
Facilities fhrongb that date. Accordingly: 
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(i) Carbon Ernisdon Anowances allocated bv a Governmental 
Anthdty before J ~ J  6,2616 Seller will retain any Carbon Emission AIbwmces dlucated to 
Seller, or attributable to a 48% share of the Units 4 and 5 at the Plant (“SeUer’s Facilifies 
Share”), and Purchaser win surrender to Seller any such Carbon Emission Allowances 
attributable to Seller’s Facilities Share, except that. Seller will surrender to I’urcher or 
purciurser will retain the C h  Emission Allowances needed to cover the operation of Seller’s 
F&cs Sharc h m  the Closing through July 6,2016. After the Closing, Seller shall have no 
obligation t o  purchase any Carbon Emission Allowances if the amount of Carbon Ernission 
Allowances &ocated to Seller or amibutablt to Seller’s Facilities Share is less than the amount 
needed to cover such operation; 

(i) carbon Emission Allowances allocated bv a Governmental 
A d o &  a f k  ~ ,J$v ~~. 6,2016 Sellerwill 
retain any Carbon Emission Allowances allocated to Seller, ur attriiutable to Seller’s Facilities 
S h e ,  and Purchaer will surrender to Seller any such Carbon Emission Aliowances attributable 
to Seller’s Facilities Share; and 

(iii) Carbon Emispion Allowances allocated bv a Govenunentai 
AuthoricB after Jdv 6.2016 based on a w)gt-.rUiv 6. a016 measurement perid Seller will 
surrender to Punhaser or purchaser wig re?&& any such carbon Emission Allowances. 

(b) If, prim to July 6 ,  2016, Purchaser has the option of selecting a 
measurement period for Carbon Emission AlIowances for the Facilities, then the Carbon 
Emission Allowances to be retained by or surrendered to Seller shall be Catdated as if 
pwchaser had selected the measurement period which results in the highest mount of Carbon 
Emission Allowances retained by or surrendered to Seller. 

Riphts. I€ €he Closing Date occurs prior to October 1,2012, 
Seller will hive the month-by-month Option to retain the capacity rights for the Seller’s Facilities 
Share for purposes of satisfying the requirements of California’s Resource Adequacy pgrm 
for each month ftom the Closing Date until October 1,2012. Seller may exercise such option by 
providing Purchaser with twenty days advanced prior written notice of the exercise of such 
option for each such month; provided that with respect to the month in which the Closing Date 
occurs, if Seller has not been able to provide twenty days advanced prior written notice, Seller 
shall be deed  not to have exercised such option, In no event shall Pin-dxtser have any 
obligation to secure replacem~t capacity or any other remedy in the event the Facilities are not 
operatkg at fulI capacity. For any month after the Cioshg Date for which Seller re&ins the 
capacity rights for S e W s  Faciiities Share, fuIchastr shall, and shall have the exclusive 
authority to, submit or cause to be submitted all bids, including but not limited to supply bids for 
energy, self-schedules and self-provision of ancillary services for Seller’s Facilities Share in the 
California IS0 day-ahead market, hour-ahead scheduling process and real-time market, as 
required for Seller to satisfy the requirements of California‘s Resource Adequacy program. All 
revenues produced from such bids and self-scheddes from rhe day-ahead market, hour-&& 
scheduling process, real-time &et and other menues  (including but not limited to revenues 
from ancillary services, the integrated forward market and residual unit commitment) related to 
Seller’s Facilities Share flowing from mechanisms other than the capacity market shall accrue to 
Purchaser. E the energy is called for, Purchaser will deliver such energy to the Moenkopi 

2.7 CaIaOrnia 
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Switchyard. Any whee i i i  costs far energy delivery in- by Seller for delivery of energy 
from the Mo-pi Switchyard to the middle of the Colol.ado Riva wiII be netted from fp-\ ‘ ’ ~urchasez’sm~etenetgyrevenues. 

‘ABTIcLE3 
CLOSING 

3.1 &dug. The closing of the sale of the Assets to, and the assumption of the 
Assumed Libiiities by, purchaser (the ‘ ‘Cidg”) wiiI take place at the offices of Arizona 
Pubk  Service Company, 400 North Fifth Street, Phoenix, Arizana 85004, at 1O:OO a.m. bcal 
time on the first day of the first full month following the liate on which the conditions set forth in 
ARTICLE 8 and ARTICLE 9 have been either satisfied or waived by the P a y  for whose benefit 
such oonditim precedent exist, or if such day is not a Business Day, on the next succeeding 
Business Dag., or on such othcr date and at such other place as the Parties may mutually agree. 
The time and date of Closing is bereinafter called the ‘‘Closing Date.” Notwithstanding 
any th i i  in this, Agmment to the contmy, the Closing shall be deemed to have taken place at 
1201 otrn., Fruitland, New Mexico prevailing time, on the Closing Date, or if the Closing Date is 
not the first day of the month because such day is not a Business Day, on the first day of the 
month. 

3.2 Purdum Price. At or, as applicable, after, the Cbsing, the initial purchase Price 
shall be adjusted, without duplicatiOn, to account for the following item and Ci0sh.g 
Adjustments, and Post-Closing Adjustments, as set forth in Section3.3, the sum of which is 

Proratiom The Initial purchase Price shall be adjusted to account for the 

I ‘% hereinafter referred to as the ‘‘Purchase Price’’: 
\ ‘  

(a) 
items prorated 8s of the CIosing Date pursuaut to Section 3.6. 

Ca&alExaendr ‘tures. Subject to Section 6.6, the Initial Fkchase price 
will be increased by an amount e q d  ID (i) the aggregate Capital Expendim funded by Seller 
during 2010 and 2011 in excess of its share of the aggregate 2010 and 2011 capital budgets for 
the FaciIities approved by the Facilities Owners, plus (2) Capid  Exptdhres funded by Seller 
during 2012 and thereafter, until the Closing D&, in ea& case minus the mount of any 
depreciation Seller incurred 8s a result of such Capital Expenditures through the Closing Date; 
prbvided, however, that any costs or expembres for which Seller is responsible under 
Section2,4i), or which are made on an emergency basis to address actual or anticipated 
equipment fail- that would adversely affect the operating capacity of tfic Facilities prior to 
Closing and are economically viable to Seller (“befgency CapM Expenrlitnrest’), will not 
increase fhe JnitiaI Purchase price; provided further that, with respect to 13mergency Capital 
Expenditures made in 2012 and thereafter, Seller has received appropriate regulatory approval of 
cost recovery for such Emergency Capital Expenditures. For purposes of the foregoing, an 
Emergency Capital Expenditure wiil be considered mnomkdy viable if the net benefits to 
Seller associated with ma&ing the repair up to the Closing Date exceed the net costs to Seller 
associated with making the repair. This provision is intended only to address potential 
adjustments to the Initid Purchase Price, and is not intended to modify the parties’ rights and 
obligations under fbe Facilities Ccmtracts. 

@) 
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(c) T i  of Closing. If the Closing Date is prior to Octotrer 1, 2012, the 
Initial Purchase Price shall be increased by Seven Million Five Hundred Thousand Dollars 
($7,500,000) for each month between the Closing Date and October I, 2012 and if the Clo~hg 
Date is after October 1,2012, the Initial hchase Price shall be decmsed by Seven Million Five 
Hundred Thousand Dollars ($7,500,000) for each month between October 1, 2012 and the 
Closing Date. 

(d) California Camdtv Rights. If Seller exercises its option under 
Section 2.7, the Initial pllrchasc €’rice shall be decreased by Three MiIlion Dollars ($3,000,000) 
per month for each month for which Seller exercises its option to retain such capacity rights, 

(e) Pension and OPEB LhbWies, If SeUer’s Share of 
Ud&d@* Pension and OF’EB Tiabilities is greates &an $0, the Initial Purchase 
Price shaIi be decreased by such mount, otherwise the.lnitial Purchase Price shall be increased 
by the absolute value of sucb amount, h each case, determined as of the Closing Date pursuant 
to Section 3.3031. 

3.3 Pre-Cldng md P&-CloSine ABiushnents, 

(a) At least thiay (30) calendar days prior to the Closing Date, Pu~~hastx, 
with the assistance and paaicipation of, and in consultation with, SeIIer, shall prepare and deliver 
to Seller an estimated closing statement (the “Estimated Closing Statement”) that shall set forth 
furchaser’s best &timate of all estimated adjustments to the Initial Purchase Price required by 
Section 3.2 (the ‘%sfhated Ad@tment”). Within ten (10) calendar days after the delivery of 
the Estimated Closing Statement by purchaser to Seller, Seller may object in good faith to the 
Estimated Adjustment in writing. If Seller objects to the Estimated Adjustment within such ten 
(10) day period, the Parties shall attempt to resolve their differences by negotiation If the 
Parties are unable to do ao prior to the Closing Date (or if Seller does not object to the Estimated 
Adjustqent), the Initial Purchase Price shall be adjusted (the ‘ ~ c . t s h g  Adjustment”) at the 
Closing by the amount of the Estimated Adjustment not in dispute. The dispured portion shd1 be 
resolved in accordance with the provisiws of Section 3.3&,) and paid as part of any Post-Closing 
Adjustment to the extent required by Section 3-36). 

(b) Within sixty (60) days after the Closing Date, Purchaser, with the 
assistance and paaicipation of, and in consultation with, Seller shall pepare and deliver to Seller 
a final dosing statement (the ‘‘Ppost-cloging statement“) that shall set forth all adjustments to 
the hitid Purchase Price proposed by Punham to be re- by Section 3.2ta) through 3.2(e) 
not previously effected by the Closing AdMtmmt (the ‘1proposed PoSElclosing Adjustment’’); 
provided that if any adjustments to be made pursuant to Section 3.2(dt cannot be fnede within 
sixty (60) days after the Closing Date, the Parties agree that additional Post-Closing Statements 
can be subsequently prepared to address such adjustments. To the extent applicable, the Post- 
Closing Statement shall be prepared using the same accounting principles, policies and methods 
as the Operating Agent has historically used in connection with the calculation of the items 
reflected on such Post-Closing Statement. Without limiting the genectality of the foregoing, for 
m a w  covered by Section 3.2(eL the discount rate and other assumptions used to determine 
Pension and OPEB Liabilities as reflected in the Post-Closing Statement shali be selected using 
the same methodology historidy used for selecting the discount rate and assumptions €or 
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PinnaCie: West capital Corporation’s consolidated fiscal year-end calculations reported in its 
audited financial statements. Within thirty (30) days after th delivery of the Post-Closing 
Statement by Purchaser to Seller, Sella may object in good faith tn the Proposed Post-Closing 

agree to m- to wrchangc iafonaation used to prepare the post-Closing Statement and 
i n f o d o n  relating thereto. If Seller objects to the Proposed Post-Closhg Adjustment, the 
Parties shall atttmpt to resolve such dispute by negotiation. If the Parties are &le to resolve 
such dispute within thirty (30) days &a my objection by Seller, the P d e s  shall appoint the 
Independent AccouIlting Firm, which shall, at Seller’s and Purchaser’s joint expense, review the 
Proposed Post-closhg Adjustment and determine the approKriate adjustment to the purchase 
Price, if any, within thirty (30) days after such apphtmcnt. The Parties agree to cooperate with 
tbe Independent Accounting Firm and provide it with such information as it reasonably requests 
to eaable it to make such &tcmimtion Fox purposes of this Section 3.3b) and wherever rhe 
Mependent Accounting Firm is retained to resohe a dispute between the Parties, the 
hdepcndenr Accounting Finn may determine the issues in dispute following such procedures, 
consistent withthe language of this Agreement, as it decms approp.riate to the circumstances and 
with reference to the astlounts in issue. No particular pm@ures are intended to be irnped 
upon the Independent AccOUnting Firm, it being the desire of the Pafties that any such 
disagreement shalI be resolved as expeditiously and inexpensively as reasonably practicable. 
The Independent Accounting Firm shall have no liability to the Parties in comcdon with such 
services except for acts of bad ftlith, WillEUl misconduct 01 p s s  negigence, and the Parties ShaIf 
provide such indemnities M the Independent AccoUnting Firm as it may reasonably request, The 
€inding of such Tradependent Accounting Firm shall be binding on the Parties hereto. Upon 
determination of the appropriate adjustment (the ‘ 1 p o s t ~ ~ ~  AdJnstment”) by agreement of 
the Parties or by binding &termination of the Indqxwlcnt Accounting Firm, the Party owing the 
difference shall deliver such mount to the other Party no later than two (2) Bmkess Days after 
such - * tion, in irmnediattly available funcls or in any other manner as reasonably 
requested by the p a p .  

Pament. Any cash payments required by this Agreement shall be paid in US. 
dollars in immediately available funds. The recipient of such funds will designate the account or 
accounts to which the funds will be wire transferred. 

Allocation of purchase Price. The Parties will file all Tax Returns consistentfy 
with the alloation of the Purchrtse Price determined in accordance with t h i s  Section 3.5. Tbe 
allocation of the Purchase Price (including any portion of the Assumed Liabilities if applicable) 
will be negotiated by the Parties in accordance with Applicable Tax Law (as defined below). 
Purchaser shall propose and deliver to Seller a pfeliminary allocation among the Assets of the 
purchase price and such 0th~ consicidon to be paid to Seller pursuant to this Agreement (an 
”Mlocation”) suf6cimtly far in advance of the Closing to allow the Final Pre-Closing 
Allocation referred to below to be determined prior to the Closbg. The Allocation shall be 
consistent with Code Section 1060 (“Applicable Tax Law”) and the regutations thereunder and 
’in a manaer which facilitates Prom Tax reportkg and shall separately allocate Assets in the 
Facilities Switchyard Seller shall Within thw (30) days thereafter propose my changes to the 
AIlocation. With thirty (30) days following det~vcry of such proposed changes, Purchaser shall 
provide Seller with a statement of any objections to rmch proposed changes, togethez with a 
reasonably detailed explamtion of the reasons therefor. if Purchaser and Seller are unable to 

, -. ‘ 

t i l  I 

Adjustment in writing, stating in PeaSomble detail its obj&& thereto. Purchaser and Seller 
i 

. 

I I 

> ,  

3.4 

3.5 

fl 

‘ 
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resolve any disputed objections within tea (10) days thereafter, such objections &all be referred 
to the Independent Accounting Finn, which shall determine the Allocation (icludhg any 
valuations). The hdepeadent Acopunting Firm shall be instructed to deliver to purchaser and 
Seller a written dekmimtion of the proper allocation of such disputed iteans within twenty (20) 
Business Days from the date of mgagemenL Such detarnination shd be final, conclusive and 
binding upon the Parties‘for all purposes, and &e Allocation shall be so adjusted (the allocation, 
indudmg the arljusment, if any, to be referred to as the “Finat Pre-Closing al[faCation’’). 
Within thirty (30) days of the determmah ‘ ‘on of the Poet-Closing Adjustxnent, the Parties shd 
agree to the adjustments to the Final Pre-CIosing Allocation (Thad Ahation’’)). The fees and 
disbursements of the hciependent AccoUnting Firm attributable to any Allocation s l d  be shared 
equally by Purchaser and Seller. Purchaw and Seller agree to timely file Internal Revenue 
Service Form 8594, and ail Tax Returns, in accordance with such Allocation or FiaaI Allocation, 
8s the case may be, rind to report the transactions contemplated by this Agreemat for F e d d  
Jncome tax and all other tax purposes in a manner consistent with the Allocation or Final 
Allocation, as the case may be. Purchaser and Seller agree to promptly provide the otha Parties 
with any additional information and reasonable assistance required to complete Form 8594, or 
compute Taxes arising in Connection with (or otherwise a f f d  by) the transactions 
contemplated hereunder. 

3.6 Prorations, 

(a) Purchaser and Seller agree that, except as othawise specifical€y provided 
in this Agteement, all of the budgeted, o r d i i . ,  and recurriug items nonnally charged to the 
Facilities Owners, including those listed below (but not incltrding any Income Taxes and 
Transfer Taxes), relating to the business and operation of the Assets, shall be prorated and 
charged as of the Closing Date, without any duplication of pyment under the Facilities 
Contracts, with Seller liable to the exrent such item relate to any time period prior to the Closing 
Date, and *ex liable to the extent such item rela& to periods cornmenciag with the 
Closing Date (measured in the same units used to compute the item in question, otherwise 
measured by calendar days): 

Prop$y Taxes having a lien date in the same calendar year as the 
Closing Date, provided, however, with respect to any Property Taxes imposed by a Tribal 
Authority, such bpcr ty  Taxes shall be prorated based upon that portion of the calendar year 
starting with the date of expiration of my applicable tax waiver and ending with the last day of 
the cal& year of the Closing Date; 

. (i) 

(i) Retrospective adjustments and policyholder distributions for the 
appiicable period during which the Closing occurs with respect to Facilities Insurance Poiides 
included in the Assets occurring within twelve (12) months of Closing or ninety (90) days after 
the year-end following the Closing, whichever occurs first; and 

operating and maintenance expenses mwed in any period prior 
to the Closing Date (not including Capital Expenditures) in the nature of the expenses shown on 
Schedule3,6(aXiii) but only to the extent that the amount of such expenses are determined 
within tweIve (12) months of Closing or ninety (90) days after the year-end foIlowing the 
Ciosing, whichever occurs first. 

(iii) - 
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(b) In comection with the prorations referred to in Section 3.6<a), in the event 
that actual figures are not available at the Closing Date, the proration shall be based upon the 
respective mmunts accrued through the Closing Date or paid for the most recent year or other, 
approPriate period €or which such amounts paid are available. All prorated mounts shall be 
recalculated and paid to the appropriate Party within SKQ (60) days after the date that the 
pviously unavailabfe actual figures become avaihbk. Seller and M a s e r  shall furnish ach 
other with such documents and other records 86 my be reasonably requested in order to oonfirm 
all proration calculations made pursuant to this Section 3.6. 

(3 r 

3.7 No Asshuerit if Breach. To tht: extent that Seller's rights under any of the 
Facilities Contracts to be bransfened to Purchaser hereunder may not be assigned Without the 
cansent of another Person which consent has not becn obtained, this Agrement shall not 
ConstititUte an agreement to wign the same if an attempted assignment wouid constitute a breach 

Reasonable Efforts to obtain my such required consent(s) as promptly as possible. Seller and 
purchaser agree that if any consent to an assignment of any of the Facilities Contracts to be 
transferred h d e r  shall not be obtained or if any attempted assignment would be ineffective 
or w d d  impair purchaser's rights and obligations unda the applicable Facilities CO~~IWS so 
that Purchaser would not in &e& acquire all such rights and obligations, Seller, to the nmimurn 
extent p d W  by Law and such Facilities contracts, shall aftM the Closing appoint Purchasex 
to be Seller's representative and agent with respect to such Facilities C~ntracts, and Seller Ml, 
to the maximum extent permitted by law and such Facilities Contracts, enter into such reasonable 
arrangements with Purchaser as are nece~sary to transfa to Purchaser the benefits and 
obligations of such Facilities Contnk~. Seller and Purchaser shall cooperate and shall each use 
CommerciaUy R.easomble Efforts after the Closing to obtain an a s s i p a t  of such Facilities 
Contracts to purchaser. 

thereof or be unlawfirl, and Purchaser and Seller shall ooopaate and ea& use commenxall * Y  

1 

,, \ 

3.8 Deliveries by Mer. Subject to the terms and cbnditions hereof, & the Closing 
Seller shail deliver, or to be delhred, the following to Purchaset: 

(a) Tbe Deed, duly executed by Seller and in recurdable form, subject only to 
Permitted Eacumbrances and any owner's affidavits or similar documents reasonably required 
by Title Insurer; 

(b) 

(c) ' 

The Bill of Sale, duly executed by Seller; 

The Assignment and Assumption Agreement, duly executed by Seller; 

(d) Evidence, in form and substance rewnabiy satisfactory to P w k  and 
its respective counsel., of Seller's receipt of (i)SeUer's Required Regulatory Approvals, 
(ii) Seller's Requbd Comts,  snd (iii) documenttition evidencing the release of all 
E n d m c e s ,  except for PemiiM Encumbrauces, inciuding the release of Seller's Mortgage; 

. 

[e) A Certificate of Good Standing with respect to Seller, as of a recent date, 
issued by the Secretary of State of the State of California and of the state where the Facilities 8ce 
located; 
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(f) To the extent availabIe, ofiginals of all of the Facilities Contracts to which 
Seller has Knowledge that it is a party (other than Facilities Contracts referenced in the proviso 
to Section 2.1&)), the Transfeaable Permits issued to Seller and of which it has Knowledge and, 
if not available, true and oorrect q i e s  thereof; 

duly authorized officer of Seller to the effect set forth in Section 8.6; 
(g} A certificate addressed to Purchaser dated the Closing Date executed by a 

01) A FIRPTA Affidavit to Purchaser, duly executed by Seller, 

(i) Copies, certified by the Secretary or Assistant SeQ.etary of Seller, of 
corporate resolutions authorizing the execution and delivery of this Agrement, each Ancillary, 
Agreement to wbi& Seller is a party and the a u t h o ~ o n  or ratification of al l  of the other 
agreements and instm~cnts, in each case, to be executed and delivered by Seller in conndion 
here*, 

0) A cert%cate of the S- or Assistant Secretary of Seller identifying 
the name and title and bearing the signatures of the officers of Seller authorized to execute and 
deliver this Agreement, each Ancillary Agreement to which Seller, is a party and the other 
agreements and i m m ~ s  contemplated hereby; and 

All such other agreements, documents, instrwnents and writings required 
to be &livered by Seller at or prior to the Closing Date p m ~  to this Agreement necessary to 
sell, assign, convey, trmfw and deliver all of Seller's rights, title and interests in and to the 
Assets, to purchaser, in amdance with this Agreement and, where necessary or desirable, in 
recordable form. 

(k} 

3.9 Deliveries bv Purchaser. Subject to the terms and conditions hereof, at the 

The Purchase price, by wire transfer of immediately available funds to the 

The Assignmeat and Assumption Agreement, duly executed by Purchaser; 

Closing, Purchaser shall dcfive~, or cause to be delivered, the following to SelIa: 

8ccouDt of Seller designated by Seller in Writing on or before the Closing Date; 
(a) 

(b) 

(c) Evidence, in form and substance reasonably satisfactory to Seller and its 
respective counsel, of Purchker's receipt of (i> Purchaser's Required Regulatory Approvats, and 
(ii) furchaser's Required Consents; 

date, issued by the ACC and the state in which &e Facilities tire located; 
(d) A Certificate of Good S h h g  with respect to Purchaser, as of a recent 

(e) A certificate dated the Closing Date executd by a duly authorized officer 
of Purchaser to the effect set forth in Section 9.6; 

(f) Copies, certified by the Secretary or Associate Secretary of Purchaser, of 
resolutions authorizing the execufion and delivery of this Agreement., each Ancillary Agreement 
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to which Pwchaser is a party and thc authorization or ratificrmtion of all of the agreements and 
instmments, in e& m e ,  to be executed and d e l i v d  by Purchaser in connection herewith; 

A certificate of the Secretary or Assoc& secretary of Pinchaser 
identifjhg tfie name and title and bearing the signatures of the officers of Purchaser authorized 
to execute and deliver this Agreement, each Ancillary Agreement to which furchases is a party 
and the other agreements contemplated hereby; and 

All such other agreements, documents, instruments and writings required 
to be delivered by Purchaser at or prior to the Closing Date pursuant to this Agreemeat , 

(g) 

Q 

3.10 F a w l b s  Contracts. The Parties agree that between the date hereof and the 
Closing Date, the ownership, lease, maintenance and operation of the Facilities and the Facilities 
Switchyard will be governed by the Facilities Contracts. 

Except as set forth in Seller's Schdale of ExcCptions corresponding to the Section of this 
Agreement to which such disclosure applies, SeIler represents9 warrants and, where specified, 
disclaims to Purchaser as follows: 

O d o n  and Existence. Seller is 8 corpomtion, duly organized, validly 
existing and in good standing under the lams of rbe State of California and has all requisite 
corporate power and authority to own, lease Zwi operate its properties and k~ carry on its 
business as is now being conducted. Seller is duly qualified to do business and is in good 
standing in the state where the Facilities are iocated. Seller has heretufore delivered to P u r h e r  
COlnpIete and co- copies of its Articles of Incorporation and Bylaws as d y  in &et. 

4.1 

J' \ 

. ,  

4.2 Execution, Deliverv and Enforceabilitv. Seller has full corporate power to enter 
into, and carry out itS obligations undet, this Agreement and the Ancillary Agreements which are 
executed by Seller and to consummatft the transdons contempiated hereby and thereby. The 
execution, delivery and pesfoxmance of this Agreement and the AnciIlary Agreements which a-e 
executed by Seller, and the conflunmatiw of the transactions cuntqiated hereby and thereby, 
have been duly and vdidly authorized by ail necessary corporate action required on the part af 
Seller and no orher oorporate proceedings on the part of Seller are necessary to authm this 
Agreement and the Ancillary Agrecmcnts to which it is a party or to collsummate the 
h.an~aCtions contemplated hereby and thereby. Assuming Pw€met's due ~thorizAon, 
execution and delivery of this Agreement and the Ancillafy Agreements when executed by 
Purchaser, this Agreement does and the Ancillsvy Agreements when execured by Seller Wiil 
constitute the valid and legally binding obligations of Seller, enforceable against Seller m 
accordance with its and their tam, except as such enforceability may be zimited by bankruptcy, 
insolvency, reorganization, moratorium or other similar laws of general application dating to or 
affecting the enforcement of creditors' rights and by general equitable principles. 

43 No Vidatio~, Subject to Seller ob- Seller's Required Regulatory 
Approvals and SeIter's Required Consents, and except for compliance with the requirements of 
the HSR Act, neither the execution and derivery of this Agreement or any of the Ancillary , 
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Agreements executed by Seller, nor the compliance with any provision hereof or thereof, nor the 
cODSummation of the transactions cornemplated hereby OT thtrseby will. 

'i "-1 
(a). violate, or conflict with, or result in a breach of any provisions of the 

ArticSes of lncorporaton or Bylaws of Seller; 

result in a default (or give rise to any right of termination, m d a t i o n  or 
acxeleration) under or conflict with shy of the tcrms, conditions or pvisions of any note, bond, 
mortgage, indearture, license, or agreemat or other instnunent 01 obligation to which Seller is a 
party or by which Seller or any of t l ~  Assets may be bound, except for such defauits (or rights of 
termination OT acceleration) as to which requisite waivers or c0ment.s have been, or prior to the 
Closing will have been, obtained OK which would not, individually or m &e aggregate, creak a 
Material Adverse Effect; 

@) 

(c) violate any law, d e ,  regulation, order, writ, injunction, or decree, 
applicable to Seller or any of its assets, except where such violations, individjlally or in the 
agpgate, would not create a Materid Adverse Effect and will not affect the vaiidity or 
enforceability of this Agreement or the Ancillary Agreements or the vdidky of the transactions 
contemplated hereby or thereby; or 

(d} require consent or approval of, f i g  with, or notice to any Person which 
if not obtained would prevent Seller from performing its obligations hereunder. 

4.4 Cornniimce with Laws, Seller has no Knowledge that it is in material violation 
of any laws, orders, ordinances, des, regulations or judginent of any Governmental Authority in 
existence as of execution of this Agreemerit with respect to the Assets, ex+ for (a) violations 
or dlleged violations the subject matter of which purchaser or the Operating Agent has 
Knowledge, (b) violations or alleged violations by the Facilities Owners in common, or by the 
Operating Agent acting on thek khdf, or (c) VioMm or alleged violations that will not have 8 
Material Adverse Effect. 

Permits. Licenses. Etc. Prior to the Closing Date, SeIIer will hold all permits, 
registrations, franchises, certificates, licenses and other authorizations, consents and approvals of 
all ~ v e m t n d  Authorities that Seller requires in order to own any of the Assets (collectively, 
"Seller Permits"), except for such failures to hold such Seller Permits BS to which Purchaser or 
the Opemhg Agent has Knowledge, are also failures of all of the other Facilities Owners (or dl 
other than the Operating Agent} or would not, individually or in the aggregate, have a Material 
Adverse Effect. 

4.5 

4.6 Litigakion. There is m claim, action, proceeding or investigation pendq, or to 
Seller's Knowledge, threatened a g d t  or relating to Seller or its Affiliates before any mwt, 
arbitrator or Governmental Authority, or any judgment, decree or order of any court, arbitrator or 
Governmental Authority, which could, individually or in the aggregate, reasonably be expected 
to result, or has resulted, in {a) the institution of legal proceedings to prohibit or restrain the 
performance of this Agrement or any of the Ancillary A p m m ,  or the consummation of the 
transactions contemplated hereby or thereby, (b) a claim against purchaser or its Affiliates for 
damages as a result of Seller entering into this Agreement or any of the Ancillary Agreements, or 
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the Consummatian by Seller of the transactions contemplated hereby or thereby, (c) a material . 
hpairment of Seller's ability to perfam its obligations under this Ageemcat or any of the 
Ancillary Agreenents, or (d) B Mrrterial Adverse E€€&., except for ciaims, actions, proceedings 
or inrvestigations pending agaiast, or judgments, decraes or orders involving all of the other 
Facilities Owners or the Operating Agent as agent for the Facjiities OWnErs, 01 as to which 
Purchaser has Knowledge. 

4.7 J&. Subject to the right of first refusal contained in the Facilities Co-Tenancy 
Agreement, Seller has good and marketable title, or valid and effective keasehold rights Sn the 
case of leased property, and valid and effective licenses in the w e  of licensed rights, to the 
tangible personal property indluded in the Assets to be sold, conveyed, assigned, transfclred and 
delivered to P h a  by Seller, free and -clear of all liens, charges, claims, pledges, secdty 
inte~sts, equities and encumbrances of any naturt whatsoever, except for (a) those created by 
Purchaser, (b) those which will be discharged or released prior to or substantidy simuitmuly 
with, the Closing, (c)Pdt ted E n d a n - ,  (d)those which do not apply onty and 
exchrsively to the interest of Seller but that also apply to interests of the other Facilities Owam 
in common and/or the bpmting Agent, as agent for any of the Facilities Owners, and 
(e) pussibie minor matters that do not materially interfere with the intended use of the Assets. 

4.8 Fadiities Contracts. Seller has no Knowledge of any claim, adan, proceeding 
or investigation, pading M threatened, chdlenging the Mlforceabiiity against SeUer af the 
Facilities Contracts, except for challenges to the dorceabiiiq of such contracts against the 
Facilities Owners in commw, challenges of which Purchaser or the Operating Agent has 
Knowledge, or challenges which are not likely to result h a Materid Adverse Effect 

4.9 zntellecatai propew . Seller does not own or otherwise have any right to use 
any patent, trade name, trademark, service mark or other intellectual property that is used in and 
necessary for the operation of the Facilities or the Facilities Switchyard, ooher than such as may 
be included in the Assets or is licensed to the Facilities Owners or the Operating Agent, acting on 
their behalf. 

4.10 Taxes. At least sixty (60) Business Days before the Closing, Seller will advise 
Purchaser in writing of any taxing jurisdictions in which Seller owns assets or conducts business 
that require a notification to a taxing authority of the transactions contemplated by this 
Agreement, if the failuk to make such noti€hlh, or obtain Tax clearances in connection 
therewith,, would either require purchaser to withhold any portion of the Purchase Price or would 
subject Pwchaser to any liability for any Taxes of Seller. 

4.11 -. Except for liabilities and obligations specifkaliy 
rekrmd to in Section 2.3 or -, the Assets are not, to the Knowledge of Seller, subject 
to my liability or obligation that has arisen solely as a result of an act w, omission by Seller, 
except €or P e r m i 9  Encumbrances, acts or omissions of which purchaser or the Operating 
Agent has Knowledge, M bbaities and obligatiom that are not reasonably k c l y  to have a 
Material Adverse Effect. 

4.32 Brokers. All negotiations relating to this Agreement and the t.rzmac~ons 
contemplated hereby have been carried on by Seller and in such a manner as not to give rise to 
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any valid claim against Purchaser (by reason of Seller’s actions) for a brokerage commission, 
finder’s fee or other like payment to any Perst>n. 

ARTICLE 5 
REPRJBENTATIONS AND WABRAlvTIlEs OF PURCHASER 

Except as set foah in purchaser’s Scbedule of Exceptions carresponding to the Section of 
where thi$ ~greement to which s u ~ h  disclosure applies purchaser represents, wmmts 

specified disclaims ta Seller ss follows: 

5.1 OrwniZation and Existence. Purchaser is a corporation, duly orgtmhed, validly 
existing and in good standing unda the laws of the State of ~ r h n a  and has requisite 
corpomte power and authority to own, lease and operate its properties and to carry on its 
b u s i i  as is now being c o n d u c t e d  Purchm has haret0fat.e delivered to Seller complete and 
correct copies of its Articles of Incorporatjon and Bytaws as CULTentty in effect. 

5.2 Execution, M e n  and EnforceabiIiQ. Purchases has full corporate power to 
enter into, and carry out its obligations under, tiis Agreement and the Ancillary Agreements 
which are ex& by Purchaser and to consummate the transactions contemplated hereby and 
thereby. The execution, delivwy and performance of this Agreement and the Ancillary 

contemplated hereby an8 hereby, have been dvly and validly dorized by all necessary 
corporate action required on the part of Purchaser irnd no other corporate proceedings on the part 
of Purchaser are necessary to authorize this Agreement and the Ancillary Agreements to which it 
is a party or to cons- the transactions contemplated h d y  and thereby. Assuming 
Seller’s due authorization, execution and delivery of this Agreement and the Ancillary 
Agreements when executed by Seller, this Agreement does and the Ancillary Agreements when 
executed by purchaser, will constitute the d i d  and legally b k d q  obligations of Purchaser, 
enforceable against Pmhaser in a t c c o h e  with its and their terms, ex- as such 
enforctability m y  be Iimited by bankruptcy, insolvency, reorganization, moratorium or other 
similar laws of general appIication relating to or affecting t$e enforcement of creditors’ rights 
and by g & d  equitable principles. 

Agreements which are amtd by Purchaser, and the c o n s m t i o n  of the tramacb ‘Om 

5.3 No VioIation. Subject to Purchaser obtaining the purchaser’s Required 
Regulatory Psprovals and the Purchaser’s Required Consents, and except for compliance with 
the requiremats of the HSR Act, neither the e x d o n  md delivery of this Agreement or any of 
the Ancillary Agreements e x d  by Purchaser, nor the compliance with any provision hereof 
or thereof, nor the cornurnmation of the transactionS contemplated hereby or thereby will: 

viulate, or conflict with, or result in a b m h  of my provisions of the (a) 
Articles of hcorporation or Bylaws of Purchaser; 

@> result in a default (or give rise to any right of termination, cancellation or 
acceleration) under or conflict with any of the terms, conditions or provisions of any note, bond, 
mortgage, indenture, license, or agreement or other instrument or obligation to which Purchaser 
is B party or by which Purchaser my be bound, except for such defaults (or rights of termination 

. or acceleration) as to which requisite waivers or consents have been, or prior to the Closing wiil 
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have been, obtained or which wodd not, individually or in the aggregate, create a Material 
f-) Adverse Effect; i +. 3 , 

(e} violate any iaw* d e ,  regulation, order, writ., injunction, or decree, 
applicable to J?urcha M any of its assets, except where such violations, individually or in the 
aggregate; would not mate a hhkrid Adverse Effect and will not affect the validity or 
edorceabiiity of this Agreement or the Ancillary agrtemcnts or the validity of the transactions 
contemplated hereby or thembg.; or 

(d) mqaire consant or approval of, f i g  with, or nutice to any Person which, 
if not obtained would pvmt Purchaser from performing its obligatioru hereunder, 

COm~Eance with Laws. Except as otherwise disclosed in writing by Purehasex 
to Seller contempormemsly with the executiOn of this Agreement, Purchaser has no Knowledge 
that it is in material violation of any applicable laws, orders, ordinmcs, des,  ~.egulatons or 
judgment of any Governmental Authority in existence as of the Effectiate Date with respect to the 
Assets, except for violations or alleged Violations that are reasonably expected not to have a 
Material Adverse EZfecL 

5.4 

5.5 Litidon.  There is no claim, action, proceeding or investigation pending, or to 
mzrchascr’s Knowledge, threatened against or relating to purchaser or its Affiliates before my 
court, arbitrator or Governmental Authority, or any judgment, decree or order of any court, 
arbitrator or Govemmtal Authority, which could, individually or in the aggregate, reasonably 
be expected to result, or has resulted, in (a) the institution of legal prOceRdings to prohibit or 
restrain the perfomance of this Agreement or any of the Ancillary Agreements, or the 
consummation of the transactions mtanplfated hereby or thereby, @) 8 c l h  against Seller or 
its MWES for damages zts a result of Purchaser enterhg into this Agreement or any of thc 
Ancillary Agreements, or the consummatian by Purchaser of the transactions contemplated 
hereby or thereby, (c) a material impairment of Purchaser’s ability to p & m  its obligations 
under rhis Agreement or any of the Ancillary Agreements, or (d) a Material Adverse Effect. 

, I  

, 

5.6 Brokers. All negotiations rehthg to this Agreement and the transactjons 
contemplated hereby have been carried on by Purchaser and in such a mimner as not to give rise 
to any valid claim against Seller (by reason of Purchastr’s actions) for a brolcemge Commissioxl, 
finder‘s fee OT other like payment EO any Person. . 

5.7 P“mancinP;. Purchaser has now, and at tfie Closing Purchaser will have, liquid 
capital or committed sources there€or mrfficient to p d t  Purchaser to paform timely its 
obligations hereunder and under the Ancillary Agreements. 

5.8 m-. To pul.chaser’s Knowledge, P u r c k  is, or will be prior 
to the Closing, qualified to obtain any Facilities Permits necessary for the ownership and 
operation by Purchaser of the Assets as of the Closing in substantidly the same manner as the 
Assets are currently operated. 
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f- --I CONDITIO& ON THE CLOSIMC; DATE, AND THAT PURCHASER IS RELYING ON 

GENERALITY OFTBE FOEEGOING AND EXCEPT FOR THE REPRFSENTATIONS 
AND WARRANTlEs EXPRESSLY SET FORTH IN TEiIs AGRJBWZNT, PURCHASER 
UNDERSTANDS AND AGWES THAT SELISR EXPRESSLY DISCLAIMS ANY 
REPRESENTATIONS OR WARRANTIES AS TO LIABIILITIES, OPERATIONS OF 
THIZ ASSETS, TITLE, CONDITION, VALUE OR QUALITY OF TEE ASSETS OR THE 
PROSPECTS (FINANCIAL OR OTHERWISE), RXSlEls AND OTRER INQDENTS OF 
TRE ASSETS AND ANY REPRESENTATION OR WARRANTY OF 
MERC€TANTABILWY, USAGE, S U I T A B m Y  OR FlTNESS FOR ANY 
PARTICULAR PUBPOSE WITH RESPECT TO TBE ASSETS OR ANY PART 
THISREOF, OR AS TO T€E WORI€MAN!3HW T€€EREUF, OB THE: ABSENCE OF 
ANY DEFECTS THERF3N, WHETHER LATENT OR PATENT. P"RCHASEX 
FURTEER AGREES THAT NO INFORMATION OR M A W  PROVIDED BY OR 
COlhlMUMCATION MADE BY SELUea OR ANY BEPRIESENTATIVE OF SELLER 
WIU CAUSE OB CREAT'E ANY REPRESENTATION OR WARRANTY 
D I S C L M D  BY ' THE FOREGOING EXCEPT AS DISCLOSED IN T€XS 
AGBEEl\rIENT OR IN A SCHEDULE ATTACXED HERETO, 

ITS OWN EXAMINATION OF THE ASSETS. WzTHOuT LIIWLTI[NG THE i t :  

ARTfcLE6 
COVENANTS OF EACH PARTY 

6.1 EffortstoClosa 

(a) CommercialIv Reasonable Efforts. Subject to the ternrs and conditions 
herein provided, each of the Paaies hereto agrees to use its Comedaily Reasonable Efforts to 
consummate and make effective, as soon as reasonably practicable, the msactions 
co-lated hereby, including the satisfaction of all conditiofls thereto set forth herein. Such 
actions shall indudc, without limitation, exerting their Commrrcially Reasonable Efforts to 
(i) obtain the consents, authorizations and approvals of d private p d e s  and any GovemmM 
Authority whose consent is reasonably necessary to efktuate the tran&ons contemplated 
hereby, (ii)eff& alI  othm necc=ssary registrations and filings, including, without limitation, 
filings under applicable laws, includuzg the HSR Act and all other necessary filingp with the 
CPUC, ACC, FERC (including appliCations to transfer the Facilities Switchyard), and any orha 
Governmental Authority, and in the case of Purchaser, negotiate the extension or renewal 
referenced in Section 8.14 and the amendment referend in Section 8.15, Each Party will 
provide the other with copies of all written commUniCations from G o v m m M  Authorities 
relating to the approval or disapprcrval of the Cransdons conternplated by the Agreement and 
the Anciliary Agreements. 

(b} Eammses. Whether or not the transactions contemplated hereby are 
consmted, except as otherwise provided in this Agreement., all costs and expenses incurred 
in conn&on with this Agreement and the transactions contemplated hereby shall be paid by the 
Party incurring such expenses. Notwithstanding the foregoing: 

Costs associated wifh preliminary title reports and title policies 
shall be borne. by SelIer up to the costs that would have been incurred had the title policies been 

(0 
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standard coverage policies of title inSuranct, and the remaining costs, if any, including costs for 
extended coverage and any endorsemtnts shall be borne by Purchiser (except that any survey 
costs shall be borne one-half by htrchaser and one-half by Seller); ‘3 

(2) Documentary transfer fees, if any, ,will be borne by Seller and 
recording costs and dmga respecting reaI property will be borne mehalf by Purchaser and 
one-balf by Sellw, and 

(iu) Except 8s otherwise s p e c i f ~ d y  set foreh in Section 6.4, all fees, 
charges and costs of economists and other expats, if any, jointly retained by purchaser and 
Seller in Cannection with submissions made to any G o v m t a I  Authority and advice in 
comdoa therewith respecting approval of the transactionS wiIl be home one-half by htrchaaer 
and one-half by Seller. 

All such charges and expenses shall be promptly s d d  betwean the Parties at the 
Closing or upon temmat~ ‘on 02 expiration of fbrbx proceedings under thh Agreement, or with 
respect to such charges and expenses not determined as of such time, as soon thereafter BS is 
m m b l y  practicable. 

(i) Prior to Closing, SeUer and/or Purchaser may, at their own cost 
and expense, conduct M: cause to be conducted their own Phase 1 and Phase 2 envimmnM site 
assessments, and any follow up investigation, of the FaciZities and the Facilities Switchyard as 
Seller and/or Purhasez deem necessary. The party conducting such assessments shall provide 
the other party with (1) a copy of any written reports resulting from such assessments; and 
(2) t b l y  notice of any Environmentdi Condition@) that require public disclosure or reposing to 
a regulatory authority or Remediation. I h r h e r  shall cooperate with and allow Seller to 
conduct such assessments and investigation. The results of such assessments and investigation 
shall not be bhchg, on the Parties, and shall not be deemxi to constitute an agreement by the 
Parties BS to the existace or extent of curreat Environmental Contiitions at the Facilities. 

1 ) 

(ii) Following the Closing, Purchaser and Seller s M  each appoint a 
representative to seaye as B I ~  m*mtal liaison. Purchaser’s environtnen~ liaison shall 
provide Sella’s envircxuneriid liaison with access to dl information of Purchaser related to 
Environmm~ Conditions at the Facilities, consistent with Purchaser’s normal record mtim 
and retention policies and subject to a reasonable and appmpriate non-disclosure agreement. The 
fiaisons will meet periodically to address questions of Selier and to discuss generally 
Environmental Conditions at the Facilities that would affect the Retained Einvironmental 
Liabilities, including the status of ongoing Remdiation programs. 

(iii) Witbout limiting rhe generality of the €oregoing, Purchaser‘s 
m~nmental Iiaison will provide Seller’s eaiviromnental liaison with notice of and 
documentation relating to the initiation of any legal action and any tbreatmed legal action of 
which Purchaser becomes aware, in each case that codd reasonably be expected to af%ect 
Retained Ebviromentat Liabilities. Purchaser also will provide Seller’s liaison with a 
reasonable opportunity to review and comment on any new material Remediation hitiathe and 
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P,< 
on environmental expenditures in ?he Facilities’ annual budgets that could &mbly be 
expected to affect Rerained Environmental Liabilities. If requested by Seller’s hison, Purchaser 
will present Seller’s views on such environmental expenditures to the Engineering and Operating 

[ I  i 
I 

Committee (as defined in the Facifities Operating Agreement}, and will allow Seller to 
participate in such presentation. 

If Seller’s liaison has significant concerm that an em4ronmentaI 
mattex will a d v d y  affect Retained E l n v i r o e  Liabilities, and the liaisons m o t  
satisfactorily address the conwns by themselves, the liaisons shall elevate the concerns to senior 
oficers to be designated by each party prior to the Closing for further good faith discussions. 

The rights granted to Sella under this Section 6.11~1 shall not in 
any way alter or limit any rights retain& by Seller &r Section 2.1011. In the event Purchaser 
transfers a l l  or substantially all of the Assets to another Person and purchaser is no longer the 
Operating Agent or a Facilities Owner, purchaser sMI ause such Person to assume Purchaser’s 
obligations to Seller under Sections 6.l(cMii) through (v), or make such other arrangemRnts as 
are reasonably acceptable to Seller. 

UDaating. Sella ShiaIl promptly n o m  Purchaser of any changes or additions to 
my of Seller’s Schedules to this Agreement with respect to the Assets or Assumed Liabilities 
related thereto by the delivery of updates thereof, if any, as of a reasonably current date prior to 
the Closing, but in any event not later than three ( 3 )  Business Days prior tiweto, No such 
updates made pursuant to this S d o n  SHall be deemed to cure any inaccuracy of any 
representation or warranty made in this Agreement as of the date hereof, unless Purchaser 
specifidly agrees thereto in writing, nor shall any such notification be cansidered to constitute 
or give rise ta a waiver by Purchaser of any condition eet forth in this Agrement. Without 
limiting the generality of the foregoing, Seller sball notify P u r h e r  promptly of the occmence 
of (i) any matrxial usudty, physical damage, destmction or physical loss resptcting, or any 
material adverse change m’the physical condition of the Facilities or the Facilities Switchyard, 
subject to ordinary wear and tear and to routine maintenance, reasonably likely ta muit in a 
Material Adverse Effect, and (ii) any other material event iikely to impair Seller’s ability to 
perform, if, in the cases of clauses (i) and (ii), the occurrence is one of which Seller has 
Knowledge and of which the operating Agent does not have Knowledge. 

6.3 Conduct pendine Closing. Prior to coIlsummation of the transactions 
contempiated hereby or the termination or cxpK&on of th is  Agreement pursuant to its terms, and 
except to the extent approved by Fkrchaser, Seller shall. 

I 

(iv) 

(v) 

6.2 

(a) Except tis required by theii terms, or except to the extent agreed to by all 
FaciIities Owners (including Seller and Purchaser), not amend, tarminate, renew, or renegotiate 
my existing Facilities Contract M enter into any new Facilities Contract, except in the ordinary 
course of business and consistent with practices of the recent past, ar default for take or omit to 
rake my action that with or without the giving of notice or passage of time, would constitute a 
default) under any of its obligations under any Facilities Contract: 

@} Not (i) sell, lease, transfer or dispose of, or make any contract for the sale 
lease, transfer or disposition of, any assets or properties which would be included in the Assets, 

I 
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other than sda in the ordinargr course of business which would not, individually or in the 
aggregate; have B W Adverse Effect upon the o p d o n s  or value of tbe Facilities or the 
Faciiities Switchyard; (ii) incur$ asswne, guaranty, or otherwhe become liable in respect of any 
indebtedness for money borrowed, in each case which would result in purchaser assuming such 
liability hereunder &er the Closing; (S) delay the payment and discharge of any liability which, 
upon Closing, would be an Assumed Lbbdity, because of the transactions w ~ p h k d  hereby; 
(iv) mmber or voluntarily subject to any lien any Asset, except for Permitted Encumbrances or 
(v) except to the extent approved by the other Facilities Owners, not settle any claims against the 
Facilities or against Seller felating'to the Facilities or the Faditis Contradx; and 

) L I 

(c) Not fake any action which would cause any of Seller's representa~ons and 
warranties set foah in -4 to be materially false as of tk Closing; 

provided, that nothing in thii Section 6.3 shall (i) preclude Seller from paying, prepaying or 
otherwise satisfying any liability which, if ourstandkg as of the Closing Date, wouid be & 
Assumed Liability os an Excluded Liability, or (ii) preclude Sella from in- any liabilities 
or obligations to my third party in connection with obthiag such Party's consent to any 
transaction contemplated by this Agreement or the Ancillary Agreements; provided that any such 
liabilities or obli@om incutred pursuant to clause (E) shall be Excluded Liabilities. 

(a) Seller agrees to advise Purchaser of any request that Sella intends to file 
with the CPUC far approval of Capital Expenditures by Seller budgeted for 2012 and of any 
mion taken by the CPUC with respect thereul. If the CPUC denies such request or CmJC 
approval is not received by Novembea 30,201 1, the Parties will meet within 15 days thereafter to 
discuss the consequences of the CPUC denial or faifure to act, including its pDtential impact on 
the 2012 capital budget for the Plant, the respective obligations of the Parties d e r  the Facilities 
Con- and the operation of the Plant in 2012; it being nnderstood that tkxe is no obligation of 
either Party to reach any agreement with respect to any of the matters discussed. 

(a) Subject to Section 6.Ua1, as promptly as practicable &r the date of this 
Agreement, Seller and Purchaser shall each file or cause to be filed with the Federal Trade 
Commission and the Department of Justice dl nofifications required to be filed under the HSR 
Act and the rules and regulations promulgated thereunder with respect to the transactionS 
ConternptatBd hereby. The Partics shall consult with each other as to the appropriate time of 
firing such notifications and shall agree upon the thing of such filings, respond promptly to any 
requests €or additional information made by either of such agencies, and cause the waiting 
periods under tht HSR Act to termhate or expire at the earliest possible date after the date of 
filing. putchaer and Seller shall be equally responsible for the cost of all f%ig fees under the 
HSR Act and each Party will bear its own costs €or the preparation of any such Wig. 

(b) Subject to Section 6.1(&, as promptly as pradatbie &r the date of this 
Agreement, Purchaser shall file with FERC any other applications required under the Federal 
Power Act for the purchase and sale contemplated hereby, which fiilhg(s) may be made 
individually by Purchaser or jointly with SelIer, as reasonably determined by the Parties. 
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(c) Subject to Scction 6.1{a>, Seller shall be responsible for obtaining CWC 
approval of the transactions contemplated by this Agreement and the Ancillary Agreements, and 
purchaser shall be nsponsible for obtaining ACC approval of the transactions contempaced by 
this A- and the Ancillary Agnemwts, in each case including the filing of the necessary 
applications therefor and diligently prosecuting any md@ proceedings. Each Party shall 
afford the other Party the opportu@ty to review such filings. Unless requested by the filing 
Party, the other Party agrees not to intwvme in the regulatory peedjngs related to the approval 
of the transacti on. 

(d) Subject to Section 6.1(a), Purchaser shall have the primary responsibiliiy 
for securing the transfer, reissuance or procurement of the Facilities Permits, effective as of the 
Closing Date. Seller shall use Commercially Reasonable Efforts to cooperate with purchrtser's 
efforts in this regard and assist in any transfer or reissuance of Facilities Pennits M d  by S e k  or 
the procurerneat of any ather Facilities Permits when so requested by Purchaser, 

Within fifteen (15) days after the receipt of any Purcb,aser's or Seller's 
Required Regulatory Approval, the Party receiving such approval (the '2- Party") shall 
notify the other Party in writing if the approval contains any condition that the Receiving Party 
d&errnhes could reasonably be expected to have a Material Adverse l3fcct on the Receiving 
Party or, in the w e  of Purcfraser, on the Assets; provided, however, that if the Receiving Party 
does not provide such notice to the other Party within the fifteen (15) day period specified in this 
sentence, the Receiving Party shall be deemed to have accepted such Required Regulatory 
Approval, including any condition contithed therein, and the condition to Closing set forth in 
Section 8.4 or Scction 9.4, as applicable to such Party with respect to such Required Regulatory 
Approval, shall be deemed satisfied. Within fifteen (15) days after receipt of my notice' 
specified in the previous sentence, Seller and Purchases shall meet to consider what 
commerclalf ' y Reasonable Effaas the Receiving Party mtends to take in order to obtain the 
Required Regulatory Approval or to eliminate the materially adverse conditim. After the 
Receiving Party has completed such agreed upon Commercialiy Reasonable Mom with respect 
to the materially adverse condition contained in such Required Regulatory Approval, within 
Mtetn (15) days of such completion or as sow as practicable t h e ,  the Receiving Party 
shall notify theother Party, if the materially adverse condition has been e l i t e d  or remains in 
effect, and wbethcr the Receiving Party either will accept such mterialty adverse umdition by a 
waiver of the applicable Closing condition in Section 8.4 or Section 9.4 with respect to such 
materially adverse condition or deem that the applicable Closing condition in Section8.4 or 
Section9.4 cannot be satisfied due to the materially adverse conditim in such Required 
Regulatory Approval. 

(e) 

(0 From the date hereof through Closing, the Parties shall consult with each 
other at the senior management executive level prior to any party mtmveaing in my regulatory 
proceeding of another Party, or commencing legal action or pursuing conmctud remedies 
against any other Party with respect to the Facilities. 

6.5 TaxMattem 

(a) All Transfer Taxes incurred in connection with this Agreement and the 
transadions contemplated hereby shall be borne one-half by Seller and one-half by Purchaser. I 
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Seller will file, to the extent required by applicable law, al l  necessary Tax Returns and otbm 
documentation With respect to a l l  such Transfer Taxes, and Purchaw will be entitled to review 
such r e t t . ~ ~  in dvmm and, if requirp;d by applhbk law, wiil join in the execution of my SU& 
Tax Returns or other documentation. Not less than five (5) Business Days prior to the due date 
of such Tax Returns, purchaser shall pay Sellex one-haif of the asn~lnt shown as due on such 
Tax Returns, as determined in accordance, with this Agreement, and shall, to the extent required 
by Law, join in the exeMion of any such Tax Retunz, pxior to the Closing Date, P&ser will 
provide to Seller, to the extent possible, an appropriate exemption certificate*in connection with 
this Agreement and the ttanwtions contemplated hereby, with respect to each applicable taKing 
authority. 

With respect to taxes to be prorated in accordance with ,Section 3.6 of this 
Agreement (except far p r a t e d  Property Taxes required to be paid by Seller), Purchaser shall 
prepare and timely file all Tax Returns required to be filexi after the Closing with respect to t f ie  
Assets, if any, and shalI duly and timely pay aU such Taxes shown to be due on such Tax 
Returns. For Property Tax purposes, any returns or filings with 8 lien or due date prior to 
Closing shall be p r p m d  by Seller. Purchasa’s preparation of any such Tax Returns shall be 
subject to Seller’s appro&, which approval shall not be unreasonably withheld or &aye& 
Purchaser shall make such Tax Returns available for Seller's review and approvsl (which 
approval shall not. be unteasonably withheld or delayed) no later than fifteen (15) Business Days 
prior to the due date fur filing such Tax Returns, it being uxukstood that Seller’s failwe ta 
approve any such Tax Reavns shd not limit Purchaser’s obligation to timely file such Tax 
Returns and duly and timely pay all Taxes shown to be due therm. Not Less thsn five (5) 
Busmess Days prior to the due date of any such Tax Return, Seller shall pay to hnchaser the 
amount shown as due on such Tax Returns its determined in accordaDct with Section 3.6 of this 
Agreement aad shall, to the extent re@& by law, join in the execution of any such Tax 
RCtllmS. 

With mpect to pro-rated Property Taxes, spdicafiy including but not 
limited to Property Tax Retuns prepared and filed with any Tribal Authority, Seller’s 
preparation of any such Tax Return shall be subject to F’urchaser’s approval, which approval 
shalt not be UKeaSonably withheld or delayed. Seller shall make such tax Returns available for 
Purchaser’s review and approval no later than f&een (15) Business Days prior to the due date for 
filing such Tax Return, it being understood that Purchaser’s failure to approve any such Tax 
Retm sfrall not liroit Seller’s obligation to timely fiIe such Tax R e m .  In preparing and 
reviewing said Property Tax R w ,  each Party shaIl cooperate and act in goad faith to resolve 
any disagreement related to such Tax Returns as betwe;en the Parties or as between either Party 
and my Governmental Aurhority. 

(d> Purchaser and Seller shall pro~de the other Party with su& assistance as 
may reasonably be requested by the other P a y  in cme&on with the p r e p h n  of any Tax 
Return, my audit or other exambation by any tax& authority, or any judicial or administrative 
proceedings relating to liability for Taxes, and each will retain and provide the requesting Party 
with any records or inforrnation which may be relevant to sa& return, audit or examination, 
proceedings or determination, Any information obtained pursuant to this Section 6.5 or pursuant 
to any other Section hereuf providhg for the sharing of infonnatiion or review of any Tax Return 

(-) 

(b) 

’ ,  

(e) 

1219376 1.3 39 
APSl3580 
Page 45 of a7 



(--? 
or other schedule reIating to Taxes shalI be kept confidential by the Parties hereto in acxmckice 

In the event'that R dispute ariseS between Seller and Purchasei as to the 
mount of taxes, the Parties shall attempt in good faith to resolve such dispute, and any amount 
so agreed upon shall be paid to the appopriate Party. E such dispute is not resolved within t b t y  
(30) days thereafter, the Parties shall submit the dispute to the Independent A r x o u n ~  Firm for 
resolution, which resolution shall be final, canclusive and binding on the Parties. 
Notwithstanding anything in this Agrement to the contrary, the fees and expenses of the 
Independent Accounting Em in resolving the dispute shall be borne equally by Seller and 
Purchaser. Any payment required to be made as a mult of the resolution of the dispute by the 
T n d e p h  Accounting Firm shall be made within ten (IO) days after such resolution, together 
with any interest &ermined by the lndependent Accounting Firm to be appropriate. 

Seller hmby cert5es that aI1 Transfer Tax liabilities of Seller acgving 
before the Closing Date have been or will be f d y  satisfied or provided for. In the evcllt 
Purchaser is assessed any Transfer Tax urith resped to the Assets for any period prior to the 
Closing Date, hchaser shall notify Seller promptly and shaIl provide Seller with a validly 
executed power of attorney authorizing Seller to act in ikchasds skd with regard to the 
assessment. Whethex Seller determines to contest any such assessment in whole or in part, Seller 
shall indemnify and hold hamless furchaser, in cormcctiOn with any assessment of Tax 
described in this Section6.5, whether or not contested hereunder, to the extent such Tax is 
determined to he due and owin& together with interest and penalties as well as any expenses 
incurred (including legal fees that may be incurred by Purchaser) in participating in any action 
related to such assessmmt.. If the iaws of the State or the local taKing authofity re.quire payment 
of assessed Taxes as a oondition to antesting or further contesting their applicabfity, Seller 
ShalI make such payments together with interest and penalties. Purchaser agrees to coaperate 
fully in initiating and pursuing any action directed by Seller for recovery of such payments and 
shall refund any amounts received (inchding interest and pdties) within three (3) days of 
receipt by putchaser. Any action to contest Tax assessments hemder or to m v e r  Taxes paid 
hereunder by Seller on behalf of Purchaser shall be under the cuntrol of Seller and at Seller's 
sole costand expense. 

Notwithstanding any other provision hereof, Purchaser covenants and 
agrees &.hat, after the Closing Date, Purchaser will, to the extent practicable, and at Seller's 
expense, (i) provide or cause to be provided written notice to Seller sixty (60) days in advance of 
taking any of the actions specifitd on a Schedule to be provided by Seller eo Purchaser, within 
one hundred twenty (120) days of the Effective Date, which Schedule shaIl be reasonably 
acceptable to purchaser; listmg actions, including discontinuing the operation of the: Facilities, or 
modifications to the Assets which in Seller's reasonable opinion could result in a loss of the 
exclusion of interest on the Pollution Control Bonds from gross income for federal income tax 
purposes under Code Section 103, and (5) take any reasonable actions which it has authority to 
take that .are reasonably requested by Seller in Wthg for the purpose of maintaining such 
exclusion (including without limitation, inserting notification requirements, in operating manuais 
and posting notices within the Facilities). Notwithstanding anything in this Agreement to the 
contrary, (i) Purchaser wilt have no liability whatsoever in excess of $250,000 to Seller or any 
other Person if P u r h e r  faiis to comply with the covenants in the preceding sentence and 

with Section 6.8. ', ; 1 

(e) 

(f) 

(g) 
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(ii) Purchaser ahall not be required to take, or refrain h r n  taking, any action inconsistent with 
P u W ’ s  rights or .obligations undtr any of the FacWes Contracts. Purchaser further 
covenants and that, in the event that Pur-er transfers my of the Assets, Pudmer, shall 
obtain from its transferee a covmmt snd agmment that is analogous to purchaser’s covenants 
and agreexnent.6 in this Section 6.5(g) pursuant to the first sentence of this Section 6SkJ as well 
as a covenant and agreement that is d o g o u s  to that of this sentence. This covenant shall 
survive Closing and shall continue in effect so long as such Pollution Cctntmi Bonds remain 
outstanding. Seller agrees to promgtly notify pur-c$sser at such time as no Pollution Control 
Bonds remain outstanding. Seller will reimburse Purchaser for any expenses i n c d  by 
purchaser, in conne&on with Purchaser’s complisnce with Ki Section6.5fd. The term 
‘ToI~ution Control Bonds” means the pollution control bonds specified on Schedule 6.X& and 
any refundings hereof, issued or to be issued on b h l f  of Seller in connection with the Assets. 

\‘ -) r 

I 

66 RiskdLoss. 

(a) Between the date hereof and the Closing Date, all risk of loss or damage to 
the property ineluded in the Assets shdl be borne by Seller. 

(b) If, before the Closhg Date, dl or any portion of the Facilities M the 
Facilities S w W y d  becomes subject to or is threatened With any Condemnation or eminent 
domain proceeding, SelIer shall notify purchaser pmmptIy h writing of such fact. If such taking 
would create tl Material Adverse Effect, thm Purchaser may, at its option, (i) reccive from Seller 
an assignment of any claim, settianent or proceeds thereof and proceed with the transactions 
contemplated by this A g r m a  or (ii) terminate this Agreement pursuant to Section 10.1. 

If, before the Closing Date all or any portion of the Facilities or the 
Facilities Switchyard are damaged or destroyed (whetha by fie, h f t ,  vandalism or other 
casualty) in whok or in pa& and Seller’s share of the fair market value of such damage or 
destruction or the cost of repair of the Facilities or the Facilities Switchyard that were damaged, 
lost or destroyed is less than fifteen percent (15%) of the Initial Purchase Price, Seller shall, at its 
option, either (i) reduce the Purchase Price by the Lesser of (x) Seller’s share of the fkir market 
vdue of tfse Facilities or the FaciIities Switchyard damaged or destroyed (such vrtlue to be 
determined as o€ the date immedmly prior to such damage or destruction), or (y) Seller’s share 
of the estimated cost to repair or restore the m e  (any disagreement with respect thereto being 
resolved in accordance with Section l l . l O ) ,  (ii) upon the Closing, transfer the proceeds or the 
rights to the proceeds of applicable insurance to Purchaser, or (G) beas Seller’s share of the costs 
of repairing, or restoring such damaged or destroyed p i o n s  of the Facilities or the Facilities 
Switchyard and, at Seller’s election, delay the Closing and any right to terminate this Agreement 
for a reasonable time necessary to accomplish the same. If any part of lhe Facilities or the 
Facilities Switcbyard is damaged or destroyed (whether by fire, vandidism or other 
casualty) in whole or in part prior to the: Closing and the lesser of Seller’s share of the fair market 
value of the Facilities or the Facilities Switchyard damaged or destroyed or Sellex’s s h e  of the 
cost of repair is greater Ehan fifteen percent (15%) of the Initiai Purchase Price, then Purchaser 
may elect either to (x) require Seller upon the Closing to transfer the rights to Seller’s share of 
proceeds (or the right to the proceeds) of applicable inSmance to Purchaser and proceed with the 
msact ions cantemplated by this AgreemL or (y) terninate thh Agreement. 

, 
‘\ I 

(c) 

. 

- 
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6.7 Cumeration ReIatine tn Insarance. Until the Closing, Seller will not take any 

Switchyard as in effect on the date hereof, including, without limitation, property damage and' 
liability insurance, unless agreed by the other Facilities Owners. in addition, Seller agrees to use 
ComerciaJly Reasonable Ef€orts to assist Purchaser in making any claims against pre-trlosing 
insurance policies of Sella that may provide coverage r e W  to Assumed Liabilities. Purchaser 
agree that it will indemnify Seller for its reasonable out-of-pocket expenses incurred in 
providing such assistance and cooperation. On and after the Closing, Seller authorizes the 
Operating Agent to take any actions necessary to remove Seller from any FaciIities Insurance 
Policies and, except with respect to insurance rights re&ined by Seller pursuant to 
Stxiions 2.l(m], 2.llo) or 2=), Seller agrees to waive its rights with rgptct to such insutance 
coverage from and aft& the Closing. If repest& by Seller, Purchaser agrees to exercise 
CornmerciaUy Reasonable Efforfs to assist Seller, at Sefler's cost, in obtaining so-called "tail" 
coverage in respect of claims brought after the Closing for events occurring prior to the Closing, 
including, if appropriate, listing Seller as an additional ins& or named i n s u r e d  in policies of 
Purchaser d o r  the Facilities Owners. Seller agrees that it will reimburse Purchaser for its 
reasonabie out-of-pocket expenses incurred in providing such assistance to Sel1e.r in obtaining 
tail coverage. 

action that will decrease the Ievef of insurance coverage for the Facilities and the Facilities 

(a) Generat. Each Party (and its officers, employees, counsel, representatives 
and agents) using the same degree of m e  as that Party trrkes to preserve and safeguard its 
own confidential information, but not less than reasonable care, maintain in confidence and not 
disclose to third Persons, any Confidentid information received from the other Party (or its 
officm, employees, counsel, reprtsenttitives and agents) in connection with the transactions 
contemplated by this Agreement. Each Party may discloose Confidentid Information received 
from the otha Party if and to the extent required by law, court order, subpoena or other l a m  
order of a Governmental Authority with jurisdiction, provided that the other party is given 
written notice of such disclcrsure ten (10) days in advance, or as soon in advance as is reasonably 
practicable, or with the. prior written consent of the other Party. K this Agmxmnt is terminated 
pursuant to ARTICLE 10, each Party will return promptly, if so requested by the othex Party, my 
Confidential Information provided to it and will use Commercially Reasonable Efforts to return 
any copies thereof that may have been provided to others in accordance with this Section 6.8. To 
the extent practicable, the Parties further agree, subject to Section 5.1 1, to not issue any public 
announcement, statement, press release or other public disclosure with respect to this Agreement 
or the transactions contemplated hereby, without the prior Written consent of the other Party, 
which consent will not be unreasonably withheld To the extent the provisions of this 
Section 6.€Xa) conflict with the canfjdentiality Agreement, as between Seller and Purchaser, this 
Section 6.8(a) shall control. 

01) Re-m A~encies. Subject to Section6.1ta1, upon the other Party's 
prior written approval {which, except as provided below, will not be unreasonably withheld), 
either Party may provide confidential Information to the B U C ,  ACC, FERC or any other 
GovemmenM Authority with jurisdiction as necessary to obtain Seller's Required Regulatory 
Appmvals or Purchaser's Required Regulatory Approvals or approvd under the HSR Act. The 
disclosing Party will seek confidentid treatment for the Confidtntiai information provided to any 
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6.9 Beasonable Coope ration. Eackr Party agrees to use Commercially Reasonable 
Effoas to cooperate with the otfier Party to effect the 'on of the transactions 
conternplated by this A g r m W  and to provide the other Party with such access or infomation 
dared to tbe FaciIities as may reasonably be quested in connection with such tromsadiom. 
Without Iimiting the genetality of the forgoing, the Parties shall work with each othex prior to the 
Closing Date to dttnmine if my Facilities Contract which is not currently listed on 

1 Schedule 1.1.67 or Schedule 1.1.77, or a p v a l  of any Govanmentsi Authority which is not 
currently bted on ScheduXe 1.1.67 or Schedule 1.1.77, should be listed on such Schedule. 

Title to Real Pro~ertv and Leased hur~ertv. As ~0011 as reasonably possible 
after the Effedve Date, Seller and Purchaset shall work cooperativdy to cause Title Insurer to 
deliver a current preliminsly title report on the real pmperty and I d  property included in the 
Assets, accompanied by legiife copies of all documents referred to in the exception @on of 
such report, to Purchaser (the ' 'prelirnfnargr T i e  Repart"). Purchaser &aIf have not more than 
thirty (30) days from the delivery date of the Preliminary Title Report in which to review and to 
give Seller and Tifie Insurer written notice of any title exception which is unaccqtabie to 
Purchaser, and, in the event any amendment is issued to the P r e l i y  Title Report, Purchaser 
shall have not more than thirty (30) days from the delivery of an amendment to deliver a written 
objection to any title exception, appearing for the first time in such d e n t ,  E Purchaser is 
dissatisfied with any exception to title as &own in the Preliminary %tie Report, then, Seller shall 
have until the Closing to eliminate any disapproved exceptions from the Preliminary Title 
Report, or obiah title insurance endorsements agahSt such exceptim. If Selier m o t  move  
such exceptions or obtain title insurance Cndorsemmts before the Closing, then Purchaser may 
either cancel this Agreement, or Purchaser may waive such abjections and the transaction shall 
close as scheduled, provided that if Purchaser disapproves any title exception tfiat would 
othxwke qualify as 8 Pentnitlcd Encumbrance under Section 1.1.60 but for Purchaser's position 
that such title exception constitutes or will constitute a Material Adverse Effect, then Seller shall 
have the right to t e m h t e  rhis Agreement on fifteen (L5) Business Days' notice given within 
thirty (30) days fcibwixrg Purchaser's disapproval of such title exception, Notwithstanding any 
other provision herd,  the following exctptionS shall be deemed accepted by Purchaser and need 
not be removed or endorsed ovec (a) Permitted Encumbrmnces, and (b) exceptions not objected 
to in writing by Purchaser duting the time periods set forth above. 

6.10 

6.11 b h t  of First Refusal. Seller hereby agrees to promptly rxdly notify Purchaser, 
confirmed in writing, a to any notices received by Seller pursuant to Section 13 of the Facilities 
Co-Tenancy Agreement regardmg the Facilities Owners' right of' first refusal. If one or more of 
the Facilities Owners exercises their right of Eirst refusal with respect to the Asw d e r  the 
Facilities Co-Tenancy Agrement, furchaser shall subject to the terms and conditions of the 
Facilities Co-Tenancy Agreement and without limitation of any of the rights of the other the 
Facilities Owners thereunder, automatidy and withont further notice to Seller be &em& to 
have exercised its right of first refusal with respect to the Assets to the maximum extent 
permittea by the Facilities Co-Teumcy Agreement. fn the event one or more of the Facilities 
Owners exercises such tight, the interest in the Assets to be tramfeed pursuant to this 
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:'%j Agreement and the hitid Purchase Price Wl both be reduced to refie& the pro rata hter?est in 
the Assets to be pchased by Purchaser pursuant to Se&m 13.10 of the Facilities Co-Tenancy 
Agreement or as otherwise agreed to by Seller, Purchaser and the Facilities Owner exercising its 
right of first refusal and Seller and P d e r  will enter into an amendment to this Agreement to 
reficct such reductions and other changes that the Parties deem appropriate. 

I 1 

6.12 E x d d t v .  During the term of this Agreement, and except as necessary to 
WiI its obhgations d e r  the Facilities Co-Tenancy Agreement, or an order of the CPUC, 
SeUm will (a) deal exclusively with purchaser and other Facilities Owners that elect to 
participate in the purchase of the Assets under this terns of this Agreement C'PartiapaIhg 
Own&), and will not offer to sell, solicit offers to sell or negotiate with any third party for the 
sale of the Assets; and @) promptly notify Purchases and Participating Owners of any moliuted 
offer, interest or inquiry by a third party concerning a possible purchase of the Assets and will 
not provide my information with respect to a possible sale of the Assets to any third party. 

6.13 Post clasing - Further Assurances. At any time or h m  time to time after the 
Closing; & Paay, will, upon the reasonrtble request of the other Party, execute and deliver my 
further instnun- or documents, and exercise CornrnerciaUy Reasonable Efforts to take such 
further actions BS may reasonably be required to fulfill and implement the terms of this 
Agreement or d i z e  the beneGB intended to be afforded hereby. After the Closing, and upon 
prior reasonabIe request, each Party shall exercise Commercially Reasomhie €@orb to cooperate 
with the other, at the m.equesting Party's expense (but including only out-of-pocket expenses to 
third parties and not the costs inmed by any Party far the wages or other benefits paid to its 
officers, directors or employees), in furnishing non-privileged records, ido&on, testimony 

I and other assistance in comection with any inquiries, actions, audits, p r o d i g s  or disputes 
invohing either of the Parties hereto (other than in connection with disputes between the Parties 
hereto) and based upon cmmcts, arrangements or acts of Seller, Purchaser, the: other Facilities 
Owners or the operating Agent on behalf of one or more of the Facilities Owners whi&.were in 
effect or 0cCun;ed on, prior to, or after Closing and which relatc to the Assets, including, without 
litation, amutging discussions with (and d i n g  as a witness) officers, directors, employees, 
agents, and representatives of purchaser or Seller. 

' (a) Following the Closing, Purchwr will not dispose of any books, records, 
documents or infomation reasonably r e b g  to any Exchded Assets or Excluded Liabilities 
except in accordance with purchaser's existing record retention policies. During such period, 
Purchaser will permit Seller to examine and make copies, at Seller's expense, of such books, 
records, documents and information for any reasonable purpose, including any Litigation now 
peading or hereafter commenoed against Seller, or the preparation of income or other Tax 
Reauns. Seller will provide reasonable notice to Purchaser of its need to access such books, 
records, documen& or other information, 

(6) Seller shall not be entitled to examine or copy privileged and/or attorney 
work product documents or information pursuant to Section6,14(a2. If privileged and/or 
attorney w d  product documents vr information, including communications between Purchaser 
and its counsel, are disclosed to Seller in the books, rec~rds,  documents or other informaton 
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made available by Purchaser, Seller agrees (1) such disclosure is W v m t ,  (2) such disclosure 
will not COnstiMe a waiver, in whole or in part, of any privilege or work produd, (3) such 
infannation will constitute Confidentiaf Wormation, and (4)Sdler will Promptiy return to 
purchasa (or will destroy or make inaccessible such Confidential information to the extent 
reasonably possible and certify as such to Purchaser) dl copies of such books, records, 
documents or other information in the possession of Seller. 

(3 

6.15 Post Ciosine - Landfii and Remediation Costs. Purchaser c o v m t s  that 
(a) it shall not cause the tandfill ta be used or operated at any time &a the Closing; and (b) in 
the event that Purchaser, without Seller’s appmvd, enters into (i} any lease or lease amendment 
or extension or (ii) my other agrement of any khd with a Person other than a Clovernmmtal 
Authority, in either case altering or purpOaing to dbr in any materid respect any obligations of 
Seller with respect to Remediation of any Environmeaxtal Conditions 01 Hazardous Substances or 
the removal or Remediaton of the Landfill, Purchaser shall hold Sdler harmless h r n  my 
incremental Remediatiox or removal costs, resdthg from such lease, lease amendment or 
extension OT other agreement 

7.1 IndemnRatian by Seller. 

Purchaser Claims. From and after the Closing, Seller will indemnify, 
defend and hold harmless purchaser and its pareats and Awiates, and each of their officers, 
directors, employees, attorneys, agents and successars and assigns (coUectively, the ‘Turchaser 
Group”), from a d  against any and all demands, suits, penalties, obligations, damages, claims, 
losses, liabilities, payments, costs and expenses (including reasonable legal, aclcounting and other 
expenses in CMxlRCtioIT themwith) and including costs and expenses incufied in connection with 
investigations, and settlement proceedings which arise out of, in Connection with, or relate to, the 
following (coUectively, “Ptrrdbaser Claimr;”): 

(i) any breach or vioiation of any coverrant or agreement of Selier set 
forth in this Agreement; 

by Seller contained in this Agreement in ARTICLE 4; 

(a) 
, , 

I 

(ii) any breach or inaccuracy of the representations or warranties made 

(iii) Excluded Litbilities; and 

(iv) any loss or damages resulting from or arising out of Seller’s 
ownership of the Assets prior to Qosmg, except for any loss or (lamage resulting from or arising 
out of A s m e d  Liabilities. 

Mer Limitations. If the Closing OCCWS, the Purchaser Group will: not be 
entitled to any punitive, incidental, indirect, special or consequential damages resulting from or 
arising out of any Purchaser Claims, hcluding damages for lost revenues, income, pro& or tax 
benefits, diminution in value af the Facilities, or any other damage or loss resulting from the 

@) 

\ 
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disruption to or loss of operation of the Assets, except to the extent due on any Third Party 
aaim. 

7.2 Jndemnification bv Purchaser. 

(a) Seller CWms. From and after the Cloeing, Purchaser wil l  imkmify, 
defend and hold harmless Seller and its parents and AEfiliates and each of their officers, 
directors, employees, attorneys, agents and rmccessors and assigns (collectiveIy, the “Seller 
Group’’), from and against any and atl demands, Suits, penalties, obIigations, damages, cfaims, 
losses, liabilities, payments, dosts and expenses (including reasonable legal, accounting and other 
expases m comection therewith) and including costs and expenses i n 4  in connection with, 
investigations and settlement proceedings which arise out of or relate to the following 
(cullectiveiy, ‘‘Seller ciaims”): . 

any breach ur violation of any covenant or agreement of Purchaser 
set forth in this Agreement; 

warranties made by Purchaser 0011tgined in this A g m t  in #BTICLE 5; 

(i) 

(ii) any breach or inacnrracy of any of the representations or 

(iii) the Assumed Liabilities; and 

(iv) any loss or damages resulting from or arising out of Purchaser’s 
ownaship or operation of rht Assets from and d e r  the Closing, except for any loss or damage 
resulting from or arising out of Fhckuded Liabilities. 

Pmchaser Citations. B the Closing occurs, the Seller &oup will not 
be entitled to any punitive, incidental, indirect, special or cwsequentid damages resulting from 
or arising out of any Seller Claim, including damages for lost revenues, income, profits or true. 
benefits, diminution in the value of the Facilities or any other damage or loss resulting from the 
disruption to or loss of operation of the Assets, except to the extent due on any Third Party 
Claim. 

Notice of Ciainr. Subject to the terms of thFs Agreement and upon a Party’s 
receipt of notice of the assertion of a chim or of the cxmnemrnmt of any suit, action or 
proceeding made or brought by any Person who is not a Party to this Agreement or an AEhztte, 
the Party seeking intiemnification hereunder (the “indemnitee") will promptly notify the Party 
against whom indemnification is sought (the “Indemnitor”) in Wriring of any damage, claim, 
loss, liability or expense which the Indemnitee has &&mined has given or could give rise to a 
claim under Section 7.1 or Section 7.2. (The w&en noticx is referred to as a ‘Notice of 
~ . ” )  A Notice of Claim will specify, in reasonable detail, the facts known to the Indemnitee 
regarding the claim. Subject to the terms of this Agreement, the failure to provide (or timely 
provide) a Notice of Claim will not affect the Indemnitee’s rights to indemnification; provided, 
however, the Indenmitor is not obligated to indemnify the Indemnitee €or the increased amount 
of any claim which would otherwise have been payable to the extent that the increase resulted 
from the failure to &liver timely a Notice of Claim. 

(b) 

7.3 

i 
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7A aims. The Indemnitor will defend, m good faith and 
at its expense, any claim or &mind set forth in a ~ o t i c e  of claim relating a, a ~hird party claim 
and the @-, at its expense, may participate in the defense. The Indemnitee cmmt settle 
or campranrise any Third Party Claim so long as the Indemnitor is defending it m good faith. If 
the lndemnitar cl& not to contest 8 Third Party Claim, the IndemrJitee may &crtake its 
defense, and the zndemnitor will be bound by the. m l t  obtained by the Indemnitee. The 
Indemnitor may at any time rtquest the Indemnitee to agree to the abandonment of the contest of 
the Third Party Claim or to the payment or compromise by the Indemnitor of the asserted clairn 
or d e d  If the Memnitee does not object in writing within fifteen (IS) days of the 
Indemnitor’s request, the ltndemnitor may proceed with the action stated in the request. If within 
that fifteen (15) day period the Indenmitet notifies the Indemnitor in writing that it has 
determined that the contest should be contin- the Indemnitor will be liable d e r  this 
ARTICLE 7 d y  for an momt  up to the mount which the third party to the contested Third 
Party Clahnhad agreed to accept in payment or compmmise as of the time the Indemnitor made 
its reguest. This Section 7.4 is subject to the rights of any Indemnitee’s i n s u r e  &er that is 
&fending the Third Party Claim. 

(I) 

7.5 Coow.rtdkm. The Party d e f h g  the Third Party Claim wiIl (a) consult with 
the other Party Ehroughout ?he pendency of the Third Party Claim regarding the investigation, 
defense, settlanene, rrial, appeal or other resolution of the Third Party Claim; and (b) afford the 
other Party the opportunity to be associated in the defense of the Third Party Ctaim. The Parties 
will cooperate in fhe &feme of the Thitd Party C3iaim. The IndemaiW will make available to 
the Indemnitor or its representatx ‘ves all records and other materials reasonably required by them 
for use in cantesting any Third Party CZEtim (subject to obtaiuing an agreement to maintain the 
confidentiality of oonf iddd  or proprietary materials in a form reasonably acceptable to 
In&~w and Indemnitee). If requested by the Intkmniwr, the Indemnitee will cooperate with 
the Indenmitor and its counsel in contesting any Third Party Claim that the M d U  elects to 
contest Or, if approptiate, in making any countemMm against the Person asserting the claim or 
demand, or any cross-complaint against any Person. The In&mnitor will reisnbme the 
Ind- for any expenses incurred by Indemnitee in cooperating with or acting at the request 
of the Indemnitor. 

i \ 

7.6 Mitiahtion and Limitation on Claims. As used in this Agreement, the tern 
‘‘h-le Claim” means any Purchmer Claims or Seller CIairns. Notwithstanding 
mything to the contrary contained herein: 

Reasonable Stern to Mitieate. The M e d b  will take all reasMlEible 
steps to mitigate all losses, damages and .the like dating to a Indemrnifiable Claim, including 
availing itself of any defenses, limitations, rights of contribution, claims against third Persans 
and othexrights at law or equity, and will provide such evidence and documentation of the nature 
and extent of b W M a b l e  Claim as may be reasonably requested by the Indemnitor. The 
Indemnitee’s reasonable steps inCtude the reasonable expenditure of money to mitigate or 
othedse reduce or eliminate any loss or expense for which indemnification would otheawise be 
due under this ARTICLE 7, and the Indemnitor will reimburse the Indemnitee for the 
h d e d b ’ s  reasonable expenditures in undertakrn * g the mitigation, togetha with, interest 
thereon from the date of payment to the dare of repayment at the ‘’prime rate” as published in The 

(a) 

, 
i Wall Street J m d .  
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(b) NetoEBenefits. Any Imhmfhb - l c c l a i m i s ~ ~ t o t h e a m o u n t o f  
actuai damages sustained by thR Indemnitee by reason of such breach or nonperforrmmce. 

Minhnnm Claim. No Party shall have any liability or obligation to 
indemnify undm Section 7.l(aMii] or Section 7.2(aMiil, as the case may be, unless the aggregate 
amount for which such Party would be liable theseunder, but for this provision, exceeds One 
Miilion DoUars ($l,OOO,OOO), ruld recovery shan be limited only to such amounts as exceed One 
Million Dollars ($l,OOO,OOO). For purposes of the foregoing? individual claims of F ‘ i i  
Thousand Dollars ($15,000) or lese shall not be aggregated for purposes of calculating such 
deductible threshold amount .or for dculatkg damages in excess of such amount, Nothing in 
this Section 7.6 is intended to modify of E t  a Party’s liability or obligation hereunder for other 
M e d a b l e  Claims or to constitute an Bssumption by Purchaser of any Excluded Liability or 
an assumption by Seller of any A s s d  Liability. 

(c) 

7.7 ExdnMQ. Except for intentional fraud, following the Closing, the rights and 
remedies of Seller, on the one hand, and purchaser, OD the other hand, for money damages under 
this f i d e  are, solely as between Seller on the one hand and l?ur&aser on the other hand, 
exclusive and in lieu of any and all other rights and remedies for money damages which each of 
Seller on the one hand, aod Purchaser on the orher hand, may have under this Agreement under 
applicable Law with respect to any Tndedable Claim, whether at common law or in equity. 

ARTICLE8 
CONDITIONS PRECEDENT TO OBLIGATIONS 

OF fuRCHAsER AT TRE W S I N G  

The obiigathns of Purchases under th is  Agreement to compiete the purchase of the 
Assets and assume the Assumed Liabilities are subject to the satisfaction or waiver, or deemed 
satisfaction or waiver, on or prim to the Closing, of each of the following conditions precedent 

8.1 Com~Iiance with Provisions. Sellex has performed or complied in all material 
respects with alI oovenants, agreements and conditibns contained in this Agreement on its pat 
required to be performed or complied with at or prior to the Closing. 

8.2 HSR Act. The waiting period under the HSR Act applicable to the 
consummation of tbe d e  of the Assets contemplated hereby shall have expired or been 
terminated. 

8 3  hbn&on. No preliminary M permanent injunction or other order or decree by 
any federal or state court or G o v m d  Authority which prevmts the consummation of the 
sale of the Assets contemplated herein shall have been issued and remain in effect (each Party 
agreeing to cooper& in aIi efforts to have any such injunction, order or decree lhzx-3) and no 
Law shall have been Rnacted by any state or federal govenunent or Govtmmentai Authority, 
which prohibits the consummation of the d e  of the Assets. 

8.4 Reanired Reenlatom Amrovds. Without limiting the generality of 
Sections 6. llal and 6.4, Purchaser shall have received all of Purchaser’s Required Regulatory 
Approvals and Seller shall have received all of Seller’s Required Regulatory Approvals; without . 
limiting the generality of the foregoing, Purchaser shall have obtained a final order no longer 
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subject to appeal from the ACC approving the purchase by purchaser of its share of the Facilities 
inciuding financial and eGoMlmic tei-ms and conditions and the ratemaktng tmtment of the 
transaction under this Agreement, all in form an8 substance reasonably satisfactoryto Purchaser, 
and without significant canditions, modifications of the transaction or qudifhtions in the.order 
that are not reasonably acceptable to purchaser. 

(1 I 

8.5 Repmmtations and WarrantieS. The representations and warranties of Seller 
set forlh in this Agreeamt (without giving e&ct to mikriality, M a t e d  Advtrse Effect, or 
sirniiar phrases m such representatkm and warranties) shall be trueand correct as of the Closing 
Date, in each cue as though made at and &s of the Closing Date, except as would not 
individually or in the aggregate result in a Material Adverse Effect.. 

8.6 OfEcer's Certificate. Purcbser shall have received a certificate from Seller, 
executed by an authorized officer, dated the Closing Datt, to the effect that the conditions set 
forth in Sections 8.1, (insofar BS it relates to SeUea"s Required Regulatory Approvals), 8.5 
and 8.10 (insofw lis it relates to Seller's Required Consents) have been satisfied by Seller. 

8.7 Title Poky Insumnee. Title to Assets comprised of intaests in real property 
and leased property shall have been evkknced by the willingnRss of a title h s m  mutually 
agreeable to the Parties (the ''Title Insurer") to issue at regular rates ALTA owner's, M lessee's, 
8s the m e  may be, extended coverage policies of title insurance (1990 Form B) (the 'Wtie 
P~iicies"), with the g m d  survey and creditors' rights exceptions removed, in mounts equal to 
the portion of the Purchase Price allocated to such interests, showing title to such interests in 
such real property vested in Purchaser in the condition desmhd in Section 6.1% subject only to 
Permitted Encumbmxs, and transfer of such interest to Purchaser. The willingness of Title 
Insurer to issue the Title Policics shall be evidenced either by the issuance thereof at the Closing 
or by the title Insurer's delivery of written commitments or binders, dated as af the Closing (but 
insuring title as ofthe date title conveyance documents are recorded), to issue such Title Policies 
within a reasonable time after the Closing Date, subject to actual transfer of the reat prapeay in 
question. 

I '  

8.8 Materirtl Adverse Effect. Subject to Section 6.6, since thc Effective Date, no 
Material Adverse Effect sM1 have occurred and be Continuing with respect to che Facilities and 
the Facilities Switchyard. 

8.9 Liens. Any and all liens and encrunbrances (other than Permitted Encunbmces) 
on the Assets, constituting personal pbpeagr shall have been released and any documents 
necessary to evidence such release shall have been delivered to Purchaser. 

8.10 Seller% banired Consents. Without limiting the g e d l i y  of Sections 6.l(al 
and 6.4. aIl of seller's Required consents shall have been obtained. . 

&11 No Termination. Neither Party has exercised any termination right such Party is 
entitled to exercise pursuant to Section 10.1, 

Right d First Refusal and Notice. The right of first refusal and notice periods 
set forth in Sections 13.3 and 13.4'0f the Facilities CO-Tenancy Agrmment shall have expired or 
all Facilities Owners other than Purchaser shall have either waived or exercised their right of first 

. 

8.12 
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refusal (and, irr the event of an exercise of such right of first rebal, Seller and Purduser shall 
have entered into the amendment to this Ag~eemnt mntempated by Section 6.1 1). 

8.13 TerminatiOnAereem ent. Concurrently with the Closing, closing shall have 
occurred under the Temimtion Agreement. 

8.14 Fadtities Lease Amendments. Amendment No. 2 to the Facilities Lease shall 
b v e  becume effective and Amendment No. 3 M the Facilities Lase shall have been executed by 
the Navajo Nation and each of the Facilities Owners other than Seller, both in substantially the 
form provided by Purchaser to Seller on the Effective Date. 

8.15 Fuel Am!e mat ,  Purchaser and BHP shall have executed an amendment or 
repiacement to the Facilities Fuel Agreemat extending bze period Wder which coal is to be 
supplied therarndat until 2042, on terms reasonably acceptable to Purchaser. . 

ARTICLE9 
CONDITIONS PRECEDENT TO OBLIGATIONS OF SEL&EX AT TEIE CLOSING . 

The obligations of Seller under this Agreement to compkte the sale of the Assets and 
transfer the Assets and Assumed Liabilities to Purchaser are subject to the satidaction or waiver, 
or deemed satisfaction or waiver, on or prior to the Closing,' of each of the folbwing conditions 
precedent 

9.1 COItlDblCe with PI'd sims. Purchaser has performed or complied in all 
mataid respects with all covenants, agreanents and conditions contained in this Agreement on 
its part required to be performed or complied With at or prior to the Closing. 

. 9.2 I BSR A d  The waiting p & d  under the HSR Act applicable to the 
cunsumm8tion of the sale of the Assets contemplated hereby shall have e x p a  or been 
termirrated. 

9.3 IsiUnCtion. No preliminary OT permanent injunction or other order or decree by 
any federal or state court or Governmental Authority which prevents the consummation of the 
sale of the Assets contemplated herein shall have been issued and temain in effect (ea& Party 
agreeing to use its best eB0rt.s to have any such injunction, order or decree lifted) and no Law 
shazl have been enacted by any state or federal government or Govmental Authority in the 
United States which prohibits the CoIlSummation of the sale of the Assets. 

9.4 A ~ ~ m d s .  Without limiting the generality of Sections 6.l(a) and 6.4, Purchaser 
shall have received all of Purchaser's Required Regulatory Approvals, and Seller shall have 
received all of Seller's Required Regulatory Approvals; without limiting the genera& of the 
foregoing, Seller will have obtained a final order no longer subject to appeal from the CPUC 
approving the iippXication for, inter alia, the sde of the Assets by Seller and the ratemaking 
treatment of the transaction under this Agreement, including Seller's proposed cost recovery 
mechanism, all in fom and substance reasonabiy satisfactory to Seller, and without significant 
conditions, modifications of the transaction or qualifications in the order that are not reasonat>Iy 
acceptable to Seller, and Seller shall have obtained written appval of the SansaCtion and the 
termination of &e transmission capacity under the Edison-Arizona Transmission Agreement 
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fiom the California ZSU or witten confirmation from the California IS0 that such approval is (’7 notrequind. I 

9.5 Representations and Warranties. The representations and warranties of 
purchaser set forth in this Agreement (without giving effect to materiality, Material Adverse 
Effect, OT similar phrases in such representations and warranties) shall be true and correct as of 
the Closing Date, in each Case 8s though made at and as of the Closing Date, except as would not 
individudy or m the aggregate result in a Material Adverse Effw2, it being understood and 
aped to by the P h  that, with respect to Purchaser’s representation m Section 5.4 hereof, 
Purchaser’s Knowledge, for purposes of this Section 9.5, will mean Purchaser’s Knowledge as of 
the Closing Date, and Purchaser will be entitled to supplement its written disclosure to Seller 

OfBicer’s certificate. Seller shall have received a d c a t e  from Purchaser, 
executed by an authorized officer, dated the Closing Date, to the effect that the conditions set 
forth in Sections 9.L9.4 (insofar BS it relates to P m m a ’ s  Required Redwry Approvals), 
9.5 and (insofar as it related to purchaser's Required Consents) have been satisfied by 

tttrough the Closing Date. 

9.6 

PurcbaSW. 

9.7 No Termination. Neither Party has exercised any termbation right such Party is 
entitled to exercise pimuant to Section 10.1. 

9.8 W t  of Flmt Refusal. The right of first refusal and notice periods set for& in 
Sections 13.3 and 13.4 of the Facilities Co-Tenancy Agreement &ill have expired or all 
Facilities Owners other &an Purchaser shall have either waived or exercised their right of first 
refusal (and, in the event of an exqcise of such right of first refusal, Sella d purchaser shall 
have entered into the amendment to this Agreement mntemplated by Section 6.1 1). 

I \  

, 

99 Purchaser’s R e d r e d  Consfah. Without fimiting the generality of 
Sections 6.1 (a) and 6.4, all of Purchaser’s Required Consents shall have been obtained, subject to 
Section 3.7, and the Closing ShalI not result in a materiaI breach by Seller of B material Facilities 
contract 

9.10 WterfaI Adverse Effect. Subject to Section 6.6, since the Effective Date, no 
Material Adverse Effect shall have o m e d  and be continuing with respect to the Facilities and 
the Facilities Switchyard. 

9.11 Termination Ammtent. Concurrently with the Closing, closing shall have 
occurred unde;r the Termination Agrement. 

AB’fICLE 10 
TERMI[NATION 

10.1 Rights To Terminate. This Agreement, or to the extent specifically permined 
hcmh a portion thereof, may, by writt.cn notice given on or prior to the Closing Date, in the 
maxzner provided in Section 1 1.10, be terminated at any time prior to the Closing Date (or such 
other date as may be set foah below): 
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(a) by Seller if there has been B mi&presentation with respect to Purchasex's 
representations and warranties in this Agreement (without giving effect to materiality, Material 
Adverse Effect, OT sirnilat phrases in such repxesen~ons and warranties) that would result in a 
Material Adverse Effec~, or a material default or breach by Purchaser with respect to the due and 
timely performance of any of purchaser's covenants and agreements contained in this 
Agreeanent, end such,misrepmentation; default or breach is not cured by the earlier of the 
Closing Date or the date thirty (30) days after receipt by Aucfiascr, of Written notice specifying 
paaiculariy such misrepresentation, default or bfeach, 

(b) by purchaser if there has becn a misrcpresmtatio~ with respect to Seller's 
representations and warranties in this Agreement (witbout giving effect to mtmiality, lviaterial 
Adverse Effect, or similar phrases in such representatians and warranties) that would rcsuft in a 
Matwial Adveme Effect, or a material default or breach by Seller with respect to the due and 
timely perfomawe of any of Seller's covenants and agreements contained in this Agreemmt, 
and such misrepresentation, default or breach iS not cured by the earlier of h e  Closbg Dare, or 
the. date thirty (30) days after receipt by Seyer of written notice specifying particularly such 
mimepresentation, default or breach; 

(c) by Purchaser if Purchaser is not at the time of terminstion in breach of this 
Agreement, upon written notice to Seller, (i) if any of Purchaser's Rquh-4 Regdatory 
Approvals shall have been denied (and a petition for rehearing OT refiling of m application 
initially denied without prejudice shall also have been denied), or shall have been granted but are 
not in form and substance reasonably satisfactory to Plrrchaser (inchdiig, adverse conditions 
relating to Purchaser or the Assets), or (ii) if the CPUC has not approved the transaction by 
March 31,2012; providefitbat Purchaser may only exercise the termination right described in 
this clause (2) prior to the time the CPUC approves the transaction; 

by Seller if Seller is not at the time of terminatian in breach of this 
Agre~ment, upon written notice to purchasef, if any of the Seller's Required Regulatory 
Approvals shall have been hied (and a petition for rehearing or refiling of an appkation 
initially denied without prejudice &AI also have been denied), or shall have been granted but are 
not in form and substance reasonably satisfactory to Seller (including adverse conditions relating 
to Seller or the Assets); 

(d> 

(e) 

(f) 

by Purchaser in accordatlce with Sectian 6.6; 

by mutual agreemerit of Seller and Purchaser; or 

(8) by Seller or Purchaser if the conditions to such Party's Closing have not 
o m &  by D m b e r  31,2012, unless the Party seeking to termhate is then in breach of this 
Agreement. 

10.2 Effed of Termination. If this Agreement is terminated pursuant to Section 10.1, 
aI1 further obligations and liabilities of the Parties h e d e r  d taminate, except (i) as set forth 
in ARTICLE 7 or BS otherwise contemplated by this Agreement, (ii) for the obligations set forth 
in Sections 4.12, 5.6 and ti.8 and ARTICLE 11, md (is) for the obligations of the Parties set 
forth in the Confidentiality Agreement. Ia the event this Agreement is terminated by mucchaser 

I i 

12193761.3 .52 
PSI3560  
Page 58 of 87 



, 

purSu"nt to Section 10,lb) or Seller pmmmt to Section lO.l(a), the non-breaching party shall 
be entitled to liquidated damages in an mount e@ to two percent (2%) of the initial Putchase 
Price. Upon termination, the crrigkals of any items, documents or written materiais provided by 
m e  Party to the othm Party will be returned by the receiving Paay to the providing Party, and 
any Confidentid information retaiaed by the rewiving Party will be kept OonfiWal 

transactions contemplated by this Agreement are unique and that purchaser will be irreparably 
injured should such transactions not be comutnmated in a timely fashion. Consequently, 
Purchaser will not have an adequate remedy at law if Seller shall fail to transfer, assign and 

'onof 
t h i s  Agrtement pursuant to Section 10.1, Purchaser shall have the right, in addition to any 0th~ 
remedy available in equity or law, to specific prfcrm- of such obligation by Sellar, subject 
to purchaser's performance of its obligations hemmder. Purchaser acknowltdgts that the 
transactions contemplated by this Agreement are unique and that SeUea; will be irreparably 
injured &odd such transactions not be consunmrjlted in a timely fashion. Consequently, Seller 
will not have an adequate remedy at iaw if Purchaser shaIl fail to purchase the Assets when 
required to do so hereunder. In such event, prbr to any termination of this A g r m d  pursuant 
to $ection 10.1, Seller shall have the right, in addition to any other remedy available in equity or 
law, to specific performance of such obligation by Purchaser, subject to Seller's performance of 
its obligations hereunder. Except as otherwise provided in Section7,l{aMiv), 7.XaNiv) and 
A. 10 2 neither Party will be atitled to any punitive, incidental, indirect, @d or consequentid 
damages, kcluding damages for lost revenues, income or profits, resulting from or arishg out of 
a breach of t h i s  Agreement, whether or not th closing occurs. 

ARTICLE11 
MISCELLANEOUS A G J U l X m S  AND ACKNOWLEDGMENTS 

l-) r . 

103 SDfxific Pedollnmce: Ltmitatioa of Damaees. seller aclulowledges &at the 

convey the Assets when rquired to do so hereunder. In such event, prior to my termm& * 

11.1 Purchaser as 0rwiat.h Aeen t. Norwithstaading the sale of the Assets and the 
assignment of the Facilities Contracts by S&er to Purchaser, the actions or inactions of 
purchzlser, in its capacity as Operating Agent, insofar as they may affect Retained Eavironmental 
Liabilities or Excluded Liabilities, shall COntitWe lo be subject to the standard of conduct and the 
fitations on liability set forth in Section 22 of the Facilities Operating Agreement in effect at 
the time of Closing and the retention by Seller of Ret&ned Enviromnental Liabilities and of 
rights under the Facilities Contracts with respect to Excluded Lkbilities shall not irnpose a ' 

different standard of cxmW m Purchaser, in its capacity as Operating Agent, or change in any 
manner the Limitations of liability of Purchaser, in its capacity as Operating Agent, to Selter 
under the F d t k s  Contracts with respect to my &om or inactions of the operating Agent that 
may affect Retained Environmental LiabiIities or Excluded Liabilities. Nothing contained in this 
Section 1.1, I shall excuse or limit Purchaser's performance of the specific c o v e ~ t s  set forth in 
this Agreement in ttccordance with their terms. 

11.2 Emenses. Except as o&erPr&e provided herein, each Party is responsible for its 
own costs and expenses (including attorneys' and consultants' fees, costs and expenses) i n c u r r e d  
in coMcGtion with this Agreement and the consummation of the transactions contemplated by 
this Agreement. 
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1l.3 Entire Document. This Agreement (ininding the Exhibits and Schedules to this 
Agremmt) the Ancillary Agreements and the Confi&&ty Agreement contain the entire 
agreement between the Parties with respect to the tsansactions contm.plated hereby and 
supersede all negotiatioxp, representations, warranties, commitments, offers, contracts and 
writings (except for the Confidentiality Agreemerit) prior to the execution date of this 
Agreement, writtea or oral. No waiver and no modification or mmdment of any pmvision of 
this Agreement is effective unless made in writing and duly signed by the Parties refexring 
specifidly to this Agreement, and &en only to the specific purpose, extent and mterest 60 

Schedules. The Parties agree and acknowledge that the Scheddes in this 
Apement m y  be incomplete or subject to =vision prior to the Closing, subject to Section 6.2. 
The Parties will cooperate and work in good faith lo coqle$e and update such Schedules in a 
msnner consistent with the requirements of this Agreement. The Scheddes delivered pursuant to 
the terms of this Agrtement are an integral part of this Agreement to the same! extent as if they 
were set forth verbatim herein. 

provided. 

11.4 

1L5 countem . This Agreement may be executed in one or more countefpa.rrs, 
each of which is m original, but all of which together constitute one and the same instrument. 

Severabm. If any provision hereof is held invalid or unenforceable by any 
arbitrator or as B result of future legislative action, this holding or action will be strictly 
construed armd will not sect the vdidity or effect of any other provision hereof, To the extent 
pehnitted by law, the Paaies waive, to tht: maximUm extent permissible, any provision of law 
that renders any provision hereof phi i ted  or unenfotceable in any respect. 

lL6 

11.7 Assig~~abiW. This Agrement is binding upon and inures to the benefit of the 
succtssors and assigns of the Parties, but is not assignable by any Party without the prior written 
cmnsmt of the other Party. 

CaDtions. The Captions of the various Articles, Sections, Exhibits and Schedules 
of this Agreement have been inserted only for convenience of reference and do not modify, 
explain, edarge or restrict any of the provisions of this Agreement. 

11.8 

11.9 Governing Law. The validity, interpretation and effect of this Agreement are 
governed by and will be consW in mrdmce with the laws of the state in which the Facilities 
are located applicable to contracts made and per€omed in such state and without regard to 
conflicts of law doctrines except to the extent that certain matters are preempted by Federal law 
or are governed by the hw of the jurisdiction of organization of the respective Parties. 

11.10 Dispute Resolution. 

(a) Intent of the Parties. Subject to ARTICLE 7 with respect to an 
Indemnifiable Claim, Section 3.2(e) with respect to Post-Closing Adjustments, Section 3.5 with 
respect to the Purchase Price docation, and Section6.5(e) with respect to disputes regarding 
Taxes, and except as provided in Section l l . l O f i l ,  the soh process avdable to either Party for 
resolution of any dispute or claim arising out of or relating to this Agreement or any Ancillary 
Agreement shall be the dispute resolution procedure set forth thk Section 1 1 .lo. If the Parties 

I 
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c”) cannot resolve a dispute d e r  $ectiom 11.1O(cl. or a then the dispute sM be settled through 
final and binding arbitration & Section 11.1Ofe). 

Provisional Relie€. The Parties acknovviedge and agree that irreparable 
damage would occur if certain provisions of this Agreement are not performed in accord- 
with the terms of this Agreement, that money damages would not be a sufficient remedy for any 
breach of these provisionS-of this Agreement, and that the Parties shall be entitled, without the 
requirement of posting B bond or other security, to seek P preliminary injunction, temporary 
restraining order, or ather provisional relief as a remedy for a breach of this Agmmient in any 
court of competeflt jurisdiction, notwithstanding the obligation to submit ail other disputes 
(including all cfaims for monetary dunages under this Agreement) to mediation and arbitration 
pursuant to Sections 11JO~dJ or The Parties further acknowkdge and agree that the results 
of the arbitration may be Tendered ineffectual without the provisional =lief. Such a request for 
provisional relief does not wahe a Party’s right to seek ddzer remedim for the 6mc.h of the 
Agreement, notwithstanding any prd&ition against claim-splitting or other similar docCriae. 
The other remedies that may be sought include specific performance and iTy’unctive or other 
equitable relief, plus any other remedy specified in rhis Agreement for th~ breach of the 
provision, or if the Agrement does not specify a remedy for the breach, al l  other remedies 
available at law or equity to the Parties for the breach. 

(’b) 

IC) Manaaement NeaoWons. The Parties will attempt in good faith to 
resolve any dispute or claim afising out of or relathg to this Agreement ox an Ancillary 
Agreemeat promptly by negotiations between a vice president (or more senior officer) of Sella 
or his or her designated representative and an e ~ ~ ~ t i v e  of similar authority of Purchaser. Either 
Party may gjve the other Party mitten notice of my dispute or claim. Within twenty (20) days 
aftex delivery of said notice, the executives will confer by telephone or meet at a mutually 
acceptable time and place, and & d e r  as often as they reasonably deem necessary to exchange 
informition and to attempt to m l v e  the dispute or clain If the matter has not been resolved 
within sixty (60) days of the fmt meeting, either Party (by m&ce to the orher Party) may submit 
the contfovcrsy for non-binoEing mediation pursuant to Section 1 1. IO(d1. 

M,edUon. Either Party may k&.-inte mediation by providing Notice to the 
other Party in accordance with Section 11.11 of a written request for mediation, setting forth a 
description of the dispute and the relief requested. The Parties will cooperate with one mother in 
selecting the mediator (%&diabr’’) from thr! panel uf neutrals from Judicial Arbitration and 
Mediation Services, hc. (“JAMS”), its successor, or any other mutually acceptabie non-JAMS 
Mediator, and in scheduhg the time and place of the mediation, Such selection and scheduling 
wiU be completed within Eorty-five (45) days af3.m Notice of the request for mediatioa Unless 
otherwise agreed to by the Parties, the mediation will not be schdmled for a date &at is greater 
than ODE hundred twenty (120) days from the date of Notice of the request for mediatian. The 
Parties covenant that they will ptuticipate in the mediation in good faith, and that they will share 
equally in its costs (other than each Party’s individual attorneys’ fees and costs rehted to the 
Party’s participation in the mediation, which fees and costs will be borne by such Party). All 
offers, promises, conduct and statements, whether oral or written, made in connection with or 
during the mediation by either of the Parties, their agents, representatives, employes, experts 
and attorneys, and by the Mediator or any of the Mediator’s age-, representatives and 
employees, will not be subject to discovery and will be confidential, privileged and inadmissible 

‘, 
’ 

[d) 

I 
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!----I 
for any ptlIpose, hciuding impeachment, .in any arbitration or other proceeding between or 

discoverable will not be d e r &  inadmissible or non-discovedle as a result of its use in the 
mediation. 

involving the Parties, or either of them, provided, evidence that is 0th- admissible or t i  1 

(e) ArMmition. Either Party may initiate final and binding arbitration with 
respect lo the matters first submitted to mediation by providing Notice of a demand for binding 
arbitration before a single, neutral arbitrator (the "Arbitrator") at any time following the 
unsuccessful conclusion of the mediation provided for above. The;Parties will cooperate with 
one m&ex in selecting the Arbitrator w i t h  sixty (60) days afta Notice of the dwnand for 
arbitration and will further cooperate in scheduling the arbitratim to commence no later than m e  
hunctred eighty (180) days from the date of Notice of the & m a d  To be c.plif5ed as an 
M&at.m, each andidate muit be a retired judge of a trial court of any mate or federal court, or 
retired justice of any appellate or supra& court. Unless otherwise agreed to by the Parties, the 
individual acting as the Mediator will be disqualified h m  serving as the Arbitrator in the 
dispute, althmgb the Arbitrator may be another member of the JAMS panel of neutrals or such 
other panel of neutrals from which the Parties have agreed to select the Mediator. Upon Notice 
of a Party's demand for final and binding arbitration, such dispute submitted to arbitration, 
including the dexamm& ' 'on of the scope or applicabirity of this Agreement to arbitrate, wifl be 
determined by final and binding arbitration before the Arbitrator, in accordance with the laws of 
the State of New Mexico, without r e g d  to principles of conflicts of laws. Except tis provided 
for herein, the arbitration will be conducted by &e Arbitrator in accordance with the rules and 
procedures far arbitration of conrplex business &pu.t.es for the organization with which the 

the arbitration, and unless the Parties agree to a difkrent arrangment, the place of the arbitration 
will be phoenix, Arizuna, if arbitration is initiated by Seller, and Los Angeles, California, if 
arbitration i s  initiated by purchaser. 

' 

Arbitrator is associated. Notwithstanding the rules and procedures that would otherwise apply to 
I 

Also mtwirhstanding the rules and procedures that would otherwise apply to the 
arbitration, and unless the Parties agree to a different arrangement, dhcuvery will be limited as 
follows: 

(i) Before discovery commenws, the Parties shall exchange an initial 
disclosure of all documents and percipient witnesses which they intend to rely upon or use at any 
arbitration proceeding (except for docwmnts and Witnesses to be used solely for impeachment); 

(3) The initial disclosure wilI occur within thirty (30) days after the 
initial conference with the Mi- or at such time as the Arbitrator may order, 

(ii) Discovery may commence at any h e . a f t e r  the Pdes '  hitid 
disclosure; 

(iv) 
or requests €or admissions; 

The Parties will not be permitted to propound any mkmogatories 

. (v) Discovery by each Party will be limited to twenty-five (25) 
document requests (with no subpaas), three (3) lay Witness depositions, and three (3) expert 
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witness depositions (unless the hbitFator holds otherwise following a showing by the Party 
seeking the additional doaunents or depositions that the documtnts or depositions are critical for 
B fair resolution of the: dspute or that a Party has improperly withheld documents); {) 

(vi) Each Party is allowed a mpfximum of three (3) expert witnesses, 
excluding rebuttal experts; 

(vii) Witfiin sixty (60) days after the initial disclosure, or at such other 
tinre as the Arbitrator may order, the Parties shall exchange: a list of all experts upon which they 
intend to rely at the arbitration proceeding; 

(viii) Within thirty (30) days after the initial expert disclosure, each 
Party may designate a maximum of two (2) rebuttal experts; 

form. of affidavits or declarations under penalty of perjury; and 
(ix) Unless the Parties agree otherwise, al l  direct testimony will be in 

(x) Each Party shall make available for .cross exmination at the 
arbitration hearing its witnesses whose direct tcstknony has been so submitted. 

The Arbitrator will have the authority to grant any form of equitable or legal relief 
B Party might recover in a court action, The Parties acknowledge and agree that i r repdle  
damage would occur if certain provisions of this A g r e m t  are not performed in accordance 
with the terms of the Agreement, that money damages would not 6 a sufficient remedy for any 
breach of these provisions of hiis Agreement, and that the Parties shall be ent.itkd, Without the 
requirement of posting a bond or other security, to specific performance and ingunctive or other 
equitable. relief as a remedy for a breach of this Agreement. Judgment on the award may be 
entered in any court having jurisdiction. The Arbitrator must, in any award, allocate all  of the 
casts of the binding arbitration (other than each Party’s imihidual attorneys’ fees and costs 
related to the Party’s participation in the arbitration, which fees and costs will be borne by such 
Party), including the fees of the Arbitrator and any ’expert witnesses, ag&st the Party who did 
not prevail; provided that Z neiwr Party prevails completely such costs shdl be allocated in 
favor of the Party who substantially prevailed-as determid by the Arbitrator. Until such award 
is made, however, the Parties will shim equally in paying the costs of the arbitration. 

1L11 Notices. All notices, requests, demmds and ather coWca t iom under this 
Agreement must be in Writing and must be delivered in person or sent by certified mail, postage 
prepaid, or by overnight delivery, and properly addressed as foilows: 

Southem caiifornk Edison Company 
2244 Walnut Grove Avenue 
Rostmead, Cdifomia 91770 
Attention: chief Financial Officer 

With a copy tu: 
L 

. ,  
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Southern California Edison Company 
2244 Walnut Grove Avenue 
Rosemead, California 91770 
Attmtio~ General Counsel 

If to Purchaser: 

Arizona Public Service Company 
400 North Fifth Street, Station 9085 
phaenix, ~ r i z o ~  a5w 
Am Mark A. Schiavoni, Senior Vice President of Fossil Operations 

With a copy to: 

Arizuna public Service Company 
400 North Fifth Street, Statim 8695 
Phoenix, Arizona 85004 
Am. Shirley Baum, Associate General CounseI 

With a copy to: 

Baliard Spahr LLP 
1735 Madret Streef 51st Floor 
Philadelphia, Pennsylvania 19103 
Attention: Robert C. Gerlach, Esq. 

Any Party may from time to time chauge its address for the purpose of notices to that 
Party by a similar notice specifying a new address, but no such change is effective until it is 
actually received by the Party sought to be charged with its contents. 

AU notices and other communications required or permitkd under this Agreement which 
are addressed 8s provided in this Section 11.10 are effective upon delivery, if delivered 
personally, or by overnight delivery, and, are effective five (5) days fdlowing deposit in the 
United States mail postage prepaid if delivered by mail. 

1L12 Time is of the Essence, Time is of the essence of each term of this Agreement 
Witbout limiting the generality of the foregoing, all times provided for in this Agreement for the 
performance of any act wifl be strictly coflstNLed. 

11.13 No Third Party Beneficiaries. Except as may be specifidly set forth in this 
Agreement, nothing in this Agreement, whether express or implied, is intended to confer my 
rights or remedies under or by reason of this Agreement on any Persons other than the: Parties 
and their respective permitted successors and assigns, nor is anything in this Agreement intended 
to relieve or discharge the obligation or liability of any thkd Persons to any Party, nor give any 
third Persons any right of subrogation or action against any Party. 
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11.14 No .iOint Venture. Nothing contained in this Agreement mates OT is intended to 
create an ~~wiiition, tnrst, partnership, or joint vemm or impose a trust or parinaship duty, 
obligation, or Iihiiity on or with regard to any Party. i 

11.15 Constmetion of Agreement. Ambiguities or uncertauntre ' ' s in the wording of this 
Agreemeat will not be c o d  for or against any Party, but will be consltued in the manxlff 
that most accuxately reflects the Parties' intent as of the date; they executed this Agwizm& 

1L.16 Effect of Cldna Over Known U r n w e d  Conations or B d e d  
BeRresm tationti, Wwnanties or Copenants, If Seller or muchaser elects to proceed with the 
Closing with Knowledge by it of my failure to be satisfied of any condition in its favar or rhe 
breach of any -on, warranty or covenant by the other Party, the condition that is 
unsatisfied or the representation, wamtnty or covenant which is breacheii at the Closing Date 
will be deemed waived by such Party, and wd.1 Party will be deemed to fully release and forever 
&charge the other Party on account of my and all ciaims, demaads or charges, known or 
unknown, with respect to the same, 

1l.17 conflicts. In the event of any conflicts or incomistencies between the terms of 
fbis Agreement and the tenas of any of the Ancillary Agreements, the terms of this Agreement 
will govern and prevail. 

11.18 Waiver of Cumolim~. To the extent permitted by applicable: Law, any failure 
of any of the Parties to CDfIIpfy with any obligation, covenant, agreement or d i t i o n  set forth 

signed by such Party, but any such waiver shall not operate as B waiver, of, or estoppel with 
respect to, any prior or subsequent failure to comply therewith. The faifure of a Party to this 
Agreement to assert any of its rights under this Agreement or otherwise shall not cortstitUte a 
waiver of suchrights. 

/ herein may be waived by the Party entitled to the benefit thereof ody by B written instnUnent 

XU9 Snrvivat 

(a) The representations and warranties given or made by any Party in 
ARTICLE 4 or ARTICLE 5 hsmE or in any certificate or other Writing furnihed in mecticm 
herewith shall swive the Closing indefinitely. 

The &ovenants and agreements of tbe Partks c a n t a i d  in this Agrement, 
including those set foah in /LRTICLE 7, shall survive the Closing indefinkly, unless otherwise 
specifidherein. 

(b) 

IC) The obligations of the Parties in Section6.8 will survive (i)the 
t h a t i o n  of this Agreement, (ii) the discharge of all other obligations owed by the Parties to 
each other, (iii)any trmfer of title to the Assets and (iv)lbe Closing of &e transactions 
contemplated in this Agreement. 
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HN wE'1[7dES 'WIXEWOF, the Parties have executed this Agreement as of the 
date first above written. 

By: 
Name: 
Title: ' 

I 

. .  
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IN WITNESS WKJZRIrxF, the Parties have executed this Agreement as of &e date first 
above written. 

By: 
Name: 
Title: 

ARIZONA PUBLIC SERWa CQMPmY, 
an Arizona corporation f 

Signature Page to Purdse and Sale Agreement 
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Schedules to Purchase and Sale Agreement 
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Schedule 1.1.5O(al 

Seller’s Officers, Employees, and Knowiedgeable Persons 

Russ Krieger - Vice President, Power Production 
John Dayton - Manager of Business Planning and Development, Power Production 
Steven Pickett - Senior Vice President and Generd Counsel 
DanieI Cobb - Alternate Elk0 Committee Member 

12193761.3 

APSl3560 
Page 72 of 87 



Schedule 1.1.501b) 

Purchaser’s Omctrs, Employt%~ and Authorized Agents 

Mark Schiavoni - Senior Vice President Fossil 
David Hansen - Vice President Fossil Operations 
David Falck - EbieCUtive Vice President, General Counsel and Secretary 

Susan Kidd - Director CoaYCo-Owned Generation 
Nick Svor - General Manager Generation Engineering 
Frank Perkins - Plant Manager Fow Comers Udts 4 ,s  
Richad Grimes - Four Cornm E n m a M  Section Leader 

John FEUI& - Fossil Plant Manager FOW Corners 
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Schedule 1 .I .5IKc) 

Operating Agent’s officers, Ikpfoyees and Authorized Agents 

See Schedule 1.1.50@) which is inoOrporated herein by reference. 

\ 

i i  
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c') Schedule 1.1.62 

Pww Plans 

- 
- Pinnacle West Capital Corporation Group Life and Medical Plan 

Pinnacle West Capital Corporation Retkment Plan 

i 2 19376 1.3 
APS 13 560 
Page 75 of 87 



" None 

Schedule 1.1.67 ' 

Purchaser's Required Consents 

I21937613 

I 

APS13560 
Page 76 of 87 



f '\ 
t. j r  . 

Schedule 1.1.68 

Pudmer's Required RegUrat;ory Approvals 

- Arizona Corporation Commission 
- Federal Energy Regulatory Commission 
- Hart-Scott-R&o Antitrust Improvements Act of 1976 

121937613 



Schedule 1.1.77 I 

Seller's Required C ~ n ~ e n t s  

- Trustee under Seller's Mortgage 

I2 193761.3 
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Schedule 1.1.78 

Seller's' R e e d  Regufatory Approvals 

- California Public Utilities Commission 
- Federal Energy Regulatory CommissiOn 
- California Jndependent System operator - Hiat-Scott-Rodino Antitrust Improvements Act of 1976 

1219376 1.3 

I 

. .  
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Facilities Lease 
The real property interests described in Exhibits 2 - 9 of the Facilities Lease 
See Schedule 2.1 (c) which is incorporated herein by reference 

12 193761.3 

APS13560 
Page 80 of 87 



APSl3560 
Page 81-of 87 



Schedule 2.l(hr . .  

Seiler Facilities Cantracts 

1. $323GrantS. 

2. Facilities Lease. 
3, FaciIitieS Co-Tenancy Agreement. 

4. Facilities Operating Agreement. 

5. Restated and Amended Four Comers Fuel Agreement Number 2, dated August 31,2003, 
by and among BHP Navajo Coal Company and the Participants, as the same may be 
amended. 

6. ConditionaI Partid Assignment of FueI Agreement Numbex 2, datd September 2, 1966, 
by and among Utah Construgion & Mining Co. and the Participmts. 

7. Mmorandum for Recordation of Original Four Comers Fuel Agreement and of Four 
Comers Fuel Agreement No. 2 and Imposition of Equitable Servitude and Covenant 
Running with the Land, dated September 2, 1966, by and among Utah constnzction & 
Mining Co. and the Participants. 

8. Facilities Fuel Agreement 

9. Four Corners Project Emission Abatement System Operating Power Agreement, dated 
October 15,1982 among the Participants. 

10. Four Corners Project Unit TriPping Agreement, dated May 23, 1969 among the 
Participants. 

11. Four Corners Units 4 & 5 Capital Improvements Design and Construction Agreement, 
dated March 23,198 1 among the Participants. 

12.Agreement to Purchase and Sell Undivided Interest in the Reserve Auxiliary Power 
Source Four Corners Project, dated August 15,1968 among the Participants. 

13.Exchge Agreement dated March 28, 1967 among the Participants with Letter of 
clarification dated March 28, 1967, a Supplemental Letter Agreement dated Febru'ary 9, 
1972 and Ruling of Internal Revenue Service with Letter of Transmittal. 

14,Four Comers Designated Representative Agrtement, dated March 18, 1994, by and 
among the Participants, John R. I)- and D. Craig Walling. 

15. Four Comers Designated Representative Agreement Assignment and Novation, dated 
October 22,2002 fiom D. Craig WaUing to David L. Saliba 

16.Four Comers Designated Representative Agreexnent Assignment and Novation Fonn, 
dated July 31, 2009 Erom John R. Denman to David L. Sdiba as the new designated 
representative and Richard Grimes as the new alternate designated representative. 

17. Four Corners Designated Representative Agreement Assignment and Novation Fonn, 
dated January 31,2010, from David L. Saliba to Frank E. Perkins. 

1219376 1.3 
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18. Principals of Interconnected Opedon Four Comers Project dated May 12,1969, among 
the Partiupants 8s am& by Amendment No. 1 dated April 29, 1974, among the 

19. Water Supply Agrttment, dated Mar& 2,2007 betweGn the Jicarih Apache Natiun, 
BWP Navajo Coal Company, APS on behalf of itself and with respect to Units 4 and 5 the 
Four Comers Participants and Phblic Senrice Company of New Mexico on behalf of 
itself and the San Juan Participmts. 

20. Voluntary Compiiance Agreement Air Qdity, cbkd May 18,2005, by and among the 
Navajo Nation, Salt River Project Agricultural zlnprovement and Power District, as 
operating agent for the Navajo Generating Station (“NNGS”) and with &e express Written 
consent of each participant of NGS and APS, as operating agent for the Four Corners 
Power Plant and with the express written cansent of each Participant. 

0 Participants. 

21. Tax Settlement and Closing Agreement., dated August 13, 2002, by and between the 
Seller and the Wice of the Navajo Nation Uniform Tax Administration Stam, 

22. Shiprock-Fom Conaers Project 345-kV Switchyard Iaterconnection Agreement, dated 
October 2, 2002, by and amdng the Facilities Owners and PubIic Service Company of 
C o l d o ,  Tri-State Generation and Transmission Association, hc., and Westem Area 
Power Administration. I 

i 

121937613 
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Operating and Maintenance Expense ko-Rations 

The following costs and expenses in- for the applicable period during which the 
Ciosing occurs shall be pro-rated between the Parties: 

1. 

2. 

3. 

4. 

5. 

6. 

.7. 

8. 

Seller is responsible for the operation and maintenance expenses as defined in the 

Expenses, incurred prior to the Closing Date, including but not limited to the 
fobwing 

Facilities Operating Agreement, Section 17, Operating and Niaintensn ce 

a. Outside services and materirs and supplies, including dl administrative 
and general loads, for operating and maintaining the plmc and 

benefits expenses. 
b. Payroll including related administrative and general, payroll taxes and 

Employee Incentive Plan payroll including related administrative and general, 
payroll taxes and benefits expenses. 

Fuel expenses (W and Gas). 

insurance premiums. 

Navajo Land Lease. 

Environmental operating P d t .  

Ash Hauling Agreement costs. 

Afl related royalties and taxes for Operating and Maintenance expenses and FueI 
expenses. 

. .  

- ,  

. .  

12193’761 3 
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Schedule 6 . 5 u  

Pollution Control Bonds 

$55,540,000 City of F-q New Mexico 5.125% PoIlution Control Re€un&i 
Revenue Bonds (Southem California Ediison Company Four Corners Project) 1999 Series 
A 

City of Far~ningto~l, New Mexico PoIIution Control Refunding Revenue Bonds (Southern 
California Edison Company Four Corner6 Project) $103,460,000 2005 Series A Won- 
w 
City of FanningtOn, New Mexico Pollution Cantrol Refunding Revenue Bonds (Southern 
Cdfimia  Edisorr. Company Four Comers Project) $100,000,000 2005 Series B (Non- 

12193761.3 
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PROSPECI’US SUPPLEMENT Cn, P m m  Dated April 24,2012) 

Arizona Public ervice company 
$250,000,000 4.7096 Notes due 2044 

This is an offering by Arizona Public Senrice 
2044, referred to in this prospedus supplement as 
Januaty 15 and July 15 of each year, beginning on July 15,2014. The notes will mature on January 15, 
2044. We may redeem some or d of the notes at any time at the redemption prices described under 
the caption “Description Of The Notes-Optional Redemption” in this prospectus supplement, plus 
a m e d  and unpaid interest to the redemption date. The 
The notes will be issued only in denominations of $2,000 an 
thereof. We do not intend to list the notes on any 

unsecured senior indebtedness from time to time outstanding. 

prospectus supplement, whicb refers you to the risks described under “N6k Factors” 
contained in our Annual Report on Form €0-IC for the year endd December 31,2012. 

ita 4.70% Notes due 
notes is payable on 

The notes will be our ullseculzd senior obligations and will rank equally with all of our other 

Investing in the notes involves risks. See “Risk Factorsn on page S-5 of this 

FerNote 

(1) Plus accrued interest, if any, from January 10,2014 to the date of delivery, if settlement occurs 
after that date. 

Neither the Secprities a d  Ekchaqe Commbsion nor any state securities commission has 
approved or disappwed of theee d t i e s  or determined if this prospectus supplement or the 
m m p n y i q  prospectus is truthfid or complete. Any reprasencation to the contrary is P criminal 
offk- 

facilities of The Depository ltust Company against payment in New York, New York on or about 
January 10, 2014. 

The underwriters expect to deliver the notes to purchasers in book-entry form only through the 

Joint Book-Running Managers 
BofA Merrill ryncb citigroup UBS Investment Bank US Bancorp 

Co-Managers 
Dmel Hamilton Blayloek Robert Van, LJX The Williams Capital Group, L.R 

The date of this prospectus supplement is January 7, 2014. 
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You should rely only on the information contained in or incorporated by reference in this 
prospectus supplement, the accompanying prospectus and any related Eree writing prospectus required 
to be filed with the Securities and Exchange Commission (the “SEC”). Neither we nor the 
underwriters have authorized anyone to provide you with ditrerent information. %k are not, and the 
underwriters are not, making an offer of the notes in any  jurisdiction where the offer or sale is not 
permitted. You should not consider this prospectus supplement and the accompanying prospectus to be 
an offer to sell, or a solicitation of an of‘fer to buy, the notes if the person making the offer or 
solicitation is not qualified to do so or if it is unlawful for you to d v e  the offer or solicitation. You 
should assume that the information contained h this prospectus supplement and the aecomppnYing 
prospectus is accurate only as of their respective dates and that the information incorporated by 
reference is accurate only as of the date such information is liled with the SEC, regardless of the time 
of delivery of any document or of any sale of the notes. If anyone provides you with different or 
inconsistent information, you should not rely on it. Our business, finanaal condition, results of 
operations and pro~pects may have changed since the date on any document, 
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ABOUT THIS PROSPECTUS SUPPLEMEW 

This document is in two parts. The first part is this prospectus supplement, which describes the 
terns of the offering of the notes and also adds to and updates information contained in the 
accompanying prospectus and the docnmemts incorporated by reference into this prospectus 
supplement and the accompanying prospectus. The second pact is the accompanying prospeetns, which 
gives more general information, some of which will not apply to the notes. If the description of the 
offering varies between this prospectus snpplement and the accompanying prospectus (or inhrmation 
incorporated by referenee into this prospectus supplement or the aammpanying prospectus), you 
should rely on the infomation in this prospectus supplement. "be accompanying prospectus also 
includes information about Pinnacle West Capital Corporation and its securities, which information 
does not apply to the notes. We are a wholly owned subsidiary of Pinnacle ?%st Capital Corporation. 
The notes are solely our obligations and not obligations of Pinnacle West Capital Corporation. 
Pinna& West Capital Corporation is not guaranteeing or providing any credit support for the notes. 
You should read b t h  this prospectus sqplement and the accompanying prospectus together with the 
additional information about us described in the Section entitled "Where You Can Find More 
Information." 

that we filed jointly with our parent company, Pinnacle West Capital Corporation, with the SEC using 
a ddsheM" registration pmcess as a "well-known seasoned issueP Under the shelf registration process, 
we may, from time to time, issue and sell to the public any of our unseaved debt securities described 
in the accompanying prospectus, including the notes, up to an indeterminate amount, of whicb this 
offering is a part. In this prospectus supplemeat, we provide you with specific information about the 
terms of the notes and this offering. 

This pmspechrs supplememt and the accompanying prospectns are part of a registration statement 

ii 
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PROSPECTUS SUPPLEMENT SUMMARY 

7his summary highlights information contained &enhere, or incorporated by reference, in thh 
pspec tw  supplement and the accompanying pmpectus. As a d t ,  it does not contain all of the 
infomation tha! may be important to you. You should carefully read this prospectus supplement and the 
accompanying prarpectus and the documents incorporated by refmce into this prospectus supplement and  
the accompanying p p e c t u s  in thew entirety before making an investment decisioa We describe the 
documents that we incorporate Ly reference under the heading ‘where You Can Find More Infomation” in 
this prospectus supplemeN including in particular the information referred to under ‘Xisk Factors” in this 
pmpectw supplement. The following material is qualijied in its entirety by reference to the detailed 
information and &mcial statements included or incorporated by reference in this prospectus supplement 
and the accompan$ng pmspecm. References in this pmspectus supplement to %e,” “our” and “us” rejii 
to Arizona Public Setvice Company and, unless the context quires otherwise, its subsidiaries. 

Arizona Public Service Company 

We were incorporated in 1920 under the laws of the State of Arizona and are a wholly owned 
subsidiary of Pinnacle West Capital Corporation (“Pinnacle West”). We are a vertically-integrated 
electric utility that provides either retail or wholesale electric service to most of the State of Arizona, 
with the major exceptions of about one-half of the Phoenix metropolitan area, the ’hcson metropolitan 
area and Mohave County in northwestern Arizona. We currently have approximately 1.1 million 
customers. Our principal executive offices are located at 400 North Fifth Street, EO. Box 53999, 
Phoenix, Arizona 85072-3999, and our telephone number is 602-250-1000. 

The O M n g  

Issuer.. ...................... 
Securities Offered. . . . . . . . . . . . . . .  
Maturity.. .................... 
Interest Rate .................. 
Interest Payment Dates. .......... 

Record Date for Interest Payments . . 

Use of Proceeds . . . . . . . . . . . . . . . .  

Arizona Public Service Company. 

$250,000,000 of 4.70% Notes due 2044. 

January 15,2044. 
4.70% per annum. 

January 15 and July 15 of each year, beginning July 15,2014 
(and including the date of maturity). 

The record date for interest payments on the notes will be 
January 1 for the January 15 interest payment date and July 1 
for the July 15 interest payment date. 

We intend to use the net proceeds from the sale of the 
notes (i) to repay commercial paper issued on a short-term, 
temporary basis, and replenish cash temporarily used to fund 
our acquisition of Southern California Edison Company’s 48% 
ownership interest in each of Units 4 and 5 of the Four 
Corners Power Plant for approximately $182 million, which 
closed on December 30,2013 (the “Four Comers 
Acquisition”), (ii) to replenish cash used to re-acquire two 
series of our tax-exempt indebtedness and (iii) to finance the 
payment of other costs and expenses related to the Four 
Corners Acquisition. See “Use Of Proceeds” in this prospectus 
supplement. 

, 
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Optional Redemption . . . . . . . . . . . .  

Ranking . . . . . . . . . . . . . . . . . . . . . .  

Covenants . . . . . . . . . . . . . . . . . . . .  

Form of Notes ................. 

Tiustee.. . . . . . . . . . . . . . . . . . . . . .  

All or a portion of the notes may be redeemed at our option 
at any time or from time to time on at least 30 days’ but not 
more than 60 days’ notice, (i) if prior to July 15, 2043 (Six 
months prior to the maturity date of the notes), at a 
redemption price equal to the greater of (a) 100% of the 
principal amount of the notes being redeemed on the 
redemption date and (b) the applicable make-whole price 
described under “Description Of The Notes-Optional 
Redemption” in thii prospectus supplement, or (ii) if on or 
after July 15,2043 (six months prior to the maturity date of 
the notes), at a redemption price equal to 100% of the 
principal amount of the notes being redeemed on the 
redemption date, plus, in any case, accrued and unpaid 
interest thereon to the redemption date. 

The notes will be our unsecured senior obligations, will rank 
equally in right of payment with all of our other unsecured 
senior indebtedness from time to time outstanding and will be 
effectively subordinated to any secured debt we may issue or 
incur in the future, As of September 30,2013, we had 
approximately $3.2 billion aggregate principal amount of 
unsecured senior indebtedness outstanding. In addition, we 
have operating lease obligations to three separate variable- 
interest entity lessor trusts related to sale-leaseback 
transactions for interests in Unit 2 at the Pa10 Verde Nuclear 
Generating Station. As of September 30,2013, these lessor 
trusts had approximately $57 million of indebtedness 
outstanding that is secured by the lessor trusts’ ownership 
interests in these assets. The outstanding amount of this 
indebtedness is reduced as payments are made under the 
leases. 

The notes will be abject to the limitation on liens covenant 
described under “Description Of The Notes-Limitation on 
Liens” in this prospectus supplement. However, this covenant 
is subject to a number of important exceptions and 
qualifications, including an exception permitting secured debt 
in an amount that does not exceed 10% of Bngible Assets (as 
defined in that description), which, at September 30, 2013, was 
approximately $1.3 billion. As of September 30,2013, we had 
no outstanding secured debt. 

The notes will be represented by one or more global securities 
to be deposited with the trustee as custodian for The 
Depository Bust Company (“DTC”) in a minimum 
denomination of $2,000 and any integral multiple of $1,000 in 
excess thereof. 

The Bank of New York Mellon ’Itust Company, N.A. See 
“Description Of The Notes-Regarding the ’Rustee” in this 
prospectus supplement. 
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Rid Factors , . . . . . . . . . . . . . . . . . . Your investment in the notes invohres risks. You should 
carefully consider the information referred to in the section 
entitled “Risk Factors” and the other infomation contained 
or incorporated by reference in this prospectus supplement 
and the accompanying prospectus, including infomation under 
the heading ‘Torward-Looking Statements,” before deciding 
whether to purchase the notes. 

s-3 
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Selected Financial Data 

We are providing the following selected financial data to assist you in analyzing an investment in 
I 

the notes, We derived the selected financial data presented below for each of the three years in the 
period ended December 31,2012 from our annual fmancial statements, which have been audited by 
Deloitte & ’lbuche W, an independent registered public accounting firm. The following selected 
fmancial data as of September 30,2013 and for the nine months ended September 30,2013 and 2012 is 
unaudited, but, in the judgment of our management, contains all necessary adjustments for a fair 
presentation of our financial position on that date and the results of operations for that period. The 
information below should be read in conjunction with, and is qualified in its entirety by, 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” in our 
Annual Report on Form 10-K for the fiscal year ended December 31,2012 (the ”2012 Form 10-K”) 
and in our Quarterly Reports on Form 1O-Q for the fiscal quarters ended March 31,2013, June 30, 
2013 and September 30, 2013, as well as in OUT financial statements, related notes and other financial 
or statistical information that we include or incorporate by reference in this prospectus supplement and 
the accompanying prospectus. See “Where You Can Find More Information” below. These selected 
financial data do not necessarily indicate the r d t s  to be expected in the future. See also page S-8 for 
a description of the historical ratios of our earnings to fixed charges for the years ended December 31, 
2012,2011,2010,2009 and 2008 and for the nine months ended September 30,2013. 

Nine Months Ended ’yeat hded 

2013 2012 2012 2011 2010 
September 30, December 31, 

(An dollor Sgnres in thousd~ ,  
except footnotes) 

Net Income Attributable to Common 

Electric Operating Revenues . . . . . . .  $2,752,427 $2,606,458 $3,293,489 $3,237,241 $3,180,807 

Shareholder .................. $ 394,945 $ 368,654 $ 395,497 $ 336,249 $ 335,663 

-- 
I___-- - 

hs 01 
September 30, ZOU As ad)llstcd(l) 

Palo Verde Sale Leaseback Lessor Notes (less current maturities) .... 37,414 
Current Maturities of Long-term Debt(3) ...................... 566,481 534,981 

Long-term Debt (less current maturities)(2) .................... $2,657,901 $2,907,901 

ntal Equity(4) ......................................... 4,538,421 4,538,421 

Total Capitaimtion .................................... $7,800,217 $8,018,717 

. 37,414 

(1) As adjusted for the issuance of the notes and the application of the net proceeds therefrom. See 

(2) Includes unamortized debt discount of approximately $8.9 million. 

(3) Includes current maturities of Palo Verde Sale Leaseback Lessor Notes of approximately 

(4) Includes Noncontrolling Interests of approximately $146 million. 

“Use Of Proceeds” in this prospectus supplement. 

$20 million. 
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RISK FACTORS 

See the discussions of risk factors contained in the accompanying prospectus and Part I, Item 1A 
of the 2012 Form 10-K, which are incorporated by reference in this prospectus supplement and the 
accompanying prospectus, to read about certain risks relating to om business and an investment in the 
notes. 

An investment in the notes involves a significant degree of risk Before investing in the notes, you 
should carefully consider the discussion of those risks and the other information included or 
incorporated by reference in this prospectus supplement and the accompanying prospectus, including 
the information under the heading “l?orward-Looking Statements” below. Although we try to discuss 
material risks in these risk factors and other information, please be aware that other risks may prove to 
be important in the future. New risks may emerge at any time and we cannot predict those risks or 
estimate the extent to which they may affect our business, financial condition, cash flows or operating 
results. 

FORWARD-LOOKING STATEMENTS 

The forward-looking statements disclaimer set forth below supersedes any similarly entitled 
forward-looking statements disclaimer contained in the accompanying prospectus. 

This prospectus supplement, the accompanying prospectus and the information incorporated by 
reference in this prospectus supplement and the accompanying prospectus may contain forward-looking 
statements within the meaning of the safe harbor of the Private Securities Litigation Reform Act of 
1995, and are based on current expectations. These forward-looking statements are often identified by 
words such as “estimate,” “predict,” “hope,” “may,” “believe,” “anticipate,” “plan,” “expect,” 
“require,” “intend,” “should,” “could,” “project,” “forecast,” “assume” and similar words. Forward- 
looking statements are not guarantees of performance. Because actual results may differ materially 
from expectations, we caution readers not to place undue reliance on these statements. A number of 
factors could cause future results to differ materially from historical results, or from results or 
outcomes currently expected or sought by us. These factors include: 

our ability to manage capital expenditures and operations and maintenance costs while 

variations in demand for electricity, includmg those due to weather, the general economy, 

maintaining reliability and customer service levels; 

customer and sales growth (or decline), and the effects of energy conservation measures and 
distributed generation; 

power plant and transmission system performance and outages; 

volatile fuel and purchased power costs; 

fuel and water supply availability; 

OUT ability to achieve timely and adequate rate recovery of our costs, including returns on debt 

regulatory and judicial decisions, developments and proceedings; 

new legislation or regulation, including those relating to environmental requirements, nuclear 

our ability to meet renewable energy and energy efficiency mandates and remver related costs; 

risks inherent in the operation of nuclear facilities, including spent fuel disposal uncertainty; 

competition in retail and wholesale power markets; 

and equity capital, 

plant operations and potential deregulation of retail electric markets; 

s-5 
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the duration and severity of the economic decline in Arizona and current real estate market 

the cost of debt and equity capital and the ability to access capital markets when require 

changes to our credit ratings; 

the investment performance of the assets of our nuclear decommissioning trust, pension, and 
other postretirement benefit plans and the resulting impact on future funding requirements; 

the liquidity of wholesale power markets and the use of derivative contracts in our business; 

potential shortfalls in insurance coverage; 

new accounting requirements or new interpretations of existing requirements; 

generation, transmission and distribution facility and system conditions and operating costs; 

the ability to meet the anticipated future need for additional baseload generation and associated 

the willingness or ability of our counterparties, power plant participants and power plant land 

conditions; 

transmission facilities in our region; 

owners to meet contractual or other obligations or extend the rights for continued power plant 
operations; 

technological developments affecting the electric industry; and 

restrictions on dividends or other provisions in our credit agreements and Arizona Corporation 

These and other factors are discussed in the risk factors described in Part I, Item lA of the 2012 
Form 104, which you should review carefully before placing any reliance on our financial statements 
or disclosures. We do not assume any obligation to update any forward-looking statements, even if our 
internal estimates change, except as may be required by applicable law. 

We claim the protection of the safe harbor for forward-iooking statements contained in the Private 
Securities Litigation Reform Act of 1995 for any forward-looking statements contained in this 
prospectus supplement and the accompanying prospectus, including in the information incorporated by 
reference in this prospectus supplement and the accompanying prospectus. 

Commission (,,E’’) orders. 

WHERE YOU CAN FIND MORE INFORMATION 

Available Infomation 

We file annual, quarterly and current reports and other information with the SEC under File 
No. 1-4473. Our SEC filings are available to the public over the Internet at the SEC‘s website: 
http://www.sec.gov. You may also read and copy any materials we file with the SEC at the SEC’s public 
reference room, which is located at 100 F Street, NE., Washington D.C. uM49. You may obtain 
information on the operation of the public reference room by calling the SEE at 1-800-SEC-0330. Our 
fiiigs with the SEC are also available on Pinnacle West’s website at http://www.pinnaciewest.com. The 
information on Pinnacle West’s website is not part of this prospectus supplement or the accompanying 
prospectus. 

Incorporation by Reference 

We are incorporating by reference the information we file with the SEC, which means that we can 
disclose important information to you by referring you to those documents. The information 
incorporated by reference is considered to be part of this prospectus supplement and the accompanying 
prospectus, except for information superseded by information in this prospectus supplement and the 
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These documents contain important information about us and our finances. I 

accompanying prospectus, and later information that we file with the SEC will automatically update 
and supersede this information. We incorporate by reference the documents listed below and any future 
fdings we make with the SEC under Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 
1934, as amended, excluding, in each case, information deemed furnished and not filed, until all of the 
notes offered by this prospectus supplement are sold. 

Annual Report on Form 10-K for the fiscal year ended December 31,2012; 
Quarterly Reports on Form 10-Q for the fiscal quarters ended March 31,2013, June 30,2013 

Current Reports on Form 8-K filed on March 11,2013, March 21,2013, April 9,2013 (two 

I 
and September 30,2013; and 

filings), May 21, 2013, June 17,2013, September 13,2013, November 15, 2013, December 23, 
2013 and December 30,2013. 

We will provide to each person, including any beneficial owner, to whom this prospectus 
supplement and the accompanying prospectus is delivered, a copy of any or all of the information that 
has been incorporated by reference in this prospectus supplement and the accompanying prospectus but 
not delivered with this prospectus supplement and the accompanying prospectus. You may request a 
copy of these filings, at no cost, by writing, telephoning or contacting us through our website at the 
following address: 

Arizona Public Service Company 
Office of the Secretary 
Station 8602 
EO. Box 53999 
Phoenix, Arizona 85072-3999 
(602) 250-4400 
www.pinnac1ewest .com 

USE OF PROCEEDS 

We estimate that the net proceeds from the sale of the notes, after deducting underwriting 
discounts and commissions but before deducting estimated offering expenses, will be approximately 
$246.8 million. We intend to use the net proceeds from the sale of the notes (i) to repay commercial 
paper issued on a short-term, temporary basis, and replenish cash temporarily used to fund the Four 
Comers Acquisition, (ii) to replenish cash used to re-acquire upon prior mandatory tender dates and 
subsequently refinance via redemption or cancellation at par our indebtedness related to the 
$31.50 million principal amount City of Fannington, New Mexico Pollution Control Revenue Bonds 
(Arizona Public Service Company Four Comers Project), 1994 Series C due 2024, which had a 
short-term interest rate of 0.26% per annum on January 3,2014, and the $32.65 million principal 
amount Coconino County, Arizona Pollution Control Corporation Pollution Control Revenue Bonds 
(Arizona Public Service Company Navajo Project), 1994 Series A due 2029, which had a short-term 
interest rate of 0.13% per annum on January 3, 2014, and (iii) to finance the payment of other costs 
and expenses related to the Four Corners Acquisition. The issuance of commercial paper and use of 
cash on hand in connection with the Four Corners Acquisition was a temporary funding source to 
accommodate the timing of the closing of the Four Corners Acquisition; accordingly, the relevant 
portion of the net proceeds from the sale of the notes is intended to provide the permanent financing 
for the Four Comers Acquisition. As of January 3, 2014, we had $139.5 million of commercial paper 
outstanding bearing a weighted average interest rate of 0.23% per annum. Until we use the net 
proceeds for the above purposes, we may temporarily invest the net proceeds in highly liquid 
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short-term investments such as institutional money market funds, deposit the net proceeds with banks 
or temporarily utilize the proceeds in our business. 

RATIOS OF EARNINGS TO FIXED CHARGES 
The following table sets forth the historical ratio of our earnings to fixed charges for each of the 

indicated periods: 

Nine Months Eded 
September 30, 

2008 2012 mw 
5.12 4.66 3.98 3.21 3.16 2.77 2.78 

For the purposes of computing our ratios of earnings to fixed charges, earnings are divided by 
fixed charges. “Earnings” represent the aggregate of income (loss) from continuing operations before 
income taxes and fixed charges. “Fixed charges” represent interest expense, the amorthation of debt 
discount and the interest portion of rentals. 

lkar Ended December Sl, 
2010 - 2009 - - 2011 - 2012 - - - 
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DESCRIPTION OF THE NOTES 

nte notes will be issued as a sepamte series of debt securities under the indenture dated as of 
January 15, 2998, bemen up and The Bank of New York Mellon T w t  Company, NA., successor to 
JPMorgan Chase Bank, NA. (formerly known as The Chase Manhattan Bank), as trustee. m e  foUowing 
description of specijk terms of the notes supplemenh the description of the general terms and provisions of 
the debt securities in the accompanying prospectus under “Description Of APS Unsecured Debt Securities.” 
Because this is a s-, it does not contain all the infomation that may be important to you 

General 

The t e r n  of the notes are set forth below: 

Title: 4.70% Notes due 2044. 

’Lbt.1 principal amount being issued $250,000,000. 

Due date for principal: January 15,2044. 

interest rate: 4.70% per annum. 
Date interest starts accruing: January 10,2014. 

Interest payment dates: January 15 and July 15 of each year (including the date of maturity). In 
the event that any interest payment date i s  not a business day, then payment of interest will be 
made on the succeeding business day. 

First interest payment date: July 15, 2014. 

Regular record dates for interest payment dates: January 1 for the January 15 interest payment 
date and July 1 for the July 15 interest payment date. 

Computation of interest: On the basis of a 360-day year of twelve 30-day months. . Form of notes: The notes will be represented by one or more global securities in denominations 
of $2,000 and any integral multiples of $1,000 in excess thereof. We will deposit each global 
security with the trustee as custodian for DTC. See “Description Of A P S  Unsecured Debt 
Securitie+Global Securities” in the accompanying prospectus. We may allow exchange of each 
globat security for registered notes and transfer of each global security to a person other than 
DTC in additional circumstances that we agree to other than those described under that 
heading. 
Sinking fumk The notes will not be subject to any sinking fund. 

The notes will constitute a separate series of our unsecured senior debt securities under the 
indenture relating to the notes. The notes will rank equally in right of payment with aU of our existing 
and future senior unsecured debt and senior to all of our existing and future subordinated debt and will 
be effectively subordinated to my secured debt we may issue or incur in the future. As of 
September 30,2013, we had no outstanding secured debt. The limitation on liens covenant descrikd 
under “--Limitation on Liens” below will limit our ability to create liens on our operating property to 
secure indebtedness. However, this covenant is subject to a number of important exceptions and 
qualifications, including an exception permitting secured debt in an amount that does not exceed 10% 
of ’IBngible Assets (as defined therein), which, at September 30, 2013, was approximately $1.3 billion. 
The prospectus that accompanies this prospectus supplement further describes our debt securities under 
“Description Of APS Unsecured Debt Securities.” 

As of September 30,2013, we had approximately $3.2 billion of senior unsecured debt outstanding, 
of which approximately $2.7 billion was outstanding under the indenture relating to the notes. 
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We must obtain the approval of the ACC before incurring long-term debt. The ACC issued an 
order on February 6,2013 allowing us to have $5.1 billion in principal amount of long-term debt 
outstanding, subject to the satisfaction of certain conditions, including the satisfaction of a minimum 
common equity test and a debt service coverage test. 

Additional Notes 

We may from time to time, without notice to, or the consent of, the then existing registered 
holders of the notes, create and issue additional notes equal in rank and having the same maturity, 
payment terms, redemption features, and other terms as the notes, except for the issue date of the 
additional notes, the public offering price of the additional notes, the payment of interest accruing 
prior to the issue date of the additional notes and (under some circumstances) the first payment of 
interest following the issue date of the additional notes, but we will not issue such additional notes 
unless the additional notes are fungible with the previously issued notes for U.S. federal income tax 
purposes M are issued with a separate CUSIP number. These additional notes may be consolidated and 
form a single series with the notes. 

Optional Redemption 

All or a portion of the notes may be redeemed at our option at any time or from time to time. 
The redemption price for any notes to be redeemed on any redemption date prior to July 15,2043 (six 
months prior to the maturity date of the notes) will be equal to the greater of the following amounts: 

100% of the principal amount of the notes being redeemed on the redemption date; or 

the sum of the present values of the remaining scheduled payments of principal of and interest 
on the notes being redeemed on that redemption date (not including any portion of any 
payments of interest accrued to the redemption date) discounted to the redemption date on a 
semiannual basis at the Adjusted Deasury Rate (as defined below), plus 15 basis points, as 
determined by a Reference 'Reasury Dealer (as defined below) appointed by us for such 
purpose; 

plus, in each case, accrued and unpaid interest on the notes being redeemed to the redemption date. 
The redemption price for any notes to be redeemed on any redemption date on or after July 15,2043 
(six months prior to the maturity date of the notes) will be equal to 100% of the principal amount of 
the notes being redeemed on the redemption date plus accrued and unpaid interest on the notes being 
redeemed to the redemption date. Notwithstanding the foregoing, installments of interest on notes that 
are due and payable on interest payment dates falling on or prior to a redemption date will be payable 
on the interest payment date to the registered holders as of the close of business on the relevant record 
date according to the notes and the related indenture. The redemption price will be calculated on the 
basis of a 36Oday year consisting of twelve 30-day months. 

If less than all of the notes are to be redeemed, the notes to be redeemed will be selected in 
accordance with the procedures of DTC. However, the unredmmed portion of the principal amount of 
any note must be in an authorized denomination. 

We will deliver notice of any redemption at least 30 days but not more than 60 days before the 
redemption date to each registered holder of the notes to be redeemed. However, in the case of any 
notes being redeemed prior to July 15, 2043 (six months prior to the maturity date of the notes), we 
will not know the exact redemption price until three business days before the redemption date. 
Therefore, the related notice of redemption will only describe how the redemption price will be 
calculated. Unless we default in payment of the redemption price, on and after the redemption date, 
interest will cease to accrue on the notes or portions thereof called for redemption. 
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‘Adjusted ’hasury Rate” means, with respect to any applicable redemption date, the rate per 
annum equal to the semiannual equivalent yield to maturity of the Comparable ’hasury Issue (as 
defined below), assuming a price for the Comparable ’Remry Issue (expressed as a percentage of its 
principal amount) equal to the Comparable lleasury Price (as defined below) for such redemption 
date. 

“Comparable ’lleasury Issue” means the U.S. 2easury security selected by a Reference Treasury 
Dealer appointed by us for such purpose as having a maturity comparable to the remaining term of the 
notes to be redeemed that would be utilized, at the time of selection and in accordance with customary 
financial practice, in pricing new issues of corporate debt securities of comparable maturity to the 
remaining term of such notes. 

“Comparable lteasury Price” means, with respect to any applicable redemption date, (A) if we 
obtain three or more Reference Treasury Dealer Quotations (as defined below), the average of such 
Reference ’Reaswy Dealer Quotations for such redemption date, after excluding the highest and lowest 
of such Rehence Treasury Dealer Quotations, (B) if we obtain two such Reference kasury Dealer 
Quotations, the average of such quotations, or (C) if only one Reference ’Reasury Dealer Quotation is 
received, such quotation. 

“Primary ’Reasury Dealer” means a primary U.S. Government securities dealer in the United 
States. 

“Reference ’Iteasury Dealer” means (A) Citigroup Global Markets Inc., Merrill Lynch, Pierce, 
Fenner & Smith Incorporated, UBS Securities UC and a Primary ’Eeasury Dealer selected by U.S. 
Bancorp Investments, Inc.; provided, however, that if any of the foregoing shall cease to be a Primary 
’Ifeasury Dealer, we will substitute therefor another Primary ‘Reasury Dealer; and (B) any other 
Primary lteasury Dealer@) selected by us. 

and any applicable redemption date, the average of the bid and asked prices for the Comparable 
Peasury Issue (expressed in each case as a percentage of its principal amount) quoted in writing to us 
by such Reference ’Reasury Dealer at 500 p.m. (New York City time) on the third business day 
preceding such redemption date. 

“Reference Beasury Dealer Quotations” means, with respect to each Reference Beasury Dealer 

Defeasance 

Unsecured Debt Securities-Defeasance and Covenant Defeasance” are applicable to the notes. 
The provisions described in the accompanying prospectus under the caption “Description Of A P S  

Limitation on Liens 

So long as any of the notes are outstanding, we will not issue, assume, guarantee or permit to exist 
any Debt (as defined below) secured by any mortgage, security interest, pledge, or lien (a “Mortgage”) 
of or upon any of our Operating Property (as defined below), whether owned at the date that the notes 
are issued or subsequently acquired, without effectively securing the notes (together with, if we so 
determine, any other indebtedness or obligations of us ranking senior to, or equally with, the notes) 
equally and ratably with such Debt (but only so long as that Debt is so secured). This restriction will 
not apply to Debt secured by any of the following: 

(1) Mortgages on any property existing at the time of acquisition of such properly (which 
Mortgages may also extend to subsequent repairs, alterations and improvements to that 
Property); 
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(2) Mortgages on property of a corporation existing at the time such corporation is merged into 
or consolidated with us or at the time of a sale, lease, or other disposition of the properties of 
such corporation or a division thereof as an entirety or substantially as an entirety to us; 

(3) Mortgages on property to secure all or part of the cost of aquiring, constructing, developing, 
or substantially repairing, altering, or improving such property or to secure indebtedness 
incurred to provide funds for any such purpose or fa reimbursement of funds previously 
expended for any such purpose, provided such Mortgages are created or assumed 
contemporaneously with, or within eighteen (18) months after, such acquisition or completion 
of mnstrudon, development, or substantial repair, alteration, or improvement; 

(4) Mortgages in favor of the United States of America or any State thereof, or any department, 
agency, instrumentality or political subdivision of the United States of America or any State 
thereof, or for the benefit of holders of securities issued by any such entity (or providers of 
credit enhancement with respect to those securities), to secure any Debt (including our 
obligations with respect to industrial development, pollution control or similar revenue bonds) 
incurred for the purpose of financing or refinancing all or any part of the purchase price or 
the cost of constructing, developing, or substantially repairing, altering, or improving our 
property; 

(5) Mortgages to compensate the trustee as provided in the indenture relating to the notes; or 
(6) any extension, renewal or replacement (or successive extensions, renewals, or replacements), in 

whole or in part, of any Mortgage referred to in the foregoing clauses (1) to (9, but the 
principal amount of Debt secured by such Mortgages and not otherwise authorized by said 
clauses (1) to (5) may not exceed the principal amount of Debt, plus any premium or fee 
payable in connection with any such extension, renewal, or replacement, so secured at the 
time of such extension, renewal, or replacement. 

We may issue, assume, or guarantee or permit to exist Debt that is secured by Mortgages that 
would otherwise be subject to the restrictions that we describe above in connection with our existing 
sale and leaseback transactions relating to Unit 2 of the Palo Verde Nuclear Generating Station, 
including but not limited to Mortgages on the leased interests in Unit 2 of the Palo Verde Nuclear 
Generating Station and related rights if we reacquire ownership in any of those interests or acquire any 
of the equity or owner participants’ interests in the trusts that hold title to such leased interests, 
whether or not we also directly assume the Sale Leaseback Obligation Bonds (as defined below), and 
Mortgages on our interests in the trusts that hold title to such leased interests and related rights in the 
event that we acquire any of the equity or owner participants’ interests in such trusts pursuant to a 
“special transfer” under the Unit 2 sale and leaseback transactions. In addition, we may issue, assume, 
or guarantee or permit to exist Debt that is secured by Mortgages that would otherwise be subject to 
the restrictions that we describe above up to an aggregate principal amount that, together with the 
principal amount of all of our other Debt secured by such Mortgages, does not at the time exceed ten 
percent (10%) of l?ingible Assets (as defined below). 

The following terms have the following meanings: 

“Debt” means any of our outstanding debt for money borrowed evidenced by notes, debentures, 

“Operating Property” means (i) any interest in real property owned by us and (ii) any asset awned 
bonds, or other securities, or guarantees of any thereof. 

by us that is depreciable in accordance with generally accepted accounting principles, excluding in any 
case any interest of us as lessee under any lease. 
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“Sale Leaseback Obligation Bonds” means PVNGS I1 Funding Corp.’~ 8.00% Secured Lease 
Obligation Bonds, Series 1993, due 2015, any other bonds issued in connection with the Unit 2 sale and 
leaseback transactions and any refinancing or refunding of any of these obligations. 

‘“kngible Assets” means the amount shown as total assets on our most recent balance sheet, less: 
(i) intangible assets, including, but without limitation, goodwill, trademarla, trade names, patents, and 
unamortized debt discount and expense and (ii) appropriate adjustments, if any, on account of minority 
interests. However, if, subsequent to the date of our most recent balance sheet, we acquire any 
property, whether by acquisition (including by way of capital lease) from a third party, through merger 
or consolidation, through construction, development, or substantial repair, alteration or improvement of 
property, or by any other means, and such property is or becomes subject to any Mortgage securing 
Debt, we may prepare a pro forma balance sheet to include the value of such property in any 
calculation of langible Assets hereunder. Subject to the foregoing, langible Assets will be determined 
in accordance with generally accepted accounting principles and practices applicable to the type of 
business in which we are engaged and that are approved by the independent accountants regularly 
retained by us, and may be determined as of a date not more than 60 days prior to the happening of 
the event for which such determination is being made. 

Regarding the ’hstee 

The Bank of New York Mellon ’Bust Company, N.A., successor to JPMorgan Chase Bank, N.A., is 
the trustee under the indenture relating to the notes. It or its affiliate, The Bank of New York Mellon, 
is also the trustee under certain indentures relating to the sale and leaseback transactions that we 
entered into in 1986 with respect to a portion of our interest in Unit 2 of the Palo Verde Nuclear 
Generating Station and certain related common facilities as well as under various other indentures 
mering securities issued or that may be issued by us or our affiliates or on our or their behalf and 
also acts as auction agent for certain of that debt. We and our affiliates maintain normal commercial 
and banking relationships with The Bank of New York Mellon ‘Rust Company, N.A. and/or its 
affiliate. In the future, m e  Bank of New York Mellon Tmt Company, N.A and/or its affiliates may 
provide banking, investment and other services to US and our affiliates. 
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CERTAIN MATERIAL UNITED STATES FEDERAL INCOME TAX CONSEQUENCES 

The following is a summary of certain material U.S. federal income tax consequences of the 
purchase, ownership and disposition of the notes. Except where noted, this summary deals only with 
notes held as capital assets by beneficial owners of the notes who purchase notes in this offering at 
their issue price, which is the first price at which a substantial amount of the notes is sold to investors, 
excluding sales to the underwriters or to similar persons acting in the capacity of placement agents or 
wholesalers. This summary is based upon the provisions of the Internal Revenue Code of 1986, as 
amended (the “Code”), the Beasury Regulations promulgated thereunder and judicial and 
administrative rulings and decisions now in effect, all of which are subject to change or differing 
interpretations, possibly with retroactive effect. This summary does not purport to address all aspects of 
U.S. federal income taxation that may affect particular investors in light of their individual 
circumstances, or certain types of investors subject to special treatment under the US. federal income 
tax laws, such as persons that mark to market their securities, fiiancial institutions, regulated 
investment companies, real estate investment trusts, corporations subject to the accumulated earnings 
tax, holders subject to the alternative minimum tax, individual retirement and other tax-deferred 
accounts, tax-exempt organizations, brokers, dealers in securities and commodities, certain former U.S. 
citizens or long-term residents, life insurance companies, persons that hold notes as part of a hedge 
against currency or interest rate risks or that hold notes as part of a position in a constructive sale, 
straddle, conversion transaction or other integrated transaction for U.S. federal income tax purposes, 
controlled foreign corporations, passive foreign investment companies, persons that acquire their notes 
in connection with employment or other performance of personal services, partnerships or other 
pass-through entities and investors in such entities, subsequent purchasers of the notes and U.S. holders 
(as defined below) whose “functional currency” is not the U.S. dollar. This summary does not address 
any aspect of state, local or foreign taxation or any U.S. federal tax other than the income tax. 

For purposes of thii summary, a “U.S. holder” is a beneficial owner of a note that is, for U.S. 
federal income tax purposes: 

an individual citizen or resident of the United States; 

a corporation, or other entity treated as a corporation for U.S. federal income tax purposes, 
created or organized in or under the laws of the United States, any state or the District of 
Columbia; 

an estate, the income of which is subject to U.S. federal income taxation regardless of its source; 
or 

a trust, if (a) a court within the United States is able to exercise primary jurisdiction over 
administration of the trust and one or more U.S. persons have authority to control all 
substantial decisions of the trust or (b) it has a valid election in effect to be treated as a U.S. 
person. 

For purposes of this summary, a “non-U.S. holder” is a beneficia1 owner of a note that is not a 
U.S. holder or a partnership (including an entity or arrangement treated as a partnership for U.S. 
federal income tax purposes). 

If a partnership (including an entity or arrangement treated as a partnership for U.S. federal 
income tax purposes) is a beneficial owner of notes, the tax treatment of a partner will generally 
depend upon the status of the partner and the activities of the partnership. Partnerships that hold notes 
(and partners in such partnerships) should consult their tax advisors. 

We have not requested, and do not intend to request, a ruling from the U.S. Internal Revenue 
Service (the “IRS”) with respect to any of the US. federal income tax consequences described below. 
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There can be no assurance that the IRS will not disagree with or challenge any of the condusions set 
forth herein. 

to your particular tax consequences of the purchase, ownership and disposition of the notes, including 
the consequences under the laws of any state, local or non4J.S. judsdiction. 

If you are ansidering investing in the notes, you should consult your awn tax advisor with respect 

U.S. Holders 

hyments of Interest 
If the notes are issued at a discount from their stated redemption price at maturity, it is expected 

that any such discount will be less than the statutorily defined de minimis amount. Accordingly, subject 
to the discussion under ‘‘--Optional Redemption” below, interest on a note will generally be taxable to 
a U.S. holder as ordinary interest income at the time it accrues or is received in accordance with the 
holder‘s regular method of accounting for U.S. federal income tax purposes. 

Optional Ralenprion 

All or a portion of the notes may be redeemed at our option at any time or from time to time on 
at least 30 days’ but not more than 60 days’ notice, (i) if prior to July 15,2043 (six months prior to the 
maturity date of the notes), at a redemption price equal to the greater of (a) 100% of the principal 
amount of the notes being redeemed on the redemption date and @) the applicable make-whole price 
described under “Description Of The Notes-Optional Redemption” in this prospectus supplement, or 
(ii) if on or after July 15,2043 (six months prior to the maturity date of the notes), at a redemption 
price equal to 100% of the principal amount of the notes being redeemed on the redemption date, 
plus, in any case, accrued and unpaid interest thereon to the redemption date. 

Sale, Exchange or Other lhmMe Disposition of a Note 

Upon the sale, exchange, redemption or other taxable disposition of a note, a U.S. holder will 
recognize taxable gam or loss equal to the difference between the amount realized on the sale, 
exchange, redemption or other taxable disposition and the holder’s adjusted tax basis in the note. For 
these purposes, the amount realized does not include any amount attributable to accrued interest. 
Amounts attributable to accrued interest are treated as interest as described under “-Payments of 
Interest” above. A US. holder’s adjusted tax basis in a note will generally be such holder’s cost for the 
note. Gain or loss realized on the sale, exchange, redemption or other taxable disposition of a note will 
generally be capital gain or loss and will be long-term capital gain or loss if at the time of the sale, 
exchange, redemption or other taxable disposition the note has been held by the holder for more than 
one year. The deductibility of capital losses is subject to limitations under the Code. 

M e d i m  Ihx 011 Unewned incone 

Certain U.S. holders who are individuals, estates or trusts will be subject to a 3.8% tax on all or a 
portion of their “net investment income”, which may include all or a portion of their interest on the 
notes and net gains upon a disposition of the notes. U.S. holders that are individuals, estates or trusts 
should consult their tax advisors regarding the applicability of the Medicare tax to any of their income 
or gains in respect of the notes. 

ln&ormati011 Reporting and Backup Withholding 

Information returns will be filed with the IRS in connection with payments on the notes and the 
proceeds from a sale or other disposition of the notes, unless the U.S. holder is an exempt recipient 
such as a corporation. A U.S. holder will be subject to U.S. backup withholding, currently at a rate of 
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28%, on these payments if the U.S. holder fails to provide its taxpayer identification number to the 
paying agent and comply with certain certification procedures or otherwise establish an exemption from 
backup withholding. Backup withholding is not an additional tax. The amount of any backup 
withholding from a payment to a U.S. holder will be allowed as a credit against the U.S. holder’s U.S. 
federal income tax liability and may entitle the US. holder to a refund, provided that the required 
information is timely furnished to the IRS. 

Non-U.S. Holders 

Azyments of 

Subject to the discussion below concerning backup withholding and FATCA withholding, payments 
of interest on a note received or accrued by a non-U.S. holder generally will not be subject to U.S. 
federal income or withholding tax, as long as the non-U.S. holder: 

does not conduct a trade or business in the United States with respect to which the interest is 

does not actually, indirectly or constructively own 10% or more of the total combined voting 

effectively connected, 

power of all classes of our stock entitled to vote, within the meaning of Section 871(h)(3) of the 
Code; 
is not a “controlled foreign corporation” with respect to which we are a “related person” within 
the meaning of Section 881(c)(3)(C) of the Code; 

is not a bank whose receipt of the interest is described in Section 881(c)(3)(A) of the Code; and 

satisfies the certification requirements described below. 

The certification requirements will be satisfied if either (a) the beneficial owner of the note timely 
certifies, under penalties of perjury, to us or to the person who otherwise would be required to 
withhold U.S. tax that such Owner is a non-U.S. holder and provides its name and address or (b) a 
custodian, broker, nominee or other intermediary acting as an agent for the beneficial owner (such as a 
securities clearing organization, bank or other financial institution that holds customers’ securities in 
the ordinary course of its trade or business) that holds the note in such capacity timely certifies, under 
penalties of perjury, to us or to the person who otherwise would be required to withhold U.S. tax that 
such statement has been received from the beneficial owner of the note by such intermediary, or by any 
other financial institution between such intermediary and the beneficial owner, and furnishes to us or 
to the person who otherwise would be required to withhold U.S. tax a copy thereof. In general, the 
foregoing certification may be provided on a properly completed IRS Form W-8BEN or W-8IMY, as 
applicable. 

to U.S. federal income tax withholding on payments of interest at a rate of 30% unless: 
A non-US. holder that is not exempt from tax under the foregoing rules generally will be subject 

the interest is effectively connected with a U.S. trade or business conducted by such holder (and, 
if an applicable income tax treaty so provides, is attributable to a permanent establishment 
maintained in the United States by the non-U.S. holder), in which case the non-U.S. holder will 
be subject to U.S. federal income tax on a net income basis at the rate applicable to U.S. 
holders generally; or 

an applicable income tax treaty provides for a lower rate of, or exemption from, withholding tax. 

A non-U.S. holder that is treated as a corporation for U.S. federal income tax purposes and has 
effectively connected interest income (as described in the first bullet point above) may also, under 
certain circumstances, be subject to an additional “branch profits tax,” which is generally imposed on a 
foreign corporation on the deemed repatriation from the United States of effectively connected 

S-36 

APSl5384 
Page 77 of 21 7 



Attachment C 
Page 20 of 57 

earnings and profits, at a 30% rate, unless the rate is reduced or eliminated by an applicable income 
tax treaty. 

’Ib claim the benefit of an income tax treaty or to claim exemption from withholding because 
income is effectively connected with a U.S. trade or business, the non-U.S. holder must timely provide 
the appropriate, properly executed IRS forms. Certification to claim income is effectively connected 
with a U.S. trade or business is generally made on IRS Form W-8ECL Certification to claim the 
benefit of an income tax treaty is generally made on IRS Form W-HBEN. These forms may be required 
to be periodically updated. 

Sale, Exlduurge or Other T d e  Disposition of a Note 

A non-U.S. holder generally will not be subject to U.S. federal income tax on any gain realized on 
the sale, exchange, redemption or other taxable disposition of a note unless (a) such gain is effectively 
connected with the conduct by the non-U.S. holder of a U.S. trade or business (and, if an applicable 
income tax treaty so provides, is attributable to a permanent establishment maintained in the United 
States by the non-US. holder) or @) in the case of a non-U.S. holder who is an individual, the holder 
is present in the United States for 183 days or more during the taxable year in which such gain is 
realized and certain other conditions exist. 

kcept to the extent that an applicable income tax treaty otherwise provides, generally a non-U.S. 
holder that is described in clause (a) above will be taxed in the same manner as a U.S. holder with 
respect to gain that is effectively connected with the non-US. holder’s conduct of a U.S. trade or 
business and such a non-U.S. holder that is treated as a corporation for U.S. federal income tax 
purposes may also, under certain circumstances, be subject to the branch profits tax as described above. 
Except to the extent that an applicable income tax treaty otherwise provides, an individual non-US. 
holder who is described in clause (b) above will be subject to a flat 30% tax on gain derived from the 
sale or other disposition, which may be offset by certain U.S. source capital loses. 

Payments of interest to a non-U.S. holder generally will be reported to the IRS and to the 
non-U.S. holder. Copietj of applicable IRS infomation returns may be made available under the 
provisions of a s p d i c  tax treaty or agreement to the tax authorities of the country in which the 
non-U.S. holder resides. Non-U.S. holders are generally exempt from backup withholding, currently at a 
rate of 28%, and additional information reporting on payments of principal, premium (if any), or 
interest, provided that the non-U.$. holder (a) certifies its nonresident status on the appropriate IRS 
form (or a suitable substitute form) and certain other conditions are met or (b) otherwise establishes 
an exemption. Backup withholding is not an additional tax. Any backup withholding generally will be 
allowed as B credit or refund against the non-U.S. holder’s U.S. federal income tax liability, provided 
that the required information is timely furnished to the IRS. 

Legislation known as the “Foreign Account ?fur Compliance Act” or ‘‘FATCA,” when applicable, 
and recent guidance issued by the IRS regarding the implementation of FATCA, generally will impose 
a U.S. federal Withholding tax of 30% on interest on a debt obligation paid on or after July 1,2014, 
and the gross proceeds from the disposition of a debt obligation paid on or after January 1, 2017, to 
non-U.S. financial institutions and other non4J.S. entities that fail to comply with certain certification 
and information reporting requirements. However, under such recent guidance from the IRS, the 
obligation to withhold under FATCA will not apply to a debt obligation issued before July 1, 2014 
unless the debt obligation is significantly modified and deemed reissued for U.S. federal income tax 
purposes on or after July 1,2014. Accordingly, withholding under FA- will not apply to payments 
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on the notes, or the gross proceeds from the disposition of the notes, unless the notes are so 
significantly modified and deemed reissued on or after July 1, 2014. Prospective purchasers of the notes 
should consult their own tax advisors regarding the effect, if any, of the FATCA rules for them based 
on their particular circumstances. 
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UNDXRWRTI'ING 

Citigroup Global Markets I C . ,  Merrill Lynch, Pierce, Fenner & Smith Incorporated, UBS 
Securities LLC and U.S. Bancorp Investments, Inc. are acting as the representatives of the underwriters 
and as joint book-running managers. Under the terms and subject to the conditions of an underwriting 
agreement dated the date of this prospectus supplement, which will be filed as an exhibit to a current 
report on Form 8-K and incorporated by reference in this prospectus supplement and the 
accompanying prospectus, each of the underwriters named below has severally agreed to purchase from 
us, and we have agreed to sell to them, severally, the principal amount of notes shown opposite its 
respective name below: 

UdfXWTiters 

Citigroup Global Markets Inc. ............................ 
Merrill Lynch, Pierce, Fenner & Smith 

Incorporated. ............................... 
UBS Securities UC ................................... 
U.S. Bancorp Investments, Inc. ........................... 
Blaylock Robert Van, LLC. .............................. 
Drexel Hamilton, LLC ................................. 
The Williams Capital Group, LF'. ......................... 

Principal Amount 
OF 

Notes 

$ 56,250,000 

56,250,000 
56,250,000 
56,250,000 
8,334,000 
8,333,000 
8,333,000 

Total.. ........................................... $250,000,000 

The underwriting agreement provides that the obligations of the underwriters to purchase the 
notes included in this offering are several and not joint and are subject to approval of legal matters by 
counsel and to other conditions. The underwriters are obligated to purchase all of the notes if they 
purchase any of the notes. 

The underwriters propose to offer the notes directly to the public at the public offering price 
presented on the cover page of this prospectus supplement and may offer the notes to selected dealers, 
which may include the underwriters, at the public offering price less a selling concession not in excess 
of 0.50% of the principal amount of the notes. The underwriters may allow, and dealers may reallow, a 
concession not to exceed 0.35% of the principal amount of the notes on sales to other dealers. After 
the initial offering of the notes to the public, the underwriters may change the public offering price and 
other selling terms. 

The following table summarizes the underwriting discounts and commissions to be paid to the 
underwriters by us (expressed as a percentage of the principal amount of the notes). The underwriting 
discount is the difference between the offering price and the amount the underwriters pay to purchase 
the notes from us. 

Per Note ....................... 
Paid by ArizoDs Public 

Senice Company 

................. 0.875% 

The notes are a new issue of securities with no established trading market. We do not intend to 
apply for the notes to be listed on any securities exchange or to be quoted on any quotation system. 
One or more of the underwriters intend to make a secondary market for the notes. However, they are 
not obligated to do so and may discontinue making a secondary market at any t h e  without notice. No 
assurance can be given as to how liquid the trading market for the notes will be. 

, 

In order to facilitate this offering of the notes, the underwriters may engage in transactions that 
stabilize, maintain or otherwise affect the price of the notes. These transactions may include 
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over-allotment, syndicate covering transactions and stabilizing transactions. Over-allotment involves 
syndicate sales of notes in excess of the principal amount of notes to be purchased by the underwriters 
in this offering, which creates a syndicate short position. Syndicate covering transactions involve 
purchases of notes in the open market after the distribution has been completed in order to cover 
syndicate short positions. Stabilizing transactions consist of certain bids or purchases of the notes made 
for the purpose of preventing or retarding a decline in the market price of the notes while this offering 
is in progress. 

The underwriters also may impose a penalty bid. Penalty bids permit the underwriters to reclaim a 
selling concession from a syndicate member when the representatives of the underwriters, in covering 
syndicate short positions or making stabilizing purchases, repurchase notes originally sold by that 
syndicate member. 

of the notes. They may also cause the price of the notes to be higher than the price that otherwise 
would exist in the open market in the absence of these transactions. The underwriters may conduct 
these transactions in the over-the-counter market or otherwise. If the underwriters commence any of 
these transactions, they may discontinue them at any time. 

We estimate that the total expenses of the offering payable by us, excluding underwriting discounts 
and commissions, will be approximately $504,150. 

Certain of the underwriters and/or their affiliates have performed investment banking, commercial 
banking and/or advisory services for us and/or our affiliates from time to time for which they have 
received customary fees and expenses. Affiliates of certain of the underwriters are lenders to us and/or 
our affiliates under our credit facilities. The underwriters and/or their affiliates may, from time to time, 
engage in transactions with and perform services for us and our affiliates in the ordinary course of their 
business. 

may make or hold a broad array of investments and actively trade debt and equity securities (or related 
derivative securities) and financial instruments (including bank loans) for their own account and for the 
accounts of their customers. Such investments and securities activities may involve securities and/or 
instruments of ours or our affiliates. Certain of the underwriters or their affiliates that have a lending 
relationship with us routinely hedge their credit exposure to us consistent with their customary risk 
management policies. mically, such underwriters and their affiliates would hedge such exposure by 
entering into transactions which consist of either the purchase of credit default swaps or the creation of 
short positions in our securities, including potentially the notes offered hereby. Any such credit default 
swaps or short positions could adversely affect future trading prices of the notes offered hereby. The 
underwriters and their affiliates may also make investment recommendations and/or publish or express 
independent research views in respect of such securities or financial instruments and may hold, or 
recommend to clients that they acquire, long and/or short positions in such securities and instruments. 

including liabilities under the Securities Act of 1933, as amended, and to contribute to payments that 
the underwriters may be required to make for these liabilities. 

Any of these activities may have the effect of preventing or retarding a declie in the market price 

In addition, in the ordinary course of their business activities, the underwriters and their affiliates 

We have agreed to indemnify the underwriters against certain liabilities relating to the offering, 

EXPERTS 

The consolidated financial statements of Arizona Public Service Company, and the related 
consolidated financial statement schedule, incorporated in this prospectus supplement and the 
accompanying prospectus by reference from Arizona Public Service Company’s Annual Report on 
Form 10-K for the year ended December 31,2012, and the effectiveness of Arizona Public Service 
Company’s internal control over financial reporting, have been audited by Deloitte & ’Ibuche W, an 
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independent registered public accounting firm, as stated in their report, incorporated herein by 
reference, which report (i) expresses an unqualified opinion on the financial statements and financial 
statement schedule and includes an explanatory paragraph referring to the adoption of amended 
guidance on the presentation of comprehensive income and (ii) expresses an unqualified opinion on the 
effectiveness of internal control over financial reporting. Such consolidated financial statements and 
consolidated financial statement schedule have been so incorporated in reliance upon the report of 
such firm given upon their authority as experts in accounting and auditing. 

LJXGAL OPINIONS 

Certain legal matters with respect to the offering of the notes described in this prospectus 
supplement will be passed upon for us by David l? Wck, our Executive Vice President, General 
Counsel & Secretary, and for the underwriters by Pillsbuxy Winthrop Shaw Pittman Up, New York, 
New York Mr. Falck is regularly employed by us, participates in various Pinnacle West employee 
benefit plans under which he may receive shares of common stock and currently beneficially owns less 
than one percent of the outstanding shares of common stock of Pinnacle West. In giving his opinion, 
Mr. Falck may rely as to all matters of New York law upon the opinion of Pillsbury Winthrop Shaw 
Pittmaa UF? 
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Prospectus 

PINNACLE W S T  CAPITAL CORPORATION 
Unsecured Debt Securities 

Preferred Stock 
Common Stock 

ARIZONA PUBLIC SERVICE COMPANY 
Unsecured Debt Securities 

We may offer and sell these s d t i e s  from time to time in one or more offerings. This prospectus 
provides you with a general description of the securities we may offer. 

Each time we sell these securities, we will provide a supplement to this prospectus that contains 
specific information about the offering and the terms of the securities, including the plan of distribution 
for the securities. You should carefully read this prospectus and any supplement, as well as the 
documents incorporated by reference in this prospectus, before you invest in any of these securities. 

See “Risk Factors” beginning on page 2 of this prospectus where we describe 
certain factors you should consider in making an investment decision. 

Our principal executive offices are located at 400 North Fifth Street, PO. Box 53999, Phoenix, 
Ariina 85072-3999. Our telephone number is (602) 250-1000. 

Pinnacle West’s common stock is listed on the New York Stock Exchange under the symbol 
“PNW.” Unless otherwise indicated in a supplement to this prospectus, the other securities offered 
hereby will not be listed on a national securities exchange. 

NEKTHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE 
SECURlTIES COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR 
PASSED UPON THE ADEQUACY OR ACCURACY OF THIS PROSPECTUS. ANY 
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 

We may offer and sell these securities directly to purchasers, through agents, dealers, or 
underwriters as designated from time to time, or through a combination of these methods. If any 
agents, dealers or underwriters are involved in the sale of any securities, the relevant prospectus 
supplement will set forth any applicable commissions or discounts. 

The date of this prospectus is April 24, 2012 
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RISK FACTORS 

We include a discussion of risk factors relating to our business and an investment in our securities 
in our Annual Reports on Form 10-K and Quarterly Reports on Form 10-Q filed from time to time by 
us with the Securities and Exchange Commission (the “SEXY). These reports are incorporated by 
reference in this prospectus. See “Where You Can Find More Information.” We describe an additional 
risk of investment in our securities below. We may also describe additional risks related to our 
securities in a prospectus supplement from time to time. Before purchasing our securities, you should 
carefully consider the risk factors we describe in those reports, in this prospectus and in any prospectus 
supplement. Although we try to discuss key risks in the risk factor descriptions, please be aware that 
other risks may p m e  to be important in the future. New risks may emerge at any time and we cannot 
predict these risks or estimate the extent to which they may affect our business, financial condition, 
cash flows or operating results. 

In addition to the general risks that we describe in ow SEC reports, you should consider the 
following additional risk before investing in our securities. 

Risk kctoor Relating to Unsecured Debt Securities 

An established trading market for the unsecured debt securities does not exist and may not 
develop. Unless the applicable prospectus supplement specifies otherwise, we do not intend to apply for 
listing of the unsecured debt securities on any securities exchange or for quotation on any automated 
dealer quotation system. The liquidity of any market for the unsecured debt securities will depend on 
the number of holders of the securities, the interest of securities dealers in making a market in the 
unsecured debt securities, and other factors. If an active trading market does not develop, the market 
price and liquidity of the unsecured debt securities may be adversely affected. If the unsecured debt 
securities are traded, they may trade at a discount from their initial offering price depending upon 
prevailing interest rates, the market for similar securities, general economic conditions, our 
performance and business prospects, and certain other factors. 

ABOUT THIS P R O S P r n S  

This prospectus is part of a shelf registration statement that we filed with the SEC. By using a 
shelf registration statement, we may sell, from time to time, in one or more offerings, any combination 
of the securities described in this prospectus. In this prospectus we may refer to the unsecured debt 
securities, preferred stock and common stock that may be offered by Pinnacle West Capital 
Corporation (“Pinnacle West”) and the unsecured debt securities that may be offered by Arizona 
Public Service Company (“APS”) collectively as the “securities.” 

we offer securities, we will provide you with a prospectus supplement and, if applicable, a pricing 
supplement. The prospectus supplement and any applicable pricing supplement will describe the 
specific terms of the securities being offered. The prospectus supplement and any applicable pricing 
supplement may also add to, update or change the information in this prospectus. If there is any 
inconsistency between the information in this prospectus and in any supplement, you should rely on the 
information in the supplement. In addition, the registration statement we filed with the SEC includes 
exhibits that provide more details about the securities. 

You should rely only on the information contained or incorporated by reference in this prospectus, 
any prospectus supplement and any pricing supplement. See “Where You Can Find More Information.” 

This prospectus provides you with a general description of the securities we may offer. Each time 
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We are not making an offer to sell these securities in any jurisdiction where the offer or sale is not 
permitted. 

You should assume that the information appearing in this prospectus and any supplement to this 
prospectus is accurate only as of the dates on their covers and that information incorporated by 
reference is accurate only as of the date of the report that is incorporated, unless, in either case, the 
information is given as of another specific date. Our business, financial condition, results of operations, 
and prospects may have changed Since those dates. 

FORWARD-LOOKING STATEMENTS 

This prospectus, any accompanying prospectus supplement, and the information contained or 
incorporated by reference in this prospectus may contain forward-looking statements based on current 
expectations, and we assume no obligation to update these statements, even if our internal estimates 
change, except as required by applicable law. These forward-looking statements are often identified by 
words such as “estimate,” “predict,” “may,” “believe,” “plan,” “expect,” “require,” “intend,” “assume” 
and similar words. Because actual results may differ materially from eqectations, we caution readers 
not to place undue reliance on these statements. A number of factors could cause future results to 
differ materially from historical results, or from results or outcomes currently expected or sought by us. 
In addition to the Risk Factors described above, these factors include, but are not limited to: 

0 

a 

our ability to achieve timely and adequate rate recovery of our costs, including returns on debt 
and equity capital; 

our ability to manage capital expenditures and other costs while maintaining reliability and 
customer service levels; 

variations in demand for electricity, including those due to weather, the general economy, 
customer and sales growth (or decline), and the effects of energy conservation measures and 
distributed generation; 

power plant and transmission system performance and outages; 

volatile fuel and purchased p e r  costs; 

fuel and water supply availability; 

regulatory and judicial decisions, developments and proceedings; 

new legislation or regulation, including those relating to environmental requirements and nuclear 
plant operations; 
our ability to meet renewable energy and energy efficiency mandates and recover related costs; 

risks inherent in the operation of nuclear facilities, including spent fuel disposal uncertainty; 

Competition in retail and wholesale power markets; 

the duration and severity of the economic decline in Arizona and current real estate market 
conditions; 
the cost of debt and equity capital and the ability to access capital markets when required; 

changes to our credit ratings; 
the investment performance of the assets of our nuclear decommissioning trust, pension, and 
other postretirement benefit plans and the resulting impact on future funding requirements; 

the liquidity of wholesale power markets and the use of derivative contracts in our business; 
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new accounting requirements or new interpretations of existing requirements; 

generation, transmission and distribution facility and system conditions and operating costs; 

the ability to meet the anticipated future need for additional baseload generation and associated 

. the willingness or ability of our counterparties, power plant participants and power plant land 

transmission facilities in our region; 

owners to meet contractual or other obligations or extend the rights for continued power plant 
operations; 

technological developments affecting the electric industry; and 

restrictions on dividends or other provisions in our credit agreements and Arizona Corporation 

We generally update these factors in each of our Annual Reports on Form 10-K and Quarterly 
Reports on Form 1 0 4  filed with the SEC. We claim the protection of the safe harbor for forward- 
looking statements contained in the Private Securities Litigation Reform Act of 1995 for any forward- 
looking statements contained or incorporated by reference in this prospectus or any prospectus 
supplement. 

Commission (“ACC”) orders. 

WHERE YOU CAN FIND MORE INPORMATION 

Available Information 

We file annual, quarterly, and current reports and other information with the SEC. Our SEC 
filings are available to the public over the Internet at the SEC’s website: http://www.sec.gov. You may 
also read and copy any materials we file with the SEC at the SEC‘s public reference room, at 
100 F Street, N.E., Washington, D.C. 20549. You may obtain information on the operation of the public 
reference room by calling the SEC at 1-800-SEC-0330. Our filings with the SEC are also available on 
pinnacle West’s website at http:/iwww.pinnaclewest.com. The other information on Pinnacle West’s 
website is not part of this prospectus, any prospectus supplement or any pricing supplement. 

I 

Incorporation by Reference I 
The SEC allows us to incorporate by reference the information we file with them, which means 

that we can disclose important information to you by referring you to those documents. The 
information incorporated by reference is considered to be part of this prospectus, except for 
information superseded by information in this prospectus, and later information that we file with the 
SEC will automatically update and supersede this infomation. We incorporate by reference the 
documents listed below and any future filings we make with the SEC under Section 13(a), 13(c), 14 or 
15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), (SEC file No. 1-8962 
for Pinnacle West and No. 1-4473 for APS) prior to the termination of this offering, excluding, in each 
case, information deemed furnished and not filed. 

Pinnade West Capital Corporation: I 
Pinnacle West Capital Corporation’s Annual Report on Form 10-K for the fiscal year ended 

Pinnacle West Capital Corporation’s Current Reports on Form 8-K filed January’9, 2012, 

December 31,2011; 

January 12,2012, February 3, 2012 and April 18,2012; and 
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The description of Pinnacle Wests common stock included in its registration statement on 
Form 8-B, File No. 1-8962, as filed on July 25,1985, and any amendment or report that we have 
fiIed (or will file after the date of this prospectus and prior to the termination of this offering) 
for the purpose of updating such description, including Pinnacle West's Current Report on 
Form 8-K filed with the SEC on June 28,2011. 

Arizona Public Service Company: . Arizona Public Service Company's Annual Report on Form 10-K for the fiscal year ended 

Arizona Public Service Company's Current Reports on Form 8-K fled January 9,2012, 

These documents contain important information about us and our financials. We will provide to 
each person, including any beneficial owner, to whom a prospectus is delivered, a copy of any or all of 
the information that has been incorporated by reference in this prospectus but not delivered with this 
prospectus. You may request a copy of these filings, at no cost, by writing, telephoning or contacting us 
through our website at the following: 

December 31,2011; and 

January 12,2012, February 3, 2012 and April 18, 2012. 

. 

Pinnacle West Capital Corporation Arizona Public Service Company 
Office of the Secretary Office of the Secretary 
Station 8602 Station 8602 
PO. Box 53999 RO. Box 53999 
Phoenix, Arizona 85072-3999 Phoenix, Ariina 85072-3999 
(602) 250-4400 (602) 250-4400 

Or online at www.pinnaclewest.com. 

THE COMPANIES 

Pinnacle West was incorporated in 1985 under the laws of the State of Arizona and owns all of the 
outstanding equity securities of APS, its major subsidiary. APS is a vertically-integrated electric utility 
that provides either retail or wholesale electric service to most of the state of Arizona, with the major 
exceptions of about one-half of the Phoenix metropolitan area, the 'Jbcson metropolitan area and 
Mohave County in northwestern Arizona. 

PO Box 53999, Phoenix, Arizona 85072-3999, and the telephone number is 602-250-1000. 
The principal executive offices of Pinnacle West and Aps are located at 400 North Fifth Street, 

USE OF PROCEEDS 

Pinnacle West intends to use the proceeds from the sale of these securities for general corporate 
purposes, which may include the repayment of indebtedness, capital expenditures, the funding of 
working capital, acquisitions, stock repurchases and/or capital infusions into one or more of its 
subsidiaries for any of those purposes. APS intends to use the proceeds from the sale of these 
securities to finance its construction, resource acquisition and maintenance programs, to redeem or 
retire outstanding securities, to fund working capital and/or to repay or refund other outstanding 
long-term or short-term debt. Any specific use of proceeds from the sale of securities will be set forth 
in the prospectus supplement relating to each offering of these securities. 
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GENERAL DESCRIPTION OF THE SEcUIU“ES 

Pinnacle West, directiy or through agents, dealers or underwriters that it designates, may offer and 
sell, from time to time, an indeterminate amount of: 

its unsecured debt securities, in one or more series, which may be senior unsecured debt 
securities or subordinated unsecured debt securities, in each case consisting of notes or other 
unsecured evidences of indebtedness; 

shares of its preferred stock; 
shares of its common stock; or 

any combination of these securities. 

APS, directly or through agents, dealers or underwriters that it designates, may offer and sell, from 
time to time, an indeterminate amount of its senior unsecured debt securities, in one or more series, 
consisting of notes or other unsecured evidences of indebtedness. 

Pinnacle West and APS may offer and sell these securities either individually or as units consisting 
of one or more of these securities, each on terms to be determined at the time of sale. Pinnacle West 
may issue unsecured debt securities and/or shares of preferred stock that are exchangeable for and/or 
convertible into common stock or any of the other securities that it may sell under this prospectus. 
When particular securities are offered, a supplement to this prospectus will be delivered with this 
prospectus, which will describe the terms of the offering and sale of the offered securities. 

DESCRIPTION OF PINNACLE WEST UNSECURED DEBT SECUIUTES 

General 

The following description highlights the general terms of the unsecured debt securities that 
Pinnacle West may offer. In this description, we will refer to the unsecured debt securities as “debt 
securities.” When we use the terms “we,” “us,” “our,” and like terms in this description, we are 
referring to Pinnacle West. When we offer debt securities in the future, the prospectus supplement will 
explain the particular terms of those securities and the extent to which any of these general provisions 
will not apply. 

We can issue an unlimited amount of debt securities under the indentures listed below. We can 
issue debt securities from time to time and in one or more series as determined by us. In addition, we 
can issue debt securities of any series with terms different from the terms of debt securities of any 
other series and the terms of particular debt securities within any series may differ from each other, all 
without the consent of the holders of previously issued series of debt securities. If specified in a 
prospectus supplement relating to an offering of debt securities, from time to time, without notice to, 
or the consent of, the existing holders of any series of debt securities then outstanding, we may create 
and issue additional debt securities equal in rank and having the same maturity, payment terms, 
redemption features, and other terms as the debt securities of such series, except for the issue date of 
the additional debt securities, the public offering price of the additional debt securities, the payment of 
interest accruing prior to the issue date of the additional debt securities and (under some 
circumstances) the first payment of interest following the issue date of the additional debt securities, 
The additional debt securities may be consolidated and form a single series with previously issued debt 
securities of the affected series. 
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The debt securities will be our direct, unsecured obligations. The debt securities may be issued in 

an Indenture, dated as of December 1,2000, as amended from time to time, between The Bank 
one or more series under. 

of New York Mellon %st Company, N.A., successor to The Bank of New York Mellon, as 
trustee, and us, in the case of senior debt securities; or 

an Indenture, dated as of December 1,2000, as amended from time to time, between The Bank 
of New York Mellon h s t  Company, N.A., successor to The Bank of New York Mellon, as 
trustee, and us, in the case of subordinated debt securities. 

Because we are structured as a holding company, all existing and future indebtedness and other 
liabilities of our subsidiaries will be effectively senior in right of payment to our debt securities, 
whether senior debt securities or subordinated debt securities. Neither of the above Indentures limits 
our ability or the ability of our subsidiaries to incur additional indebtedness in the future. The assets 
and cash flows of our subsidiaries will be available, in the first instance, to service their own debt and 
other obligations and our ability to have the benefit of their assets and cash flows, particularly in the 
case of any insolvency or financial distress affecting our subsidiaries, would arise only through our 
equity ownership interests in our subsidiaries and only after their creditors had been satisfied. 

We have summarized the material provisions of the Indentures below. We have filed the senior 
and subordinated Indentures as exhibits to the registration statement. You should read the Indentures 
in their entirety, including the definitions, together with this prospectus and the prospectus supplement 
before you make any investment decision in our debt securities. Although separate Indentures are used 
for subordinated debt securities and senior debt securities, references to the “Indenture” and the 
description of the “Indenture” in this section apply to both Indentures, unless otherwise noted. 

securities for information about a series of debt securities, including: 
You should refer to the prospectus supplement used in connection with the offering of any debt 

title of the debt securities; 

the aggregate principal amount of the debt securities or the series of which they are a part; 

the date on which the debt securities mature; 

the interest rate; 

when the interest on the debt securities accrues and is payable; 

the record dates for the payment of interest; 

places where principal, premium, or interest will be payable; 

periods within which, p r k s  at which, and terms upon which we can redeem debt securities at 

any obligation on our part to redeem or purchase debt securities pursuant to a sinking fund or 

denominations and multiples at which debt securities will be issued if other than $1,ooO, 

any index or formula from which the amount of principal or any premium or interest may be 

any allowance for alternative currencies and determination of value; 

whether the debt securities are defeasible under the terms of the Indenture; 

whether we are issuing the debt securities as global securities; 

our option; 

at the option of the holder; 

determined; 
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any additional or different events of default and any change in the right of the trustee or the 

any addition to or change in the menants in the Indenture; and 

any other terms. 

We may sell the debt securities at a substantial discount below their principal amount. The 
prospectus supplement may describe special federal income tax considerations that apply to debt 
securities sold at an original issue discount or to debt securities that are denominated in a currency 
other than United States dollars. 

securities on any securities exchange. 

of debt securities would not be protected by the covenants in the Indenture from a highly-leveraged 
transaction. 

holders to declare the principal amount due and payable if there is any default; 

Unless the applicable prospectus supplement specifies otherwise, we do not intend to list the debt 

Other than the protections described in this prospectus and in the prospectus supplement, holders 

Subordination 

The Indenture relating to the subordinated debt securities states that, unless otherwise provided in 
a supplemental indenture or a board resolution or officers’ certificate establishing a series of debt 
securities, the debt securities will be subordinate to all senior debt. This is true whether the senior debt 
is outstanding as of the date of the Indenture or is incurred afterwards. The balance of the information 
under this heading assumes that a supplemental indenture or a board resolution results in a series of 
debt securities being subordinated obligations. 

The Indenture states that we cannot make payments of principal, premium, or interest on the 
subordinated debt if: 

the principal, premium or interest on senior debt is not paid when due and the applicable grace 

the maturity of any senior debt has been accelerated because of a default. 

The Indenture provides that we must pay all senior debt in full before the holders of the 

period for the default has ended and the default has not been cured or waived, or 

subordinated debt securities may receive or retain any payment if we make any payment to our 
creditors or our assets are distributed to our creditors, with certain exceptions, upon any of the 
following: 

dissolution; 

winding up; 

liquidation; 

reorganization, whether voluntary or involuntary; 

bankruptcy; 

insolvenq, 

receivership; or 
any other proceedings. 

The Indenture provides that when all amounts owing on the senior debt are paid in full, the 
holders of the subordinated debt securities will be subrogated to the rights of the holders of senior debt 
to receive payments or distributions applicable to senior debt. 
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The Indenture defines senior debt as the principal, premium, interest and any other payment due 
under any of the following, whether outstanding at the date of the Indenture or thereafter incurred, 
created or assumed: 

all of our debt evidenced by notes, debentures, bonds, or other securities we sell for money; 

all debt of others of the kinds described in the preceding bullet point that we assume or 

all renewals, extensions, or refundings of debt of the kinds described in either of the two 

However, the preceding will not be considered senior debt if the document creating the debt or 
the assumption or guarantee of the debt states that it is not superior to or that it is on equal footing 
with the subordinated debt securities. 

I 
guarantee in any manner; and 

preceding bullet points. 

The Indenture does not limit the aggregate amount of senior debt that we may issue. 

Form, Exchange, and 'lhnsfer 

addition, unless otherwise specified in a prospectus supplement, the debt securities will be issued in 
denominations of $1,000 and multiples of $l,OOO. We, the trustee, and any of our agents may treat the 
registered holder of a debt security as the absolute owner for the purpose of making payments, giving 
notices, and for all other purposes. 

in authorized denominations and equal principal amount.. However, this type of exchange will be 
subject to the terms of the Indenture and any limitations that apply to global securities. 

registrar or transfer agent we designate. The holder will not be charged for any exchange or 
registration of transfer, but we may require payment to cover any tax or other governmental charge in 
connection with the transaction. We have appointed the trustee under each Indenture as security 
registrar. A prospectus supplement will name any transfer agent we designate for any debt securities if 
different from the security registrar. We may designate additional transfer agents or rescind the 
designation of any transfer agent or approve a change in the office through which any transfer agent 
acts at any time, except that we will maintain a transfer agent in each place of payment for debt 
securities. 

If the debt securities of any series and/or specified tenor are to be redeemed, we will not be 
required to do any of the following: 

issue, register the transfer of, or exchange any debt securities of that series andlor tenor 

Each series of debt securities will be issuable only in fully registered form and without coupons. In 
I 

The holders of debt securities may exchange them for any other debt securities of the same series, 

A holder may transfer debt securities by presenting the endorsed security at the office of a security 

beginning 15 days before the day of mailing of a notice of redemption of any such debt security 
that may be selected for redemption and ending at the close of business on the day of the 
mailing; or 
register the transfer of or exchange any debt security selected for redemption, except for the 
unredeemed portion of a debt security that is being redeemed in part. 

Payment and Paying Agents 

security on any interest payment date to the person in whose name the debt security is registered on 
the regular record date for such interest payment date. 

Unless otherwise indicated in the applicable prospectus supplement, we will pay interest on a debt 

9 

APSI 5384 
Page 92 of 21 7 



Attachment C 
Page 35 of 57 

Unless otherwise indicated in the applicable prospectus supplement, the principal, premium, and 
interest on the debt securities of a particular series will be payable at the office of the paying agents 
that we may designate. However, we may pay any interest by check mailed to the address, as it appears 
in the security register, of the person entitled to that interest. Also, unless otherwise indicated in the 
applicable prospectus supplement, the corporate trust office of the trustee in The City of New York will 
be our sole paying agent for payments with respect to debt securities of each series. Any other paying 
agent that we initially designate for the debt securities of a particular series will be named in the 
applicable prospectus supplement. We may at any time designate additional paying agents or rescind 
the designation of any paying agent or approve a change in the office through which any paying agent 
acts, except that we will maintain a paying agent in each place of payment for the debt securities of a 
particular series. 

All money that we pay to a paying agent for the payment of the principal, premium, or interest on 
any debt security that remains unclaimed at the end of two years after the principal, premium, or 
interest has become due and payable will be repaid to us, and the holder of the debt security may look 
only to us for payment. 

Consolidation, Merger, and Sale of Assets 

Unless otherwise indicated in the applicable prospectus supplement, we may not: 

consolidate with or merge into any other entity; 

convey, transfer, or lease our properties and assets substantially as an entirety to any entity; or 

9 permit any entity to consolidate with or merge into us or convey, transfer, or lease its properties 
and assets substantially as an entirety to us, 

unless the following conditions are met: 

the successor entity is a corporation, partnership, unincorporated organization or trust organized 
and validly existing under the laws of any domestic jurisdiction and assumes our obligations on 
the debt securities and under the Indenture; 

immediately after giving effect to the transaction, no event of default, and no event which, after 
notice or lapse of time or both, would become an event of default, shall have occurred and be 
continuing; and 

other conditions are met. 

Upon any such merger, consolidation, or transfer or lease of properties, the successor person will 
be substituted for us under the Indenture, and, thereafter, except in the case of a lease, we will be 
relieved of all obligations and covenants under the Indenture and the debt securities. 

Events of Default 

Each of the following will be an event of default under the Indenture with respect to debt 

our failure to pay principal of or any premium on any debt security of that series when due; 

9 our failure to pay any interest on any debt securities of that series when due, and the 

our failure to deposit any sinking fund payment, when due, in respect of any debt securities of 

securities of any series: 

continuance of that failure for 30 days; 

that series; 
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our failure to perform any of our other covenants in the Indenture relating to that series and 
the continuance of that failure for 90 days after written notice has been given by the trustee or 
the holders of at least 25% in principal amount of the outstanding debt securities of that series; 

bankruptcy, insolvency, or reorganization events involving us; and 

any other event of default for that series described in the applicable prospectus supplement. 

If an event of default occurs and is continuing, other than an event of default relating to 
bankruptcy, insolvency, or reorganization, either the trustee or the holders of at least 25% in aggregate 
principal amount of the outstanding debt securities of the affected series may declare the principal 
amount of the debt securities of that series to be due and payable immediately. In the case of any debt 
security that is an original issue discount security, the trustee or the holders of at least 25% in 
aggregate principal amount of the outstanding debt securities of that series may declare the portion of 
the principal amount of the debt security specified in the terms of such debt security to be immediately 
due and payable upon an event of default. 

If an event of default involving bankruptcy, insolvency, or reorganization occurs, the principal 
amount of all the debt securities of the affected series will automatically, and without any action by the 
trustee or any holder, become immediately due and payable. After any acceleration, but before a 
judgment or decree based on acceleration, the holders of a majority in aggregate principal amount of 
the outstanding debt securities of that series may rescind and annul the acceleration if all events of 
default, other than the non-payment of accelerated principal, have been cured or waived as provided in 
the Indenture. 

The trustee will be under no obligation to exercise any of its rights or powers under the Indenture 
at the request or direction of any of the holders, unless the holders have offered the trustee reasonable 
indemnity. The holders of a majority in principal amount of the outstanding debt securities of any 
series will have the right to direct the time, method, and place of conducting any proceeding for any 
remedy available to the trustee, or exercising any trust or power conferred on the trustee, with respect 
to the debt securities of that series, provided that: 

such direction shall not be in conflict with law or the Indenture; 

9 the trustee may take any other action not inconsistent with such direction; and 

subject to the pmkions of the Indenture, the trus!ee may decline to follow such direction if it 
determines in good faith that the proceedings so directed would involve the trustee in personal 
liability. 

No holder of a debt security of any series will have any right to institute any proceeding under the 
Indenture, or for the appointment of a receiver or a trustee, or for any other remedy under the 
Indenture, unless: 

the holder has previously given the trustee written notice of a continuing event of default with 

the holders of at least 25% in aggregate principal amount of the outstanding debt securities of 

respect to the debt securities of that series; 

that series have made written request, and the holder or holders have offered reasonable 
indemnity, to the trustee to institute the proceeding as trustee; and 

the trustee has failed to institute the proceeding, and has not received from the holders of a 
majority in aggregate principal amount of the outstanding debt securities of that series a 
direction inconsistent with the request within 60 days after the notice, request, and offer of 
indemnity. 

11 

APSl5384 
Page 94 of 21 7 



Attachment C 
Page 37 of 57 

The limitations provided abwe do not apply to a suit instituted by a holder of a debt security for 
the enforcement of payment of the principal, premium, or interest on the debt security on or after the 
applicable due date. 

We are required to furnish to the trustee annually a certificate of various officers stating whether 
or not we are in default in the performance or observance of any of the terms, provisions, and 
conditions of the Indenture and, if so, specifying all known defaults. 

Modification and Waiver 

In limited cases, we and the trustee may make modifications and amendments to the Indenture 
without the consent of the holders of any series of debt securities, including to cure any ambiguity, to 
correct or supplement any provision in the Indenture that is defective or inconsistent with any other 
provision, or to make other provisions with respect to matters or questions arising under the Indenture, 
but such action shall not adversely affect the interests of the holders of the debt securities of any series 
in any material respect. We and the trustee may also make modifications and amendments to the 
Indenture with the consent of the holders of not less than 66?4% in aggregate principal amount of the 
outstanding debt securities of each series affected by the modification or amendment. However, without 
the consent of the holder of each outstanding debt security affected, no modification or amendment 
may: 

change the stated maturity of principal of or interest on any debt security; 

reduce the principal amount of any debt security or the rate of interest thereon or any premium 
payable on redemption thereof; 

reduce the amount of principal of an original issue discount security or any other debt security 
payable upon acceleration of the maturity of the security; 

* change the stated maturity of the principal of, or any installment of principal of or interest on, 
any debt security; 

change the place or currency of payment of principal of, or any premium or interest on, any 
debt security; 
impair the right to institute suit for the enforcement of any payment on or with respect to any 
debt security; or 
reduce the percentage in principal amount of outstanding debt securities of any series, the 
consent of whose holders is required for modification or amendment of the Indenture or is 
necessary for waiver of compliance with certain provisions of the Indenture or of certain 
defaults, or modify the provisions of the Indenture relating to modification and waiver. 

In general, compliance with certain restrictive provisions of the Indenture may be waived by the 
holders of not less than 6645% in aggregate principal amount of the outstanding debt securities of any 
series. The holders of a majority in aggregate principal amount of the outstanding debt securities of any 
series may waive any past default under the Indenture, except: 

a default in the payment of principal, premium, or interest; and 

9 a default under covenants and provisions of the Indenture which cannot be amended without the 
consent of the holder of each outstanding debt security of the affected series. 
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In determining whether the holders of the requisite principal amount of the outstanding debt 
securities have given or taken any direction, notice, consent, waiver, or other action under the 
Indenture as of any date: 

the principal amount of an outstanding original issue discount security will be the amount of the 
principal that would be due and payable upon acceleration of the maturity on that date, 

if the principal amount payable at the stated maturity of a debt security is not determinable, the 
principal amount of the outstanding debt security will be an amount determined in the manner 
prescribed for the debt security; and 

currencies Will be the US. dollar equivalent of the principal amount of the debt security or, in 
the case of a debt security described in the previous bullet points above, the amount described 
in those bullet points. 

the principal amount of an outstanding debt security denominated in one or more foEign 

If debt securities have been fully defeased or if we have deposited money with the trustee to 

Except in limited circumstances, we will be entitled to set any day as a record date for the purpose 

redeem debt securities, they will not be considered outstanding. 

of determining the holders of outstanding debt securities of any series entitled to give or take any 
direction, notice, consent, waiver, or other action under the Indenture, In limited circumstances, the 
trustee will be entitled to set a record date for action by holders. If a record date is set for any action 
to be taken by holders of a particular series, the action may be taken only by persons who are holders 
of outstanding debt securities of that series on the record date. ?b be effective, the action must be 
taken by holders of the requisite principal amount of the debt securities within a specified period 
following the record date. For any particular record date, this period will be 180 days or any other 
shorter period that we may specify. The period may be shortened or lengthened, but not beyond 
180 days. 

Defeasance and Covenant Defeasance I 
We may elect to have the provisions of the Indenture relating to defeasance and discharge of 

indebtedness, or defeasance of restrictive covenants in the Indenture, applied to the debt securities of 
any series, or to any specified part of a series. The prospectus supplement used in connection with the 
offering of any debt securities will state whether we have made these elections for that series. 

DefaasMceandDischorge 

We will be discharged from all of our obligations with respect to the debt securities of a series if 
we deposit with the trustee money in an amount sufficient to pay the principal, premium, and interest 
on the debt securities of that series when due in accordance with the terms of the Indenture and the 
debt securities. We can also deposit securities that will provide the necessary monies. However, we will 
not be discharged from the obligations to exchange or register the transfer of debt securities, to replace 
stolen, lost, or mutilated debt securities, to maintain paying agencies, and to hold monies for payment 
in trust. The defeasance or discharge may occur only if we satisfy certain requirements, including that 
we deliver to the trustee an opinion of counsel stating that we have received from, or there has been 
published by, the United States Internal Revenue Service a ruling, or there has been a change in tax 
law, in either case to the effect that holders of such debt securities: 

will not recognize gain or loss for federal income tax purposes as a result of the deposit, 
defeasance, and discharge; and 
will be subject to federal income tax on the same amount, in the same manner, and at the same 
times as would have been the case if the deposit, defeasance, and discharge were not to occur. 
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&f- of c!owna& 

We may elect to omit compliance with restrictive covenants in the Indenture and any additional 
covenants that may be described in the applicable prospectus supplement for a series of debt securities. 
This election will preclude some actions h m  being considered defaults under the Indenture for the 
applicable series. In order to exercise this option, we will be required to deposit, in trust for the benefit 
of the holders of debt securities, funds in an amount sufficient to pay the principal, premium and 
interest on the debt securities of the applicable series. We may also deposit securities that will provide 
the necessary monies. We will also be required to satisfy certain requirements, including that we deliver 
to the trustee an opinion of counsel to the effect that holders of the debt securities will not recognize 
gain or loss for federal income tax purposes as a result of such deposit and defeasance of certain 
obligations and will be subject to federal income tax on the same amount, in the same manner and at 
the same times as would have been the case if the deposit and defeasance were not to occur. If we 
exercise this option with respect to any debt securities and the debt securities are declared due and 
payable because of the occurrence of any event of default, the amount of funds deposited in trust 
would be sufficient to pay amounts due on the debt securities at the time of their respective stated 
maturities but may not be sufficient to pay amounts due on the debt securities on any acceleration 
resulting from an event of default, In that case, we would remain liable for the additional payments. 

Coveming Law 
The law of the State of New York will govern the Indenture and the debt securities. 

Global Securities 

Some or all of the debt securities of any series may be represented, in whole or in part, by one or 
more global securities, which will have an aggregate principal amount equal to that of the debt 
securities they represent, We will register each global security in the name of a depositary or nominee 
identified in a prospectus supplement and deposit the global security with the depositary or nominee, 
Each global security will bear a legend regarding the restrictions on exchanges and registration of 
transfer referred to below and other matters specified in a supplemental indenture to the Indenture. 

No global security may be exchanged for debt securities registered, and no transfer of a global 
security may be registered, in the name of any person other than the depositary for the global security 
or any nominee of the depositary, unless: 

the depositary has notified us that it is unwilling or unable to continue as depositary for the 
global security or has ceased to be a clearing agency registered under the Exchange Act; 

by the global security; or 

and prospectus supplement. 

an event of default has occurred and is continuing with respect to the debt securities represented 

any other circumstances exist that may be described in the applicable supplemental indenture 

We will register all securities issued in exchange for a global security or any portion of a global 

As long as the depositary or its nominee is the registered holder of a global security, the 
security in the names specified by the depositary, 

depositary or nominee will be considered the sole owner and holder of the global security and the debt 
securities that it represents. Except in the limited circumstances referred to above, Owners of beneficial 
interests in a global security will not: 

* be entitled to have the global security or debt securities registered in their names; 
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receive or be entitled to receive physical delivery of certificated debt securities in exchange for a 

be considered to be the owners or holders of the global security or any debt securities for any 

We will make all payments of principal, premium, and interest on a global security to the 
depositary or its nominee. The laws of some jurisdictions require that purchasers of securities take 
physical delivery of securities in definitive form. These laws make it difficult to transfer beneficial 
interests in a global security. 

accounts with the depositruy or its nominee, referred to as “Participants,” and to persons that may hold 
beneficial interests through Participants. In connection with the issuance of any global security, the 
depositary will credit, on its book-entry registration and transfer system, the respective principal 
amounts of debt securities represented by the global security to the accounts of its Participants. 
Ownership of beneficial interests in a global security d l  only be shown on records maintained by the 
depositary or the Participant. Likewise, the transfer of ownership interests will be effected only through 
the same records. Payments, transfers, exchanges, and other matters relating to beneficial interests in a 
global security may be subject to various policies and procedures adopted by the depositary from time 
to time. Neither we, the trustee, nor any of our agents will have responsibility or liability for any aspect 
of the depositary’s or any Participant’s records relating to, or for payments made on account of, 
beneficial interests in a global security, or for maintaining, supervising, or reviewing any records 
relating to the beneficial interests. 

global security; and 

purpose under the Indenture. 

Ownership of beneficial interests in a global security will be limited to institutions that have 

Regarding the Tntstee 

is the trustee under our Indentures relating to the senior debt securities and the subordinated debt 
securities. It or its affiliate, The Bank of New York Mellon, is also trustee under various indentures 
covering securities issued by APS or on APS’s behalf or on which A P S  is the ultimate obligor and also 
acts as auction agent for certain of that debt. We and our affiliates maintain normal commercial and 
banking relationships with The Bank of New York Mellon %st Company, N.A., and its affiliates. In 
the future The Bank of New York Mellon ’Rust Company, N.A. and its affiliates, including The Bank 
of New York Mellon, may provide banking, investment and other services to us and our affiliates. 

The Bank of New York Mellon Trust Company, N.A., successor to The Bank of New York Mellon, 

DESCRIPTION OF PINNACLE WEST PREFERRED STOCK 
Pinnacle West may issue, from time to time, shares of one or more series of its preferred stock. 

When we use the terms %e,” “us,” “our,” and like terms in this description, we are referring to 
Pinnacle West. The following description sets forth certain general terms and provisions of the 
preferred stock to which any prospectus supplement may relate. The particular terms of any series of 
preferred stock and the extent, if any, to which these general provisions may apply to the series of 
preferred stock offered will be described in the prospectus supplement relating to that preferred stock. 

The following summary of provisions of the preferred stock does not purport to be complete and is 
subject to, and is qualified in its entirety by reference to, the provisions of our articles of incorporation, 
bylaws, and the amendment to our articles relating to a specific series of the preferred stock (the 
“statement of preferred stock designations”), which will be in the form filed as an exhibit to, or 
incorporated by reference in, the registration statement of which this prospectus is a part. Before 
investing in any series of our preferred stock, you should read our articles and bylaws. 
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General 

Under our articles of incorporation, we have the authority to issue up to 10,000,000 shares of 
preferred stock. As of April 24, 2012, no shares of preferred stock were outstanding. Our Board of 
Directors is authorized to issue shares of preferred stock in one or more series and to fix for each 
series voting powers and those preferences and relative, participating, optional or other special rights 
and those qualifications, limitations or restrictions as are permitted by the Arizona Business 
Corporation Act (the “ABCA’). For a description of provisions in our articles and bylaws or under 
Arizona law that could delay, defer or prevent a change in control, see “Description of Pinnacle West 
Common Stock-Certain Anti-takeover Effects.” 

Our Board of Directors is authorized to determine the terms for each series of preferred stock, 
and the prospectus supplement will describe the terms of any series of preferred stock being offered, 
including: 

the designation of the shares and the number of shares that constitute the series; 

the dividend rate (or the method of calculation thereof), if any, on the shares of the series and 
the priority as to payment of dividends with respect to other classes or series of our capital 
stock, 
the dividend periods (or the method of calculation thereof); 

the voting rights of the shares; 

the liquidation preference and the priority as to payment of the liquidation preference with 
respect to other classes or series of our capital stock and any other rights of the shares of the 
series upon our liquidation or winding up; 

whether and on what terms the shares of the series will be subject to redemption or repurchase 
at our option or at the option of the holders thereof; 

whether and on what terms the shares of the series will be convertiile into or exchangeable for 
other securities; 

whether the shares of the series of preferred stock will be listed on a securities exchange; 

any special United States federal income tax considerations applicable to the series; and 

the other rights and privileges and any qualifications, limitations or restrictions of the rights or 
privileges of the series. 

Dividends 

of Directors out of our funds legally available therefor, a cash dividend payable at the dates and at the 
rates, if any, per share as set forth in the applicable prospectus supplement. 

Holders of shares of preferred stock will be entitled to receive, when and as declared by our Board 

Convertibility 

property except as set forth in the applicable prospectus supplement. 
No series of preferred stock will be convertible into, or exchangeable for, other securities or 

Redemption and Sinking h n d  

set forth in the applicable prospectus supplement. 
No series of preferred stock will be redeemable or receive the benefit of a sinking fund except as 
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Liquidation Rights 

Unless otherwise set forth in the applicable prospectus supplement, in the event of our liquidation, 
dissolution or winding up, the holders of shares of each series of preferred stock are entitled to receive 
distributions out of our assets available for distribution to shareholders, before any distribution of 
assets is made to holders of (i) any other shares of preferred stock ranking junior to that series of 
preferred stock as to rights upon liquidation and (ii) shares of common stock The amount of 
liquidating distributions received by holders of preferred stock will generally equal the liquidation 
preference specified in the applicable prospectus supplement for that series of preferred stock, plus any 

. dividends accrued and accumulated but unpaid to the date of final distribution. The holders of each 
series of preferred stock will not be entitled to receive the liquidating distribution of, plus such 
dividends on, those shares until the liquidation preference of any shares of our capital stock ranking 
senior to that series of the preferred stock as to the rights upon liquidation shall have been paid or set 
aside for payment in full. 

If upon our liquidation, dissolution or winding up, the amounts payable with respect to the 
preferred stock, and any other preferred stock ranking as to any distribution on a parity with the 
preferred stock are not paid in full, then the holders of the preferred stock and the other parity 
preferred stock will share ratably in any distribution of assets in proportion to the full respective 
preferential amount to which they are entitled. Unless otherwise specified in a prospectus supplement 
for a series of preferred stock, after payment of the full amount of the liquidating distribution to which 
they are entitled, the holders of shares of preferred stock will not be entitled to any further 
participation in any distribution of our assets. Neither a consolidation or merger of us with another 
corporation nor a sale of securities shall be considered a liquidation, dissolution or winding up of us. 

Voting Rights 

required by law and as described below or in the applicable prospectus supplement. Our Board of 
Directors may, upon issuance of a series of preferred stock, grant voting rights to the holders of that 
series, including rights to elect additional board members if we fail to pay dividends in a timely fashion. 

Arizona law provides for certain voting rights for holders of a class of stock, even if the stock does 
not have other voting rights. Thus, the holders of all shares of a class would be entitled to vote on any 
amendment to our articles of incorporation that would 

The holders of each series of preferred stock we may issue will have no voting rights, except as 

increase or decrease the aggregate number of authorized shares of the class; 

effect an exchange or reclassification of afl or part of the shares of the class into shares of 

effect an exchange or reclassification, or create the right of exchange of all or part of the shares 

change the designations, rights, obligations, preferences, or limitations of all or part of the 

change the shares of all or part of the class into a different number of shares of the same class; 

create a new class of shares having rights or preferences with respect to distributions or to 
dissolution that are prior, superior or substantially equal to the shares of the class; 

increase rights, preferences or number of authorized shares of any class that, after giving effect 
to the amendment, have rights or preferences with respect to distributions or to dissolution that 
are prior, superior or substantially equal to the shares of the class; 

another class; 

of another class into shares of the class; 

shares of the class; 

limit or deny an existing preemptive right of all or part of the class; and 
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cancel or otherwise affect rights to distributions or dividends that have accumulated but have not  

If the proposed amendment would affect a series of the class, but not the entire class, in one or 
more of the ways described in the bullets above, then the shares of the affected series will have the 
right to vote on the amendment as a separate voting group. However, if a proposed amendment that 
would entitle two or more series of the class to vote as separate voting groups would affect those series 
in the same or a substantially similar way, the shares of all the series so affected must vote together as 
a single voting group on the proposed amendment. 

vote or unless the articles or Arizona law would require a different quorum, if an amendment to the 
articles would allow the preferred stock or one or more series of the preferred stock to vote as voting 
groups, the vote required by each voting group would be: 

dissenters' rights for that voting group; and 

votes entitled to be cast on the matter by the voting group, the votes cast by the voting group in 
favor of the amendment must exceed the votes cast against the amendment by the voting group. 

yet been declared on all or part of the shares of the class. 

Unless the articles of incorporation, Arizona law or the Board of Directors would require a greater 

a majority of the votes entitled to be cast by the voting group, if the amendment would create 

in any other case, if a quorum is present in person or by proxy consisting of a majority of the 

Arizona law may also require that the preferred stock be entitled to vote on certain other 
extraordinary transactions. 

Miscellaneous 

The holders of our preferred stock will have no preemptive rights. All shares of preferred stock 
being offered by the applicable prospectus supplement will be fully paid and not liable to further calls 
or assessment by us. If we should redeem or otherwise reacquire shares of our preferred stock, then 
these shares will resume the status of authorized and unissued shares of preferred stock undesignated 
as to series, and will be available for subsequent issuance. There are no restrictions on repurchase or 
redemption of the preferred stock while there is any arrearage on sinking fund installments except as 
may be set forth in an applicable prospectus supplement. Payment of dividends on any series of 
preferred stock may be restricted by loan agreements, indentures and other transactions entered into by 
us. Any material contractual restrictions on dividend payments that exist at the time of the offer of any 
preferred stock will be described or incorporated by reference in the applicable prospectus supplement, 

in the applicable prospectus supplement. If any particular terms of a series of preferred stock described 
in a prospectus supplement differ from any of the terms described in this prospectus, then the terms 
described in the applicable prospectus supplement will be deemed to supersede the terms described in 
this prospectus. 

When we offer to sell a series of preferred stock, we will describe the specific terms of the series 

No Other Rights 

The shares of a series of preferred stock will not have any preferences, voting powers or relative, 
participating, optional or other special rights except as set forth above or in the applicable prospectus 
supplement, our articles of incorporation or the applicable statement of preferred stock designations or 
as otherwise required by law. 

lbnsfer Agent and Registrar 

applicable prospectus supplement. 
The transfer agent and registrar for each series of preferred stock will be designated in the 
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DESCRIPTION OF PINNACLE WEST COMMON STOCK 
Pinnacle West may issue, from time to time, shares of its common stock, the general terms and 

provisions of which are summarized below. When we use the terms “we,” “us,” “our,” and like terms 
in this description, we are referring to Pinnacle West. This summary does not purport to be complete 
and is subject to, and is qualified in its entirety by express reference to, the provisions of our articles of 
incorporation, our bylaws and the applicable prospectus supplement. 

Authorized Shares 
Under our articles of incorporation, we have the authority to issue lSO,OOO,OOO shares of common 

stock. Our Board of Directors has significant discretion to determine the timing, circumstances and 
purposes for which the authorized shares of common stock available for issuance under our articles of 
incorporation may be issued, including in the context of acquisitions or other strategic transactions. 

Dividends 

Subject to any preferential rights of any series of preferred stock, holders of shares of common 
stock will be entitled to receive dividends on the stock out of assets legally available for distribution 
when, as and if declared by our Board of Directors. The payment of dividends on the common stock 
will be a business decision to be ma& by our Board of Directors from time to time based upon results 
of our operations and our financial condition and any other factors that our Board of Directors 
considers relevant. Payment of dividends on the common stock may be restricted by loan agreements, 
indentures and other transactions entered into by us from time to time. Any material contractual 
restrictions on dividend payments that exist at the time of the offer of any common stock will be 
described in the applicable prospectus supplement. In addition, our principal income consists of 
dividends paid to us by our subsidiaries, primarily APS. APSs ability to pay dividends could be limited 
or restricted from time to time by loan agreements, indentures and other transactions or by law or 
regulatory authorities. 

Voting Rights 

Holders of common stock are entitled to one vote per share on all matters voted on generally by 
the shareholders. Arizona law provides for cumulative voting for the election of directors. As a result, 
any shareholder may cumulate his or her votes by casting them all for any one director nominee or by 
distributing them among two or more nominees. This may make it easier for minority shareholders to 
elect a director. 

Liquidation Rights 

stock are entitled to share ratably in our assets legally available for distribution to our shareholders in 
the event of our liquidation, dissolution or winding up. 

Subject to any preferential rights of any series of preferred stock, holders of shares of common 

Absence of Other Bights or Assessments 

issued in accordance with our articles of incorporation and law, shares of our common stock being 
offered by the applicable prospectus supplement will be fully paid and not liable to further calls or 
assessment by us. 

Holders of common stock have no preferential, preemptive, conversion or exchange rights. When 

’hnsfer Agent rrad Registrar 
Computershare Shareowner Services LLC is the transfer agent and registrar for the common stock. 
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Preferred Stock 

from time to time up to lO,0oO,OOO shares of preferred stock, in one or more series, and to fix the 
designations, preferences, rights, qualifications, limitations and restrictions thereof, including voting 
rights, dividend rights, dividend rates, conversion rights, terms of redemption, redemption prices, 
liquidation preferences and the number of shares constituting any series. The issuance of preferred 
stock with voting rights could have an adverse effect on the voting power of holders of common stock 
by increasing the number of outstanding shares having voting rights. In addition, if our Board of 
Directors authorizes preferred stock with conversion rights, the number of shares of common stock 
outstanding could potentially be increased up to the authorized amount. The issuance of preferred 
stock could decrease the amount of earnings and assets available for distribution to holders of common 
stock. Any such issuance could also have the effect of delaying, deterring or preventing a change in 
control of us. See also “Description of Pinnacle West Preferred Stock” above. 

Our Board of Directors has the authority, without any further action by our shareholders, to issue 

Certain Anti-takeover Effects 

have an anti-takeover effect and may delay or prevent a tender offer or other acquisition transaction 
that a shareholder might consider to be in his or her best interest. The summary of the provisions of 
our articles, bylaw and Arizona law set forth below does not purport to be complete and is qualified in 
its entirety by reference to our articles, bylaws and Arizona law. 

(collectively, “business combinations”) between us or, in certain cases, one of our subsidiaries, and an 
interested shareholder. An “interested shareholder” is: 

any person who beneficially owns, directly or indirectly, 10% or more of our outstanding voting 

any of our affiliates or associates who at any time within the prior three years was such a 

The statute defines “business combinations” to include, with certain exceptions: 

mergers, consolidations and share exchanges with an interested shareholder; 

any sale, lease, exchange, mortgage, pledge, transfer or other disposition of assets to an 

GenemL Certain provisions of our articles of incorporation, our bylaws, and Arizona law may 

Business bhhcbm. Arizona law and our bylaws restrict a wide range of transactions 

power, or 

beneficial owner. 

interested shareholder, representing 10% or more of (i) the aggregate market value of all of our 
consolidated assets as of the end of the most recent fiscal quarter, (ii) the aggregate market 
value of all our outstanding shares, or (iii) our consolidated revenues or net income for the four 
most recent fiscal quarters; 
the issuance or transfer of shares of stock having an aggregate market value of 5% or more of 
the aggregate market value of all of our outstanding shares to an interested shareholder; 

the adoption of a plan or proposal for our Liquidation or dissolution or reincorporation in 
another state or jurisdiction pursuant to an agreement or arrangement with an interested 
shareholder; 

corporate actions, such as stock splits and stock dividends, and other transactions, in each case 
resulting in an increase in the proportionate share of the outstanding shares of any series or 
class of stock of us or any of our subsidiaries owned by an interested shareholder; and 

the receipt by an interested shareholder of the benefit (other than proportionately as a 
shareholder) of any loans, advances, guarantees, pledges or other financial assistance or any tax 
credits or other tax advantages provided by or through us or any of our subsidiaries. 
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Arizona law and our bylaws provide that, subject to certain exceptions, we may not engage in a 
business combination with an interested shareholder or authorize one of our subsidiaries to do so, for a 
period of three years after the date on which the interested shareholder fiist acquired the shares that 
qualify such person as an interested shareholder (the “share acquisition date”), unless either the 
business combination or the interested shareholder’s aquiGtion of shares on the share acquisition date 
is approved by a committee of our Board of Directors (comprised solely of disinterested directors or 
other disinterested persons) prior to the interested shareholder’s share acquisition date. 

any business combination with an interested shareholder, subject to certain exceptions, unless: 
In addition, after such three-year period, Arizona law and our bylaws prohibit us from engaging in 

the business combination or acquisition of shares by the interested shareholder on the share 
acquisition date was approved by our Board of Directors prior to the share acquisition date; 

9 the business combination is approved by holders of a majority of our outstanding shares 
(excluding shares beneficially owned by the interested shareholder) at a meeting called after 
such three-year period; or . the business combination satisfies specified price and other requirements. 

Anti-Greenmail hvi~bm. Arizona law and our bylaws prohibit us from purchasing any shares of 
our voting stock from any beneficial Owner (or group of beneficial owners acting together) of more 
than 5% of the voting power of our outstanding shares at a price per share in excess of the average 
closing sale price during the 30 trading days preceding the purchase or if the person or persons have 
commenced a tender offer or announced an intention to seek control of us, during the 30 trading days 
prior to the commencement of the tender offer or the making of the announcement, if the 5% 
beneficial owner has beneficially owned the shares to be purchased for a period of less than three 
years, unless: 

9 holders of a majority of our voting power (excluding shares held by the 5% beneficial owner or 

we make the repurchase offer available to all holders of the class or series of securities to be 

Control Share Acquisition Statute. Under Arizona law, a control share acquisition is an acquisition, 

by any of our officers and directors) approve the purchase; or 

purchased and to all holders of other securities convertible into that class or series. 

subject to certain exceptions, by a beneficial owner that would result in the owner having a new range 
of voting power within any of the following ranges: (i) at least 20% but less than 33%%; (ii) at least 
33%% but less than or equal to 50%; or (iii) more than 50%. Through a provision in our bylaws, we 
have opted out of the Arizona statutory provisions regulating control share acquisitions. As a result, 
potential acquirors are not subject to the limitations imposed by that statute. 

meetings of shareholders may be called by a majority of our Board of Directors, the Chairman of the 
Board, the President, or shareholders who hold in the aggregate at least 25% of the voting power of 
the outstanding capital stock of Pinnacle West (“Requesting Shareholders”). Requesting Shareholders 
must meet certain qualifications and must submit a written request to our Corporate Wretary, 
containing the information required by our bylaws. A request €or a special meeting made by Requesting 
Shareholders may be rejected if (1) a meeting of shareholders that included an identical or 
substantially similar item of business, as determined in good faith by our Board of Directors, was held 
not more than 90 days before our Corporate Secretary received the request; (2) our Board of Directors 
has called or calk for a meeting of shareholders to be held within 90 days after our Corporate 
Secretary receives the request and our Board of Directors determines in good faith that the business to 
be conducted at such meeting includes similar business to that stated in the request; or (3) the request 

Special Meetings of Sharehokiem. Our bylaws provide that, except as required by law, special 
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relates to an item of business that is not a proper subject for shareholder action under, or involves a 
violation of, applicable law. 

hold office until the next annual meeting of the shareholders or until his or her earlier death, 
resignation or removal or until his or her successor is duly elected and qualified. 

the shareholders with or without cause, but only at a special meeting called for that purpose, if the 
votes cast in favor of such removal exceed the votes cast against such removal. However, if less than 
the entire Board of Directors is to be removed, no one director may be removed if the votes cast 
against the director’s removal would be sufficient to elect the director if then cumulatively voted at an 
election of directors. 

Our bylaws provide that a director in an uncontested election who receives a greater number of 
votes cast “withheld” for his or her election than “for” such election must tender his or her resignation 
to the Corporate Governance Committee of OUT Board of Directors for consideration. The Corporate 
Governance Committee will evaluate the director’s tendered resignation, taking into account the best 
interest of Pinnacle West and its shareholders and will recommend to our Board of Directors whether 
to accept or reject the resignation. Any director tendering a resignation pursuant to this provision of 
our bylaws will not participate in any committee or Board of Director consideration of his or her 
resignation. 

Shareholder propcxFals and Director Nominations. A shareholder can submit shareholder proposals 
and nominate candidates for election to our Board of Directors in connection with our annual meeting 
if he or she follows the advance notice and other relevant provisions set forth in our bylaws. With 
respect to director nominations at an annual meeting, shareholders must submit written notice to our 
Corporate Secretary at least 180 days prior to the date of the meeting. With respect to shareholder 
proposals to bring other business before the annual meeting, shareholders must submit a written notice 
to our Corporate Secretary not fewer than 90 nor more than 120 days prior to the first anniversary of 
the date of our previous year’s annual meeting of shareholders. However, if we have changed the date 
of the annual meeting by more than 30 days from the anniversary date of the previous year’s annual 
meeting, the written notice must be submitted no earlier than 120 days before the annual meeting and 
not later than 90 days before the annual meeting or ten days after the day we make public the date of 
the annual meeting. 

in nominating directors. The notice provisions of the bylaws do not affect rights of shareholders to 
request inclusion of proposals in our proxy statement pursuant to Rule 14a-8 of the Exchange Act. 

shareholders must approve amendments to an Arizona corporation’s articles of incorporation, except 
that the Board of Directors may adopt specified ministerial amendments without shareholder approval. 
Unless the articles of incorporation, Arizona law or the Board of Directors would require a greater 
vote or unless the articles of incorporation or Arizona law would require a different quorum, the vote 
required by each voting group allowed or required to vote on the amendment would be: 

a majority of the votes entitled to be cast by the voting group, if the amendment would create 

in any other case, if a quorum is present in person or by proxy consisting of a majority of the 

Election rmd Removal of Dimtors. Each member of our Board of Directors is elected annually to 

Our bylaws provide that any director or the entire Board of Directors may be removed by vote of 

A shareholder must also comply with all applicable laws in proposing business to be conducted and 

Amendment to Articles of Incorporation and B y h s .  Both the Board of Directors and the 

dissenters’ rights for that voting group; and 

votes entitled to be cast on the matter by the voting group, the votes cast by the voting group in 
favor of the amendment must exceed the votes cast against the amendment by the voting group. 
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The Board of Directors may amend or repeal the corporation’s bylaws unless either: (i) the articles 
or applicable law reserves this power exclusively to shareholden in whole or in part or (ii) the 
shareholders in amending or repealing a particular bylaw provide expressly that the Board may not 
amend or repeal that bylaw. An Arhna corporation’s shareholders may amend or repeal the 
corporation’s bylaws even though they may also be amended or repealed by the Board of Directors. 
Our bylaws may not be amended or repealed without the vote of a majority of the Board of Directors 
then in office or the affirmative vote of a majority of votes cast on the matter at a meeting of 
shareholders. 

DESCRIPTION OF APS UNSECURED DEBT SECURITIES 

General 

may offer. In this description, we will refer to the unsecured debt securities as “debt securities.” When 
we use the terms “we,” “us,” “our,” and like terms in this description, we are referring to APS. When 
we offer debt securities in the future, the prospectus supplement will explain the particular terms of 
those securities and the exttnt to which any of these general provisions will not apply. 

We can issue an unlimited amount of debt securities under the indenture listed below. We can 
issue debt securities from time to time and in one or more series as detennined by us. In addition, we 
can issue debt securities of any series with terms different from the terms of debt securities of any 
other series and the terms of particular debt securities within any series may differ from each other, all 
without the consent of the holders of previously issued series of debt securities. If specified in a 
prospectus supplement relating to an offering of debt securities, from time to time, without notice to, 
or the consent of, the existing holders of any series of debt securities then outstanding, we may create 
and issue additional debt securities equal in rank and having the same maturity, payment terms, 
redemption features, and other terms as the debt securities of such series, except for the issue date of 
the additional debt securities, the public offering price of the additional debt securities, the payment of 
interest accruing prior to the issue date of the additional debt securities and (under some 
circumstances) the first payment of interest following the issue date of the additional debt securities. 
The additional debt securities may be consolidated and form a single series with previously issued debt 
securities of the affected series. 

The debt securities will be our direct, unsecured obligations. The debt securities may be issued in 
one or more series under an Indenture, dated as of January 15, 1998, as amended from time to time, 
between The Bank of New York Mellon ’Rust Company, N.A., successor to JPMorgan Chase Bank, 
N.A., and us. 

We have summarized the material provisions of the Indenture below. We have filed the Indenture 
as an exhibit to the registration statement. You should read the Indenture in its entirety, including the 
definitions, together with this prospectus and the prospectus supplement before you make any 
investment decision in our debt securities. 

securities for information about a series of debt securities, including: 

The following description highlights the general terms of the unsecured debt securities that APS 

You should refer to the prospectus supplement used in connection with the offering of any debt 

title of the debt securities; 

the aggregate principal amount of the debt securities or the series of which they are a part; 

the date on which the debt securities mature; 

the interest rate; 
when the interest on the debt securities accrues and is payable; 
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the record dates for the payment of interest; 

places where principal, premium, or interest will be payable; 

periods within which, prices at which, and terms upon which we can redeem debt securities at 

any obligation on our part to redeem or purchase debt securities pursuant to a sinking fund or 

denominations and multiples at which debt securities will be issued if other than $1,000; 

any index or formula from which the amount of principal or any premium or interest may be 

any allowance for alternative currencies and determination of value; 

whether the debt securities are defeasible under the terms of the Indenture; 

whether we are issuing the debt securities as global securities; 

any additional or different events of default and any change in the right of the trustee or the 

any addition to or change in the covenants in the Indenture; and 

any other terms. 

We may sell the debt securities at a substantial discount below their principal amount. The 
prospectus supplement may describe special federal income tax considerations that apply to debt 
securities sold at an original issue discount or to debt securities that are denominated in a currency 
other than United States dollars. 

allows us to have approximately $4.2 billion in principal amount of long-term debt outstanding at any 
one time, subject to the satisfaction of certain conditions, including the satisfaction of a minimum 
common equity test and a debt service coverage test. 

securities on any securities exchange. 

holders of debt securities would not be protected by the covenants in the Indenture from a highly- 
leveraged transaction. 

our option; 

at the option of the holder; 

determined; 

holders to declare the principal amount due and payable if there is any default; 

We must obtain the approval of the ACC before incurring long-term debt. An existing ACC order 

Unless the applicable prospectus supplement specifies otherwise, we do not intend to list the debt 

Other than the protections d e s m i d  in this prospectus and in the related prospectus supplement, 
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Form, Exchange, and 'hnsfer 

addition, unless otherwise specified in a prospectus supplement, the debt securities will be issued in 
denominations of $l,OOO and multiples of $1,000. We, the trustee, and any of our agents may treat the 
registered holder of a debt security as the absolute owner for the purpose of making payments, giving 
notices, and for all other purposes. 

in authorized denominations and equal principal amount. However, this type of exchange will be 
subject to the terms of the Indenture and any limitations that apply to global securities. 

registrar or transfer agent we designate. The holder will not be charged for any exchange or 
registration of transfer, but we may require payment to cover any tax or other governmental charge in 

Each series of debt securities will be issuable only in fully registered form and without coupons. In 

The holders of debt securities may exchange them for any other debt securities of the same series, 

A holder may transfer debt securities by presenting the endorsed security at the office of a security 
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connection with the transaction. We have appointed the trustee under the Indenture as security 
registrar. A prospectus supplement will name any transfer agent we designate for any debt securities if 
different from the security registrar. We may designate additional transfer agents or rescind the 
designation of any transfer agent or approve a change in the office through which any transfer agent 
acts at any time, except that we will maintain a transfer agent in each place of payment for debt 
securities. 

If the debt securities of any series and/or specified tenor are to be redeemed, we will not be 
required to do any of the following: 

issue, register the transfer of, or exchange any debt securities of that series andlor tenor 
beginning 15 days before the day of mailing of a notice. of redemption of any such debt security 
that may be selected for redemption and ending at the close of business on the day of the 
mailing; or 
register the transfer of or exchange any debt security selected for redemption, except for the 
unredeemed portion of a debt security that is being redeemed in part. 

Payment and Paying Agents 

security on any interest payment date to the person in whose name the debt security is registered on 
the regular record date for such interest payment date. 

Unless otherwise indicated in the applicable prospectus supplement, the principal, premium, and 
interest on the debt securities of a particular series will be payable at the office of the paying agents 
that we may designate. However, we may pay any interest by check mailed to the address, as it appears 
in the security register, of the person entitled to that interest. Also, unless otherwise indicated in the 
applicable prospectus supplement, the corporate trust office of the trustee in The City of New York will 
be our sole paying agent for payments with respect to debt securities of each series. Any other paying 
agent that we initially designate for the debt securities of a particular series will be named in the 
applicable prospectus supplement. We may at any time designate additional paying agents or reschd 
the designation of any paying agent or approve a change in the office through which any paying agent 
acts, except that we will maintain a paying agent in each place of payment for the debt securities of a 
particular series. 

All money that we pay to a paying agent for the payment of the principal, premium, or interest on 
any debt security that remains unclaimed at the end of lwo years after the principal, premium, or 
interest has become due and payable will be repaid to us, and the holder of the debt security may look 
only to us for payment. 

Unless otherwise indicated in the applicable prospectus supplement, we will pay interest on a debt 

Consolidation, Merger, and Sale of Assets 

Unless otherwise indicated in the applicable prospectus supplement, we may not: 

consolidate with or merge into any other entity; 

convey, transfer, or lease our properties and assets substantially as an entirety to any entity; or 

permit any entity to consolidate with or merge into us or convey, transfer, or lease its properties 
and assets substantially as an entirety to us, 

unless the following conditions are met: 
the successor entity is a corporation, partnership, unincorporated organization or trust organized 
and validly existing under the laws of any domestic jurisdiction and assumes our obligations on 
the debt securities and under the Indenture; 
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immediately after giving effect to the transaction, no event of default, and no event which, after 
notice or lapse of time or both, would become an event of default, shall have occurred and be 
continuing; and 
other conditions are met. 

Upon any such merger, consolidation, or transfer or lease of properties, the successor person will 
be substituted for us under the Indenture, and, thereafter, except in the case of a lease, we will be 
relieved of all obligations and covenants under the Indenture and the debt securities. 

Events of Default 

securities of any series: 
Each of the following will be an event of default under the Indenture with respect to debt 

our failure to pay principal of or any premium on any debt security of that series when due; 

our failure to pay any interest on any debt securities of that series when due, and the 

our failure to deposit any sinking fund payment, when due, in respect of any debt securities of 

our failure to perform any of our other covenants in the Indenture relating to that series and 

continuance of that failure for 30 days; 

that series; 

the continuance of that failure for 90 days after written notice has been given by the trustee or 
the holders of at least 25% in principal amount of the outstanding debt securities of that series; 

bankruptcy, insolvency, or reorganization events involving us; and 

any other event of default for that series described in the applicable prospectus supplement. 

If an event of default occurs and is continuing, other than an event of default relating to 
bankruptcy, insolvency, or reorganization, either the trustee or the holders of at least 25% in aggregate 
principal amount of the outstanding debt securities of the affected series may declare the principal 
amount of the debt securities of that series to be due and payable immediately. In the case of any debt 
security that is an original h e  discount security, the trustee or the holders of at least 25% in 
aggregate principal amount of the outstanding debt securities of that series may declare the portion of 
the principal amount of the debt security specified in the terms of such debt security to be immediately 
due and payable upon an event of default. 

If an event of default involving bankruptcy, insolvency, or reorganization occurs, the principal 
amount of all the debt securities of the affected series will automatically, and without any action by the 
trustee or any holder, become immediately due and payable. After any acceleration, but before a 
judgment or decree based on acceleration, the holders of a majority in aggregate principal amount of 
the outstanding debt securities of that series may rescind and annul the acceleration if all events of 
default, other than the non-payment of accelerated principal, have been cured or waived as provided in 
the Indenture. 

The trustee will be under no obligation to exercise any of its rights or powers under the Indenture 
at the request or direction of any of the holders, unless the holders have offered the trustee reasonable 
indemnity, The holders of a majority in principal amount of the outstanding debt securities of any 
series will have the right to direct the time, method, and place of conducting any proceeding for any 
remedy available to the trustee, or exercisiig any trust or power conferred on the trustee, with respect 
to the debt securities of that series, provided that: 

such direction shall not be in conflict with law or the Indenture; 

the trustee may take any other action not inconsistent with such direction; and 

26 

APSl53a4 
Page 109 of 21 7 



Attachment C 
Page 52 of 57 

subject to the provisions of the Indenture, the trustee may decline to follow such direction if it 
determines in good faith that the proceedings so directed would involve the trustee in personal 
liability. 

No holder of a debt security of any series will have any right to institute any proceeding under the 
Indenture, or for the appointment of a receiver or a trustee, or for any other remedy under the 
Indenture, unless: 

the holder has previously given the trustee written notice of a continuing event of default with 

the holders of at least 25% in aggregate principal amount of the outstanding debt securities of 
respect to the debt securities of that series; 

that series have made written request, and the holder or holders have offered reasonable 
indemnity, to the trustee to institute the proceeding as trustee; and 

the trustee has failed to institute the proceeding, and has not received from the holders of a 
majority in aggregate principal amount of the outstanding debt securities of that series a 
direction inconsistent with the request within 60 days after the notice, request, and offer of 
indemnity. 

The limitations provided above do not apply to a suit instituted by a holder of a debt security for the 
enforcement of payment of the principal, premium, or interest on the debt security on or after the 
applicable due date. 

or not we are in default in the performance or observance of any of the terms, provisions, and 
conditions of the Indenture and, if so, specifying all known defaults. 

We are required to furnish to the trustee annually a certificate of various officers stating whether 

Modification and Waiver 
In limited cases, we and the trustee may make modifications and amendments to the Indenture 

without the consent of the holders of any series of debt securities, including to cure any ambiguity, to 
correct or supplement any provision in the Indenture that is defective or inconsistent with any other 
provision, or to make other provisions with respect to matters or questions arising under the Indenture, 
but such action shall not adversely affect the interests of the holders of the debt securities of any series 
in any material respect. We and the trustee may also make modifications and amendments to the 
Indenture with the consent of the holders of not less than 6634% in aggregate principal amount of the 
outstanding debt securities of each series affected by the modification or amendment. However, without 
the consent of the holder of each outstanding debt security affected, no modification or amendment 
IlUy: 

change the stated maturity of principal of or interest on any debt security; 

reduce the principal amount of any debt security or the rate of interest thereon or any premium 
payable on redemption thereof; 

reduce the amount of principal of an original issue discount security or any other debt security 
payable upon acceleration of the maturity of the security; 

change the place or currency of payment of principal of, or any premium or interest on, any 
debt security; 

impair the right to institute suit for the enforcement of any payment on or with respect to any 
debt security; or 
reduce the percentage in principal amount of outstanding debt securities of any series, the 
consent of whose holders is required for modification or amendment of the Indenture or is 
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necessary for waiver of compliance with certain provisions of the Indenture or of certain 
defaults, or modify the provisions of the Indenture relating to modification and waiver. 

In general, compliance with certain restrictive provisions of the Indenture may be waived by the 
holders of not less than 6fj%% in aggregate principal amount of the outstanding debt securities of any 
series. The holders of a majority in aggregate principal amount of the outstanding debt securities of any 
series may waive any past default under the Indenture, except: 

a default in the payment of principal, premium, or interest; and 

a default under covenants and provisions of the Indenture which cannot be amended without the 

In determining whether the holders of the requisite principal amount of the outstanding debt 

consent of the holder of each outstanding debt security of the affected series. 

securities have given or taken any direction, notice, consent, waiver, or other action under the 
Indenture as of any date: 

the principal amount of an outstanding original issue discount security will be the amount of the 
principal that would be due and payable upon acceleration of the maturity on that date; 

if the principal amount payable at the stated maturity of a debt security is not determinable, the 
principal amount of the outstanding debt security will be an amount determined in the manner 
prescribed for the debt security; and 

currencies will be the U.S. dollar equivalent of the principal amount of the debt security or, in 
the case of a debt security described in the previous bullet points above, the amount described 
in those bullet points. 

the principal amount of an outstanding debt security denominated in one or more foreign 

If debt securities have been fully defeased or if we have deposited money with the trustee to 

Except in limiid circumstances, we will be entitled to set any day as a record date for the purpose 

redeem debt securities, they will not be considered outstanding. 

of determining the holders of outstanding debt securities of any series entitled to give or take any 
direction, notice, consent, waiver, or other action under the Indenture. In limited circumstances, the 
trustee will be entitled to set a record date for action by holders. If a record date is set for any action 
to be taken by holders of a particular series, the action may be taken only by persons who are holders 
of outstanding debt securities of that series on the record date. To be effective, the action must be 
taken by holders of the requisite principal amount of the debt securities within a specified period 
following the record date. For any particular record date, this period will be 180 days or any other 
shorter period that we may specify. The period may be shortened or lengthened, but not beyond 
180 days. 

Defeasance and Covenant Defeasance 

We may elect to have the provisions of the Indenture relating to defeasance and discharge of 
indebtedness, or defeasance of restrictive covenants in the Indenture, applied to the debt securities of 
any series, or to any specified part of a series. The prospectus supplement used in connection with the 
offering of any debt securities will state whether we have made these elections for that series. 

Defeasance and Discharge. We will be discharged from all of our obligations with respect to the 
debt securities of a series if we deposit with the trustee money in an amount sufficient to pay the 
principal, premium, and interest on the debt securities of that series when due in accordance with the 
terms of the Indenture and the debt securities. We can also deposit securities that will provide the 
necessary monies. However, we will not be discharged from the Obligations to exchange or register the 
transfer of debt securities, to replace stolen, lost, or mutilated debt securities, to maintain paying 
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agencies, and to hold monies for payment in trust. The defeasance or discharge may occur only if we 
satisfy certain requirements, including that we deliver to the trustee an opinion of counsel stating that 
we have received from, or there has been published by, the United States Internal Revenue Service a 
ruling, or there has been a change in tax law, in either case to the effect that holders of such debt 
securities: 

will not recognize gain or loss for federal income tax purposes as a result of the deposit, 
defeasance, and discharge; and 

will be subject to federal income tax on the same amount, in the same manner, and at the same 
times as would have been the case if the deposit, defeasance, and discharge were not to occur. 

Defeasance of Covenants. We may elect to omit compliance with restrictive covenants in the 
Indenture and any additional covenants that may be described in the applicable prospectus supplement 
for a series of debt securities. This election will preclude some actions from being considered defaults 
under the Indenture for the applicable series. In order to exercise this option, we will be required to 
deposit, in trust for the benefit of the holders of debt securities, funds in an amount sufficient to pafi 
the principal, premium and interest on the debt securities of the applicable series. We may also deposit 
securities that will provide the necessary monies. We will also be required to satisfy certain 
requirements, including that we deliver to the trustee an opinion of counsel to the effect that holders 
of the debt securities will not recognize gain or loss for federal income tax purposes as a result of such 
deposit and defeasance of certain obligations and will be subject to federal income tax on the same 
amount, in the same manner and at the same times as would have been the case if the deposit and 
defeasance were not to occur.'If we exercise this option with respect to any debt securities and the debt 
securities are declared due and payable because of the occurrence of any event of default, the amount 
of funds deposited in trust would be sufficient to pay amounts due on the debt securities at the time of 
their respective stated maturities but may not be sufficient to pay amounts due on the debt securities 
on any acceleration resulting from an event of default. In that case, we would remain liable for the 
additional payments. 

Governing Law 

The law of the State of New York will govern the Indenture and the debt securities. 

Global SBcUritIes 

more global securities, which will have an aggregate principal amount equal to that of the debt 
securities they represent. We will register each global security in the name of a depositary or nominee 
identified in a prospectus supplement and deposit the global security with the depositary or nominee. 
Each global security will bear a legend regarding the restrictions on exchanges and registration of 
transfer referred to below and other matters specified in a supplemental indenture to the Indenture. 

No global security may be exchanged for debt securities registered, and no transfer of a global 
security may be registered, in the name of any person other than the depositary for the global security 
or any nominee of the depositary, unless: 

the depositary has notified us that it is unwilling or unable to continue as depositary for the 
global security or has ceased to be a clearing agency registered under the b h a n g e  Act; 

an event of default has occurred and is continuing with respect to the debt securities represented 
by the global security; or 
any other circumstances exist that may be descriied in the applicable supplemental indenture 
and prospectus supplement. 

Some or all of the debt securities of any series may be represented, in whole or in part, by one or 
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We will register all securities issued in exchange for a global security or any portion of a global 

As long as the depositary or its nominee is the registered holder of a global security, the 

security in the names specified by the depositary. 

depositary or nominee will be considered the sole owner and holder of the global security and the debt 
securities that it represents. Except in the limited circumstances referred to above, owners of beneficial 
interests in a global security will not: . be entitled to have the global security or debt securities registered in their names; 

receive or be entitled to receive physical delivery of certificated debt securities in exchange for a 

be considered to be the Owners or holders of the global security or any debt securities for any 

We will make all payments of principal, premium, and interest on a global security to the 
depositary or its nominee. The laws of some jurisdictions require that purchasers of securities take 
physical delivery of securities in definitive form. These laws make it difficult to transfer beneficial 
interests in a global security. 

Ownership of beneficial interests in a global security will be limited to institutions that have 
accounts with the depositary or its nominee, referred to as Participants, and to persons that may hold 
beneficial interests through Participants. In connection with the issuance of any global security, the 
depositary will credit, on its book-entry registration and transfer system, the respective principal 
amounts of debt securities represented by the global security to the accounts of its Participants. 
Ownership of beneficial interests in a global security will only be shown on records maintained by the 
depositary or the Participant. Likewise, the transfer of ownership interests will be effected only through 
the same records. Payments, transfers, exchanges, and other matters relating to beneficial interests in a 
global security may be subject to various policies and procedures adopted by the depositary from time 
to time. Neither we, the trustee, nor any of our agents will have responsibility or liability for any aspect 
of the depositary's or any Participant's records relating to, or for payments made on account of, 
beneficial interests in a global security, or for maintaining, supervising, or reviewing any records 
relating to the beneficial interests. 

global security; and 

purpose under the Indenture. 

Regarding the -tee 

the trustee under the Indenture relating to the senior debt securities. The Bank of New York Mellon 
Bust Company, N A  or its affiliate, The Bank of New York Mellon, is also the trustee under certain 
indentures relating to the sale and leaseback transactions that we entered into in 1986 with respect to a 
portion of our interest in Unit 2 of the Palo Verde Nuclear Generating Station and certain related 
common facilities and under various other indentures covering securities issued by us, our affiliates or 
on our or their behalf and also acts as auction agent for certain of that debt. We and our affiliates 
maintain normal commercial and banking relationships with The Bank of New York Mellon IRust 
Company, N.A. and its affiliates. In the future, The Bank of New York Mellon "Rust Company, N.A. 
and its affiliates may provide banking, investment and other services to us and our affiliates. 

The Bank of New York Mellon %st Company, N.A., successor to JPMorgan Chase Bank, N.A., is 

EXPERTS 

financial statement schedules, incorporated in this prospectus by reference from Pinnacle West Capital 
Corporation's Annual Report on Form 10-K, and the effectiveness of Pinnacle West Capital 
Corporation's internal control over financial reporting have been audited by Deloitte & 'zbuche LLP, an 
independent registered public accounting firm, as stated in their report, which is incorporated herein by 

The consolidated financial statements of Pinnacle West Capital Corporation and the related 
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reference. Such consolidated financial statements and financial statement schedules have been so 
incorporated in reliance upon the report of such firm given upon their authority as experts in 
accounting and auditing. 

statement schedule, incorporated in this prospectus by reference from Arizona Public Service 
Company’s Annual Report on Form 10-K, and the effectiveness of Arizona Public Service Company’s 
internal control over fmancial reporting have been audited by Deloitte & ’Ibuche LLP, an independent 
registered public accounting firm, as stated in their report, which is incorporated herein by reference. 
Such consolidated financial statements and fmancial statement schedule have been so incorporated in 
reliance upon the report of such firm given upon their authority as experts in accounting and auditing. 

The consolidated financial statements of Arizona Public Service Company and the related financial 

LEGAL OPINIONS 

The validity of the offered securities will be passed upon for Pinnacle West and APS by David P. 
Falck, Executive Vice President, General Counsel and Secretary of Pinnacle West and APS. Mr. Falck 
is regularly employed by Pinnacle West and APS, participates in various Pinnacle West employee 
benefit plans under which he may receive shares of common stock and currently beneficially owns less 
than one percent of the outstanding shares of common stock of Pinnacle West. We currently anticipate 
that Pillsbury Winthrop Shaw Pittman JLP, 1540 Broadway, New York, New York 10036, will pass on 
certain legal matters with respect to the offered securities for any underwriters. David R Ealck may rely 
as to all matters of New York law upon the opinion of Pillsbury Winthrop Shaw Pittman LLF! 
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ARIZONA CORPORATION COMMISSION 

ARIZONA PUBLIC SERVICE COMPANY REGARDING 
STAFF'S THIRTY-SIXTH SET OF DATA REQUESTS TO 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

APRIL 8,  2014 
DOCKET NO. E-01345A-11-0224 

Staff 36.8: Refer to the ComDanv's WorkDaDer EAB-2, Paae 2. Please provide 
the source and support for the 24.5833 year life for the STM plant. 

Response: APS estimated the remaining life for the Four Corners plant is June 
30, 2038, which is 24.5 years from January 1, 2014. The 24.5833 
was derived using an extra month. This depreciable life is consistent 
with what was approved in the 2010 Test Year Rate Case proposed 
by APS Witness Ron White. Attached as APS15306 is an excerpt 
from his testimony supporting this depreciable life and attached as 
APS15307 is Section 6.1 of the Settlement, approving the 
depreciation and amortization rates. 

Witness: Beth Blankenship 
Page 1 of 1 



RUCO'S FIRST SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED T 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

JANUARY 14, 2014 
DOCKET NO. E-01345A-11-0224 

RUCO 1.1: I n  Pinnacle West/APS recent 8-K filing, it is noted that APS has 
agreed to assume the 7% shortfall obligation of El Paso Company's 
failure to sign the 2016 Coal Supply Agreement. Please explain the  
circumstances. Please explain what is happening with the asset 
(i.e. will El Paso retain its 7% ownership), why APS agreed to pick 
up the shortfall and whether APS seeks to  include the expense in 
the pending Rate Rider application. If so; please explain why APS' 
ratepayers should have to  pay the expense. Is the additional coal 
from the El Paso contract necessary for the provision of service to 
APS' ratepayers - please explain. 

Response : APS does not seek to include any costs associated with this 7% i n  
the pending Rate Rider application, nor are there any existing costs 
to include. APS agreed to accept El Paso's 7% coal supply obligation 
if, by 2016, the 7% interest in Four Corners 4 and 5 has not been 
conveyed to the Navajo Nation. The Navajo Nation has expressed 
an interest in acquiring El Paso's share of the plant, and would 
assume the El Paso coal supply obligation, instead of APS, if and 
when it acquires that interest. 

Witness: Jeff Guldner 



RUCO'S SECOND SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

MAY 23, 2014 
DOCKET NO. E-01345A-11-0224 

RUCO 2.8: What is the anticipated asset utilization of the APS's owned units at  
Four Corners for the first 10 years and over 20 years? 

Response : The Four Corners average capacity factors are: 

10 year - 73.6% 

20 year - 76.9% 

Witness: Jeff Guldner 
Page 1 of 1 



RUCO'S FIRST SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

JANUARY 14, 2014 
DOCKET NO. E-01345A-11-0224 

RUCO 1.2: Admit that this expense was not forecasted in APS' original Four 
Corner's application. 

Response : See APS's response to RUCO 1.1. APS was unaware that El Paso 
would not sign a renewed 2016 Coal Supply Agreement at  the time 
of APS's Original Four Corners Application. APS may never incur any 
expense associated with the El Paso shortfall obligation under the 
2016 Coal Supply Agreement, and has not included any amount 
associated with that shortfall in the current application. 

Witness : Jeff Gu Id ner 



RUCO'S SECOND SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

MAY 23, 2014 
DOCKET NO. E-01345A-11-0224 

RUCO 2.6: Has APS identified potential risks from further EPA rulings that may 
impact the economics of Four Corners? 

Response: Yes. The potential risks from further EPA rulings were identified in 
APS's 2014 Integrated Resource Plan ('IRP") - Chapter 3 & Section 
E of Response to Rules - Rule E.l(D), Rule E.2(D), Rule E.3(D), 
Rule E.l(E), Rule E.2(E), Rule E.3(E). This filing is available on 
APS's website at  www.aos.com/resources. 

Witness: Jeff Guldner 
Page 1 of 1 



RUCO’S SECOND SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED T 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

MAY 23, 2014 
DOCKET NO. E-01345A-11-0224 

RUCO 2.7: Has APS attempted to quantify these EPA related risks to Four 
Corners? 

Response : Uncertaintv Dertainina to reaional haze reaulations (BART) - APS 
has assumed and included the installation costs of SCR controls in 
the analyses. 

Uncertaintv Dertainina to National Ambient Air Oualitv Standard 
{NMOS) - Because the proposed ozone NAAQS were withdrawn by 
EPA and the agency has yet to establish new NAAQS for ozone, it is 
difficult to estimate the impact, if any, of new standards on the Four 
Corners evaluation. 

Uncertainties Dertainina to RCRA reaulations - Proposed regulations 
include two different scenarios - Subtitle C (hazardous) and Subtitle 
D (non-hazardous). For the Four Corners evaluation and all other 
studies, APS has assumed EPA will choose to regulate CCR under 
Subtitle D and has included cost estimates in the analyses. The 
Subtitle C option was not evaluated because APS does not believe 
CCRs to be hazardous waste, but APS estimates the CCR costs 
would be 20% higher than Subtitle C. 

Uncertaintv Dertainina to Greenhouse aas (GHG) - New source 
performance standards (NSPS) regulations - APS has included in its 
analysis the potential for carbon pricing in the form of three carbon 
price forecasts, see response to Staff 35.31 and 35.35 

Uncertaintv Dertainina to Effluent limitation auidelines (ELG) - Any 
revisions to the ELG would impact the discharge limits at Four 
Corners which may be faced with increased capital and O&M 
expenses to achieve and maintain compliance. This risk was not 
evaluated because the EPA is not expected to have a final rule until 
late 2015 and it is uncertain what, if any, impact will come from 
such regulation. 

Witness: Jeff Guldner 
Page 1 of 1 



SIERRA CLUB FIRST SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

FEBRUARY 7, 2014 
DOCKET NO. E-01345A-11-0224 

Sierra Club Reference the December 30, 3013 testimony of Jeffrey Guldner in 
1.13: this docket, page 9: "And, despite generally lower natural gas 

prices, the SCE interest in FC 4-5 is forecast to provide long-term 
value to APS customers.'' 

a. Provide all analyses and documentation relied on by 
APS that supports this statement. 

b. What is the levelized natural gas price that APS 
assumed when it concluded that the SCE interest in 
FC 4-5 is forecast to provide long-term value to APS 
customers? 

Response: a. APS objects to this question as vague, ambiguous and unduly 
burdensome. Notwithstanding this objection, APS responds as 
follows. The acquisition of SCE's share of Units 4-5 results in 
a revenue requirement that is $426 million less than the 
alternative of replacing Four Corners with a comparable 
natural gas resource. This analysis assumes carbon costs 
beginning in 2021. I f  a carbon market does not materialize as 
assumed, the revenue requirement would be as high as $633 
million less than a comparable natural gas alternative. 
Attached, in Excel as APS15273, is the requested information. 
Also, see the APS Four Corners Rate Rider Technical 
Conference Materials filed February 18, 2014 in Docket E- 
1345A-11-0224. 

b. Please see APS's response to Sierra Club question 1.22. The 
levelized natural gas price from 2014 to 2029 is 
$5.38/M M BTU . 

Witness : Jeff Gu Id ner 



ARIZONA CORPORATION COMMISSION 

ARIZONA PUBLIC SERVICE COMPANY REGARDING 
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 

DEVELOP A JUST AND REASONABLE RATE OF RETURN 
FOUR CORNERS RATE RIDER 

APRIL 8, 2014 

STAFF‘S THIRTY-SIXTH SET OF DATA REQUESTS TO 

DOCKET NO. E-01345A-11-0224 

Staff 36.42: Refer to the ComDany’s WorkpaDer EAB-5, Pacle 10. Please explain 
the Company‘s rationale for first including 4.5% inflation within the 
formula for the base amount ($36,051,545) and then growing this 
amount by inflation the same inflation rate to future years. 

Response: Generally Accepted Accounting Principles (GAAP) requires that asset 
retirement obligations be recognized at fair value. The obligation 
equals the present value of the expected cost of remediation 
(decommissioning), which is calculated by inflating the costs (cash 
flow) to the date when the cash is expected to be expended and 
discounting to reflect obligation to current value. We are using a 
4.5% inflation of the costs through end of plant life (June 30, 2038) 
when Units 4-5 and Common are expected to commence site 
decommissioning. Thus, we are merely compounding rather than 
double-counting as perhaps implied in the question. 

Witness: Beth Blankenship 
Page 1 of 1 



ARIZONA CORPORATION COMMISSION 

ARIZONA PUBLIC SERVICE COMPANY REGARDING 
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 

DEVELOP A JUST AND REASONABLE RATE OF RETURN 
FOUR CORNERS RATE RIDER 

APRIL 8,  2014 

STAFF‘S THIRTY-SIXTH SET OF DATA REQUESTS TO 

DOCKET NO. E-01345A-11-0224 

Staff 36.40: Refer to the ComDanY‘s WorkDaDer EAB-5, Paae 10. Please provide 
the source and support for the decommissioning amounts 
($30,625,354 and $4,433,732) included on this schedule. 

Response: The sources for the decommissioning amounts are based on the 
2009 Four Corners Decommissioning Study prepared by Shaw 
Group Power, provided in discovery in the 2010 Test Year Rate Case 
in Docket E-01345A-11-0224, and the 2012 Ash Closure Study 
prepared by URS. Attached as APS15320 is a calculation for the 
“Decommissioning Study 2013 dollars” reflected in Workpaper EAB- 
5, Page 10, column b lines 2 and 3. APS15320 also includes the 
cost summaries from the 2009 Shaw Decommissioning Study and 
the 2012 URS Ash Pond Study. 

Witness: Beth Blankenship 
Page 1 of 1 



ARIZONA CORPORATION COMMISSION 
STAFF'S THIRTY-NINTH SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

MAY 14, 2014 
DOCKET NO. E-01345A-11-0224 

Staff 39.3: I n  Docket No. E-01345A- 10-0474, APS briefly discusses the "acquisition 
adjustment'' in this case, or the difference between book value and the market 
price paid. Staff's understanding of the general rule in Arizona is that the 
Commission does not permit recovery of an acquisition adjustment arising from a 
sale of assets barring extraordinary circumstances. I n  addition, the Commission 
has found that "if a party believes that an acquisition adjustment is necessary to 
bring about an efficiency-enhancing transaction, it should come to  the 
Commission and establish at  the very least: (1) the transaction will not likely 
occur but for an acquisition adjustment; (2) that operational efficiencies will 
likely result from the transaction; and (3) in a subsequent rate case, that 
operational efficiencies resulted from the transaction."' Please explain how this 
transaction meets this standard, specifically the following: 

a. Please explain what extraordinary circumstances exist that 
would justify the Commission's recognition of an acquisition 
adjustment in this case. 

b. Please explain how this transaction would not likely have 
occurred without the acquisition adjustment. 

c. Please describe any operational efficiencies that are likely to  
result from this transaction. Please describe in detail the 
"clear, quantifiable, and substantial net benefits to ratepayers 
that have resulted from the acquisition that would not have 
been realized had the transaction not occurred." 

' See In the Matter of the Joint Application of Black Mountain Gas Company and SemStyeam 
Arizona Propane, L.L.C. for Approval of the Transfer of the Black Mountain Page Division 
and Related Assets to SemStream Arizona Propane, L.L.C., 2007 WL 4127237 (Ari2.C.C.). 

Response: APS is unaware of any ACC decision applying the above criteria for including 
what FERC accounting characterizes as an acquisition adjustment in the case of a 
specific asset acquisition as contrasted to the acquisition of an entire system as 
was the case in Black Mountain. A better analogy would be if water Company 
(A) has future water needs and has an option to purchase an existing well from 
Company (B) or drill a new well to serve A's customers. After evaluation, i t  is 
clear that purchasing the existing well is more advantageous than any other 
available option to the customers of Company A. Since the well has been serving 
Company B, it has depreciated its book value over several years of ownership 
and the book value is now below the fair market value of the well. Company A 
purchases the well at a fair value which is above the remaining book value of 
Company 6, allowing the purchase to  move forward and Company B to  break 

Witness: Jeff Guldner 
Page 1 of 2 



ARIZONA CORPORATION COMMISSION 
STAFF‘S THIRTY-NINTH SET OF DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 

MAY 14, 2014 
DOCKET NO. E-01345A-11-0224 

even on the sale after all liabilities are taken into account. The difference 
between fair value paid by A and book value is called an acquisition adjustment 
per FERC. This is a significantly different circumstance than if A were to 
purchase all of the utility assets of B and continue to provide service to Company 
B customers with the same assets. In fact, APS is unaware of any ACC decision 
involving the acquisition of a new asset that did not recognize the full acquisition 
cost. That being said, the Company will attempt to respond to  Staff‘s specific 
inquiries. 

a. 

b. 

C. 

Decision No. 73130 (April 24, 2012) established the Four Corners 
acquisition from SCE as an extraordinary circumstance that warranted 
both an exemption from the “self-build” moratorium imposed by the 
Commission in Decision No. 67744 (April 5, 2005) and the ”best 
practices’’ for resource acquisition later codified in the Commission‘s 
Resource Planning Rules. See A.A.C. R14-2-705(8) (5). 

The acquisition was also extraordinary in the level of customer benefit 
(over $400 million on a net present value basis), the ability to preserve 
APS’s customers’ existing benefits from the Company’s pre-existing share 
of Four Corners 4 and 5, and the significant environmental benefit 
(specifically cited in Decision No. 73130 at pages 8-11) from closure of 
Units 1-3 by the end of 2013. None of these benefits could or would have 
happened absent this transaction. 

The transaction could never have occurred absent the agreement by APS 
to pay a sufficient amount to  compensate SCE for its exit of the facility 
prior to  mid-2016. SCE would not have agreed to a selling price that 
placed it in a worse economic position than not selling, and even if SCE 
would have agreed to  a contract that was financially irresponsible, the 
sale would never have received necessary CPUC approval. 

And neither APS nor any other rational utility would agree to  pay nearly 
$300 million for a plant and then write off five sixths of that investment 
less than a year later. The significant operational benefits from additional 
ownership of Four Corners 4 and 5 justifying APS‘ acquisition would all 
accrue to APS customers, leaving APS shareholders with nothing to show 
for management‘s good faith efforts to benefit customers but a staggering 
write off. 

See APS responses to  Sierra Club 1.13, Sierra Club 2.1, Sierra Club 2.4, 
Staff 35.31, and Staff 35.35. Also see the Four Corners Technical 
Conference materials provided in Docket No. E-01345A-11-0224 on 
February 18, 2013. 

Witness: Jeff Guldner 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 

ARIZONA PUBLIC SERVICE COMPANY REGARDING 
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 

DEVELOP A JUST AND REASONABLE RATE OF RETURN 
FOUR CORNERS RATE RIDER 

MAY 14, 2014 

STAFF'S THIRTY-NINTH SET OF DATA REQUESTS TO 

DOCKET NO. E-01345A-11-0224 

Staff 39.4: I n  Docket No. E-01345A-10-0474, APS refers to the difference 
between book value and the purchase price as an "acquisition 
adjustment". I n  Docket No. E-01345A-11-0224, APS's witnesses do 
not refer to the difference between book value and the market price 
paid as an "acquisition adjustment." 

a. Does APS consider the difference between the book value and 
the purchase price to be an "acquisition adjustment?" 

b. I f  the answer to subpart (a) is "no," please explain what the 
difference between book value and purchase price is and why 
APS referred to i t  as an "acquisition adjustment" in Docket 
NO. 10-0474. 

c. I f  the difference is an acquisition adjustment, why wasn't it 
called an "acquisition adjustment" in the testimony in this 
Docket (11-0224)? 

Response: a. Not in the traditionally understood sense. This adjustment is 
based on fundamentally different circumstances than the 
traditional acquisition adjustment requested in Black 
Mountain and similar cases. FERC rules require this amount 
to  be recorded as an "acquisition adjustment," which is what 
APS describes on page 9 of Elizabeth Blankenship's 
testimony as the accounting fair value of the acquisition. 
Also see Staff 39.8. 

b. See above. 

C. 

Also, 
from 

Docket No. E-01345A-11-0224 was a rate case, and the 
provision of the Settlement in that rate case addressed only 
the process for incorporating the Four Corners transaction in 
rates as a continuation of that proceeding rather than in a 
subsequent rate case. This accounting designation had and 
has no ratemaking significance in the context of an 
acquisition of a discreet asset never previously used to serve 
APS customers and thus no party to above Docket, including 
Staff, referenced the term "acquisition adjustment." 

attached as APS15321 and APS15328 are two data requests 
Docket E-01354A-10-0474 that discuss the acquisition 

adjustment in detail. As can be seen by both responses, the 
forecast of the acquisition adjustment that was provided in that 
proceeding and ultimately used by the Commission when approving 
the transaction is consistent with the treatment requested in this 

Witness: Jeff Guldner 
Page 1 of 2 
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THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 
DEVELOP A JUST AND REASONABLE RATE OF RETURN 

FOUR CORNERS RATE RIDER 
DOCKET NO. E-01345A-11-0224 

MAY 14, 2014 

proceeding and clearly contemplated by the Settlement in Docket 
NO. E-0 1345A-11-0224. 

Witness: Jeff Guldner 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF'S THIRTY-SIXTH SET O F  DATA REQUESTS TO 
ARIZONA PUBLIC SERVICE COMPANY REGARDING 

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO 

[-] 
4 m  

DEVELOP A JUST AND REASONABLE RATE OF RETURN 
FOUR CORNERS RATE RIDER 

DOCKET NO. E-01345A-11-0224 
APRIL 8,2014 

Staff 36.22 : 

Response: 

Refer to the Companv's Workpaper EAB-4. Paae 2. Please provide 
the source and support for t h e  5.25% rate used as the marginal 
cost of debt. 

I n  Workpaper EAB-4, page 2 the  Company used the 5.25O/0 rate 
based on the anticipated forecasted interest rate of the Company's 
next bond financing. APS issued debt at a 4.7% yield on January 7, 
2014 to fund the purchase of SCE's share of Units 4 and 5 of Four 
Corners. APS is currently deferring costs at 4.7%. When APS 
updates the deferral calculation in Rebuttal Testimony the 4.7% 
debt rate will be used. 

Witness: Beth Blankenship 
Page 1 of 1 
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Summaw Of APS, RUCO, STAFF Rate of Return Positions to Include FVROR 

APS Position 
Four Corners 

Settlement Four Corners Plus Settlement 

1 Original Cost Rate Base 
2 Required Rate of Return (WACC) 
3 Required Operating Income (Line 1 x Line 2) 

$ 5,662,998 $ 225,934 $ 5,888,932 
8.33% 8.33% 8.33% 

$ 471,728 $ 18,820 $ 490,548 

4 Fair Value Rate Base $ 8,167,126 $ 225,934 $ 8,393,060 
5 Incremental Fair Value Rate Base Over OCRB (Line 4 - Line 1) $ 2,504,128 $ - $ 2,504,128 

6 Fair Value Increment per Settlement 1 .OO% 1 .OO% 1 .OO% 
7 Fair Value Increment x Incremental FVRB (Line 5 x Line 6) $ 25,041 $ - $  25,041 

8 OCRB + FVRB Required Operating Income ( Line 3 + Line 7) $ 496,769 $ 18,820 $ 51 5,589 

9 Fair Value Rate of Return (Line 8 / Line 4) 6.09% 8.33% 6.14% 

RUCO Position 

1 Original Cost Rate Base 
2 Required Rate of Return (WACC / Debt / Combined) 
3 Required Operating Income (Line 1 x Line 2) 

Four Corners 
Settlement Four Corners Plus Settlement 

$ 5,662,998 $ 225,934 $ 5,888,932 
8.33% 4.725% 8.19% 

$ 471,728 $ 10,675 $ 482,403 

4 Fair Value Rate Base $ 8,167,126 $ 225,934 $ 8,393,060 
5 Incremental Fair Value Rate Base Over OCRB (Line 4 - Line 1) $ 2,504,128 $ - $ 2,504,128 

6 Fair Value Increment per Settlement 1 .OO% 1 .OO% 1 .OO% 
7 Fair Value Increment x Incremental FVRB (Line 5 x Line 6) $ 25,041 $ - $  25,041 

8 OCRB + FVRB Required Operating Income ( Line 3 + Line 7) $ 496,769 $ 10,675 $ 50 7,444 

9 Fair Value Rate of Return (Line 8 / Line 4) 6.09% 4.725% 6.05% 

Staff Position 
Four Corners 

Settlement Four Corners Plus Settlement 

1 Original Cost Rate Base $ 5,662,998 $ 
2 Required Rate of Return (WACC / FVROR / Combined) 
3 Required Operating Income (Line 1 x Line 2) $ 471,728 $ 

8.33% 

4 Fair Value Rate Base $ 8,167,126 $ 
5 Incremental Fair Value Rate Base Over OCRB (Line 4 - Line 1) $ 2,504,128 $ 

6 Fair Value Increment per Settlement 1 .OO% 
7 Fair Value Increment x Incremental FVRB (Line 5 x Line 6) $ 25,041 $ 

8 OCRB + FVRB Required Operating Income ( Line 3 + Line 7) $ 496,769 $ 

225,934 $ 5,888,932 
6.09% 8.24% 

13,759 $ 485,487 

225,934 $ 8,393,060 
- $ 2,504,128 

1 .OO% 1 .OO% 
- $  25,041 

13,759 $ 510,528 

9 Fair Value Rate of Return (Line 8 / Line 4) 6.09% 6.09% 6.09% 



Analvsis Of WACC Related To Four Corners related to $250 M 62 4.725%New Debt Financing 

Long-Term Debt 
Common Equity 
TOTAL 

Cost Weighted 
Amount % Rate Averaae 

$ 182,000,000 8c55% 4.725% 3.81 % 
43,934,000 19.45% 10.00% 1.94% 

$ 225.934.000 100.00% 5.75% 
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Introduction 

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 

ADDRESS. 

My name is Ezra D. Hausman, Ph.D. I am an independent consultant doing 

business as Ezra Hausman Consulting, operating from offices at 77 Kaposia 

Street, Aubumdale, Massachusetts 02466. 

ARE YOU PROVIDING ANY EXHIBITS WITH YOUR 

TESTIMONY? 

Yes. I am sponsoring the following exhibits: 

Exhibit 
No. Content 

Contains 
APS 

Designated 
Confidential 
Information 

EDH-1 

EDH-2 

EDH-3 

EDH-4 

EDH-5 

EDH-6 

Resume of Ezra D. Hausman, PH.D. 

Direct testimony of Mr. Patrick Dinkel on behalf of Arizona Public Service 
Corp., ACC Docket No. E-01345A-10-0474, Dated November 22,2010. 

APS response to Sierra Club Data Request 2.1 

APS response to Sierra Club Data Request 2.4 

APS response to Staff Data Request 35.35 

“Greenhouse Gas Legislative Review and C02 Price Outlook”, prepared by 
Charles River Associates on behalf of Arizona Public Service Corp, and 
attached as Appendix A to APS’s 2012 Integrated Resource Plan. Dated 
November 4,20 1 1. 

No 

No 

Yes 

Yes 

Yes 

No 
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WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 

BACKGROUND? 

I hold a BA in Psychology from Wesleyan University, an MS in 

Environmental Engineering from Tufts University, an SM in Applied Physics 

from Harvard University, and a PhD in Atmospheric Chemistry from 

Harvard University. I have been involved in analysis of both regulated and 

restructured electricity markets for more than 15 years. I have provided a 

detailed resume as Exhibit EDH- 1. 

From 2005 until early 20 14, I was employed at Synapse Energy Economics, 

Inc., a research and consulting company located in Cambridge, 

Massachusetts, where I served most recently as Vice President and Chief 

Operating Officer. At Synapse, and continuing as an independent consultant, 

I served as an analyst and expert in several areas related to my expertise and 

experience in energy economics. Specific areas include: 

0 State and regional energy, capacity, and transmission planning, including 
both utility resource planning and long-term (multi-decadal) climate- 
constrained resource planning 

Electricity and generating capacity market design and analysis 0 

0 Electric system dispatch modeling 

0 Economic analysis of environmental and other regulations, including 
greenhouse gas regulation, in electricity markets 

Economic analysis, price forecasting, and asset valuation in electricity 
markets 

0 
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0 Quantification of the economic and environmental benefits of displaced 
emissions and market price impacts associated with energy efficiency and 
renewable energy 

Regulation and mitigation of greenhouse gas emissions from the supply 
and demand sides of the U.S. electricity sector 

I have testified or appeared before public utility commissions and/or 

legislative committees in Nevada, Maryland, Kansas, Louisiana, Missouri, 

Mississippi, Vermont, Washington State, and Massachusetts, as well as at the 

federal level. I have provided expert representation for stakeholders at the 

PJM IS0 and at the FERC. While most of my testimony and analytical work 

has centered on issues in electricity market economics, I have also brought 

my expertise as a scientist to bear on cases involving greenhouse gas 

mitigation in the electric sector. 

Prior to joining Synapse, I was employed from 1998 through 2004 as a 

Senior Associate at Tabors Caramanis and Associates (TCA) of Cambridge, 

Massachusetts. In 2004, TCA was acquired by Charles River Associates 

(CRA), where I remained until I joined Synapse in 2005. At TCNCRA, I 

performed a wide range of electricity market and economic analyses and 

price forecast modeling studies. These included asset valuation studies, 

market transition codbenefit studies, market power analyses, and litigation 

support. I have extensive personal experience with market simulation, 

production cost modeling, and resource planning methodologies and software. 

3 
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HAVE YOU EVER PARTICIPATED IN ANY RESOURCE 

PLANNING PROCESSES CONCERNING ARIZONA PUBLIC 

SERVICE COMPANY (APS)? 

Yes. In 2010, I participated in the stakeholder process supporting the 

company’s then-current resource planning process, on behalf of the Sierra 

Club. I gave a presentation on June 18,2010, on the monetization of 

externalities in the resource planning process. 

HAVE YOU EVER TESTIFIED BEFORE THE ARIZONA 

CORPORATION COMMISSION? 

No. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

The purpose of my testimony is to bring to light certain aspects of APS’ 

recent acquisition of a large additional ownership share of Four Corners 

Units 4 and 5 from Southern California Edison (SCE). I would like to bring 

to the Commission’s attention the fact that while APS’s NPV analyses in this 

case purports to show benefits to ratepayers from the acquisition relative to 

other resource options, this analysis was based on limited and biased 

information, and does not adequately support the company’s conclusions. 

APS originally filed for permission to pursue the Four Corners acquisition in 

2010. Despite numerous changes in the underlying economic drivers forming 

4 
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the basis of APS’s economic analysis since the original filing, the resulting 

“benefit” to ratepayers on an NPV basis is remarkably similar: a $426 

Million NPV benefit claimed today, compared to a $488 Million NPV benefit 

claimed in 2010. However, based on my review of the company’s data as 

provided in its filing and in response to data requests, I conclude that 

numerous decisions and assumptions were made that had the effect, 

intentional or not, of making the acquisition plan appear to be more favorable 

to ratepayers than it actually is. I show that many of these decisions 

individually, if reversed, would have the effect of reversing the result of the 

analysis, and revealing that the Four Corners acquisition is not in fact in the 

interest of ratepayers. Taken together, these questionable assumptions mask 

what is likely a very poor deal for ratepayers. 

WHAT PARTICULAR ASPECTS OF APS’S ANALYSIS DO YOU 

ADDRESS IN YOUR TESTIMONY? 

I address the following aspects of APS’ analysis and underlying assumptions: 

0 Fuel price forecasts. The revisions made to APS’s fuel price forecasts 

for the updated analysis would, were no other changes made to the 

underlying assumptions, make enough of a difference in the forward- 

looking economics of the plant as to make it uneconomic. This is because 

the expected future price for natural gas has decreased significantly in the 

intervening years, while the company’s expectation for the cost of coal 

has increased. However, I find that the company has implausibly 
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minimized the effect of these fuel price outlook changes by reverting to 

its previous, higher gas price forecast just a few years in the future. 

0 Carbon dioxide emission costs. I find that APS misapplied its own 

consultant’s recommendations on the projection of CO;! emission costs, 

and departed dramatically from the company’s own forecasts as applied 

in the 201 0 filing, without any explanation for its actions. As a result, 

APS used unrealistically low price forecasts for both its “Base Case” and 

“High Case” trajectories. My analysis shows that this anomalous 

treatment of emissions costs accounts for the entire claimed savings 

associated with the Four Corners acquisition in the current docket, and 

possibly much more. 

0 Capital expenditures. I find that the unexplained changes in the stream 

of projected capital costs for Four Corners between APS’s 2010 filing 

and the current docket are anomalous and counterintuitive, and are 

starkly inconsistent with the changes in anticipated capital costs for other 

resources-and as a result tend to bias the analysis strongly in favor of 

the acquisition. 

0 Other operational assumptions. I find that APS continues to make 

optimistic assumptions regarding the future performance of Four Corners, 

projecting that the plant will run at a very high capacity factor through 

2039. The company has apparently not considered the implications for 

ratepayers in the likely event that this assumption turns out to be incorrect. 

6 
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WHAT IS YOUR RECOMMENDATION FOR THE COMMISSION? 

I recommend that at this time the Commission reject APS’s request for an 

increase to rate base of $183.3 million, reflecting costs associated with the 

purchase of SCE’s share of Four Corners Units 4 and 5. The Commission 

should further condition any future approval of rate base adjustments 

reflecting the Four Corners acquisition on APS re-filing its petition with a 

revised analysis that is more detailed, and that provides a full explanation and 

justification for the numerous changes in the company’s assumptions and 

projections since its 2010 filing. 

ARE YOU SUGGESTING THAT THE COMMISSION RECONSIDER 

ITS DECISION NOS. 73130 (DOCKET NO. E-01345A-10-0474) OR 

73183 (DOCKET NO. E-01345A-11-0224)? 

No. In Decision No. 73 130, the Commission authorized APS “if it so chooses” 

(p.43 at 3) to pursue the acquisition of SCE’s interest in the units, and to 

defer the costs of this acquisition for later recovery through rates. The 

Commission did not deem the acquisition to be prudent, nor did it offer APS 

a blank check for either the purchase of Units 4 and 5 or for any additional 

costs: 

Direct Testimony of Elizabeth Blankenship, 9 at 23 1 
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8. This Decision should not be construed to limit this 

Commission’s authority to review the acquisition of Four 

Corners Units 4 and 5 ,  or the unrecovered costs or additional 

costs incurred in connection with the closure of Four Corners 

Units 1-3 at the appropriate time, and to make disallowances 

thereof due to imprudence, errors or inappropriate application of 

the requirements of this Decision. (Decision 73 130, p.42 at 19) 

Order No. 73 183 simply kept the relevant Docket open until December 3 1, 

2013 so that APS could file the current request for rate treatment, but did not 

in any way guarantee approval of that request. 

Allowing costs associated with the purchase of SCE’s ownership share of 

Four Corners 4 and 5 into rate base exposes APS’s ratepayers to new and 

expanded risks and costs. The purpose of my testimony is to bring these risks 

and costs to light, and to detail certain questionable assumptions and other 

shortcomings in the company’s NPV analysis. In light of these shortcomings, 

APS has not made an adequate case that the acquisition is prudent, or that the 

requested rate base increase is justified. I recommend that the Commission 

hold APS accountable for its decision to move forward with this acquisition 

despite significant changes in market conditions. In my opinion, the 

company’s petition in this docket cannot reasonably be approved based on 

the analysis and evidence presented. 
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Background 

PLEASE PROVIDE BACKGROUND INFORMATION ON THE 

FOUR CORNERS PLANT, AND ON APS’S DECISION TO ACQUIRE 

SCE’S SHARE OF FOUR CORNERS UNITS 4 AND 5. 

The Four Corners Generating Station is a 5-unit, coal-fired power plant 

located within the Navajo Reservation in Northwestern New Mexico. Units 1 ,  

2, and 3, which had a combined capacity of 560 MW, began operation in the 

early 1960s and were wholly owned by APS.* These units have now ceased 

operation. 

Units 4 and 5, which have a combined capacity of 1,540 MW, came online in 

1969-70. Prior to December 2013, APS owned 15% of these units; 48% was 

owned by Southern California Edison (SCE), a subsidiary of Edison 

International that serves customers in much of southern California, and the 

remaining shares are variously owned by Public Service Company of New 

Mexico (1 WO), Salt River Project (1  O%), El Paso Electric (7%), and Tucson 

Electric Power Company (7%).3 

Direct testimony of Mark A. Schiavoni on behalf of APS in Docket No. E-01345A-10- 

Id., p.3. 

2 

0474, pp. 2-3. 
3 
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In 2010, SCE announced that it would not participate in any further “life- 

extending” investments in the plant,4 pursuant to California Public Utilities 

Commission (CPUC) rules intended to limit investments in electric 

infrastructure with high levels of greenhouse gas emissions such as baseload 

coal-fired electric power plants. Because Four Corners Units 4 and 5 will 

require significant environmental upgrades to meet EPA emissions standards 

by 2016,5 this rule meant that SCE would have to divest its 48% share of the 

units. According to the 20 10 testimony of APS witness Mark Schiavoni, had 

SCE been unable to find a buyer for this share, the units would likely have to 

be retired.6 

From APS’s perspective, this situation presented an opportunity to shut down 

the older, less efficient units 1-3, avoiding environmental upgrade costs on 

those units, and to more than make up for the lost generating capacity by 

assuming a greater share of the larger, less aged Units 4 and 5. 

APS’s analysis presented in Docket E-01 345A-10-0474 demonstrated 

convincingly that retaining and investing further in Units 1-3 would be a poor 

choice for the company and its ratepayers, and those units have since been 

retired. APS witness Patrick Dinkel further argued that acquiring SCE’s 

Id., pp.5 -6. 4 

5 

6 
Id ,  p.4-5. 
Id., p.6 
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share of Units 4 and 5 at the agreed upon purchase price, and assuming the 

increased cost of the required environmental upgrades on those units, was in 

ratepayers’ interest. Specifically, Mr. Dinkel’s NPV analysis concluded that 

there would be an expected NPV benefit to the acquisition of $488 Million, 

relative to the alternative of replacing APS’s share of the energy and capacity 

from Four Corners with new natural gas-fired combined cycle (CC) 

generating units. However, because APS was under a “self-build 

moratorium” (ACC Decision No. 67744) the company had to seek specific 

authorization to purchase SCE’s share of Units 4 and 5, independent of any 

request for ratemaking treatment of the acquisition and other associated costs. 

The Commission authorized the company to pursue the acquisition of SCE’s 

interest in the units, and further ordered that “Arizona Public Service 

Company is authorized to defer for possible later recovery through rates, all 

non-fuel costs.. .of owning, operating, and maintaining’’ the acquired 

interest. * 

Sierra Club intervened in Docket No. E-O1345A-10-0474 and retained the 

services of Mr. David Schlissel to review and provide expert testimony on 

APS’s filing. Among other issues, Mr. Schlissel highlighted the risk that the 

’ Testimony of Patrick Dinkel, ACC Docket No. E-01345A-10-0474 (Exhibit EDH-2). See 
figure on “APS Customer Benefits”, p.10. 

Decision No. 73130, p.43. 8 
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Four Corners plant will not operate in the future as long and/or at as high a 

capacity factor as the company projects: 

Although APS repeatedly emphasizes the risks posed by natural 

gas price volatility, it ignores the risks associated with the 

continued operation of the Four Corners Units 4-5 that are 

currently over 40 years old, having entered commercial service 

in 1969- 1970. In particular, without any supporting evidence, 

the Company very optimistically assumes that Units 4-5 will 

continue to operate at very high levels of performance as they 

age up to and beyond the age of sixty. (Direct testimony of 

David Schlissel in Docket No. E-01345A-10-0474,3 at 17) 

APS has continued to ignore these and other risks in the current filing, 

despite their very significant potential implications for ratepayers. 

HAVE ANY CIRCUMSTANCES CHANGED SINCE THE 

COMMISSION CONSIDERED THE FOUR CORNERS 

ACQUISITION IN THE 2010 DOCKET? 

Yes. Since the company’s initial filing, a number of important economic 

factors have changed that affect the economics of the transaction. These 

include : 

0 A reduction in the purchase price, due to a delay in the closing date of the 

transaction between SCE and APS; 
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0 An increase in the expected cost of coal, pursuant to the sale of the coal 

mine to the Navajo nation and a renegotiation of the coal purchase 

agreement; 

0 A reduction in the expected cost of natural gas going forward; 

A change in the company’s expectations with respect to the cost of 

carbon emissions going forward; 

0 A change in the company’s projection of capital requirements for the 

maintenance of Four Corners Units 4 and 5 ;  

The duration of the period for which costs and benefits were calculated 

was reduced from 30 to 25 years. 

Many of these changes individually have an impact comparable to or larger 

than APS’s estimated NPV benefit of the Four Corners acquisition relative to 

the closest alternative plan. However, other than the reduction in the 

purchase price, the company has provided few or no details about the 

rationale for these changes. Even more remarkable, the combined impact of 

all of these very significant changes is almost no net change in the 

company’s assessment of the long term NPV benefit of the transaction for 

consumers. The projected benefits changed from an estimated $488 Million 

over 30 years, as projected in 2010, to an estimated $426 Million over 25 

years as projected in the current filing. 
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HAVE THERE BEEN CHANGES ELSEWHERE IN THE ELECTRIC 

POWER INDUSTRY THAT HAVE BEARING ON THIS CASE? 

Yes. The coal industry across the country continues to face mounting 

challenges. Throughout the United States, utilities are reconsidering the 

economics of coal plant ownership in light of both fuel price dynamics and 

impending and likely environmental regulations, and in many cases they are 

divesting or shutting their coal assets-much as SCE elected to sell its share 

of Four Corners. While SCE’s decision to exit Four Corners may have been 

primarily motivated by California law, another owner, El Paso Electric, has 

decided to divest itself of its 7% share of the very same Four Corners units at 

issue here without any such regulatory requirement. In addition, BHP Billiton, 

a huge multi-national mining company, decided to dispose of its ownership 

in the Navajo mine that provides coal to Four Corners. 

As another example of failing industry confidence in the economics of coal 

plants, a recent proceeding before the Montana Public Service Commission 

suggested that the Colstrip coal plant in Montana was a net liability. In an 

application related to the purchase of hydroelectric assets from PPL Montana, 

a merchant generator and part-owner of Colstrip, Northwestern Energy 

witness Brian B. Bird attested that “Northwestern bid $400 Million for all 

14 
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[Colstrip and hydro assets] of PPLM.. .and $740 Million for the Hydros.. ."9 

This valuation suggests that Northwestern set a negative $340 Million value 

on PPLM's coal assets in the proposed bid. Mr. Bird explained that this 

negative valuation was due, in part, ". . .to recent Environmental Protection 

Agency ("EPA") actions and uncertainty around the viability of coal-fired 

assets in the future" including the risks associated with future remediation 

costs. 10 

There are numerous other examples of coal units that have been recently 

slated for retirement or conversion to natural gas. Of course, every unit, 

every market, and every utility is unique. However, if APS is asking this 

Commission to approve rate recovery for a decision that goes so strongly 

against the industry trend, the company bears the burden to justify and 

explain its decision in detail, and to demonstrate that it has done rigorous and 

unbiased analysis in support of that decision. I do not believe that this 

standard has been met in the current filing. 

Direct testimony of Brian B. Bird on behalf of Northwestern Energy, Montana Public 9 

Service Commission Docket No. D2013.12.85, p. BBB-7. 
lo Id., p. BBB-8. 
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Changes in Economic Outlook after 20 10 Filing 

WHEN AND AT WHAT PRICE DID APS ORIGINALLY PLAN TO 

ACQUIRE SCE’S SHARE OF FOUR CORNERS UNITS 4 AND 5? 

The initial petition specified a closing date of October 1,201 2, for a cash 

price of $294 Million. *’ This price was to decrease by $7.5 Million for each 

month that the closing was delayed. l2 

WHEN AND AT WHAT PRICE DID THIS TRANSACTION 

ACTUALLY TAKE PLACE? 

The transaction actually closed on December 30, 2013.13 Because of the 

delay in the closing date, the final purchase price was approximately $18 1.5 

Million. l 4  

OTHER THAN THE CONTRACTUAL DECREASE IN THE 

PURCHASE PRICE, HOW HAD MARKET CONDITIONS 

CHANGED IN THE INTERVENING TIME? 

One important change in the expected market conditions was an increase in 

the price of coal for the Four Corners plant. Another was a decrease in the 

APS Application in Docket No. E-01345A-10-0474,22 at 10. 

APS Application in Docket No. E-0 1345A- 1 1-0224, 1 at 22. 
l 2  Id., Footnote 108 on p. 22. 

l 4  APS did not readily provide the final purchase prices; I derived the value provided here by 
reducing the $294 million price by $7.5 million for 15 months. According to the testimony 
of Elizabeth Blankenship in Docket No. E-01345A-11-0224, Attachment EAB-IO, the 
“Total Rate Base” impact of the acquisition is $183,271,000. 

13 
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expected price of natural gas. Together, these reduce the long-term benefit of 

the transaction to APS’s ratepayers. 

APS also reduced its expected values for the future cost of carbon emissions 

between 20 10 and the current filing, which would tend to increase the 

expected benefits of the acquisition for ratepayers. Finally, APS appears to 

have revised its projection of capital costs for maintaining the plant. 

Change in Expected Coal and Gas Prices II 
HAVE YOU REVIEWED THE FUEL PRICE FORECASTS USED BY 

APS IN DOCKET NO. E-01345A-10-0474 (2010) AND IN THE 

CURRENT DOCKET? 

Yes. Gas and coal price forecasts used for the current filing were provided in 

response to Sierra Club Data Request 2.1 (Exhibit EDH-3); Gas and coal 

price forecasts used by APS in Docket No. E-01345A-10-0474 were 

A. 

provided in response to Sierra Club Data Request 2.4 (Exhibit EDH-4). In 

both cases the coal price forecasts were marked as confidential. 

Q. HOW DID APS’S COAL PRICE FORECAST CHANGE BETWEEN 

THE COMPANY’S ORIGINAL APPLICATION AND THE ACTUAL 

DATE OF THE ACQUISITION? 

CONFIDENTIAL Figure 1 compares the coal price forecast assumed by APS 

when the company originally analyzed the Four Corners acquisition in 201 0, 

as used by APS witness Patrick Dinkel in his NPV analysis, with that 

A. 
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assumed by the company in its most recent filing. On a levelized basis, l5 the 

price increased by about from between these 

two forecasts. 

CONFIDENTIAL Figure 1. Coal price forecasts used by APS witness Patrick Dinkel in 2010 vs. 
those underlying APS’s analysis in 201 4. 

HOW DID APS’S GAS PRICE FORECAST CHANGE BETWEEN 

THE COMPANY’S ORIGINAL APPLICATION AND THE ACTUAL 

DATE OF THE ACQUISITION? 

Figure 2 compares the gas price forecast assumed by APS when the company 

originally analyzed the Four Corners acquisition in 20 10, as used by APS 

l5 Levelized on a nominal basis over the period 2015-2029, with a discount rate of 7.2% 
18 
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witness Patrick Dinkel in his NPV analysis, with that assumed by the 

company in its most recent filing. On a levelized basis,16 each price trajectory 

decreased by 14.3% between the two sets of forecasts. The levelized prices 

are shown in CONFIDENTIAL Table 1. 

$14 00 

$12.00 

$10.00 

$8.00 

$6.00 

$4.00 

$2 00 

$- 

Forecast Year 

Dinkel (2010) High 4 D i n k e l ( 2 0 1 0 )  Base +Dinkel (2010) Low 
+Technical Conf High -+-Technical Conf Base --Techntcal Conf Low 

Figure 2. Gas price forecasts used by APS witness Patrick Dinkel in 201 0 vs. those underlying APSS 
2011 analysis. 

Levelized on a nominal basis over the period 2015-2029, with a discount rate of 7.2% 16 
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CONFIDENTIAL Table I .  Comparison o f A P S s  fuel price forecasts 
levelized over the period 2015-2029 at a discount rate of 7.2% 

Technical 
Dinkel Conference 
(2010) (2014) % Change 

Gas 
Low $ (4.52) $ (3.87) -14.3% 

Base $ (6.46) $ (5.53) -14.3% 
Hiah $ (8.39) $ (7.19) -14.3% 

Coa I 
Base 

WHAT IS THE IMPACT OF THESE CHANGES IN APS’ FUEL 

PRICE FORECASTS BETWEEN 2010 AND THE CURRENT 

FILING? 

The result of these changes is a significant reduction in the economic benefits 

to ratepayers. In fact, I conclude that had APS used the company’s later, 

updated fuel price projections at the time of the initial filing, all else being 

unchanged, the company would have found that the alternative plan of 

retiring Four Corners entirely and replacing it with new gas plants was the 

preferable option from an NPV perspective. 

ON WHAT DO YOU BASE THIS CONCLUSION? 

In 2010, Mr. Dinkel concluded that in his “base case” analysis there would 

be an NPV savings of $488 Million from the company’s preferred plan 

(acquiring SCE’s share of Four Corners) relative to the company’s alternative. 

I investigated the question: how much of this projected benefit would have 

20 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Testimony of Ezra D. Hausman 
Arizona Corporation Commission 

Docket No. E-0 1345A- 1 1-0224 

been eliminated had Mr. Dinkel had the updated, 2014 fuel price forecasts 

available to him? 

Of course, I do not have access to the company’s dispatch model, which 

would be required to capture all of the dynamics of redispatch under different 

economic conditions. However, as a first cut, I investigated instead how 

much larger the projected benefits would be in the current filing if the fuel 

costs under the current dispatch were adjusted using the fuel price forecasts 

used by Mr. Dinkel in 2010, but without redispatching the system. 

As summarized in Table 2, I estimate that the change in the fuel price 

outlook would lead to an NPV change of almost $500 Million. This suggests 

that the effect of the change in forecasted fuel prices was more than enough 

to negate the entire benefit claimed by APS either in 2010 or in the present 

proceeding, had not APS made numerous other changes to different 

assumptions that counteract this change. 
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COiVFlDEh’TIAL Table 2 Impact of Change in Fuel Price Forecast on NPV Benejit 

Adjusted Fuel 
As Filed ($Million) Cost ($Million) 

Four Corners 4,5 

Four Corners 4,5 

Alternative 2 Total 

Q. 

4. 

DO YOU BELIEVE THAT THE COMPANY’S REVISIONS TO ITS 

FUEL PRICE FORECASTS WERE REASONABLE? 

Only partly. I expect that the company’s coal price outlook is accurate, at 

least for the duration of the current contract, as it is based on the renegotiated 

contract with the Navajo Nation for coal from the Navajo mine. However, I 

find the gas price forecasts, shown in Figure 2, to be more dubious. APS has 

incorporated the fact that natural gas is much less costly and more abundant 

today than had been expected prior to 2010, and in the early years of the 

company’s forecast this is reflected in a reduction in the forecasted prices by 

about 25% relative to the 2010 forecast. However, this difference diminishes 

rapidly, until in 2025 there is no difference between the two forecasts - and 

very little difference thereafter (Figure 3). This is hard to reconcile with the 

general industry expectation of the long-term impact of new gas extraction 
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techniques, and it is hard to imagine (nor has the company explained) what 

the underlying rationale might be. 

Figure 3. Percent change in projected gas price from 201 0 forecast to forecast used in the present 
Docket, by year. 

WHAT IS YOUR OVERALL CONCLUSION REGARDING APS’S 

REVISIONS TO ITS FUEL PRICE FORECASTS, AS APPLIED TO 

THIS DOCKET? 

My conclusion in this area is that the combination of two changes in fuel 

price outlook, that is, higher-cost coal and lower-cost gas relative to that 

anticipated in 20 10, substantially reduces the value of the Four Corners 

acquisition for APS ratepayers. In itself, this change may well have been 

enough to eliminate any such benefit, even using APS’s anomalous revised 

forecasts which (as noted above) revert to the outdated 2010 forecasts after 
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only a few years. Had the forecasts not exhibited this anomalous reversion, 

the effect would have been much greater-and would have substantially 

reduced, or more likely eliminated, the projected benefit of the acquisition 

for ratepayers. 

Change in APS’s Treatment of Future COT - Emissions Costs 

Q. 

4. 

WHAT IS THE SIGNIFICANCE OF APS’S PROJECTIONS OF COz 

EMISSIONS COSTS AS IT APPLIES TO THE FOUR CORNERS 

ACQUISITION, AND TO THIS DOCKET? 

CO2 costs are a fundamental driver of the economics of resource options in 

the electric sector, and APS has acknowledged this fact and has included 

these costs in all of the analyses considered here. However, the company has 

lacked clarity and detail in justifying its cost projections, and has made 

significant and impactful changes in its approach with no explanation that I 

have been able to discover. It is true that these costs are shrouded in 

regulatory uncertainty as to their magnitude, form, and jurisdictional source. 

This is all the more reason APS and other utilities and resource planners 

should shine the full light of day on their approach, so that their assumptions 

and conclusions can be fully understood and evaluated. 

24 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

Q. 

A. 

Q. 

A. 

Testimony of Ezra D. Hausman 
Arizona Corporation Commission 

Docket No. E-O1345A-11-0224 

HAVE YOU REVIEWED THE CARBON EMISSIONS PRICE 

FORECASTS USED BY APS IN DOCKET NO. E-01345A-10-0474 

(2010) AND IN THE CURRENT DOCKET? 

Yes. Assumed carbon emissions prices for the current filing were provided in 

response to Commission Staff Data Request 35.35 (Exhibit EDH-5), and for 

the 2010 docket in response to Sierra Club Data Request 2.4(b) (Exhibit 

EDH-4). 

HAS APS PROVIDED A SOURCE FOR ITS CARBON EMISSIONS 

COST PROJECTIONS? 

The company has provided very little explanation for its emissions price 

forecasts, particularly in the present docket. However, APS did provide a 

study performed for the company by Charles River Associates as Appendix 

A to its 2012 Integrated Resource Plan. l 7  This study, which I have attached 

as Exhibit EDH-6, recommends for the base case “. . .using $12 (201 1s) per 

metric tonne C02 Eq beginning in 201 8-2020 and rising at 5% above inflation.” 

(2012 IRP Appendix A, p. A-1 1) For the high case, CRA argues that “it 

makes sense to evaluate a higher carbon price trajectory, for example $20 

(201 1s) per metric tonne of C02 Eq. beginning in 201 8-2020 and rising at 5% 

above inflation.” They go on to note that they “do not believe that this is the 

Charles River Associates, Arizona Public Service Greenhouse Gas Legislative Review and 17 

C02 Price Outlook.” (Exhibit EDH-6) Dated November 4,20 1 1. 
25 
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highest carbon price trajectory that is politically feasible, but it represents an 

upper bound to reflect probable policy over the next decade.” 

The price trajectories provided by APS in response to Sierra Club data 

requests, along with my interpretation of those recommended by CRA, are 

shown in Figure 4. 

$120 

$100 

YEAR 

Dinkel (2010) High 4 -CRA (2011) High t A P S  Technical Conference High 

Dinkel (2010) Base 3 APS Technical Conference Base +-CRA (2011) Base 

Figure 4. Comparison of all base and high case CO, emissions price trajectories used b.v APS an1 
recommended by CRA, 201 1-2014 (nominal dollars). 
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HOW DO THE COz PRICE FORECASTS USED IN THE CURRENT 

DOCKET COMPARE TO THOSE RECOMMENDED BY CRA IN 

2011? 

APS diverged quite dramatically from the recommendations of its consultant. 

First, it appears that APS made a simple unit conversion error - by taking 

CRA’s prices, which are denominated in dollars per metric tonne, and 

applying them as if they were dollars per short ton. This in itself renders the 

effective prices about 10% below what CRA intended. 

Second, APS appears to have taken CRA’s “Base Case”, improperly applied 

as dollars per short ton, and used it as a “High Case.” APS’s “Base Case” is 

substantially lower, and the company has provided no explanation for this 

case. APS has not considered CRA’s recommended “High Case” in the 

current docket. 

HOW DO THE CO2 PRICE FORECASTS USED IN THE CURRENT 

DOCKET COMPARE TO THOSE USED BY THE COMPANY IN 

SUPPORT OF ITS 2010 FILING? 

As seen in Figure 4, the forecasts used in the current case are far below those 

used by APS witness Patrick Dinkel in the 20 10 docket. It appears that the 

company’s current “High Case” is similar to Mr. Dinkel’s “Base Case,” but 

Mr. Dinkel’s “High Case” has been dropped from consideration. 
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HOW DO THE CARBON PRICE FORECASTS USED BY APS IN 

THE CURRENT PROCEEDING COMPARE TO THOSE 

RECOMMENDED BY CRA, AND TO OTHER COz EMISSIONS 

PRICES USED BY THE COMPANY, ON A LEVELIZED BASIS? 

Levelized prices are a useful single-number metric because they allow for 

apples-to-apples comparison amongst different trajectories that start in 

different years and grow at different rates. For the current case, I determined 

equivalent levelized prices for each trajectory by first applying the “NPV” 

function in Excel with a 7.2% discount rate to each trajectory over the period 

2019-2038. I then used the “PMT” function in Excel to find an equivalent 

stream of constant annual payments fronSW2-2038 that would yield the 
2 W? 

same NPV - or the equivalent levelized price over this time period. Table 3 

compares the levelized prices for each of the trajectories shown in Figure 4. 

Table 3. Comparison ofAPS’ CO, price trajectories on a levelized basis 

Levelized C 0 2  
Source Price 2019-2038 

Base Case 
Current Docket 
Dinkel (2010) 

CRA 2011 

$12.73 
$28.01 
$29.60 

High Case 
Current Docket 

Dinkel (2010) High 
CRA 2011 High 

$26.58 
$70.02 
$49.34 
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As seen in Table 3, the “Base Case” price used by APS in its technical 

conference presentation, and used to support the current application, is well 

below the other price trajectories shown on a levelized basis. It is less than 

half of either the Base Case price used by Mr. Dinkel in 2010, or the Base 

Case price recommended by APS’s consultant CRA. In fact, even APS’s 

technical conference “High Case” price is below either the CRA or the 

Dinkel “Base Case” prices, on a levelized basis. 

BASED ON THE FOREGOING, DO YOU BELIEVE THAT THE 

COMPANY’S REVISIONS TO ITS CARBON EMISSIONS PRICE 

FORECASTS WERE REASONABLE? 

No. I conclude that the company erred in choosing both base and high case 

trajectories that are too low, and that ignore the guidance of its own 

consultants in this area. The company’s emissions prices used to support its 

“fair value” petition for Four Corners are below both the 2012 and 2014 IRP 

trajectories; it is hard to reconcile this observation with any realistic or 

credible change in APS’s market outlook during this period. 

WHAT IS THE IMPACT OF THIS APPROACH ON THE 

COMPANY’S ANALYSIS? 

The impact is quite significant. In response to Sierra Club data request No. 

2.4(a) (Exhibit EDH-4), APS provided its projected total CO2 emissions costs 

under each of the scenarios considered and presented at the February 2014 
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Q. 

A. 

Technical Conference. The C02 emissions costs alone have an NPV of $1.75 

Billion (20 10-2039) for the Four Corners acquisition plan, and $1.19 Billion 

for the alternative plan-an additional NPV cost of $560 Million for the 

acquisition case relative to the alternative. This suggests that if the Base Case 

emissions prices were twice as high (which would still be lower than either 

the CRA Base Case or the Dinkel Base Case emissions prices) there would 

have been an additional $560 Million NPV penalty for the acquisition case- 

well exceeding the $426 Million net benefit to ratepayers claimed by the 

company. 

As with the fuel costs, my quantitative estimate of the impact assumes no 

change in dispatch - but again as with fuel costs, it strongly suggests that the 

impact is important, and that were the company more thorough and 

forthcoming in its analysis, it would be presenting a very different picture of 

the relative benefits of the acquisition. 

WHAT IS YOUR OVERALL CONCLUSION REGARDING APS’S 

REVISIONS TO ITS COz EMISSIONS COST FORECASTS, AS 

APPLIED TO THIS DOCKET? 

I conclude that a very significant and unexplained change was made in the 

company’s stated carbon emissions price outlook - a change that is 

inconsistent not only with the company’s earlier practice, but with its 

consultant’s recommendations. This change has enough of an impact on the 

30 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

Testimony of Ezra D. Hausman 
Arizona Corporation Commission 

Docket No. E-0 1345A- 1 1-0224 

company’s NPV analysis to reverse the result - that is, without this change 

the company would find that the alternative plan, relying on new natural gas 

plants, would be less costly on an NPV basis than the Four Corners 

acquisition. 

The Commission should require a much more complete, detailed, and 

rigorous explanation of the company’s change in its carbon price forecast 

prior to ruling on the current petition; hrther, the company should be 

required to re-run its analysis using the C02 emissions prices recommended 

by its consultant CRA. If ratepayer benefits cannot be shown using realistic 

and fully justified C02 emissions prices, the petition should be denied. 

Change in Proiected Capital Expenditures for Units 4 and 5 

3. 

4. 

HAVE YOU REVIEWED APS’S PROJECTED CAPITAL 

EXPENDITURES ON ITS GENERATING UNITS, INCLUDING 

FOUR CORNERS, AS APPLIED IN DOCKET E-01345A-10-0474 AND 

IN THE CURRENT DOCKET? 

Yes. APS provided projected annual capital expenditures as applied for the 

current filing in response to Sierra Club Data Request 2.4(a), and for the 

2010 docket in response to Sierra Club Data Request 2.4(d), both of which 

are included in Exhibit EDH-4. The capital costs were provided for the 

following categories: APS’s share of Four Corners 4 and 5,  Future CCs/CTs, 
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and “Other Existing.”” The company has alleged that much of this 

information is confidential. 

HOW DID APS’S PROJECTIONS OF CAPITAL EXPENDITURES 

CHANGE BETWEEN ITS FILING IN 2010 AND THE CURRENT 

DOCKET? 

There were quite a number of changes, and they are difficult to reconcile 

given the limited information or explanation the company has provided. 

CONFIDENTIAL Table 4 summarizes the changes in projected capital 

expenditures by resource category, on an NPV basis, l9 between the 201 0 

filing and the current docket. Values are shown for both the “Base Case,” 

which represents the acquisition of SCE’s share of Four Corners, and the 

“Gas Alternative,” in which Four Corners is shut down in 2016 and APS’s 

resource needs are met by building new gas plants.2o 

In the “Gas Alternative” case, the company’s projection of capital costs for 

APS’s share of Four Corners until shutdown increased by relative to its 

The current data also break out Four Comers Units 1-3, but these expenditures are small 18 

and disappear entirely by 2016. For purposes of the discussion here these are included in 
“Other Existing.” 
l9 The values in CONFIDENTIAL Table 4 represent Net Present Value for the years 2014- 
2039, using a discount rate of 7.2%. The underlying data are deemed confidential by the 
company. 
*’ The cases shown were defined and analyzed by APS, and were included in the filing and 
discovery materials provided by the company. I do not know the details of the two 
alternative resource plans, nor can I be completely confident that the alternatives considered 
in the two cases were identical. 
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20 10 projection. Conversely, the projected capital expenditures associated 

with the same plant in the Base Case decreased by almost m. This 

combination of a projected Four Comers capital cost decrease in the Base 

Case and a projected increase in the Gas Alternative case accounts for $185 

Million of the NPV difference between the cases - about 43% of the entire 

claimed benefit for the Base Case over the alternative. 

The decrease in the projected capital cost relative to the 2010 filing has 

another perplexing aspect: Between 2010 and 2014, the company’s 

expectation for capital costs for all of its existing resources-except Four 

Comers Units 4 and 5 - increased by m. If the company had expected the 

capital expenditures associated with Four Comers to increase by m along 

with the rest of the fleet, the NPV benefit of the Base Case would be reduced 

by $473 Million - more than eliminating the entire claimed benefit. The 

company should be required to explain why it believes Four Corners costs 

will remain low while other resources in its portfolio have become more 

expensive to maintain. 

The source of the reduction in NPV capital costs for the Four Corners units is 

also intriguing. CONFIDENTIAL Figure 5 shows the annual capital 

expenditures as projected by APS in support of each filing. The undiscounted 

sum of the capital expenditures projected in 2014, shown in the final set of 

rows in CONFIDENTIAL Table 4, is actually about - greater 
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than the undiscounted sum of those projected in 2010; however, by 

projecting a delay in these expenditures of several years, APS has realized a 

decrease in the calculated NPV through the mechanics of discounting. 
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CONFIDENTIAL Table 4: Changes in projected capital expenditures from APS S 
JIing in Docket No. E-01345A-10-0374 to the current case, by resource category 
and case. Values are in $Million NPVfor the years 2014-2039, using a discount rate 
of 7.2% 

Four Corners 
4-5 

Other 
Existing 

Future 
ccs/cTs 

Four Corners 
4-5 (Un- 

discounted) 

Gas 
Base Case Alternative 

Change ($M) 
Change (%I 
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CONFIDENTIAL Figure 5. Annual capital expenditures for the Four Corners plant 
as projected by APS in 201 0 (blue) and the current docket (Orange) 

WHAT IS YOUR OVERALL CONCLUSION REGARDING APS’S 

TREATMENT OF FUTURE CAPITAL COSTS IN THIS CASE? 

I find that there were numerous anomalous and unexplained changes to the 

capital cost projections between the 2010 filing and the current docket, all of 

which tend to favor the acquisition of Four Corners over the gas alternative. 

The aggregate impact of these changes, on an NPV basis, exceeds the NPV 

benefit the company has shown for its preferred plan. 

The Commission should require a much more complete explanation of the 

company’s changes in its capital cost projections prior to ruling on the 
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current petition; if these changes are not fully justified, the petition should be 

denied. 

Other Assumptions and Considerations 

Q. 

A. 

Q- 

A. 

DO YOU HAVE ANY OTHER CONCERNS REGARDING APS’S 

ASSUMPTIONS AND ECONOMIC ANALYSIS IN THIS CASE? 

Yes. In particular, I would like to reiterate a concern raised by Sierra Club 

witness David Schlissel in Docket No. E-01 345A- 10-0474 before this 

Commission. Specifically, I note that APS’s analysis is still fully dependent 

on the assumption that the Four Corners units will continue to operate, and to 

operate at a high capacity factor, through 2039, when the units will be 70 

years old. 

DO YOU HAVE REASON TO BELIEVE THAT THE UNITS WILL 

CEASE OPERATING, OR WILL OPERATE AT A LOWER LEVEL, 

PRIOR TO 2039? 

I do not know how the units will operate into their seventh decade of service, 

and neither does APS. It is certainly reasonable to assume that, like all capital 

equipment, they will require increasing infusions of capital as they age if 

they are to continue running at such a high level-but APS has actually 

assumed that capital costs will be close to constant in nominal dollars, 

meaning that they would decrease precipitously in real terms. 

(CONFIDENTIAL Figure 5) .  In fact, as the units age and if these costs 
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increase, APS and the other co-owners may well decide to retire one or both 

units early, or to allow them to run at a much lower level, rather than to 

continue investing in aging infrastructure. Thus I believe it is an extremely 

optimistic assumption that they will continue to run at high capacity factors 

throughout this period. 

Further, the risks and costs associated with burning fossils fuels and 

continuing to emit large quantities of greenhouse gases into the atmosphere 

are becoming clearer seemingly every day. As I write this testimony, the 

Intergovernmental Panel on Climate Change is completing its fifth 

Assessment Report on global climate change,21 and the results are alarming. 

The draft report leaves no doubt that climate change is occurring, and that 

human activity-specifically the continued release of greenhouse gases into 

the atmosphere-is the major cause. 

On May 6 of this year, the Obama Administration released the Third US 

National Climate Assessment.22 Among the conclusions of that report are 

that climate change is already causing costly and disruptive impacts in the 

United States and elsewhere on air quality, infrastructure, water supply, 

http:llwww.ipcc.ch/report/ar5lindex.shtml 
22 Melillo, Jerry M., Terese (T.C.) Richmond, and Gary W. Yohe, Eds., 2014: Highlights of 
Climate Change Impacts in the United States: The Third National Climate Assessment. U.S. 
Global Change Research Program, 148 pp. 
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agriculture, the way of life of indigenous people, ecosystems, marine life, 

and human health. These impacts are only expected to become more severe 

and costly in the years and decades to come. 

Finally, on June 2,2014 the US EPA released its plans for regulating carbon 

emissions from existing power plants, calling for a reduction of 30% from 

2005 levels by 2030. While the implementation details and the impact of this 

rule are still being worked out, one thing is clear: there are going to be large 

and increasing costs associated with continuing to run resources, such as 

Four Corners Units 4 and 5 ,  that emit large amounts of COz into the 

atmosphere. 

While APS has made its first steps towards incorporating risk of climate 

legislation and emissions costs into account by including a modest cost for 

CO2 emissions, the company should recognize that if the United States is to 

seriously address this critical risk to our economy and the climate of the 

planet, it will likely become uneconomic to run coal plants at a high level, or 

perhaps at all, in the coming decades. Prior to asking this Commission to 

approve ratepayer funding for acquiring additional coal-burning 

infrastructure today, the company should at least identify what the 

implications would be for their analysis if the plant were unable or 

uneconomic to operate and to continue producing greenhouse gas emissions 

at some point prior to the end of its projected lifetime. 
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WHAT WOULD BE THE IMPACT ON THE COMPANY’S 

ANALYSIS IF IT RAN A SENSITIVITY CASE WITH AN EARLIER 

SHUTDOWN DATE? 

It is difficult to know what the financial impact would be without producing 

a fbll resource plan assuming an earlier shutdown date-something that 

would be straightforward for APS to do but unduly burdensome for an 

outside expert without full access to APS’s planning models. As presented by 

APS, and with all of the input assumption issues described herein, the Four 

Corners option overtakes the gas alternative option on an NPV basis by 

around 2022. 

Of course, this should not be taken to imply that the Four Comers 

Acquisition plan is preferable as long as operations continue through that 

period, even given all of the questionable assumptions described above. In 

the event Four Corners were to curtail operations or shut down early, APS 

would still have to find or build alternative resources, such as those identified 

in the gas alternative case, much earlier than anticipated in the Base Case 

plan. 

HAS APS PERFORMED SUCH AN ANALYSIS? 

Not that I am aware of. Indeed, Sierra Club asked for any such analysis in 

Sierra Club interrogatory 3.1, and was informed that “In conjunction with the 
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acquisition of SCE’s share of Four Corners 4 and 5 ,  APS did not evaluate 

having an earlier shutdown of Four Corners 4 and 5.”23 

ARE THERE ANY OTHER RISKS THAT THE COMPANY HAS 

FAILED TO CONSIDER IN ITS NPV ANALYSIS PRESENTED TO 

THIS COMMISSION? 

Yes. For example, there is a significant risk that other environmental 

remediation costs, such as the cost of installing SCRs to comply with the 

Regional Haze Rule, will be significantly higher than the company has 

estimated. While I am not a pollution control engineer and I cannot speak to 

the specific issues related to the Four Corners units, my understanding is that 

each such installation is highly site-specific, and that it is not uncommon for 

installation costs to far exceed initial estimates. APS should address this risk 

in its analysis, making a good-faith estimate of the upper bound on the cost 

of such an installation, and analyze and report the impacts of such a case on 

the economics of the resources. A good way to ensure a realistic, good-faith 

upper bound estimate is for the company to stipulate that it will not seek to 

recover costs in excess of that amount from ratepayers. 

Similarly, there is a risk that the ultimate decommissioning and remediation 

costs will be higher than the company estimates. This is particularly germane 

APS response to Sierra Club data request 3.1. 23 

41 



Testimony of Ezra D. Hausman 
Arizona Corporation Commission 

Docket No. E-01345A-11-0224 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

V. 

Q. 

4. 

as the company is taking on a much larger share of this risk through the 

acquisition of SCE’s share of the Four Corners units. Similar to the 

environmental retrofit risk, I recommend that the company be directed to 

analyze and report the impact of such a scenario on project economics, again 

basing the analysis on a cost higher than which it will guarantee not to seek 

recovery from ratepayers. 

Of course, I do not know precisely what these costs will be any better than 

the company does, but given the dubious, possibly biased, and poorly- 

documented nature of other assumptions underlying the company’s NPV 

analysis, it is certainly possible that APS has underestimated and/or 

understated the risks of higher costs. Even if the Commission is prepared to 

award APS its requested rate increase based on the analysis presented by the 

company, the company should not be given a blank check to cover future 

costs that should have been anticipated and given full consideration in this 

docket. 

Overall Recommendations and Conclusions 

WHAT ARE YOUR RECOMMENDATIONS FOR THE 

COMMISSION IN THIS CASE? 

First, I recommend that the Commission deny APS’s petition at this time, and 

direct the company to re-file its request with a revised analysis that is more 
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detailed, and that provides a full explanation and justification for the 

numerous changes in the company’s assumptions and projections since the 

2010 filing. It may be that the sum total of these many changes do indeed 

cancel out, and that the surprising similarity between the currently-projected 

$426 Million Net Present Value benefit and the $488 Million NPV benefit 

projected in 2010 is merely a coincidence. However, there are far too many 

anomalous and unexplained features of the company’s numbers to accept this 

conclusion without far more explanation. 

In particular, I recommend that the Commission ask for fully detailed 

explanations of the following: 

Gas price forecasts. Why is it that the company’s gas price forecasts 
revert to almost the same values as the 2010 forecasts between 201 8 
and 2024? Has APS fully incorporated the changed natural gas 
market hndamentals in this assumption? 

Greenhouse gas emissions costs. Can the company explain how it 
derived its revised greenhouse gas emissions costs, why it elected to 
use the “Base Case” recommended by its consultant as “High Case”, 
and how its “Base Case” was derived? Assuming APS did rely at 
least in part on CRA’s recommendations, the company should also 
correct its error in units identified above, if my interpretation is 
correct. 

Capital expenditures. Can the company explain why it changed its 
projected stream of capital expenditures for Four Corners since the 
20 10 filing as described above, why the expected capital expenditures 
decreased in the Base Case while increasing dramatically in the 
Alternative Case, and why the projected expenditures for Four 
Corners remained almost constant (in nominal dollars) while they 
increased markedly for all other resources? 
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0 Long-term unit operations. Has the company considered a case 
where the plant does not operate at a high capacity factor through the 
end of 2039? If so, what are the implications of such an early shut- 
down (or curtailed operations) for the economics of the acquisition? If 
not, does the company intend to hold ratepayers harmless if this 
assumption turns out to be unrealistically optimistic for the readily 
foreseeable reasons unidentified here? 

0 Other costs. Has APS considered a case in which other costs, such as 
environmental retrofit, remediation, and decommissioning costs, are 
higher than the company has projected in its base case analysis? 

Without much more detailed explanation and justification of the company’s 

assumptions and analytical decisions in each of these areas, I do not believe 

that the Commission can reasonably accept APS’s NPV analysis as valid or 

robust, nor can it approve the company’s request in this docket. 

Second, I recommend that the Commission put APS on notice that there is no 

guarantee of recovery of future capital investments in the Four Corners plant. 

The Commission waived the self-build moratorium in Order No. 73 130-but 

it did not relieve the company of the burden of making and justifying prudent 

decisions. Had APS performed its revised analysis with the CO2 price 

trajectories recommended by its own consultant, or made numerous other 

reasonable changes to its underlying assumptions described here, it would 

have found no or even negative benefit from the Four Corners acquisition on 

an NPV basis; if it turns out that other assumptions were also unrealistically 

biased in favor of the acquisition, the company should be held accountable. 

Such assumptions could include the future operations and longevity of the 
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plant; the extent and cost of required environmental upgrades, and 

decommissioning and remediation costs. 

Similarly, while the company has not at this time requested ratemaking 

treatment for the acquisition of El Paso Electric’s 7% share of Four Corners 

Units 4 and 5, I recommend that the Commission put the company on notice 

that a l l l y  updated analysis will be required before ratepayers are shouldered 

with this additional risk and cost. Continued investment in Four Comers on 

behalf of APS’s ratepayers risks becoming a game of throwing good money 

after bad, as each “investment” becomes a sunk cost that justifies the next. It 

was APS’s analysis and decisions that started this process, however, and the 

company, not its ratepayers, should bear the risk of any imprudence or sub- 

par analysis in the process. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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Ezra Daskal Hausman, Ph.D. 
77 Kaposia Street 

Newton, Massachusetts 02466 
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(617) 875-6698 

SUMMARY 

I am an independent consultant in energy and environmental economics. 

I have worked for over 15 years as an electricity market expert with a focus on market design 
and market restructuring, environmental regulation in electricity markets, and pricing of energy, 
capacity, transmission, losses and other electricity-related services. I have performed market 
analysis, offered expert testimony, led workshops and working groups, made presentations and 
participated on panels, and provided other support to clients in a number of areas, including: 

Economic analysis, price forcasting, and asset valuation in electricity markets, including 
dispatch model analysis and review of modeling studies 

Electricity and generating capacity market design 

Integrated Resource Planning and portfolio analysis 

Economic analysis of environmental and other regulations, including cap-and-trade 
regulation of C02, in electricity markets 

Quantification of the economic and environmental benefits of displaced emmissions 
associated with energy efficiency and renewable energy initiatives 

Mitigation of greenhouse gas emissions from the supply and demand sides of the U.S. 
electric sector. 

I have prepared reports and offered other expert services on these and other related topics for 
clients including federal and state agencies; offices of consumer advocate; legislative bodies; 
cities and towns; non-governmental organizations; foundations; industry associations; and 
resource developers. 

I previously served as Vice President and Chief Operating Officer of Synapse Energy 
Economics, Inc. of Cambridge, Massachusetts. In addition to my consulting portfolio, this 
management role entailed responsibility for day-to-day operations of the company including 
overseeing finance, HR, communications & marketing, quality assurance, client service, and 
professional development of staff. I had overall responsibility for ensuring that project managers 
and project teams had the tools, information, and training they needed to successfully serve our 
client's needs and produce high-quality deliverables on time and on budget. I was also a resource 
available to any of our clients to address any issues of customer service, quality, or any other 
issues that may arise. 

I hold a Ph.D. in atmospheric science from Harvard University, an S.M. in applied physics from 
Harvard University, an M.S. in water resource engineering from Tufts University, and a 
B.A.degree in psychology from Wesleyan University. 
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PROFESSIONAL EXPERIENCE 

Ezra Hausman Consulting, Newton, MA. President, March 20 14 - Present. 
I provide research, analytical, and regulatory and litigation support services based upon my 15+ 
years experience in the electric power industry. 

Synapse Energy Economics Inc., Cambridge, MA. 
Chief Operating Officer, March 201 1 - February 2014; 
Vice President, July 2009 - February 201 4; 
Senior Associate, 2005-2009. 

Conducted research, wrote reports, and presented expert testimony pertaining to consumer, 
environmental, and public policy implications of electricity industry regulation. Focus of work 
included: 

0 

0 

0 

0 

0 

0 

Economic analysis of electricity industry regulation and restructuring 

Efficient pricing of generating and transmission capacity 

Long-term electric power system planning and market design 

Price forecasting and asset valuation 

Impact of air quality and environmental regulations on electricity markets and pricing 

Energy efficiency and renewable energy programs and policies, including avoided 
emissions analysis 

Market power and market concentration analysis in electricity markets 0 

0 Consumer and environmental protection 

0 Regulation and mitigation of greenhouse gas emissions. 

Charles River Associates (CRA), Cambridge, MA. Senior Associate, 2004-2005 
CRA acquired Tabors Caramanis &Associates in October, 2004. 

Tabors Caramanis & Associates, Cambridge, MA. Senior Associate, 1998-2004 
Modeling and analysis of electricity markets, generation and transmission systcms. Projects 
included: 

0 Several market transition cost-benefit studies for development of Locational Marginal 
Price (LMP) based markets in US electricity markets 

Long-term market forecasting studies for valuation of generation and transmission 
assets, 

Valuation of financial instruments relating to transmission system congestion and losses 

Modeling and analysis of hydrologically and electrically interconnected hydropower 
system operations 

Natural gas market analysis and price forecasting studies 

Co-developed an innovative approach to hedging financial risk associated with 
transmission system losses of electricity 

0 

0 

0 

0 

0 
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Designed, developed and ran training seminars using a computer-based electricity 
market simulation game, to help familiarize market participants and students in the 
operation of LMP-based electricity markets. 

Developed and implemented analytical tools for assessment of market concentration in 
interconnected electricity markets, based on the “delivered price test” for assessing 
market accessibility in such a network 

Performed regional market power and market power mitigation studies 

Performed transmission feasibility studies for proposed new generation and transmission 
projects in various locations in the US 

Provided analytical support for expert testimony in a variety of regulatory and litigation 
proceedings, including breach of contract, bankruptcy, and antitrust cases, among others. 

Global Risk Prediction Network, Inc., Greenland, NH. Vice President, 1997-1 998 
Developed private sector applications of climate forecast science in partnership with researchers 
at Columbia University. Specific projects included a statistical assessment of grain yield 
predictability in several crop regions around the world based on global climate indicators 
(Principal Investigator); a statistical assessment of road salt demand predictability in the United 
States based on global climate indicators (Principal Investigator); a preliminary design of a 
climate and climate forecast information website tailored to the interests of the business 
community; and the development of client base. 

Hub Data, Inc., Cambridge, MA. Financial Software Consultant, 1986-1987, 1993-1997 
Responsible for design, implementation and support of analytic and communications modules for 
bond portfolio management software; and developed software tools such as dynamic data 
compression technique to facilitate product delivery, Windows interface for securities data 
products. 

Abt Associates, Inc., Cambridge, MA. Environmental Policy Analyst, 1990-1 991 
Quantitative risk analysis to support federal environmental policy-making. Specific areas of 
research included risk assessment for federal regulations concerning sewage sludge disposal and 
pesticide use; statistical alternatives to Most-Exposed-Individual risk assessment paradigm; and 
research on non-point sources of water pollution. 

Massachusetts Water Resources Authority, Charlestown, MA. Analyst, 1988-1 990 
Applied and evaluated demand forecasting techniques for the Eastern Massachusetts service 
area. Assessed applicability of various techniques to the system and to regional planning needs; 
and assessed yieldheliability relationship for the eastern Massachusetts water supply system, 
based on Monte-Carlo analysis of historical hydrology. 

Somerville High School, Somerville, MA. Math Teacher, 1986- 1987 
Courses included trigonometry, computer programming, and basic math courses. 
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EDUCATION 

Ph.D., Earth and Planetary Sciences. Harvard University, Cambridge, MA, 1997 

S.M., Applied Physics. Harvard University, Cambridge, MA, 1993 

M.S., Civil Engineering. Tufts University, Medford, MA, 1990 

B.A., Wesleyan University, Psychology. Middletown, CT, 1985 

FELLOWSHIPS, AWARDS AND AFFILIATIONS 

President, Burr Elementary School Parent Teacher Organization, 2005-2007 

UCAR Visiting Scientist Postdoctoral Fellowship, 1997 

Postdoctoral Research Fellowship, Harvard University, 1997 

Certificate of Distinction in Teaching, Harvard University, 1997 

Graduate Research Fellowship, Harvard University, 199 1-1 997 

Invited Participant, UCAR Global Change Institute, 1993 

House Tutor, Leverett House, Harvard University, 199 1-1 993 

Graduate Research Fellowship, Massachusetts Water Resources Authority, 1989- 1990 

Teaching Fell0 wships: 

Harvard University: Principles of Measurement and Modeling in Atmospheric 
Chemistry; Hydrology; Introduction to Environmental Science and Public Policy; The 
Atmosphere. 

Wesleyan University: Introduction to Computer Programming; Psychological Statistics; 
Playwriting and Production. 

Professional affiliations 

Member, American Association for the Advancement of Science 

Member, American Economic Association 
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EXPERT TESTIMONY AND SERVICES 

United States District Court for the Eastern District of Missouri (Civil Action No. 4:ll-CV- 
00077) - Ongoing 
Expert witness on behalf of the United States Department of Justice on clean air act enforcement 
case. 

Arizona Corporation Commission (Docket No. E-01345A-11-0224) - Ongoing 
Expert witness on behalf of the Sierra Club regarding Arizona Public Service petition for rate 
treatment for acquisition of an additional ownership share of the Four Corners generating units. 

Missouri Public Service Comission (Docket No. ET-2014-0085) - 2013 
Testimony on behalf of the Missouri Solar Energy Industries Association regarding Union 
Electric (d/b/a Ameren Missouri) motion to suspend payment of solar rebates. 

Missouri Public Service Comission (Docket No. ET-2014-0059 and ET-2014-0071) - 2013 
Testimony on behalf of the Missouri Solar Energy Industries Association regarding Kansas City 
Power and Light Company’s motions to suspend payment of solar rebates. 

Puget Sound Energy (PSE) - 2012-2013 
Expert participant in PSE’s 2013 IRP stakeholder process on behalf of the Sierra Club. 

Washington Utilities and Transportation Commission (Docket Nos. UE-111048 and UG- 

Testimony on behalf of the Sierra Club regarding the cost of operating the Colstrip power plant 
and other power procurement issues. 

Kansas Corporation Commission (Docket No. 11-KCPE-581-PRE) - 2011 
Presented written and live testimony on behalf of the Sierra Club regarding Kansas City Power 
and Light request for predetermination of ratemaking principles. 

Vermont Department of Public Service - 2011 
Provided scenario analysis of the costs and benefits of various electric energy resource scenarios 
in support of the state Comprehensive Energy Plan. 

Massachusetts Department of Energy Resources - 2009-2011 
Served as expert analyst and modeling coordinator for analysis related to implementation of the 
Massachusetts Global Warming Solutions Act. 

Iowa Office of Consumer Advocate - 2010-Present 
Assisted Consumer Advocate in evaluating a proposed power purchase agreement for the output 
of the Duane Arnold nuclear power station. 

Missouri Public Service Commission (Docket No. EW-2010-0187) - 2010 
Expert participant on behalf of the Sierra Club in stakeholder process to develop a “demand side 
investment mechanism” in Missouri. 

Louisiana Public Service Commission (Docket No. R-28271 Subdocket B) - 2009-2010 
Expert participant on behalf of the Sierra Club in Renewable Portfolio Standard Task Force 
considering RPS for Louisiana. 

Joint Fiscal Committee of the Vermont Legislature - 2008-2010 
Serving as lead expert advising the Legislature on economic issues related to the possible 
recertification of the Vermont Yankee nuclear power plant. 

111049) - 2011 
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Town of Littleton, NH - 2006-2010 
Serving as expert witness on the value of the Moore hydroelectric facility. 

Nevada Public Service Commission (Docket No. 08-05014) - August 2008 
Presented prefiled and live testimony on behalf of Nevadans for Clean Affordable Reliable 
Energy regarding the proposed Ely Energy Center and resource planning practices in Nevada. 

Mississippi Public Service Commission (Docket No. 2008-AD-158) - August 2008 
Presented written and live testimony on behalf of the Sierra Club regarding the resource plans 
filed by Entergy Mississippi and Mississippi Power Company. 

Kansas House of Representatives - Committee on Energy and Utilities - February 2008 
Presented testimony on behalf of the Climate and Energy Project of the Land Institute of Kansas 
on a proposed bill regarding permitting of power plants. Focus was on the risks and costs 
associated with new coal plants and on their contribute to global climate change. 

Vermont Public Service Board (Docket No. 7250) - 2006-2008 
Prepared report and testimony in support of the application of Deerfield Wind, LLC. For a 
Certificate of Public Good for a proposed wind power facility. 

Iowa Utilities Board (Docket No. GCU-07-1) - October, 2007 -January 2008 
Presented wrtten and live testimony on behalf of the Iowa Office of Consumer Advocate 
regarding the science of global climate change and the contribution of new coal plants to 
atmospheric C02. 

Nevada Public Service Commission (Docket No. 07-06049) - October 2007 
Presented prefiled direct testimony on behalf of Nevadans for Clean Affordable Reliable Energy 
regarding treatment of carbon emissions costs and coal plant capital costs in utility resource 
planning. 

Massachusetts General Court, Joint Committee on Economic Development and Emerging 
Technologies -July 2007 
Presented written and live testimony on climate change science and the potential benefits of a 
revenue-neutral carbon tax in Massachusetts. 

Town of Rockingham, VT - 2006-2007 
Served as expert witness on the value of the Bellows Falls hydroelectric facility. 

South Dakota Public Utilities Commission (Case No EL05-22) -June 2006 
Minnesota Public Utilities Commission (Docket TR-05-1275) - December 2006 
Submitted prefiled and live testimony on the contribution of the proposed Big Stone I1 coal-fired 
generator to atmospheric C02, global climate change and the environment of South Dakota and 
Minnesota, respectively. 

Arkansas Public Service Commission (Docket No. 06-070-U) - October 2006 
Submitted prefiled direct testimony on inclusion of new wind and gas-fired generation resources 
in utility rate base. 

Federal Energy Regulatory Commission (Docket Nos. ER055-1410-000 and EL05-148-000) 
- May-Sept 2006 

Participant in settlement hearings on proposed capacity market structure (the Reliability 
Pricing Model, or RPM) on behalf of State Consumer Advocates in Pennsylvania, Ohio 
and the District of Columbia 

0 
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Invited participant on technical conference panel on PJM’s proposed Variable Resource 
Requirement (VRR) curve 

Filed Pre- and post-conference comments and affidavits with FERC 

Participated in numerous training and design conferences at PJM on RPM 
implementation. 

Illinois Pollution Control Board (Docket No. R2006-025) - June-Aug 2006 
Prefile and live testimony presented on behalf of the Illinois EPA regarding the costs and 
benefits of proposed mercury emissions rule for Illinois power plants. 

Long Island Sound LNG Task Force - January 2006 
Presentation of study on the need for and alternatives to the proposed Broadwater LNG storage 
and regasification facility in Long Island Sound. 

Iowa Utilities Board (Docket No. SPU-05-15) - November 2005 
Whether Interstate Power and Light’s should be permitted to sell the Duane Arnold Energy 
Center nuclear facility to FPLE Duane Arnold, Inc., a subsidiary of Florida Power and Light. 

PUBLICATIONS AND REPORTS 

Luckow, P., E. Stanton, B. Biewald, J. Fisher, F. Ackerman, E. Hausman, 2013 Carbon Dioxide 
Price Forecast, Synapse Energy Economics, November 20 1 3. 

Stanton, E., T. Comings, K. Takahashi, P. Knight, T. Vitolo, E. Hausman, Economic Impacts of 
the NRDC Carbon Standard: Background Report prepared for the Natural Resources Defense 
Council, Synapse Energy Economics for NRDC, June 20 13 

Comings T., P. Knight, E. Hausman, Midwest Generation ’s Illinois Coal Plants: Too Expensive 
to Compete? (Report Update) Synapse Energy Economics for Sierra Club, April 201 3 

Stanton E., F. Ackerman, T. Comings, P. Knight, T. Vitolo, E. Hausman, Will LNG Exports 
Benefit the United States Economy? Synapse Energy Economics for Sierra Club, January 201 3 

Chang M., D. White, E. Hausman, Risks to Ratepayers: An Examination of the Proposed William 
States Lee 111 Nuclear Generation Station, and the Implications of “Early Cost Recovery ’’ 
Legislation, Synapse Energy Economics for Consumers Against Rate Hikes, December 20 12 

Wilson R., P. Luckow, B. Biewald, F. Ackerman, and E.D. Hausman, 2012 Carbon Dioxide 
Price Forecast, Synapse Energy Economics, October 20 12. 

Fagan B., M. Chang, P. Knight, M. Schultz, T. Comings, E.D. Hausman, and R. Wilson, The 
Potential Rate Effects of Wind Energy and Transmission in the Midwest IS0  Region. Synapse 
Energy Economics for Energy Future Coalition, May 2012. 

Hausman, E.D., T. Comings, “Midwest Generation’s Illinois Coal Plants: Too Expensive to 
Compete? Synapse Energy Economics for Sierra Club, April 20 12. 

Hausman, E.D., T. Comings, and G. Keith, Maximizing BeneJits: Recommendations for Meeting 
Long-Term Demand for Standard Offer Service in Maryland. Synapse Energy Economics for 
Sierra Club, January 2012. 
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Keith G., B. Biewald, E.D. Hausman, K. Takahashi, T. Vitolo, T. Comings, and P. Knight, 
Toward a Sustainable Future for the US. Power Sector: Beyond Business as Usual 201 1 
Synpase Energy Economics for Civil Society Institute, November 20 1 1. 

Chang M., D. White, E.D. Hausman, N. Hughes, and B. Biewald, Big Risks, Better Alternatives: 
An Examination of Two Nuclear Energy Projects in the US. Synpase Energy Economics for 
Union of Concerned Scientists, October 20 1 1. 

Hausman E.D., T. Comings, K. Takahashi, R. Wilson, and W. Steinhurst, Electricity Scenario 
Analysis for the Vermont Comprehensive Energy Plan 201 I .  Synapse Energy Economics for 
Vermont Department of Public Service, September 201 1. 

Wittenstein M., E.D. Hausman, Incenting the Old, Preventing the New: Flaws in Capacity 
Market Design, and Recommendations for Improvement. Synapse Energy Economics for 
American Public Power Association, June 201 1. 

Johnston L., E.D. Hausman, B. Biewald, R. Wilson, and D. White. 201 1 Carbon Dioxide Price 
Forecast. Synapse Energy Economics White Paper, February 20 1 1. 

Hausman E.D., V. Sabodash, N. Hughes, and J. I. Fisher, Economic Impact Analysis of New 
Mexico’s Greenhouse Gas Emissions Rule. Synapse Energy Economics for New Energy 
Economy, February 20 1 1. 

Hausman E.D., J. Fisher, L. Mancinelli, and B. Biewald. Productive and Unproductive Costs of 
C02 Cap-and-Trade: Impacts on Electricity Consumers and Producers. Synapse Energy 
Economics for National Association of Regulatory Utility Commissioners, National Association 
of State Utility Consumer Advocates, National Rural Electric Cooperative Association, and 
American Public Power Association, July 2009. 

Peterson P., E. Huasman, R. Fagan, and V. Sabodash, Report to the Ohio OfJice of Consumer 
Counsel, on the value of continuedparticipation in RTOs. Filed under Ohio PUC Case No. 09- 
9O-EL-COI, May 2009. 

Schlissel D., L. Johnston, B. Biewald, D. White, E. Hausman, C. James, and J. Fisher, 
Synapse 2008 C02 Price Forecasts. July 2008. 

Hausman E.D., J. Fisher and B. Biewald, Analysis of Indirect Emissions Benefits of Wind, 
LandJill Gas, and Municipal Solid Waste Generation. Synapse Energy Economics Report to the 
Air Pollution Prevention and Control Division, National Risk Management Research Laboratory, 
U.S. Environmental Protection Agency, July 2008. 

Hausman E.D. and C. James, Cap and Trade C02 Regulation: EfJicient Mitigation or a Give- 
away? Synapse Enegy Ecomics presentation to the ELCON Spring Workshop, June 2008. 

Hausman E.D., R. Hornby and A. Smith, Bilateral Contracting in Deregulated Electricity 
Markets. Synapse Energy Economics for the American Public Power Association, April 2008. 

Hausman E.D., R. Fagan, D. White, K. Takahashi and A. Napoleon, LMP Electricity Markets: 
Market Operations, Market Power and Value for Consumers. Synapse Energy Economics for the 
American Public Power Association’s Electricity Market Reform Initiative (EMRI) symposium, 
“Assessing Restructured Electricity Markets ” in Washington, DC, February 2007. 
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Hausman E.D. and K. Takahashi, The Proposed Broadwater LNG Import Terminal Response to 
Draft Environmental Impact Statement and Update of Synapse Analysis. Synapse Energy 
Economics for the Connecticut Fund for the Environment and Save The Sound, January 2007. 

Hausman E.D., K. Takahashi, D. Schlissel and B. Biewald, The Proposed Broadwater LNG 
Import Terminal: An Analysis and Assessment of Alternatives. Synapse Energy Economics for 
the Connecticut Fund for the Environment and Save The Sound, March 2006. 

Hausman E.D., P. Peterson, D. White and B. Biewald, RPM2006: Windfall Profits for Existing 
Base Load Units in PJM: An Update of Two Case Studies. Synapse Energy Economics for the 
Pennsylvania Office of Consumer Advocate and the Illinois Citizens Utility Board, February 
2006. 

Hausman E.D., K. Takahashi, and B. Biewald, The Glebe Mountain Wind Energy Project: 
Assessment of Project Benefits for Vermont and the New England Region. Synapse Energy 
Economics for Glebe Mountain Wind Energy, LLC., February 2006. 

Hausman E.D., K. Takahashi, and B. Biewald, The Deerfield Wind Project: Assessment of the Need 
for Power and the Economic and Environmental Attributes of the Project. Synapse Energy 
Economics for Deerfield Wind, LLC., January 2006. 

Hausman E.D., P. Peterson, D. White and B. Biewald, An RPM Case Study: Higher Costs for 
Consumers, Windfall Profits for Exelon. Synapse Energy Economics for the Illinois Citizens 
Utility Board, October 2005. 

Hausman E.D. and G. Keith, Calculating Displaced Emissionsfrom Energy Efficiency and 
Renewable Energy Initiatives. Synapse Energy Economics for EPA website 2005 

Rudkevich A., E.D. Hausman, R.D. Tabors, J. Bagnal and C Kopel, Loss Hedging Rights: A 
Final Piece in the LMP Puzzle. Hawaii International Conference on System Sciences, Hawaii, 
January, 2005 (accepted). 

Hausman E.D. and R.D. Tabors, The Role of Demand Underscheduling in the California Energy 
Crisis. Hawaii International Conference on System Sciences, Hawaii, January 2004. 

Hausman E.D. and M.B. McElroy, The reorganization of the global carbon cycle at the last 
glacial termination. Global Biogeochemical Cycles, 13(2), 371-38 1, 1999. 

Norton F.L., E.D. Hausman and M.B. McElroy, Hydrospheric transports, the oxygen isotope 
record, and tropical sea surface temperatures during the last glacial maximum. 
Paleoceanography, 12, 15-22, 1997. 

Hausman E.D. and M.B. McElroy, Variations in the oceanic carbon cycle over glacial 
transitions: a time-dependent box model simulation. Presented at the spring meeting of the 
American Geophysical Union, San Francisco, 1996. 

PRESENTATIONS AND WORKSHOPS 

ELCON 2011 Fall Workshop: “Do RTOs Need a Capacity Market?” October 20 1 I .  

Harvard Electricity Policy Group: Presentation on state action to ensure reliability in the face of 
capacity market failure. February 20 1 1. 
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NASUCA 201 0 Annual Conference: “Addressing Climate Change while Protecting 
Consumers.’’ November 201 0. 

NASUCA Consumer Protection Committee: Briefing on the Synapse report entitled, 
“Productive and Unproductive Costs of C02 Cap-and-Trade.” September 2009. 

NARUC 2009 Summer Meeting: Invited speaker on topic: “Productive and Unproductive Costs 
of C02 Cap-and-Trade.” July, 2009. 

NASUCA 2008 Mid-Year Meeting: Invited speaker on the topic, “Protecting Consumers 
in a Warming World, Part 11: Deregulated Markets.” June 2008. 

Center for  Climate Strategies: Facilitator and expert analyst on state-level policy options for 
mitigating greenhouse gas emissions. Serve as facilitatodexpert for the Electricity Supply (ES) 
and Residential, Commercial and Industrial (RCI) Policy Working Groups in the states of 
Colorado and South Carolina. 2007-2008. 

NASUCA 2007 Mid-Year Meeting: Invited speaker on the topic, “Protecting Consumers 
in a Warming World” June 2007. 

ASHRAE Workshop on estimating greenhouse gas emissions from buildings in the design 
phase: Participant expert on estimating displaced emissions associated with energy efficiency in 
building design. Also hired by ASHRAE to document and produce a report on the workshop. 
April, 2007. 

Assessing Restructured Electricity Markets An American Public Power Association 
Symposium: Invited speaker on the history and effectiveness of Locational Marginal Pricing 
(LMP) in northeastern United States electricity markets, February, 2007. 

ASPO-USA 2006 National Conference: Invited speaker and panelist on the future role of LNG 
in the U.S. natural gas market, October, 2006. 

Market Design Working Group: Participant in FERC-sponsored settlement process for 
designing capacity market structure for PJM on behalf of coalition of state utility consumer 
advocates, July-August 2006. 

NASUCA 2006 Mid-Year Meeting: Invited speaker on the topic, “How Can Consumer 
Advocates Deal with Soaring Energy Prices?” June 2006. 

Soundwaters Forum, Stamford, CT: Participated in a debate on the need for proposed 
Broadwater LNG terminal in Long Island Sound, June 2006. 

Energy Modeling Forum: Participant in coordinated academic exercise focused on modeling US 
and world natural gas markets, December 2004. 

Massachusetts Institute of Technology o :  Guest lecturer in Technology and Policy 
Program on electricity market structure, the LMP pricing system and risk hedging with FTRs. 

LMP: The Ultimate Hands-on Seminar. Two-day seminar held at various sites to explore 
concepts of LMP pricing and congestion risk hedging, including lecture and market simulation 
exercises. Custom seminars held for FERC staff, ERCOT staff, and various industry groups. 

2002-2005. 

2003-2004. 
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Learning to Live with Locational Marginal Pricing: Fundamentals and Hands-on 
Simulation. Day-long seminar including on-line mock electricity market and congestion rights 
auction, December 2002. 

LMP in California. Series of seminars on the introduction of LMP in the California electricity 
market, including on-line market simulation exercise. 2002. 

Resume updated June 20 14 
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Q* 
A. 

Q. 

A. 

Q. 

A. 

DIRECT TESTIMONY OF PATRICK DINKEL 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-01345A-10- 

INTRODUCTION 

PLEASE STATE YOUR NAME AND POSITION WITH Aps. 
My name is Patrick Dinkel. I am the Vice President of Power Marketing 

Resource Planning and Acquisition at Arizona Public Service Company (“APS” 

or “Company”). In that capacity, I am responsible for power marketing and 

trading, the integrated resource planning function, long- term generation 

acquisition, and the Company’s Renewable Energy Program. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 
I received a Bachelor of Science degree from Marymount College and a Master 

of Business Administration from Northern Arizona University. I joined APS in 

1986. Prior to being named Vice President of Power Marketing and Resource 

Planning and Acquisition, I was General Manager of Strategic Planning and 

Resource Acquisition, where I was also responsible for overseeing APS’s long- 

term power procurement and renewable energy programs. Before that, I was 

Director of Resource Acquisitions and Renewable Energy, and have also been 

responsible for Corporate Planning and Business Unit Analysis and Reporting. 

During my career at APS, I have held various positions within APS and Pinnacle 

West Capital Corporation, primarily within the renewable energy, financial, and 

budgeting areas. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE ARIZONA 
CORPORATION COMMISSION (“COMMISSION”)? 
Yes. I testified in support of APS’s requests to acquire the Sundance Assets 

(Docket No. E-01345A-04-0407), and, later, to include those assets in rate base 

(Docket No. E-01345A-05-0816). I also testified in support of APS’s request for 

authorization to acquire the Yuma Assets (Docket No. E-O1345A-06-0464), in 
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A. 

11. 

Q* 

A. 

support of the Commission’s grant of a Certificate of Environmenta 

Compatibility for Abengoa Solar (Docket No. L-OOOOOGG-08-0407-00139 an( 

L-OOOOOGG-08-0408-00140), and in the recent A P S  rate case (Docket No. E. 

0 1345A-08-0172). 

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

My testimony supports APSs application for authorization and other suppor~ 

needed to purchase Southern California Edison’s (“SCE”) existing ownership 

interest in Four Corners Power Plant (“Four Corners”) Units 4 and 5 and retire 

Units 1-3 of that plant. Specifically, I will describe how that transaction benefits 

APS customers and makes good business sense from a resource planning 

perspective. 

THE PROPOSED TRANSACTION BENEFITS CUSTOMERS. 

YOU NOTED ABOVE THAT APS’S PROPOSAL TO ACQUIRE SCE’S 

CUSTOMERS. PLEASE ELABORATE. 

Simply put, the proposed transaction is the best value for A P S  customers 

compared to every reasonable resource alternative. Let me explain. The energy 

APS receives from its current ownership interest in the Four Corners generating 

station Units 4 and 5 represents 6% of APS’s  energy resources. If no one 

acquires SCE’s ownership interest in Four Corners, there is a risk that the co- 

SHARE OF FOUR CORNFXS AND RETIRE UNITS 1-3 BENEFITS 

owners of Units 4 and 5 will choose to retire those units. A shutdown of Units 4 

and 5 results in A P S  losing 231 MW of a reliable and economic baseload 

resource now serving APS customers. 

Four Corners Units 1-3 provide APS customers with 560 MW, or 4200 GWH, of 

baseload energy. Although Units 1-3 currently comply with all environmental 

regulations, they will require significant environmentally-driven capital 

investment over the next five years if they are to remain in service. The first 

2 
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expected tranche, $235 million for mercury emission controls, could come as 

early as 2014; the second, a potential $351 million to comply with the EPA’s 

proposed Best Available Retrofit Technology (“BART”) visibility requirements, 

is due as early as 2016. Units 1-3 are cost-effective for APS customers now, but 

that may no longer be true if a total of $586 million must be spent in five short 

years to keep them online. Other costs may also be required for those units to 

comply with future greenhouse gas regulations. In other words, there is a risk 

Q= 

A. 

that all of Four Corners could close by 2016. 

If all five units are retired, APS will lose 791 MW of low-cost base load 

generation that currently provides 19% of APS total generation needs. Navajo 

Generating Station, in which APS, SFW, and TEP each own a share, faces many 

of the same issues. If it closes, A P S  would lose yet another 315 MW of baseload 

capacity, posing the risk that APS could lose 1,106 MW - that is 26% of its 

energy - in just a few years. 

WHAT ALTERNATIVE RESOURCES ARE AVAILABLE TO REPLACE 
LOST FOUR CORNERS GENERATION? 
Coal is a baseload resource and a fundamental component of APS’s energy mix. 

A baseload resource is one that is designed to run 24 hours a day, seven days a 

week, to meet the Company’s lowest around-the-clock demand. Continually 

called on, such a resource must be both reliable and cost-effective, or else 

customers will pay more for their energy. Potential replacement alternatives for 

any lost Four Corners generation include coal and nuclear (large, conventional 

“baseload” resources), geothermal and biomasshiogas (small, renewable 

baseload resources), and natural gas (an “intermediate” resource that is reliable 

although it has greater fuel cost volatility compared to others and is most cost- 

effective when serving peak load). Solar and wind generation, while increasingly 

important components of APS’s energy mix, are intermittent resources that a 

3 
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Q. 
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utility cannot control and that cannot adequately substitute for one that is require( 

night and day, 365 days each year. 

MORE SPECIFICALLY, ASSUMING THAT PLANT PARTICIPANTS 
OPT TO CLOSE UNITS 4 AND 5 IN 2016, HOW WOULD APS REPLACE 
TIIE RESULTING 231 M W  CAPACITY LOSS? 
Few of the alternative resources discussed in my prior answer are realisticallj 

available to fdl the energy void left APS if Four Corners Units 4 and 5 were tc 

shut down in 2016. Arizona does not have sufficient geothermal resources tc 

provide such capacity, and the geothermal that is available in Southern California 

has many potential buyers competing for this limited resource. Any geothermal 

plant that might be constructed would be too small (e.g., 50 MW) to address the 

void left by the retirement of the coal plants. Arizona also has highly limited 

amounts of biogas and biomass available, and A P S  will continue to seek those 

resources irrespective of the outcome of this application. Nuclear energy takes at 

least ten years to develop, and requires a large upfront capital investment. 

Putting aside that capital outlay, a new nuclear resource would certainly not be 

available until several years past the 2016 need date. While energy efficiency 

will fill a portion of these requirements, APS is already committed to 

aggressively pursuing its cost effective energy efficiency programs. In any case, 

energy efficiency cannot be a complete solution - a point well-demonstrated in 

Graph 4 on page 11 of my Testimony, which compares what APS’s energy mix 

will look like if the Company’s Application is approved to what it will be if it is 

not. 

This leaves APS with three potential options: (1) continue to operate Units 1-3 

(which still leaves APS 231 MW short in 2016 if Units 4 and 5 shutdown, 

possibly rising to 546 M W  if Navajo Generating Station retires); (2) replace any 

power lost from Four Corners with combined-cycle gas generation; or (3) retire 
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Units 1-3 and acquire SCE’s interest in Units 4-5. Analysis of these option 

clearly shows that it is most beneficial to APS customers to retire Units 1-3 earl 

and replace their output with the purchase of SCE’s interest in Units 4 and 5. 

OF THE OPTIONS YOU DESCRIBE WHY IS TNE TRANSACTIOP 
PROPOSED IN THE COMPANY’$ APPLICATION T€E MOSI 
BENEFICIAL TO CUSTOMERS? 
There are several reasons. First, from a cost perspective, customers will pay les: 

under the proposed transaction than under either of the alternatives. This point i: 

well demonstrated in the fallo ng two graphs, as well as through traditiona 

revenue require 

2,000 

1,5W 

\ 2 1,Ooo 
.(I) 

500 

0 
FC 4-5 FC 1-3 

(SCE? SHARE) 
CC 

Graph 1 compares, on a dollar per kilowatt basis, the initial capital dollars that 

APS would pay for various generation resources. For the Four Corners-related 

alternatives, the noted value includes the cost of installing all required 

environmental controls, a $294 million cash acquisition price, and the a s s u m ~ ~ ~ n  

of certain decommissioning and mine reclamation liabilities for SCE’s additional 
5 
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739 MW.' The graph shows that ~ o ~ ~ ~ ~ g  the proposed ~ ~ s a ~ t i o n  and 
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afternative in terms of up-front cost. 

APH 2: LIFE CYGL Z€D 

FC 4-5 FC 

levelized over the 

full liEe cycle of the plant. For 

values include the cost of 

i n t e ~ ~ i ~ ~  carbon price of $ 

i s  $O/ton; however, we beli 

environmental factor in the resource d ~ i s i ~ n - ~ ~ g  process. This graph shows 

that the proposed transaction is the lowest cost customers over the project life, 

~01-11pared to the a l t ~ ~ ~ t i v ~ s .  

' See T ~ ~ ~ i ~ ~ n y  
APS and SCE, 

Schiavoni at 6-7 for a description of the Purchase and Sale Agreement between 
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Finally the cost of the alternatives can be communicated in terms of the ne 

present value of customer revenue requirements. In comparing these threc 

alternatives, the acquisition of SCE’s share of Units 4-5 results in a revenut 

requirement that is $500 million less than the alternative of replacing the retirec 

Four Corners energy with natural gas generation. The proposed transaction alsc 

results in a revenue requirement that is $1 billion less than the alternative oj 

investing in and continuing to run Units 1-3 over the same timeframe. 

It is clear that none of the alternative resource scenarios brings the same cos[ 

benefit to APS customers as that proposed here. Consider the potential for 

keeping Units 1-3 in service, for example. In that case, as Graph 1 illustrates, 

APS customers will pay 44% more in capital costs to install the emission controls 

likely needed on Units 1-3 to keep those units in service than they will under the 

proposed transaction, an analysis that includes the cost of making the necessary 

environmental upgrades on Units 4 and 5. Moreover, this option simply 

preserves a resource that is already serving A P S  customers and does nothing to 

replace the other 231 MW of cost-effective generation that APS would forego if 

Units 4 and 5 retire in 2016, or protect against the potential loss of another 315 

MW at Navajo Generating Station not long thereafter. APS customers would 

incur that much more in replacement power costs if the Company pursued this 

option. 

Retiring Units 4 and 5 in favor of Units 1-3 also makes little sense from an 

operational perspective, given that Units 1-3 are smaller and less efficient, and 

lack the same economies of scale benefits of Units 4 and 5. By way of example, 

the cost of installing SCRs on Units 1-3 is approximately $627 per kW, while the 

cost of installing the same equipment on Units 4-5 is roughly $325 per kW - a 

significant difference. 
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Q. 

A. 

YOU NOTED THAT NATURAL GAS WAS A SECOND ALTERNATIVE 
TO THE PROPOSED TRANSACTION. PLEASE DISCUSS THAT 
OPTION. 
Natural gas generation is a reliable economic resource which effectively meets 

the marginal resource needs of a utility. It has been the “measuring stick” that 

APS has used in recent years when evaluating all resource alternatives - 

conventional or renewable. However, the drawbacks of using natural gas to 

replace 231 MW or more of existing Four Corners capacity are significant. First, 

the gas option is much more expensive than the approach proposed in the 

Company’s Application. Apart from the capital costs associated with additional 

combined cycle generation, a new gas resource would require APS both to build 

new transmission infrastructure, and to maintain the current schedule of now- 

planned transmission lines. As Graph 1 on page 5 of my Testimony shows, the 

cost of building new combined-cycle and transmission infrastructure is double the 

cost of purchasing SCE’s share of Units 4 and 5 and installing the required 

environmental controls on those units, on a dollar per kilowatt basis. Moreover, 

as Graph 2 depicts, APS customers will pay almost 20% more per megawatt hour 

over the life cycle of a new gas plant than they will if APS acquires SCE’s 

interest in Units 4 and 5. 

In addition, unlike Four Comers’ fuel costs, made dependable by virtue of a 

negotiated long-term fuel agreement with the supplier, gas prices are highly 

volatile, as well-evidenced by the following graph: 
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APS has conducted sensitivity analyses that d e ~ o n s ~ a t e  that the economic 

advantage of acquiring SCE's interest in Four Comers pers over a wide rang6 

of factors, In order to break even with the f cy& cost of &e proposec 

transaction, natural gas prices would have to be 20% lower than the current 

term forecast. Or, the price assigned to carbon would have to rise above $50 pel 

ton. Alternatively, replacement combined-c ycle gas costs would have to be half 

of current cost estimates to build that resource. The following illustrates these 

sensitivities: 
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Q* 

A. 

APS C ~ S T O ~ E R  BENEFITS DUE TO SCE T ~ A ~ ~ A C T ~ ~ ~  

1 
1 

! $5.7S/nWnetu 

1 1 

an i ~ p o ~ ~ n t  place in a utility’s ~ ~ ~ ~ c e  

dependent on naturai gas, 

increases and volatilit 

-0ffs. This is urh 

any single power so iti~ates risk and makes good business sense. 

PS’S SHARE OF ITS EXISTING FOUR 
WITH NATURAL GAS IMPACT ‘EHZ 

As Graph 4 shows, if APS replaces 791 MW of its existing coal capacity with 

natural gas gener~~ion* ~ o ~ p a n y ’  s resource d~versity decreases and customer 

reliance on natural gas g ~ ~ ~ r a t i o n  increases by 9096, with natural gas making up 

of the Company’s generation. Having 40% of the C o m ~ ~ y ’ s  g e n ~ a ~ ~ o n  

dependent upon pot tially volatile natural gas markets would put APS and its 

ers at a ~ igni f i~ant l~  higher level of risk. 
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PROJECTED 2011 PROJECTED2017 ENERGY MIX PROJECTED 2017 ENERGY MIX 
ENERGY NIX Wnti T~~~~~ W ~ H O U ~ T ~ ~ ~ A ~ I O N  

ARE TBERE ANY THE NATURAL GAS 
ALTERNATIVE IS A 
Yes. There is also a p the Four Corners output with 

natural gas. Additional gas generation and the associated transmission must be 

sited, permitted and constructed in a very short time frame if it is to be sewing 

APS customers by 2016. As with any construction project, there is always the 

risk that projects will be delayed and the resources will not be available to 

customers when needed. Moreover, to execute this ~ o ~ i t ~ n ~ e n c y *  APS’s currently 

planned and certificated Morgan to Sun Valley ~ a n ~ m i s s i ~ n  line (commonly 

known as “TS-5 to TS-9”) would need to be energized by 2016 - a feat which 

may prove difficult given the unresolved right-of-way issues for that project. The 

tight time clock nut only makes the Four Corners alternative more appealing, but 

demonstrates the practical need for having this app~icatio~ processed quickly. 
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Q* 

A. 

Q9 

DOES A P S  HAVE A NEED FOR THE CAPACITY IT WILL ACQUIRE 
AS A .MSULT OF THIS TRANSACTION? 

Yes, it does. APS’s Loads and Resource table (“L&R”), attached to m j  

Testimony as Attachment PD-1, shows that APS will require another 545 MW oi 

resources to meet its 2017 load requirements even if this transaction moves 

forward. That calculation also assumes the addition of over 1400 M W  of 

renewable resources and energy efficiency programs. If the proposed transaction 

fails, APS’s need for new resources could increase to over 1,500 MWs in 2017. 

Output from Navajo Generating Station may also be lost to similar 

vulnerabilities, giving need for yet another 3 15 MW of replacement power. Were 

both Four Corners and Navajo Generating Station to shut down entirely, APS’s 

existing base load resources would be limited to Cholla Power Plant (providing a 

total of 647 MW) and Palo Verde Nuclear Generating Station (providing 1,146 

MW) - a total of 1,793 MW to serve a 2020 minimum system demand of 2,530 

MW. Such a scenario would dramatically increase APS’s reliance on natural gas 

and our customers’ exposure to gas price volatility. 

Given that potential, the long-term need for maintaining sufficient, reliable base 

load resources is clear. The proposed transaction essentially preserves a well- 

balanced energy supply portfolio for APS, with a slight net increase of 179 MW - 

a small difference that is unavoidable under the circumstances. That additional 

179 MW provides protection against volatile natural gas prices as well as the 

potential loss of the Navajo Generating Station capacity. APS also expects to 

further defer the need for new base load generation if the transaction is approved. 

DID APS CONSIDER PROCURING RESOURCES FROM THE 
COMPETITIVE WHOLESALE MARKET AS AN ALTERNATIVE TO 
THE PROPOSED TRANSACTION? 

Yes. APS has looked at what exists in the competitive wholesale market, but 

none of its offerings reasonably compare to the transaction with SCE. As 
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Q. 

A. 

Q. 

A. 

discussed above, gas-fired generation - the most practical alternative to Fow 

Corners in these circumstances - would further expose APS customers tc 

uncertain gas prices and require that new transmission be built for any gas-firec 

power to reach the Company’s primary load center in the Metropolitan Phoenix 

area. Any potential plant acquisition price is especially uncertain given the fac1 

that the need would not be until 2017. Although A P S  might also procure new 

coal, any such resource would have significant development risk, a cost well 

above that of the Four Comers acquisition price, and could not be built in time to 

meet the Company’s need. 

IS THE APPROACH OUTLINED IN APS’S APPLICATION 

Yes. APS’s L&R table indicates that, even after acquiring SCE’s share of Four 

Comers Units 4 and 5 and retiring Units 1-3, APS will still need over 500 MWs 

of resources in the 2017 timeframe. This L&R table also includes APS’s 

commitment to exceed compliance with the Renewable Energy Standard, and 

meet the Commission’s ambitious and recently adopted Energy Efficiency 

Standard. The Resource Plan currently on file with the Commission also stresses 

the value of maintaining a diverse energy supply portfolio - one that balances 

coal, gas, and nuclear generation to complement the ever-growing role of 

renewable resources and energy efficiency in meeting its customers’ energy 

needs. Acquiring the SCE interest in Units 4 and 5, combined with the early 

retirement of Units 1-3, is thus fully consistent with the Company’s resource 

CONSISTENT WITH ITS LONG-TERM RESOURCE PLAN? 

plans. 

THE APPLICATION REQUESTS THAT THE COMMISSION RULE ON 
THIS MA’ITER EXPEDITIOUSLY. WHY IS THAT IMPORTANT? 

If the Commission rejects the Company’s requests, Four Corners Units 4 and 5, 

and possibly Units 1-3, risk closing no later than 2016. APS must start working 

to implement a contingency plan, accelerating the acquisition and construction of 
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111. 

Q* 

A. 

Q* 
A. 

new generation and transmission infrastructure and/or installing emission control 

devices on Units 1-3. Without a timely order from this Commission, time mal 

run out to construct or buy new replacement generation. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS TO YOUR 
TESTIMONY? 
The proposal outlined in the Company’s Application simply makes good sense 

for APS and our customers. It has the lowest relative capital cost, greatest cost 

certainty, and allows APS to maintain a reliable and cost-effective source of base 

load generation - all while improving the plant’s environmental impact and 

stabilizing the local economies, as APS witness Mark Schiavoni describes. It 

also has the lowest customer rate impact, as APS witness Jeff Guldner explains. 

Although, there will be significant capital cost requirements in the short term, the 

approach outlined in this application provides nearly a $500 million net present 

value benefit to APS customers. This opportunity is fully consistent with APS’s 

obligation to provide cost effective, reliable, and environmentally conscious 

service to our customers and the communities we serve. It is one worth seizing. 

DOES THAT CONCLUDE YOUR TESTIMONY? 
Yes. 

14 



Exhibit EDH-3 
APS response to Sierra Club Data Request 2.1 

This exhibit is confidential and is provided under 
separate cover. 



Exhibit EDH-4 
APS response to Sierra Club Data Request 2.4 

This exhibit is confidential and is provided under 
separate cover. 



Exhibit EDH- 5 
APS response to Staff Data Request 35.35 

This exhibit is confidential and is provided under 
separate cover. 



Exhibit EDH-6 
“Greenhouse Gas Legislative Review and C02 Price 
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Barclay Gibbs consults to electric utilities, power project investors, and large industrial users of 
electricity. Using CRA 's proprietary North American Electricity & Environment Model (NEEM), Mr. 
Gibbs has evaluated the impact of various Federal and state policies on generation technology 
expansion plans, electricity prices, and generation asset value. He has evaluated the reliability 
implications of proposed federal air pollution regulations and forecasted SO2 and NOx prices 
under those regulations, forecasted prices for Renewable Energy Credits (RECs), assessed the 
costs and benefits of expanding transmission to access remote windpower, evaluated the 
producer and consumer impacts of proposed export tariff changes in a North American electricity 
market, and forecasted the fuel cost pass-through from a utility to a large industrial user of 
electricity. Recently, he has worked on a market power evaluation of various proposed allocation 
schemes under €PA 's proposed Clean Air Transport Rule (CATR). He also assessed the 
impacts of short-term coal market constraints on allowance prices under EPA's final Cross-State 
Air Pollution Rule (CSAPR). Prior to joining CRA International, Mr. Gibbs was a managing 
consultant in the Technology Strategy and Management Group at Navigant Consulting where he 
consulted on energy efficiency policy and bioenergy. Mr. Gibbs holds an M. S. in Technology & 
Policy from Massachusetts Institute of Technology, an M. A. in Applied Economics from Johns 
Hopkins University, an M. S. in Environmental Systems Engineering from Clemson University, and 
a B. S. in Chemical Engineering from Bucknell University. 

The conclusions set forth herein are based on independent research and publicly available 
material. The views expressed herein are the views and opinions of the author and do not reflect 
or represent the views of Charles River Associates or any of the organizations with which the 
author is affiliated. Any opinion expressed herein shall not amount to any form of guarantee that 
the author or Charles Rivers Associates has determined or predicted future events or 
circumstances, and no such reliance may be inferred or implied. The author and Charles River 
Associates accept no duty of care or liability of any kind whatsoever to any party, and no 
responsibility for damages, if any, suffered by any party as a result of decisions made, or not 
made, or actions taken, or not taken, based on this paper. Detailed information about Charles 
River Associates, a registered trade name of CRA International, Inc., is available at 
www.crai.com. 
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Introduction 

Event 
UN Framework Convention 

Arizona Public Service (APS) is embarking on its 2012 Integrated Resource Planning 
(IRP) process. In early August 201 1, APS engaged Charles River Associates (CRA) to 
provide a review of recent Greenhouse Gas (GHG) policy developments and the current 
outlook for Federal COz pricing. This policy paper reviews the major recent 
developments in GHG policy, discusses some of the more significant and recent 
legislative proposals to curb U.S. GHG emissions, and provides recommendations for 
CO:! prices in the current APS IRP. 

Description Year Comment 
Nations agree to voluntary 1992 This “Earth Summit” is 

Exhibit 1 summarizes some of the major historical elements of GHG policy development 
over the last 20 years, with particular emphasis on the more recent years. During the 
years 2007-2010, many federal legislative proposals addressing climate change surfaced. 
Since the summer of 2010, there has been almost no attention on federal climate change 
legislation. The policy debate in Washington has shifted more to EPA actions such as the 
Cross-State Air Pollution Rule (CSAPR), Air Toxics (formerly Utility MACT), once- 
through cooling regulations (316b), coal ash regulation, and EPA’s own regulation of 
GHGs. 

on Climate Change 
(UNFCCC), Rio de Janeiro 

Kyoto Protocol negotiated 

McCain (R-AZ) -Lieberman 
(D-CT) Climate Stewardship 
Act proposed in US Senate 
European Emissions Trading 
System (ETS) begins 

California’s AB32 Policy 
signed into Law 
Bingaman (D-NM) - 

Exhibit 1. GHG Policy Timeline 

reduction of emissions, with often cited as the beginning 
“common but differentiated of global climate policy 
responsibilities” negotiation 
First Internationally Binding 1997 The Kyoto Protocol was 
Treaty; 160 Countries; 37 
Developed Nations agree to 
cut emissions 5% below 1990 
levels by 201 2 
First major U.S. Climate Bill 

never submitted to the US 
Senate for ratification 

2003 Defeated in the Senate 55-43 

Europe establishes a cap-and- 2005 Controversies over profits 
trade system for C02, aimed 
at Kyoto compliance 
Emissions reduction goals are 2006 Cap-and-trade start date was 
roughly in-line with Kyoto recently delayed until 2013 
Cap-and-trade climate bill 2007 Bill never made it out of the 

based on allocation scheme 

Lieberman (I-CT) -Warner 
(R-VA) Climate Security 
Act 

with a relatively low safety 
valve (called a Technology 
Accelerator Payment, TAP) 
of $12/tonne of C02  Eq. 
Highly prominent climate bill 
makes it to main Senate floor 
but dies in a procedural vote 

Senate Environment and 
Public Works committee 

debate during the Bush 
Administration 
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Exhibit 1. GHG Policy Timeline (cont.) 

RGGI Cap-and-Trade 
program begins 

Waxman (D-CA) -Markey 
(D-MA) American Clean 
Energy and Security Act 
(ACES) is passed by the 
House 
A bill competing with 
Waxman-Markey is 
introduced 
Conference of Parties 15 
(COP15), Copenhagen 
Accord 

Negotiations on a grand 
compromise involving 
Senators Kerry (D-MA), 
Lieberman (I-CT), and 
Graham (R-SC) break down 
Kerry (D-MA) - Lieberman 
(I-CT) American Power Act 
is proposed 
Waxman (D-CA) -Markey 
(D-MA) American Clean 
Energy and Security Act 
(ACES) dies in the Senate 
The US House of 
Representatives becomes 
Republican-controlled and 
the Democratic majority in 
the Senate is weakened 

EPA prepares to regulate 
GHGs as part of NSPS 

10 Northeast states begin 
cap-and-trade policy that 
reduces emissions by 10% 
by 2018 

Kerry (D-MA) - Boxer (D- 
CAI 

High-profile, regular 
meeting of the Conference 
of the Parties to the 
UNFCCC 

Graham withdraws from 
negotiations, citing 
immigration politics 

~ 

The two senators move 
forward without Senator 
Graham 
Originally passed by the 
House in June 2009, the 
Waxman-Markey bill dies 
in the Senate 
Anti-regulation sentiment 
by incoming Republicans 
diminishes chances for 
comprehensive U.S. 
Climate policy, particularly 
under current economic 
conditions 

Fall 2008 

June 2009 

Fall 2009 

Dec. 2009 

April 2010 

May 2010 

June 2010 

Nov. 2010 

Scheduled 
201 1 

Allowances have typically 
traded at the minimum 
reservation price in recent 
years. Gov. Chris Christie 
has recently announced 
withdrawal of NJ. 
Reflects optimism for US 
Climate legislation in the 
early days of the Obama 
administration 

Non-binding agreement on 
emissions targets. A 
significant outcome was 
$lOOB/yr pledged from rich 
countries to poor countries. 
Generally viewed as 
achieving less progress than 
anticipated. 
Symptomatic of intensifying 
partisanship in Washington, 
particularly around 
regulation 

Nothing substantial 
happened with this proposal 

Climate change legislation 
takes a back seat to other 
priorities on Capitol Hill. 
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Summary of Recent Greenhouse Gas Policy 
Developments 

Recent Federal Legislative Proposals 

Bingaman-Specter (S.1766, Low Carbon Economy Act of 2007) 
The Bingaman-Specter bill was introduced by Senators Jeff Bingaman (D-NM) and 
Arlen Specter (R-PA) in July 2007. The bill was more modest in its emissions reduction 
goals than many of the other major climate proposals. Its goals were to reduce economy- 
wide GHG emissions to 2006 levels by 2020 and to 1990 levels by 2030. In addition, the 
bill contained a cost-containment provision called the Technology Accelerator Payment 
(TAP) which was essentially a safety valve price of $12/tonne CO2 Q. starting in 2012, 
rising at 5% above inflation.' The TAP would have been paid into a fund that would 
have been used to hasten low-carbon technology development. 

The Low Carbon Economy Act of 2007 never made it out of the Senate Environment and 
Public Works Committee. 

Lieberman-Warner (S.2191, America's Climate Security Act) 
The Lieberman-Warner bill was a high-profile piece of legislation introduced by Senators 
Joseph Lieberman (I-CT) and John Warner (R-VA) during October 2007. It was later 
amended by the Boxer amendment (D-CA). The cap-and-trade policy would have 
covered more than 75% of U.S. GHG emissions, including the six major GHGs (CO2, 
methane, nitrous oxide, sulfur hexafluoride, hydrofluorocarbons, and perfluorocarbons) 
emitted from the electric, industrial, and transportation sectors. The proposal would have 
capped U.S. emissions at 2005 levels in 2012 before cutting them by 15% by 2020 and 
70% by 2050. 

After much publicized debate while the bill resided within the Senate Environment and 
Public Works Committee (EPW), the bill was killed in the Senate during June 2008. It 
was defeated by a procedural vote (cloture) without undergoing any significant debate on 
the Senate floor. 

Waxman-Markey (HR.2454, American Clean Energy and Security Act 
of 2009) and Kerry-Lieberman (American Power Act) 
The Waxman-Markey bill originally proposed during the Spring of 2009 by House 
Representatives Henry Waxman (D-CA) and Edward Markey (D-MA). The bill included 
a combined energy efficiency and renewable energy standard, reaching 20% by 2020. 
The economy-wide GHG emissions reductions would have been 3% by 2012 (relative to 

CO;? 5 indicates carbon dioxide equivalents. This measure incorporates the differing global warming 
potentials (GWPs) of the various GHGs (COz has a GWP of 1.0). A tonne is a metric ton, which is about 
10% larger than a short ton. 

1 
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2005 levels), 20% by 2020,42% by 2030, and 83% by 2050. Heavy industry would not 
have been covered by the cap until 2014. The bill covered the same GHGs as 
Lieberman-Warner, with the addition of nitrogen trifluoride. The bill passed the House 
during June 2009. 

In 2010, after the International Copenhagen Summit (COP15), the Kerry (D-MA)- 
Lieberman (I-CT)-Graham (R-SC) compromise negotiations received a lot of attention, 
as an alternative to Waxman-Markey in the Senate. The possibility for compromise was 
sought by this trio of Republican, Democratic, and Independent Senators representing 
northern as well as southern constituents. Compromise was being crafted around 
promotion of offshore oil drilling and delaying the implementation of GHG constraints 
on heavy industry. After Senator Graham pulled out of the negotiations (due to issues 
pertaining to immigration reform and the BP Gulf oil spill), Senators Kerry and 
Lieberman introduced the bill, the American Power Act, without Senator Graham. 
The American Power Act’s GHG coverage and proposed emissions reductions were 
similar to those in Waxman-Markey. Public estimates of their allowance prices were 
similar also. The bill included a price floor of $12/tonne C02 ~ q . ,  increasing at 3% over 
inflation and a price ceiling of $25/tonne of C02 Q., increasing at 5% over inflation. 
Because of the mechanism used for cost containment, the price ceiling could be broken 
under scenarios such as zero supply of international offsets. 

The American Power Act included provisions to encourage the use of natural gas in the 
transportation fleet, to delay the implementation of GHG policy on heavy industry until 
2016 (the rest of the economy would have been required to begin emissions reductions in 
2013), to support offshore oil and gas development, and to support nuclear power 
development. 

Little more happened in the Senate with regard to these two legislative proposals during 
the summer of 2010 as climate change took a backseat to other issues in the public 
discourse. Since the mid-term elections in the fall of 2010, there have been no major 
legislative proposals for addressing climate change. 

Some State and Regional Level Developments 

California’s AB32 
California’s AB32 policy was signed into law by Governor Schwarzenegger in 2006. 
AB32 requires California to reduce its GHG emissions to 1990 levels by 2020 and 80% 
below 1990 levels by 2050. The 2020 cap represents an approximate 15% cut below 
20 12 emissions. The intended implementation schedule would have covered electricity 
(including imports2) and large industrial facilities in 2012, followed by distributors of 
fuels and natural gas by 2015. 

* The coverage of emissions from out-of-state generators that produce electricity for export to (and 
consumption in) California is expected to be difficult as a practical matter. 
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AB32 has been delayed a year and will begin in 2013. California carbon allowances have 
been trading in the $15-$22/tonne for 2013-2014 compliance. The market is thinly traded 
and is expected to remain so at least until the California Air Resources Board (CARB) 
approves the final market rules in late October 201 1. The allowance pricing in California 
is indicative of the specific policy design of AB32 and is not necessarily an indicator of 
the impact of future Federal policy. 

AB32 incorporates a variety of flexibility mechanisms such as allowance trading, 
banking, 3-year compliance periods, and the use of offsets. 

Regional Greenhouse Gas Initiative (RGGI) 
The Regional Greenhouse Gas Initiative (RGGI) is a regional GHG trading program 
covering the northeast states (Connecticut, Delaware, Maine, Maryland, Massachusetts, 
New Hampshire, New Jersey, New York, Rhode Island, and Vermont). Governor Chris 
Christie (R-NJ) has recently announced the withdrawal of NJ from the program (NJ will 
cease to be part of RGGI in January 2012). RGGI is scheduled to reduce C02 emissions 
from power plants by 10% by 2018 relative to the 2009-2014 stabilization level. The 
stabilization level is 188 million tons, which is about 4% higher than the 2000-2005 
actual emissions levels. 

In recent years, the RGGI prices have been at or near the minimum reserve price of $1.89 
per short ton. With reduced load (in part due to the recession), dispatch economics that 
are more favorable to natural gas than expected, and banking provisions, allowance prices 
in RGGI have been at or near the price floor. By 2018, the RGGI cap is supposed to be 
cut by 10% (to about 169 million tons). Current emissions are well under this level, 
implying that the RGGI policy will not be binding without revisions to the policy design 
and/or caps. A stakeholder process for reviewing the current RGGI policy has recently 
begun. 

With respect to RGGI allowance trading during 2010, the average daily volume of RGGI 
futures trading ranged from zero to 1.3 million. Average daily trading in 2010 was 0.21 
million allowances, in comparison to 2.7 million during the prior year. The total volume 
of trading for all of 2010 was 52 million allowances, in comparison to the 143 million 
allowances that were auctioned or allocated in 2010.3 

Exchange traded volumes have contracted greatly over the last 12 months (to September 
30,201 1) on the NYMEX and the CCFE (Chicago Climate Futures Exchange). The 
CCFE will close at the end of the calendar year 201 1, with existing contracts and related 
trading rolling over to an over-the-counter (OTC) platform on the Intercontinental 
Exchange (ICE). 

“Annual Report on the Market for RGGJ C02 Allowances: 2010,” Potomac Economics, April 201 1. 
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International Climate Negotiation Outcomes4 

Copenhagen Accord at COP15 
Going into the Conference of the Parties 15 (COP15) to the UNFCCC held in 
Copenhagen in December 2009, expectations for progress in the international efforts to 
address climate change were high. The Copenhagen meeting was a capstone to a process 
that had begun with the Bali Action Plan two years before. A political accord was struck 
at COP15. The accord calls for emissions reductions from all the major economies - this 
includes large developing countries such as China for the first time. However, it remains 
unclear how a binding agreement will be reached. 

The conference in Copenhagen was characterized by discord. There were public 
divisions and arguments. Notably, at the close of the conference multiple countries were 
trying to block the Accord because they were outside of the room while it was being 
negotiated. These countries included Venezuela, Sudan, Nicaragua, and Bolivia. In 
addition, throughout the conference, there were frequent disagreements on approach 
between the U.S. and China. 

Notably, the Accord included the pledge by developed countries to provide $ lOOB per 
year of transition assistance by 2020 to developing countries. The Copenhagen Accord 
did include broad agreement on emissions verification procedures. 

Cancun Climate Change Conference at COP1 6 
Going into the NovemberDecember 2010 Cancun Conference of the Parties 16 (COP16) 
to the UNFCCC, expectations were low (relative to sentiments prior to COP15). At the 
conclusion of COP16, there was still no clear path to binding commitments for emissions 
limitations among the participating countries. However, further progress was made with 
respect to finance and transparency. 

COP16 was less acrimonious than COP15 and the negotiations produced small successes 
breathing some life back into the UN process. 

Summary of Recent Legislative Developments 
Since the Waxman-Markey and Kerry-Lieberman bills failed during the summer of 2010, 
the discussion of federal GHG legislation in Washington has largely faded. This stands 
in contrast to relatively consistent and vigorous debate over the prior several years. 
Climate change policy was overshadowed by the national Health Care debate. The 
Republican victory in the House and the narrowing of the Democratic majority in the 
Senate has suppressed the legislative debate about GHG legislation. With continued 
sluggish growth in the U.S. economy and high unemployment, action on climate change 
appears lower on the national agenda than it was just a few years ago. Considerable anti- 

This section is based on summaries written by the Pew Center on Global Climate Change. 4 
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regulation sentiment has also developed as part of a broader discussion about the role of 
government in the U.S. economy. It is against this backdrop that a massive and complex 
GHG bill would have to advance - a difficult political proposition at this time. 

It seems highly improbable that federal GHG legislation could pass before the next 
federal election. With this mind and with the assumption that it would take at least one 
year to pass complex GHG legislation after the election, the earliest feasible date for 
passage is early 2014. Most GHG legislation has a 3-year implementation period, thus 
the earliest feasible date for implementation would be early 2017. 

Recent €PA Actions on GHG Regulation / Implications for 
Utilities 
EPA has entered into a settlement agreement with environmental organizations and 
several States to issue rules that will address GHG emissions from electric generating 
units and refineries. For gas-, oil-, and coal-fired electric generators, EPA committed to 
proposing regulations by July 201 1 and finalizing them by May 2012. The July deadline 
was extended and EPA recently announced that they would not meet the extended 
deadline of September 30, 201 1. EPA will likely negotiate a new deadline with the other 
parties to the settlement agreement. 

When proposed and finalized, the regulations will take the form of New Source 
Performance Standards (NSPS) for new and modified generators and State emissions 
guidelines for existing generators. The NSPS will apply to new and modified generators 
if their construction begins after EPA proposes the NSPS. The states are given 
significant discretion under the Clean Air Act with respect to the timelines and stringency 
of applying EPA’ s guidelines to existing facilities. 

COn Price Trajectories from Recent Public Analyses 
CRA reviewed the public analyses of recent GHG legislation by the U.S. Environmental 
Protection Agency (EPA), U.S. Energy Information Administration (EM), and the 
Massachusetts Institute of Technology (MIT). The reviewed legislation includes the 
Lieberman-Warner, Waxman-Markey, and Kerry-Lieberman bills. Results for EPA are 
reported for both its ADAGE and IGEM  model^.^ 

MIT did not evaluate all the bills, so we have only included MIT’s Lieberman-Warner 
analysis. However, MIT did evaluate several GHG trajectories that were approximations 

The EPA models are the Applied Dynamic Analysis of the Global Economy (ADAGE) and Intertemporal 5 

General Equilibrium Model (IGEM). 
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of other bills6 - from this analysis, we observe that MIT’s projected allowance prices 
tend to be higher than those for EIA or EPA. 
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We note that with the exception of the MIT analysis and the EPA Lieberman-Warner 
(IGEM) analysis, the allowance prices tend to start in the range of $12 - $33 per tonne of 
C02 Q.. The two noted exceptions have higher allowance starting prices. Each price path 
exhibits the standard feature for a cap-and-trade policy that includes banking, namely the 
price rises at the model’s discount rate (this price path prevents arbitrage across time). 

We also note that these studies have a variety of sensitivity analyses associated with them 
(not shown) - key sensitivity variables include restriction on technology availability (e.g., 
carbon capture), energy efficiency deployment, and the availability of international and 
domestic offsets. We note that the availability of international offsets has a particularly 
large impact on the allowance price. For example, the EPA’s analysis of Waxman- 
Markey has a starting allowance price that is 89% higher with zero availability of 
international offsets. 

Paltsev, et al, Assessment of U.S. Cap-and-Trade Proposals, MIT Joint Program on the Science and 
Policy of Global Change, Report No. 146. 
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Recommended Con Allowance Price Projection 
The future of global and U.S. GHG policy is uncertain. It is not known if federal 
legislation will ever pass, or if it does, when it will be implemented. The stringency of 
the caps and the resulting allowance prices are also not known. The co-evolution of 
climate science, macroeconomic conditions, and electoral politics will ultimately 
determine the U.S. GHG policy. 

Based on our review of the most recent legislative proposals and the CA AB32 policy, we 
recommend the CO2 price ranges below for the duration of APS’s 15-year planning 
horizon. As was shown in Exhibit 2, most of the starting prices associated with public 
analyses of the most recent bills are clustered in the range of $12 - $33 per tonne of C02. 
However, this report has discussed the factors that lead us to recommend somewhat lower 
starting allowance prices. These mitigating factors include slowing of progress in 
international negotiations and the current U.S. political and macroeconomic conditions. 
These conditions suggest that future bills might be less strict/aggressive. We also 
suggested that early 2017 is the earliest feasible date for the implementation of federally 
legislated GHG policy - we feel it is prudent to expect implementation a year or more 
beyond 2017. Our recommendations are as follows: 

Base Case. For the IRP’s base case, we recommend using $12 (201 1$) per metric tonne 
of C02 Q. beginning in 2018-2020 and rising at 5% above inflation. This trajectory is 
highly plausible and represents a reasonable base case for planning. 

Note that under cap-and-trade, C02 prices are typically projected to rise at the discount 
rate applicable to the business operations impacted by the C02 market. For example, 
if C02-emitters looked forward 3 years into the futures market and saw that the C02 price 
was higher than the discount rate would suggest, they would further cut emissions now 
and bank them to reduce compliance costs 3 years from now. The result, in aggregate, 
would be to push up current allowance prices and depress future prices. Given this type 
of calculation by market actors occurring over 40+ years, the price rise will tend to 
equilibrate at the discount rate. CRA assumes a 5% real discount rate applies to the cap- 
and-trade market, which is in line with other studies which typically are in the 4-796 
range. A real discount rate reflects the rate over and above the general economy-wide 
inflation rate. In actual practice, changes in technology, fuel prices, energy demand, 
caps, and other parameters will yield actual prices for C02 that will vary over time. 

Low Case. Given the current macroeconomic and political climate, we also believe it 
makes sense to consider a plausible scenario in which federal climate legislation is not 
enacted in the U.S. for decades. 

High Case. We also believe it makes sense to evaluate a higher carbon price trajectory, 
for example $20 (201 I$) per metric tonne of C02 Q. beginning in 2018-2020 and rising at 
5% above inflation. We do not believe this is the highest carbon price trajectory that is 
politically feasible, but it represents a reasonable upper bound to reflect probable policy 
over the next decade. 
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We also suggest to APS that it would be reasonable - depending on the horizon of the 
analysis - to assume a limit on the allowance price above which it could not rise any 
further (most relevant for the $20 high case). It seems likely that there is a price above 
which political support for a GHG policy (assuming one could pass) would deteriorate. 

We also note that under GHG policy, natural gas prices will likely rise (relative to a 
business-as-usual forecast) in the short- to medium-term as the electric sector consumes 
more gas. In the long-term (after APS’s 15-year planning horizon), the natural gas prices 
(exclusive of the C02 price) will likely fall (relative to a business-as-usual forecast) as 
advanced, low-carbon technologies enter the market in large-scale (e.g., carbon capture, 
new nuclear, etc.). With respect to the demand for electricity, a C02 price also will 
generally dampen the demand for power below a “business-as-usual” load forecast. 

COS Allocations to Utilities 
The allocation of GHG allowances under a cap-and-trade program is one of the most 
contentious parts of climate change policy. The allocations represent the division and 
transfer of wealth. The government has the choice of 100% allowance auction, 100% 
free allocation, and all options in between. Moreover, the government can select the 
distribution of the free allocations, that is, the recipients of the transferred wealth. 
Because the possibilities for allocation design are limitless, potential recipients are put 
into the position of advocating for the most beneficial allocation. Allocation schemes are 
by nature contentious and arbi t rar~.~ 

Generally, the allocation scheme does not affect the compliance choices of energy 
producers and consumers. Exceptions to this generalization include: (1) the uses of 
auction revenue can alter decision-making (e.g., to reduce other taxes on capital and 
labor), (2) free allocations to cost-of-service utilities can lower electricity rates and 
therefore reduce the role of demand reduction in GHG compliance, and (3) the potential 
for market power (e.g., if all allowances were freely given to one party, market power 
would distort the production decisions). 

The allocation that a particular generating unit would receive under a federal CO:! policy 
in a particular year would be based on: (1) the cap itself, that is, the fractional reduction 
in emissions represented by the cap (e.g., if the cap were zero, then all units would 
receive zero allocation), (2) the fraction of total allocations distributed to the electric 
sector versus other sectors (and versus auctioned), and (3) the allocation among units 
within the electric sector, typically based on historic emissions. As the cap is tightened, 
the dollar value of each allowance increases. 

In the non-carbon context, EPA’s recently finalized Cross-State Air Pollution Rule (CSAPR) allocated 
units with SO2 and NOx allowances primarily based on heat input. The final rule marked a significant 
departure from the proposed Clean Air Transport Rule (CATR) which allocated allowances based on 
historical emissions. The final CSAPR allocation benefits cleaner units at the expense of more heavily 
polluting units, This has been a contentious aspect of the CSAPR final rule. 
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The electric sector typically represents 35-40% of U.S. GHG emissions. The Lieberman- 
Warner proposal distributed 20% of total allowances to power plant owners and about 
10% to load serving entities (LSEs) in 2012. Thus, the power sector was to receive 
allocations for roughly 80% of its emissions-based share ([lo% + 20%] / 37.5%). By 
2031, the power plant owners would have received none of the total allowances. 

Under Kerry-Lieberman, about 74% of the allocations were to be freely distributed in 
2013. By 2035, no allowances would have been freely allocated under Kerry-Lieberman. 
Of the freely allocated allowances, the Kerry-Lieberman bill would have freely allocated 
51% of the allowances to the electric sector in 2013-2015 (before heavy industry is 
placed under the cap), 35% in 2016-2026, before tapering off to zero by 2030. Prior to 
2027, the electric sector would have received slightly less than its emissions-based share. 

As discussed above, the allocation of allowances is complex, arbitrary, and difficult to 
predict. One reasonable scenario would be to assume that the electric sector would 
receive 80-90% of the allowances that it needed during the first year of GHG policy 
implementation, and then reducing that quantity of allowances (tonnes) linearly to zero 
over the subsequent 20-year period. The value of these allowances ($) for the APS 
portfolio in any year would be equal to the number of allocated tonnes times the 
allowance price. 

While the allocation of allowances to APS under any climate-change policy would be an 
important component in estimating the ultimate impact to APS electric rates, decisions 
related to future APS generation resources will be based on applicable CO2 prices (along 
with demand growth, fuel prices, etc.). This is because allowances can be bought or sold 
at the prevailing market price. As such, any allowances provided to APS would not 
change the most economic resource expansion policy to pursue, notwithstanding impacts 
on demand growth. 

Perspectives on Clean Energy Standards (CES) 
Clean Energy Standards (CES) are similar to Renewable Portfolio Standards (RPS) 
except that natural gas-fired generation and nuclear power would be included in the 
mandated requirement. Typically, only a portion of the gas-fired generation would count 
toward the CES requirement. 

The CES policy is a mandate for low-carbon power. The CES would result in a price for 
clean energy credits that power producers would consider in their generation decisions. 
For example, the CES credit price might encourage a generator to dispatch gas before 
coal, thereby creating a credit for CES compliance or sale. In contrast, a cap-and-trade 
policy or a carbon tax provides an economic disincentive to generate C02. While the two 
approaches are fundamentally different, a CES could conceivably be designed to roughly 
result in the same future generation mix as a cap-and-trade policy or a carbon tax. To 
achieve this comparability, one of the key choices in the CES policy design would be the 
treatment of gas-fired generation. If the objective of the policy is to reduce C02 

APP A-I 3 



emissions, a carbon tax (or cap-and-trade) would typically be a more direct and efficient 
means of doing so. In general, the CES would be a less direct method of reducing CO:! 
emissions. 
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Docket No. E-01345A-11-0224 

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 

ADDRESS. 

My name is Ezra D. Hausman, Ph.D. I am an independent consultant doing 

business as Ezra Hausman Consulting, operating from offices at 77 Kaposia 

Street, Auburndale, Massachusetts 02466. 

HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS DOCKET? 

Yes. I filed direct testimony on behalf of intervener Sierra Club. 

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY? 

I am addressing certain statements made by APS Witness James C. Wilde in 

his rebuttal testimony in this Docket. Overall, I demonstrate that Mr. Wilde 

provides little to no foundation for his criticisms of my direct testimony, and 

that APS continues to obfuscate and withhold critical details of its NPV 

analysis of the Four Corners acquisition. APS is asking ratepayers to 

shoulder a great deal of cost and risk for its acquisition; the company bears 

the burden of transparently demonstrating that its actions are prudent and in 

ratepayers’ interest. I do not believe that the Commission can reasonably 

grant the company’s petition based on the opaque and limited analysis the 

company has presented. 
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Surrebuttal Testimony of Ezra D. Hausman 
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IN MR. WILDE’S REBUTTAL TESTIMONY, HE CLAIMS THAT 

APS’S GAS PRICE FORECASTS AS APPLIED IN THIS DOCKET 

ARE REASONABLE, OR EVEN CONSERVATIVE. DO YOU 

AGREE? 

I have no basis on which to agree or disagree, as the company has not 

provided sufficient detail for me, the Commission, or anyone else to evaluate 

its approach in this area. 

In my direct testimony, I described numerous reasons why the changes in 

APS’s gas price forecasts, relative to those used in Docket No. E-01345A- 

10-0474, seemed illogical. Mr. Wilde has not addressed these points; he has 

provided a vague description of how the company’s gas price forecasts were 

developed, saying that they “are based on the New York Mercantile 

Exchange (“NYMEX”) forward market gas prices on September 30,2013” 

(2 at 12, emphasis added) and that they are then escalated at a fixed rate after 

2025. Mr. Wilde does not explain how he uses the NYMEX data, nor does he 

provide example calculations or anything else that could provide clarity as to 

the company’s approach. 

It must be noted that NYMEX forward market data beyond a very short time 

horizon hold little value, because they are based on at most a very small 

number of trades, and often on no trades at all. Further, I have not seen any 

NYMEX data that extend as far as Mr. Wilde suggests. If the company did 

2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

4. 

Surrebuttal Testimony of Ezra D. Hausman 
Arizona Corporation Commission 

Docket No. E-01345A-11-0224 

indeed base its forecasts on this source, it should be more forthcoming in its 

approach and in explaining why such an approach would be valid. 

SIERRA CLUB DATA REQUEST 4.1 REQUESTED THE 

SEPTEMBER 30,2013 NYMEX FORWARD NATURAL GAS PRICES 

REFERENCED BY MR. WILDE, ALONG WITH WORKPAPERS 

SHOWING THE COMPANY’S CALCULATIONS. DID THE 

COMPANY RESPOND TO THIS REQUEST? 

Yes. However, the company’s response failed to add clarity. APS’s written 

response referred to “NYMEX’ data in quotes, implying perhaps that the 

company uses this name but hedging on the actual source. The worksheet 

containing the data identifies an entity called “DataMart” as its source. I am 

unfamiliar with this entity, nor could I find any information about it through 

an internet search. The data provided do not look like raw NYMEX data, nor 

do they include important information, such as trade volume or open interest, 

that would support assessment of the reliability of the numbers. 

Sierra Club’s intention in making Data Request 4.1 was to provide me with 

an opportunity to review the nature and quality of the underlying data used 

by the company in developing its natural gas price forecast, so that I could 

further investigate the anomalous forecast characteristics identified in my 

direct testimony. The response provided by the company has not been 

illuminating or helpful in this regard. 
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HAVE YOU REVIEWED NYMEX NATURAL GAS FORWARD 

PRICE DATA AS OF SEPTEMBER 30,2013? 

Yes, I purchased the historic Henry Hub futures prices as of the month of 

September 20 13 from CME DataMine.' (CME owns NYMEX, and provides 

a data archiving service for NYMEX and other data.) Again, 1 cannot 

compare these directly to APS's price data because the company has not 

provided sufficient detail for a full understanding of how its prices were 

derived. However, I note that the volume of trades recorded for September 

30 drops precipitously in the near future: Specifically, there are 

approximately 150,000 trades for the duration of 2013; 75,000 for all of 2014, 

1,360 for 2015,66 for 2016, about 25 for each of 2017 and 2018, and none at 

all thereafter. The data for all of September show a similar pattern. This 

absence of trading activity renders the data meaningless as long-term 

predictors of market prices. 

' Historic futures data are available for purchase or subscription through CME Group's 
DataMine service (hUp://www.cmegroup.com/market-data/datamine-historical-dataJ) 
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HAS MR. WILDE RECONCILED THE COMPANY’S 

REPRESENTATION OF CARBON EMISSIONS PRICES WITH 

RECENTLY ANNOUNCED REGULATIONS FROM THE US 

ENVIRONMENTAL PROTECTION AGENCY? 

No. To the contrary, Mr. Wilde uses the fact that EPA has announced 

stringent limitations on greenhouse gas emissions from existing power plants 

to argue that this issue could be reasonably ignored. Specifically, he states 

that: 

It is noteworthy that the Clean Power Plan does not propose a 

carbon market as one of its building blocks for reducing carbon 

intensity. In light of this, it appears that using any carbon price 

in the Four Corners analysis may yield a conservatively low 

estimate of the value of the Transaction. (4 at 22-26) 

DO YOU AGREE THAT USING ANY CARBON PRICE FOR THIS 

ANALYSIS IS “CONSERVATIVE”? 

I do not. EPA did not mandate a specific carbon market because it does not 

have authority to do so; however, it is widely accepted in the industry and 

among economists that requiring limitations on CO;! emissions from existing 

plants is tantamount to imposing a cost on emissions, because it creates a 

scarcity for a good (the right to emit COz) that was previously available in 

unlimited quantities for free. This reality has been recognized throughout the 

industry and is manifest in the fact that numerous coal-fired plants are likely 

to curtail operations or shut down altogether in order to comply. To claim as 
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(4 at 10- 13, emphasis added) Again the words “based on” suggest that the 

company did some interpretive analysis to come up with its numbers. 

SIERRA CLUB DATA REQUEST 4.2 REQUESTED THE 

SEPTEMBER 24,2013 COz EMISSIONS ALLOWANCE TRADING 

PRICE DATA REFERENCED BY MR. WILDE, ALONG WITH 

WORKPAPERS SHOWING THE COMPANY’S CALCULATIONS. 

DID THE COMPANY RESPOND TO THIS REQUEST? 

Yes. The company’s response is as follows: 

The projected C 0 2  emission costs are based on the September 

24, 2013 NYSE Intercontinental (ICE) California Carbon 

Allowance Vintage 2016 Futures trade of $1 1.6/metric ton, 

escalated at 2.5% per year until 2021, (which is when APS 

assumed this cost would impact Four Corners). That 2021 cost 

of $13/metric ton continues to escalate at 2.5% per year through 

the end of the study period. Also see APS’s response to Sierra 

Club 2.1. (APS response to Sierra Club data request 4.2. The 

referenced response to Sierra Club 2.1 contains the company’s 

annual emissions price projections without explanation.) 

In other words, the company’s entire CO;! emissions price trajectory is based 

upon extrapolation of a single California carbon allowance trade for 20 16, 

extrapolated throughout the analysis period at something close to the 

anticipated rate of inflation. In my judgment, this is at best a very tenuous 

relationship between the company’s forecasts and actual trading data, and 

does not lend credibility to the company’s numbers. 

6 



1 

2 

3 

4 

5 

6 

7 

S 

9 

10 

11 

12 

13 

14 

15 

16 

17 

1s 

19 

20 

21 

22 

23 

Surrebuttal Testimony of Ezra D. Hausman 
Arizona Corporation Commission 

Docket No. E-01345A-11-0224 

HAS MR. WILDE RECONCILED THE COMPANY’S 

REPRESENTATION OF CARBON EMISSIONS PRICES WITH 

RECENTLY ANNOUNCED REGULATIONS FROM THE US 

ENVIRONMENTAL PROTECTION AGENCY? 

No. To the contrary, Mr. Wilde uses the fact that EPA has announced 

stringent limitations on greenhouse gas emissions from existing power plants 

to argue that this issue could be reasonably ignored. Specifically, he states 

that: 

It is noteworthy that the Clean Power Plan does not propose a 

carbon market as one of its building blocks for reducing carbon 

intensity. In light of this, it appears that using any carbon price 

in the Four Corners analysis may yield a conservatively low 

estimate of the value of the Transaction. (4 at 22-26) 

DO YOU AGREE THAT USING ANY CARBON PRICE FOR THIS 

ANALYSIS IS “CONSERVATIVE”? 

I do not. EPA did not mandate a specific carbon market because it does not 

have authority to do so; however, it is widely accepted in the industry and 

among economists that requiring limitations on COZ emissions from existing 

plants is tantamount to imposing a cost on emissions, because it creates a 

scarcity for a good (the right to emit COz) that was previously available in 

unlimited quantities for free. This reality has been recognized throughout the 

industry and is manifest in the fact that numerous coal-fired plants are likely 

to curtail operations or shut down altogether in order to comply. To claim as 
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Mr. Wilde does that the existence of regulations to curtail emissions means 

they have no value simply defies logic. 

AS NOTED ABOVE, MR. WILDE CITED STAFF WITNESS JAMES 

LETZELTER’S OPINION ON GAS PRICES AS EVIDENCE THAT 

THE COMPANY’S PRICES ARE “REASONABLE”. DID MR. 

LETZELTER ALSO ADDRESS THE COMPANY’S COz PRICE 

FORECASTS? 

Yes. Directly following his discussion of gas price forecasts, Mr. Letzeher 

compares the company’s C02 emissions prices to those provided by the US .  

Energy Information Administration (EIA). 

WHAT DID MR. LETZELTER CONCLUDE REGARDING THE 

COMPANY’S COz PRICE FORECASTS AND THEIR IMPACT ON 

THE NPV ANALYSIS? 

Mr. Letzelter’s conclusions are as follows: 

Based on this comparison to the EIA’s projections, Liberty 

considers the APS numbers to be insufficiently conservative 

f i e .  , too low for analysis purposes). The result is to 

underestimate the negative impacts to the Four Corners 

acquisition option. This, in turn, leads to the conclusion that more 

conservative (higher) C02 projections by APS could materially 

reduce the expected benefit of the acquisition. (Exhibit JCL-1, 

P.10) 
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MR. WILDE CLAIMS THAT USING CRA’S EMISSIONS PRICE 

FORECAST WOULD NOT “SIGNIFICANTLY” CHANGE THE 

VALUE OF THE FOUR CORNERS ACQUISITION. DO YOU 

AGREE? 

No. I demonstrated in my direct testimony that I believe this difference 

would overwhelm the entire claimed NPV benefit of the acquisition, and I 

provided a detailed explanation for why I believe this to be the case. Mr. 

Wilde simply makes an unsupported claim that there would not be a 

significant impact, and then goes on to describe the results of an entirely 

different analysis as if it had bearing on the question asked. It does not. 

If the company wishes to provide a straightforward analysis of the impact of 

using a different C02 price forecast, it has the means to do so: simply re-run 

the analysis using the alternative emissions price forecast, and present the 

detailed results to the Commission. Merely claiming a result is no substitute 

for actually doing the analysis and providing the unobscured result. 

ON PAGE 6 OF HIS REBUTTAL TESTIMONY, MR. WILDE 

CHARACTRIZES YOUR CLAIM THAT PROJECTED CAPITAL 

EXPENDITURES ON THE FOUR CORNERS UNITS HAVE 

DECLINED SINCE THE COMPANY’S EARLIER FILING. DOES HE 

CHARACTERIZE YOUR TESTIMONY ACCURATELY? 

No. I made clear in my testimony, and showed in Table 4, that the 

undiscounted projection of capital expenditures has increased, as Mr. W ilde 

9 
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notes. What the company has done in its NPV analysis, however, is to move 

these projected costs later in time, so that the NPV impact of the expenditures 

is dramatically reduced. I noted that this is inconsistent with the treatment of 

expenditures on other plants in the APS system, and that this raised a red flag 

in my review of the company’s analysis. Once again, Mr. Wilde does not 

actually address the question raised in my testimony, this time by 

mischaracterizing it entirely. 

ON PAGES 37-39 OF YOUR DIRECT TESTIMONY, YOU DISCUSS 

THE RISKS THAT THE FOUR CORNERS UNITS WILL NOT 

REMAIN ON-LINE THROUGHOUT THEIR PROJECTED 

LIFETIME, OR WILL NOT RUN AT AS HIGH A CAPACITY 

FACTOR AS IT HAS IN THE PAST. DID MR. WILDE ADDRESS 

THESE POINTS? 

Mr. Wilde claimed that I offer (or Sierra Club offers) “no evidence that, 

properly maintained, Units 4 and 5 could not continue to operate at current 

levels for the assumed life of the plants.” That is true. However, I do describe 

in detail why I believe that early shutdown or curtailed operations represents 

a significant risk associated with the Four Corners acquisition, and that the 

company has never provided the Commission with any analysis of how this 

might impact the claimed benefits for ratepayers. 

It is commonplace to note in just about every financial statement that “past 

performance is no guarantee of future performance”, and that is certainly the 

10 
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case here. The company is expanding its dependence on aging, greenhouse 

gas-intensive infrastructure, and asks the Commission to ignore obvious 

associated risks. My suggestion was simply that the nature of these risks be 

put aut in the open for full consideration, but Mr. Wilde ignores this point on 

the basis of Sierra Club’s inability to predict the unpredictable - Le., the 

operational performance of the units decades into the future. 

WHAT ARE YOUR CONCLUSIONS IN THIS SURREBUTTAL 

TESTIMONY? 

In my direct testimony, I concluded (among other points) that “Without much 

more detailed explanation and justification of the company’s assumptions 

and analytical decisions in each of these areas, I do not believe that the 

commission can reasonably accept APS’s NPV analysis as valid or robust, 

nor can it approve the company’s request in this docket.” (44 at 18) I find 

that Mr. Wilde’s rebuttal testimony has only perpetuated a pattern of 

unsupported claims and obfuscations. He purports to rebut the observations 

made and conclusions reached in my direct testimony, but in each instance he 

provides only vague and sometimes misleading descriptions, and sometimes 

direct mischaracterizations. 

APS asks the Commission to saddle ratepayers with costs and risks for an 

acquisition that counters the general industry trend, extending and expanding 

its reliance on the most greenhouse gas intensive form of generation at a time 

when science, economics, and national policy point in a very different 

1 1  
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4. 

Surrebuttal Testimony of Ezra D. Hausman 
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Docket No. E-O1345A-I 1-0224 

direction. In doing so, the company assumes a high burden of proof that its 

investment on behalf of ratepayers is prudent. I do not believe that this 

standard has been met, so I recommend that the company’s petition be denied. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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A. 

Q* 
A. 

Yes. A P S  is proposing Experimental Rate Rider Schedule AG-1, which provides 

alternative generation service for extra-large general service customers with 

average monthly demands of 10 M W  or more and are served under Rate 

Schedules E-34 and E-35. The experimental program will be available for three 

years from the initial date and limited to 200 Mw of generation procured under 

this offering. 

The Company is also proposing Rate Rider Schedule IRR which provides 

interruptible service for extra-large general service customers. This rate concept 

was previously filed under a separate matter pending under Docket No. E- 

01345A-10-0250, but is being included in the instant proceeding with the 

concurrence of potentially interested parties. 

PLEASE DESCRIBE RATE RIDER SCHEDULE AG-1. 
Under this service, the customer can obtain an alternative source of generation to 

serve their full power requirements. The power must be delivered to one or more 

of the Company’s points of delivery for wholesale power, as designated in a 

power supply agreement, and must serve at least 90%, but no more than 1 lo%, of 

the customer’s average hourly load. The Company will purchase and manage 

this generation on behalf of the customer for a management fee of $O.O0060 per 

kwh. The customer will be responsible for any collateral costs associated with 

the alternative generation. 

The Company will also provide scheduling and, if necessary, load following 

services for the power. APS will continue to supply transmission, delivery and 

revenue cycle services to the customer under the provisions of the customer’s 

current retail rate schedule, Rate Schedule E-34 or E-35. The customer will also 

be subject to all of the adjustments in the retail rate schedule, except for 

Adjustment Schedule PSA-1. Furthermore, the billed amounts under the retail 
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Q- 
A. 

Q. 

A. 

rate and applicable adjustments will be based on the total billed kwh, kW, or 

billed dollar amount, including the cost of the alternative generation. 

WHAT IS LOAD FOLLOWING SERVICE? 
Load following service is the hourly matching of generation supply to the 

customer’s load. The customer’s alternative generation could be structured to 

supply t h i s  service - to ramp up and down hourly to match the load. On the other 

hand, the customer may purchase an amount of energy that is constant (flat) 

across many or all hours of the day, month, quarter, or year. In this case, APS 
would provide load following service to supply the extra energy needed when the 

alternative generation is less than the customer’s load and to credit the surplus 

energy when generation exceeds load. The hourly sales will be transacted at an 

hourly market proxy price plus $4.00 to $10.00 per MWh depending on the 

amount of power that is required. The hourly credits will be based on the hourly 

market price less $4.00 to $10.00 per MWh. 

WEAT HAPPENS IF THE ALTERNATIVE GENERATOR DEFAULTS 
OR THE CUSTOMER WANTS TO RETURN TO THE STANDARD APS 
GENERATION SERVICES? 
The customer must contract for service under this schedule for at least one year, 

but no more than three years. If the customer wishes to return to the standard 

APS generation service before the contract term, due to a default or other reason, 

they wiIl be assessed a returning customer charge, which will be based on the 

costs to serve the returning customer versus the unbundled generation charge and 

related adjustments in their retail rate schedule, not to be less than zero. If the 

alternative generation supplier defaults, the customer will have 60 days to find an 

alternate supplier or be considered a “returning customer”. Default provisions 

21 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

0 

a 14 
15 

16 

17 

18 

19 

20 

21 

22 

23 

24 11 
25 

26 

0 27 

28 

Q. 

VIII. 

Q. 
A. 

Q. 
A. 

will be specified in the power supply agreement. The proposed Rate Ride1 

Schedule AG- 1 is provided as Attachment CAM-7. 

PLEASE DESCRIBE RATE RIDER SCHEDULE IRR. 
This rate offers interruptible service to extra-large general service customers that 

can interrupt at least 500 kW of load when requested by the Company. Under 

this service, the customer can choose between two curtailment options, two 

notification options, and a one-year or five-year agreement. The Customer 

receives capacity and energy payments for the interruptible load based on these 

options. The customer may also incur a penalty for failing to curtail when 

requested. The proposed Rate Rider Schedule IRR is provided as Attachment 

CAM-15. 

CLASSIFIED RATES 
PLEASE DESCRIBE THE COMPANY'S CLASSIFIED RATES. 
The classified rates apply to specific types of customers, or specific end uses or 

customer circumstances. "his class includes: rates for street lighting, outdoor 

area lighting, and water pumping; time-of-use rates for schools and religious 

houses of worship; a station use rate for merchant generators; and a variety of 

rates for renewable and on-site generation. 

WHAT DOES APS PROPOSE FOR CLASSIFIED RATES? 
A P S  proposes to: 

0 M o d e  outdoor lighting Rate Schedules E-47 and E-58; 

0 Increase the demand charge for water pumping Rate Schedule E-221 to 

better reflect cost of service; 

0 Increase the demand charge and change the time-of-use hours for Rate 

Schedule E-221 8T to be consistent with other time-of-use rates; 

0 Eliminate the time-of-week option for Rate Schedule E-221; 

0 Cancel Rate Schedule E-40 for agricultural wind machines; 
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EXPERIMENTAL RATE RIDER SCHEDULE A G 1  
ALTERNATIVE GENERATION Attachment CAM-7 
GENERAL SERVICE Page 1 of 3 

AVAILABILITY 

This experimental rate rider schedule is available in all territory served by the Company at all points where facilities 
of adequate capacity and the required phase and suitable voltage are adjacent to the sites served. 

APPLICATION 

This rate rider schedule is available for all Standard Offer customers who have an aggregated Peak load of 10 MW 
or more each month throughout the year, as measured at the customer’s meter@). All provisions of customer’s 
c m n t  applicable rate schedule(s) will apply in addition to this Schedule AG- 1, except as noted herein. This 
experimental rate schedule shall be available for three years after approval by the Arizona Corporation Commission. 
Total program participation shall be limited to 200 MW of peak load, on a first come first served basis. 

DEFINITION 

Generation Service Provider: A thud party k m  which the customer contracts to provide power for their load. 

DESCRJPTION OF SERVICES 

The Generation Service Provider shall provide the customer firm power sufficient to meet their full requirements 
(total load), as agreed to by the customer and the Company. 

The customer shall obtain a Generation Service Provider and notify the Company. The Company will subsequently 
contract with the Generation Service Provider on behalf of the customer for the specified power and manage the 
contract for the customer. 

The Company shall provide transmission delivery and network services to the customer in accordance with normal 
retail electric service. 

The customer will be responsible for paying the cost of the energy h m  the Generation Service Provider for the 
Generation Service specified in the contract. 

Other than the unbundled generation component, all kwh and kW charges in Customer’s current applicable parent 
rate schedule and any other applicable adjustment schedules will be applied to the Energy or Demand, as applicable. 
Eligibility for placement on a rate schedule will be determined by Customer’s Demand, in accordance with the 
Customer’s parent Rate Schedule. 

DELIWRY OF POWER TO APS’ SYSTEM 

Power provided from the Generation Service Provider must be firm power (Western System Power Pool Schedule C 
or equivalent) and must be contracted in advance and delivered to the Company at APS network delivery points that 
are not limited by APS’ capability to deliver contracted quantities. If the Generation Services do not cover hourly 
loads in any given hour’ the Company will supply for each hour, and the customer will pay for, necessary generation 
at the hourly pricing proxy plus $4/MWh for up to 10% of the hourly deficit and an additional hourly charge of 
$6/MWh for hourly supply deficit over lO?!. If the Generation Services supplies more power than needed in any 
given hour, the Company will credit the customer for the excess power for each hour at the hourly pricing proxy 
minus $4/MWh for up to 10% of the excess and an additional deduction of $6/MWh for the hourly excess over 10%. 

DETERMINATION OF HOURLY PRICING PROXY 

Hourly pricing proxy shall be the published Dow Jones Electricity Palo Verde Hourly Index for the power delivery 
date. Hourly prices are expressed in $ per MWh. 

ARlZONA PUBLIC SERVICE COMPANY A.C.C. No. XXXX 
Phoenix, Arizona Rate Schedule AG-I 

Title: Manager. Regulation and Pricing Effective: XXXX 
Filed by: David J. Rumolo original 
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EXPERIMENTAL RATE RIDER SCHEDULE A G l  
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RESERVE CAPACITY CHARGE 

Customer will pay company a monthly reserve capacity charge equal to 15% of customer’s monthly peak load. 

0 

POWER SUPPLY ADJUSTER AND HEDGE COST TRUE-UP 

When taking this service, the customer will be subject to a true up mechanism (either plus or minus) to account for 
the unpaid or overpaid Power Supply Adjuster balance and hedge cost associated with the Customers Standard Offer 
Service. 

DEFAULT OF THE THIRD PARTY GENERATION PROVIDER 

In the event that the Generation Service Provider is unable to meet its contractual obligations, the customer must 
notify the Company, and enter into another power contract within 60 days. Prior to execution of a new power 
contract, the Company shall proved genmtion service to the Customer, which will be charged at the hourly pricing 
proxy for generation service. 

If the customer is unable to secure a new generation contract in that sixty day period, they will be deemed a 
returning customer, subject to conditions below. 

RETURN TO COMPANY’S BUNDLED GENERATION SERVICE 

If the Customer retuxns to the Company’s bundled Generation Service, the Customer will be charged a Returning 
Customer Charge. The charge will be identified in the Electric Service Agreement between the Customer and the 
Company and will be in addition to the Standard Offer service charges. The Returning Customer Charge will be 
based on the cost differential between the applicable Standard offer rate generation component and the cost of the 
resources required to serve the returning customer(s). The costs associated with serving customers that are required 
to enter into Returning Customer Charge agreements will be kept separate h m  the retail power supply costs subject 
to recovery through the Power Supply Adjustment. The types of costs that will be used to develop the Returning 
Customer Charge are incremental Power Supply, Transmission, Ancillary Services and Metering. These costs will 
be amortized over an appropriate period to allow their timely recovery. In no event, however, will the Returning 
Customer Charge be in place less than one year, or last longer than 36 months and in no case shall be less than zero 
for any individual customer. 

When taking this service, the Customer will be subject to a true up mechanism (either plus or minus) to account for 
the unpaid or overpaid Power Supply Adjuster balance and related hedge cost associated with the Customers 
Standard Offer Service. 

0 

RATES 

Service under this rate schedule shall be billed according to Customer’s current applicable parent rate schedule, 
except as follows: 

1. The adjustment schedules PSA, ERA-1 and EIS will not apply to the Customer’s bill while said Customer is on 
Rate Schedule AG-1. 

2. In addition, the Customer agrees to pay a Management fee of $0.00060 per kwh. 
3. Other than the unbundled Generation component, all kwh and kW charges in Customer’s current applicable 

parent rate schedule and any other applicable adjustment schedules will be applied to the Energy or Demand, as 
applicable. 

0 ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XXXX 
Pboeaix,Arizona Rate Schedule AG-1 

Title: Manager, Regulation and Pricing Effwtive: XXM 
Filed by: David I. Rum010 original 
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CONTRACT TERM AND REQUIRE MENTS 

The term of the Customer’s contract with the Generation Service Provider shall be for not less than one year, and 
shall not exceed three years. 

The Customer will enter a contract with the Company, stating the pertinent details of the transaction with the 
Generation Service Provider, including but not limited to the scheduling of power, location of delivery and other 
terms related APS’ management of the generation resource. 

CREDIT REiOUIREM ENTS 

Customer must provide all collateral and margining requirements deked in the Generation Service contract to the 
Company. Failure to do so will be considered a default by the Customer and result in a return to bundled services 
under the terms stated in the return to Company’s bundled senice above. In addition, Company will be paid by the 
Customer for any losses associated with terminating the contract with the Generation Service Provider. 

All Generation Service Providers must have at least an investment grade credit rating and demonstrate 
creditworthiness acceptable to Company. 

ADJUSTMENTS 

All adjustments of the Customers parent Rate Schedule will apply to the Customers bill, including the applicable 
proportionate part of any taxes or governmental impositions which are or may in the future be assessed on the basis 
of gross revenues of APS and/or the price or revenue from the electric energy or service sold and/or the volume of 
energy generated or purchased for sale and/or sold hereunder. 

ARIZONA PUBLIC SERVICE COMPANY 
Phoenix,Arizona 
Filed by: David J. Rum010 
Title: m e r ,  Regulation and Pricing 

~~ 

A.C.C. No. xxxx 
Rate Schedule AG-I 

Original 
Effective: X X X X  
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Q* 

A. 

Q* 
A. 

Q. 
A. 

Q. 

Introduction 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, ANI 

OCCUPATION. 

My name is Steve W. Chriss. My business address is 2001 SE 10th St., 

Bentonville, AR 72716-0550. I am employed by Wal-Mart Stores, Inc. as 

Senior Manager, Energy Regulatory Analysis. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS DOCKET? 

I am testifj4ng on behalf of Wal-Mart Stores, Inc. and Sam’s West, Inc 

(‘ ‘ W almart”) . 

PLEASE DESCRIBE YOUR EDUCATION AND EXPERIENCE. 

In 2001, I completed a Master of Science in Agricultural Economics ai 

Louisiana State University. From 2001 to 2003, I was an Analyst and later E 

Senior Analyst at the Houston office of Econ One Research, Inc., a Lo: 

Angeles-based consulting firm. My duties included research and analysis or 

domestic and international energy and regulatory issues. From 2003 to 2007,l 

was an Economist and later a Senior Utility Analyst at the Public Utili9 

Commission of Oregon in Salem, Oregon. My duties included appearing as a 

witness for PUC Staff in electric, natural gas, and telecommunications dockets, 

I joined the energy department at Walmart in July 2007 as Manager, State Rate 

Proceedings, and was promoted to my current position in June 201 1. My 

Witness Qualifications Statement is included herein as Exhibit SWC- 1. 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE 

ARIZONA CORPORATION COMMISSION (“THE COMMISSION”: 

IN THIS DOCKET? 
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A. 

Q* 

A. 

Q. 

A. 

Q. 

A. 

Yes. I submitted Direct Testimony (Non-Rate Design) on November 18,20 1 1 

Rate Design Testimony on December 2,201 1, and Testimony in Support of thc 

Settlement on January 18, 2012. 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE 

OTHER STATE REGULATORY COMMISSIONS? 

Yes. I have submitted testimony in over 90 proceedings before 33 other utili9 

regulatory commissions and before the Missouri House Committee on Utilities 

the Missouri Senate Veterans' Affairs, Emerging Issues, Pensions, and Urbar 

Affairs Committee, and the Kansas House Standing Committee on Utilities anc 

Telecommunications. My testimony has addressed topics including, but no1 

limited to, cost of service and rate design, ratemaking policy, qualifying facili5 

rates, telecommunications deregulation, resource certification, energj 

efficiency/demand side management, fuel cost adjustment mechanisms, 

decoupling, and the collection of cash earnings on construction work il: 

progress. 

ARE YOU SPONSORING ANY EXHIBITS WITH YOUR 

TESTIMONY? 

Yes. I am sponsoring Exhibit SWC-1, consisting of twelve pages. 

PLEASE BRIEFLY DESCRIBE WALMART'S OPERATIONS IN 

ARIZONA. 

Walmart operates 121 retail units and employs 32,438 associates in Arizona. In 

fiscal year ending 2014, Walmart purchased $789 million worth of goods and 

services from Arizona-based suppliers, supporting 24,245 supplier jobs.' 

1 http://corporate. walmart.comlour-story/locations/united-states#/united-statesiarizona 
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Q. 

A. 

Q* 
A. 

Q. 

A. 

PLEASE BRIEFLY DESCRIBE WALMART’S OPERATIONS WITH13 

APS’S SERVICE TERRITORY. 

Walmart has approximately 49 stores and distribution centers serviced bq 

Arizona Public Service (“APS” or “the Company”), primarily on Schedules E- 

32L and E-32M. Approximately 40 of those facilities also take service on 

Experimental Rate Rider Schedule AG- 1, Alternative Generation General 

Service (“AG- 1 ”). 

Purpose of Testimony 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to address concerns regarding APS’s proposed 

Adjustment Schedule FCA, Four Corners Adjustment (“FCA”). Specifically, I 

respond to the testimonies of Elizabeth A. Blankenship and Jeffrey B. Guldner. 

Summary of Recommendations 

PLEASE SUMMARIZE YOUR RECOMMENDATIONS TO THE 

COMMISSION. 

My recommendations to the Commission are as follows: 

1) The Commission should reject A P S ’ s  proposal to apply the FCA to the 

non-generation, or “APS” portions of AG- 1 customer bills. 

2) The Commission should modify the Company’s proposed FCA tariff 

language as follows: 

“RATE 

The FCA charge will be applied to the customer’s monthly billed 

amount, excluding all other adjustments, sales tax, regulatoq 

assessment and franchise fees. The resulting charged amount shall 

not be less than zero. In addition, the charge shall not apply to: 
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Any portion of the monthly billed amount for a customer that 

takes service under Rate Rider Schedule AG-1.” 

The fact that an issue is not addressed herein or in related filings should 

not be construed as an endorsement of any filed position. Additionally, for 

issues not addressed in this testimony, Walmart specifically reserves the right 

to address these issues in rebuttal if they are brought up by other parties. 

Background 

Q. WHAT IS SCHEDULE AG-1 AND HOW DID IT COME INTC 

EXISTENCE? 

AG-1 is a buy through rate for large commercial and industrial customer: 

which allows customers to purchase generation service from a third-pa@ 

Generation Service Provider. APS had proposed AG-1 in its direct testimonj 

in the first phase of this proceeding, and it was adopted with modifications a: 

part of the Settlement Agreement. The Commission approved AG-1 a: 

proposed by the Settlement Agreement in Decision No. 73 183. See Decisior 

No. 73 183, Exhibit A, page 18 and Attachment J. 

A. 

Q. WHAT ARE THE RATE PROVISIONS INCLUDED IN AG-l? 

A. AG- 1 includes the following rate provisions: 

1) The generation charges will not apply; 

2) Adjustment Schedule PSA- 1 will not apply, except that the Historical 

Component will apply for the first twelve months of service under this 

rate rider schedule; 

3) Adjustment Schedule EIS will not apply; 

4) The applicable proportionate part of any taxes or governmental 

impositions which are or may in the hture be assessed on the basis of 

gross revenues of the Company and/or the price or revenue from the 
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Q. 
A. 

Q- 

A. 

Q. 

electric energy or service sold and/or the volume of energy generated 01 

purchased for sale and/or sold hereunder shall be applied to the 

customer’s bill; 

5 )  A management fee of $0.0006/kWh to the customer’s metered kWh; 

6) A reserve capacity charge applied to 15 percent of the customer’s billed 

kW; 

7) An initial charge for fuel hedging costs; 

8) Returning Customer charge, where applicable; and 

9) Generation Service Provider Default charge, where applicable. See 

Decision No. 73 183, Attachment J, page 4. 

WHAT ARE THE TERMS OF THE HEDGING PROVISION IN AG-l? 

Per the AG-1 tariff, the customer will pay the hedge cost associated with the 

customer’s Standard Generation Service at the time that the customer switches 

to AG-I. The cost to the customer is determined by the Company as its 

applicable pro rata hedge cost based on the market price for hedge costs at the 

time the customer takes service under AG- 1. Id., page 3. 

ONCE A CUSTOMER HAS SWITCHED TO AG-1, DOES THAT 

CUSTOMER THEN CAUSE APS TO INCUR ANY RETAIL 

GENERATION COST? 

No. In addition, once the customer has paid the Historical Component of the 

PSA and the hedge costs, that customer has fully compensated the Company 

for generation costs incurred on its behalf that were not fully recovered prior to 

the Customer switching to AG- 1. 

APS’s Four Corners Adjustment Proposal 

WHAT IS YOUR UNDERSTANDING OF THE COMPANY’S 

PROPOSED FCA? 
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A. 

Q. 

A. 

Q. 
A. 

Q- 

A. 

Q* 
A. 

My understanding of the proposed FCA is that it is the mechanism by whick 

APS seeks to include in rates the rate base and expense costs associated wit1 

the acquisition of Southern California Edison’s share of Four Corner: 

generation Units 4 and 5, the retirement of Four Corners generation Units 1, 2 

and 3, and any cost deferrals authorized in Docket No. E-01345A-10-0474 

See Direct Testimony of Jeffrey B. Guldner, page 5, line 2 to line 5. In all 

APS seeks recovery of an annual revenue requirement of $62.53 million relatec 

to Four Corners generation-related costs. See Direct Testimony of Elizabeth A 

Blankenship, page 4, line 4 to line 5 .  

DOES THE COMPANY PROPOSE THE FCA UNDER THE TERMS OF 

THE SETTLEMENT APPROVED BY THE COMMISSION IN THIS 

DOCKET IN DECISION NO. 73183? 

Yes. Specifically, the Company refers to Section 10.2 of the Settlement, which 

keeps the instant docket open in order for APS to file such a request. See 

Direct Testimony of Jeffrey B. Guldner, page 4, line 11 to line 26. 

WAS WALMART A PARTY TO THE SETTLEMENT? 

Yes. See Decision No. 73183, Exhibit A, page 3. Additionally, both Chris 

Hendrix, Director of Markets & Compliance for Wal-Mart Stores, Inc. and I 

filed testimony on behalf of Walmart supporting the settlement. 

HOW DOES APS PROPOSE TO RECOVER THE REVENUE 

REQUIREMENT FROM CUSTOMERS? 

A P S  proposes to recover$ the revenue requirement from customers on an equa 

percentage basis applied to the base portion of customer bills, with certair 

exceptions. Id., line 5 to line 7. 

WHAT EXCEPTIONS DOES APS PROPOSE? 

APS proposes the following exceptions: 
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Q- 

A. 

Q. 

A. 

Q* 
A. 

Q- 

A. 

1) The generation service and imbalance service charges in AG-1; 

2) The energy and ancillary service charge in Rate Schedule E-36 XL; 

3) Credits for the purchase of excess generation under rate rider schedules 

EPR-2, EPR-6, and E-56R; and 

4) Voluntary charges under rate rider schedules GPS-1, GPS-2, and GPS-3. 

See Attachment EAB-9, Schedule 5. 

DOES THE COMPANY’S PROPOSAL INCLUDE APPLYING THE 

FCA CHARGE TO NON-GENERATION, OR “APS” PORTIONS OF 

AG-1 CUSTOMER BILLS? 

Yes. See Direct Testimony of Jeffrey B. Guldner, page 10, line 18 to line 21. 

My understanding is that, using E-32L as an example, the FCA would apply to 

the customer accounts, metering and billing, system benefits, transmission, and 

delivery charges. See A.C.C. No. 5813, page 2 to page 3. 

WHAT IS THE PROPOSED FCA CHARGE AT THE COMPANY’S 

PROPOSED REVENUE REQUIREMENT? 

The proposed FCA charge is 2.2 percent. See Attachment EAB-9, Schedule 5. 

FCA Application to AG-1 Customers 

DOES WALMART HAVE CONCERNS WITH THE PROPOSED FCA? 

Yes. As I will explain below, the proposed FCA is inconsistent with the 

Settlement approved by the Commission in Decision No. 73183 and the 

resulting terms of AG- 1, and associated cost causation principles. 

ARE COSTS RELATED TO THE ACQUISITION OF FOUR CORNERS 

UNITS 4 AND 5 INCURRED ON BEHALF OF CUSTOMERS THAT 

TAKE GENERATION SERVICE FROM APS? 

Yes, and only those customers who take generation service from APS will 

receive benefits from those units. As such, per the matching principle, in 
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Q- 

A. 

Q. 

A. 

Q* 

A. 

Q. 
A. 

Q* 

A. 

which customers bear costs only when they are receiving a benefit, only those 

ratepayers who take generation service from APS and will benefit from the 

acquisition of those assets should bear the burden of those costs. 

DOES CHARGING AG-1 CUSTOMERS THE FCA VIOLATE THE 

MATCHING PRINCIPLE? 

Yes. AG-1 customers will receive no benefit from the acquisition of Four 

Corners Units 4 and 5 and should not bear any related cost. 

DOES THE AG-1 TARIFF CURRENTLY RECOGNIZE THAT AN AG-1 

CUSTOMER CAUSES NO RETAIL GENERATION COST TO BE 

INCURRED BY THE COMPANY? 

Yes, and it specifically states that “the generation charges will not apply.” Id., 

page 4. This is consistent with cost causation and matching principles, which 

provide that costs for generation services should be recovered from customers 

who cause the utility to incur those costs. 

DOES THE APPLICATION OF THE FCA TO PART OF AN AG-1 

CUSTOMER BILL APPEAR TO VIOLATE THE PROVISION OF AG-1 

THAT STATES THAT GENERATION CHARGES WILL NOT APPLY? 

Yes, as application of the proposed FCA would charge a “generation charge” to 

AG- 1 customers. 

WHAT IS YOUR RECOMMENDATION TO THE COMMISSION? 

The Commission should reject APS’s proposal to apply the FCA to the “APS” 

portions of AG- 1 customer bills. 

DO YOU RECOMMEND A MODIFICATION TO THE FCA 

LANGUAGE PROPOSED BY APS? 

Yes. I recommend the following modification to the Company’s proposed 

FCA anguage: 
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“RATE 

The FCA charge will be applied to the customer’s monthly billed amounf 

excluding all other adjustments, sales tax, regulatory assessment anc 

franchise fees. The resulting charged amount shall not be less than zero. 11 

addition, the charge shall not apply to: 

0 Any portion of the monthly billed amount for a customer that takes servicc 

under Rate Rider Schedule AG- 1 .” 

Q. 

A. Yes. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 
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Exhibit SWC-1 

Steve W. Chriss 
Senior Manager, Energy Regulatory Analysis 
Wal-Mart Stores, Inc. 
Business Address: 2001 SE loth Street, Bentonville, AR, 72716-0550 
Business Phone: (479) 204-1594 

EXPERIENCE 
July 2007 - Present 
Wal-Mart Stores, Inc., Bentonville, AR 
Senior Manager, Energy Regulatory Analysis (June 201 1 - Present) 
Manager, State Rate Proceedings (July 2007 - June 201 1) 

June 2003 - July 2007 
Public Utility Commission of Oregon, Salem, OR 
Senior Utility Analyst (February 2006 - July 2007) 

a. Economist (June 2003 - February 2006) 

January 2003 - May 2003 
North Harris College, Houston, TX 
Adjunct Instructor, Microeconomics 

June 2001 - March 2003 
Econ One Research, Inc., Houston, TX 
Senior Analyst (October 2002 - March 2003) 
Analyst (June 2001 - October 2002) 

EDUCATION 
200 1 Louisiana State University M.S., Agricultural Economics 
1997-1 998 University of Florida Graduate Coursework, Agricultural Education 

1997 Texas A&M University B.S., Agricultural Development 
and Communication 

B. S ., Horticulture 

TESTIMONY BEFORE REGULATORY COMMISSIONS 
201 4 
Minnesota Public Utilities Commission Docket No. E-002/GR-13-868: In the Matter of the 
Application of Northern States Power Company, for Authority to Increase Rates for Electric 
Service in Minnesota. 
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Utah Public Service Commission Docket No. 13-035-184: In the Matter of the Application of 
Rocky Mountain Power for Authority to Increase its Retail Electric Utility Service Rates in Utah 
and for Approval of its Proposed Electric Service Schedules and Electric Service Regulations. 
Missouri Public Service Commission Case No. EC-2014-0224: In the Matter of Noranda 
Aluminum, Inc.’s Request for Revisions to Union Electric Company d/b/a Ameren Missouri’s 
Large Transmission Service Tariff to Decrease its Rate for Electric Service. 

Oklahoma Corporation Commission Cause No. PUD 201 30021 7: Application of Public Service 
Company of Oklahoma to be in Compliance with Order No. 59 1 185 Issued in Cause No. PUD 
201 100106 Which Requires a Base Rate Case to be Filed by PSO and the Resulting Adjustment 
in its Rates and Charges and Terms and Conditions of Service for Electric Service in the State of 
Oklahoma. 

Public Utilities Commission of Ohio Case No. 13-2386-EL-SSO: In the Matter of the 
Application of Ohio Power Company for Authority to Establish a Standard Service Offer 
Pursuant to $4928.143, Ohio Rev. Code, in the Form of an Electric Security Plan. 

201 3 
Oklahoma Corporation Commission Cause No. PUD 201 300201 : Application of Public Servict 
Company of Oklahoma for Commission Authorization of a Standby and Supplemental Servict 
Rate Schedule. 

Georgia Public Service Commission Docket No. 36989: Georgia Power’s 2013 Rate Case. 

Florida Public Service Commission Docket No. 1 30 140-EI: Petition for Rate Increase by Gul: 
Power Company. 

Public Utility Commission of Oregon Docket No. UE 267: In the Matter of PACIFICORP, dba 
PACIFIC POWER, Transition Adjustment, Five-Year Cost of Service Opt-Out. 

[Ilinois Commerce Commission Docket No. 13-0387: Commonwealth Edison Company Tariff 
Filing to Present the Illinois Commerce Commission with an Opportunity to Consider Revenue 
Yeutral Tariff Changes Related to Rate Design Authorized by Subsection 16-108.5 of the Public 
Utilities Act. 

[owa Utilities Board Docket No. WU-2013-0004: In Re: MidAmerican Energy Company. 

South Dakota Public Utilities Commission Docket No. EL12-061: In the Matter of the 
4pplication of Black Hills Power, Inc. for Authority to Increase its Electric Rates. (filed with 
:onfidential stipulation) 

Camas Corporation Commission Docket No. 13-WSEE-629-RTS: In the Matter of the 
ipplications of Westar Energy, Inc. and Kansas Gas and Electric Company for Approval to 
vlake Certain Changes in their Charges for Electric Service. 
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Public Utility Commission of Oregon Docket No. UE 263: In the Matter of PACIFICORP, dba 
PACIFIC POWER, Request for a General Rate Revision. 

Arkansas Public Service Commission Docket No. 13-028-U: In the Matter of the Application of 
Entergy Arkansas, Inc. for Approval of Changes in Rates for Retail Electric Service. 

Virginia State Corporation Commission Docket No. PUE-20 13-00020: Application of Virginia 
Electric and Power Company for a 201 3 Biennial Review of the Rates, Terms, and Conditions 
for the Provision of Generation, Distribution, and Transmission Services Pursuant to tj 56-585.1 
A of the Code of Virginia. 

Florida Public Service Commission Docket No. 130040-EI: Petition for Rate Increase by Tampa 
Electric Company. 

South Carolina Public Service Commission Docket No. 201 3-59-E: Application of Duke Energy 
Carolinas, LLC, for Authority to Adjust and Increase Its Electric Rates and Charges. 

Public Utility Commission of Oregon Docket No. UE 262: In the Matter of PORTLAND 
GENERAL ELECTRIC COMPANY, Request for a General Rate Revision. 

New Jersey Board of Public Utilities Docket No. ER12111052: In the Matter of the Verified 
Petition of Jersey Central Power & Light Company For Review and Approval of Increases in and 
Other Adjustments to Its Rates and Charges For Electric Service, and For Approval of Other 
Proposed Tariff Revisions in Connection Therewith; and for Approval of an Accelerated 
Reliability Enhancement Program (“20 12 Base Rate Filing”) 

North Carolina Utilities Commission Docket No. E-7, Sub 1026: In the Matter of the 
Application of Duke Energy Carolinas, LLC for Adjustment of Rates and Charges Applicable to 
Electric Service in North Carolina. 

Public Utility Commission of Oregon Docket No. UE 264: PACIFICORP, dba PACIFIC 
POWER, 20 14 Transition Adjustment Mechanism. 

Public Utilities Commission of California Docket No. 12- 12-002: Application of Pacific Gas and 
Electric Company for 20 13 Rate Design Window Proceeding. 

Public Utilities Commission of Ohio Docket Nos. 12-426-EL-SSO, 12-427-EL-ATA, 12-428- 
EL-AAM, 12-429-EL-WVR, and 12-672-EL-RDR: In the Matter of the Application of the 
Dayton Power and Light Company Approval of its Market Offer. 

Minnesota Public Utilities Commission Docket No. E-O02/GR- 12-96 1 : In the Matter of the 
Application of Northern States Power Company for Authority to Increase Rates for Electric 
Service in Minnesota. 

14 



1 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

North Carolina Utilities Commission Docket E-2, Sub 1023 : In the Matter of Application of 
Progress Energy Carolinas, Inc. For Adjustment of Rates and Charges Applicable to Electric 
Service in North Carolina. 

201 2 
Public Utility Commission of Texas Docket No. 40443 : Application of Southwestern Electric 
Power Company for Authority to Change Rates and Reconcile Fuel Costs. 

South Carolina Public Service Commission Docket No. 2012-2 18-E: Application of South 
Carolina Electric & Gas Company for Increases and Adjustments in Electric Rate Schedules and 
Tariffs and Request for Mid-Period Reduction in Base Rates for Fuel. 

Kansas Corporation Commission Docket No. 12-KCPE-764-RTS: In the Matter of the 
Application of Kansas City Power & Light Company to Make Certain Changes in its Charges for 
Electric Service. 

Kansas Corporation Commission Docket No. 12-GIMX-337-GIV: In the Matter of a General 
Investigation of Energy-Efficiency Policies for Utility Sponsored Energy Efficiency Programs. 

Florida Public Service Commission Docket No. 12001 SEI: In Re: Petition for Rate Increase by 
Florida Power & Light Company. 

California Public Utilities Commission Docket No. A. 11-10-002: Application of San Diego Gas 
& Electric Company (U 902 E) for Authority to Update Marginal Costs, Cost Allocation, and 
Electric Rate Design. 

Utah Public Service Commission Docket No. 11-035-200: In the Matter of the Application of 
Rocky Mountain Power for Authority to Increase its Retail Electric Utility Service Rates in Utah 
and for Approval of its Proposed Electric Service Schedules and Electric Service Regulations. 

Virginia State Corporation Commission Case No. PUE-20 12-0005 1 : Application of Appalachian 
Power Company to Revise its Fuel Factor Pursuant to 8 56-249.6 of the Code of Virginia. 

Public Utilities Commission of Ohio Case Nos. 11-346-EL-SSO, 11-348-EL-SSO, 11-349-EL- 
AAM, and 11-350-EL-AAM: In the Matter of the Application of Columbus Southern Power 
Company and Ohio Power Company for Authority to Establish a Standard Service Offer 
Pursuant to Section 4928.143, Revised Code, in the Form on an Electric Security Plan and In the 
Matter of the Application of Columbus Southern Power Company and Ohio Power Company for 
4pproval of Certain Accounting Authority. 

Yew Jersey Board of Public Utilities Docket No. ERllO80469: In the Matter of the Petition of 
4tlantic City Electric for Approval of Amendments to Its Tariff to Provide for an Increase in 
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Rates and Charges for Electric Service Pursuant to N.J.S.A. 48:2-21 and N.J.S.A. 48:2-21.1 and 
For Other Appropriate Relief. 

Public Utility Commission of Texas Docket No. 39896: Application of Entergy Texas, Inc. for 
Authority to Change Rates and Reconcile Fuel Costs. 
Missouri Public Service Commission Case No. EO-201 2-0009:In the Matter of KCP&L Greater 
Missouri Operations Notice of Intent to File an Application for Authority to Establish a Demand- 
Side Programs Investment Mechanism. 

Colorado Public Utilities Commission Docket No. 11AL-947E: In the Matter of Advice Letter 
No. 1597-Electric Filed by Public Service Company of Colorado to Revise its Colorado PUC No. 
7-Electric Tariff to Implement a General Rate Schedule Adjustment and Other Changes Effective 
December 23,201 1. 

Illinois Commerce Commission Docket No. 1 1-0721 : Commonwealth Edison Company Tariffs 
and Charges Submitted Pursuant to Section 16-108.5 of the Public Utilities Act. 

Public Utility Commission of Texas Docket No. 3895 1 : Application of Entergy Texas, Inc. for 
Approval of Competitive Generation Service tariff (Issues Severed from Docket No. 37744). 

California Public Utilities Commission Docket No. A. 1 1-06-007: Southern California Edison’s 
General Rate Case, Phase 2. 

201 1 
Arizona Corporation Commission Docket No. E-O1345A-11-0224: In the Matter of Arizona 
Public Service Company for a Hearing to Determine the Fair Value of Utility Property of the 
Company for Ratemaking Purposes, to Fix and Just and Reasonable Rate of Return Thereon, to 
Approve Rate Schedules Designed to Develop Such Return. 

Oklahoma Corporation Commission Cause No. PUD 201 100087: In the Matter of the 
Application of Oklahoma Gas and Electric Company for an Order of the Commission 
Authorizing Applicant to Modify its Rates, Charges, and Tariffs for Retail Electric Service in 
0 klahoma. 

South Carolina Public Service Commission Docket No. 201 1-271 -E: Application of Duke 
Energy Carolinas, LLC for Authority to Adjust and Increase its Electric Rates and Charges. 

Pennsylvania Public Utility Commission Docket No. P-20 1 1-2256365: Petition of PPL Electric 
Utilities Corporation for Approval to Implement Reconciliation Rider for Default Supply 
Service. 

North Carolina Utilities Commission Docket No. E-7, Sub 989: In the Matter of Application of 
Duke Energy Carolinas, LLC for Adjustment of Rates and Charges Applicable to Electric 
Service in North Carolina. 
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Florida Public Service Commission Docket No. 110138: In Re: Petition for Increase in Rates by 
Gulf Power Company. 

Public Utilities Commission of Nevada Docket No. 1 1-06006: In the Matter of the Application o 
Nevada Power Company, filed pursuant to NRS 704.1 lO(3) for authority to increase its annual 
revenue requirement for general rates charged to all classes of customers to recover the costs of 
constructing the Harry Allen Combined Cycle plant and other generating, transmission, and 
distribution plant additions, to reflect changes in the cost of capital, depreciation rates and cost ol 
service, and for relief properly related thereto. 

North Carolina Utilities Commission Docket Nos. E-2, Sub 998 and E-7, Sub 986: In the Matter 
of the Application of Duke Energy Corporation and Progress Energy, Inc., to Engage in a 
Business Combination Transaction and to Address Regulatory Conditions and Codes of Conduct 

Public Utilities Commission of Ohio Case Nos. 11-346-EL-SSO, 11-348-EL-SSO, 11-349-EL- 
AAM, and 11-350-EL-AAM: In the Matter of the Application of Columbus Southern Power 
Company and Ohio Power Company for Authority to Establish a Standard Service Offer 
Pursuant to Section 4928.143, Revised Code, in the Form on an Electric Security Plan and In the 
Matter of the Application of Columbus Southern Power Company and Ohio Power Company for 
Approval of Certain Accounting Authority. 

Virginia State Corporation Commission Case No. PUE-2011-00037: In the Matter of 
Appalachian Power Company for a 201 1 Biennial Review of the Rates, Terms, and Conditions 
for the Provision of Generation, Distribution, and Transmission Services Pursuant to 9 56-585.1 
A of the Code of Virginia. 

Illinois Commerce Commission Docket No. 11-0279 and 11-0282 (cons.): Ameren Illinois 
Company Proposed General Increase in Electric Delivery Service and Ameren Illinois Company 
Proposed General Increase in Gas Delivery Service. 

Virginia State Corporation Commission Case No. PUE-2011-00045: Application of Virginia 
Electric and Power Company to Revise its Fuel Factor Pursuant to 9 56-249.6 of the Code of 
Virginia. 

Utah Public Service Commission Docket No. 1 0-03 5 -  124: In the Matter of the Application of 
Rocky Mountain Power for Authority to Increase its Retail Electric Utility Service Rates in Utah 
and for Approval of its Proposed Electric Service Schedules and Electric Service Regulations. 

Maryland Public Utilities Commission Case No. 9249: In the Matter of the Application of 
Delmarva Power & Light for an Increase in its Retail Rates for the Distribution of Electric 
Energy. 
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Minnesota Public Utilities Commission Docket No. E002/GR-10-971: In the Matter of the 
Application of Northern States Power Company d/b/a Xcel Energy for Authority to Increase 
Rates for Electric Service in Minnesota. 

Michigan Public Service Commission Case No. U- 16472: In the Matter of the Detroit Edison 
Company for Authority to Increase its Rates, Amend its Rate Schedules and Rules Governing the 
Distribution and Supply of Electric Energy, and for Miscellaneous Accounting Authority. 
201 0 
Public Utilities Commission of Ohio Docket No. 10-2586-EL-SSO: In the Matter of the 
Application of Duke Energy Ohio for Approval of a Market Rate Offer to Conduct a Competitive 
Bidding Process for Standard Service Offer Electric Generation Supply, Accounting 
Modifications, and Tariffs for Generation Service. 

Colorado Public Utilities Commission Docket No. 1OA-554EG: In the Matter of the Application 
of Public Service Company of Colorado for Approval of a Number of Strategic Issues Relating to 
its DSM Plan, Including Long-Term Electric Energy Savings Goals, and Incentives. 

Public Service Commission of West Virginia Case No. 10-0699-E-42T: Appalachian Power 
Company and Wheeling Power Company Rule 42T Application to Increase Electric Rates. 

Oklahoma Corporation Commission Cause No. PUD 201 000050: Application of Public Service 
Company of Oklahoma, an Oklahoma Corporation, for an Adjustment in its Rates and Charges 
and Terms and Conditions of Service for Electric Service in the State of Oklahoma. 

Georgia Public Service Commission Docket No. 3 1958-U: In Re: Georgia Power Company’s 
20 10 Rate Case. 

Washington Utilities and Transportation Commission Docket No. 100749: 2010 Pacific Power & 
Light Company General Rate Case. 

Colorado Public Utilities Commission Docket No. 1 OM-254E: In the Matter of Commission 
Consideration of Black Hills Energy’s Plan in Compliance with House Bill 10-1365, “Clean Air- 
Clean Jobs Act.” 

Colorado Public Utilities Commission Docket No. 1 OM-245E: In the Matter of Commission 
Consideration of Public Service Company of Colorado Plan in Compliance with House Bill 10- 
1365, “Clean Air-Clean Jobs Act.” 

Public Service Commission of Utah Docket No. 09-03 5-  15 Phase II: In the Matter of the 
Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment 
Mechanism. 

Public Utility Commission of Oregon Docket No. UE 21 7: In the Matter of PACIFICORP, dba 
PACIFIC POWER Request for a General Rate Revision. 
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Mississippi Public Service Commission Docket No. 201 0-AD-57: In Re: Proposal of the 
Mississippi Public Service Commission to Possibly Amend Certain Rules of Practice and 
Procedure. 

Indiana Utility Regulatory Commission Cause No. 43374: Verified Petition of Duke Energy 
Indiana, Inc. Requesting the Indiana Utility Regulatory Commission to Approve an Alternative 
Regulatory Plan Pursuant to Ind. Code 6 8-1 -2.5-1, ET SEQ., for the Offering of Energy 
Efficiency Conservation, Demand Response, and Demand-Side Management Programs and 
Associated Rate Treatment Including Incentives Pursuant to a Revised Standard Contract Rider 
No. 66 in Accordance with Ind. Code $ 8  8-1-2.5-1 ET SEQ. and 8-1-2-42 (a); Authority to Defer 
Program Costs Associated with its Energy Efficiency Portfolio of Programs; Authority to 
Implement New and Enhanced Energy Efficiency Programs, Including the Powershare@ Program 
in its Energy Efficiency Portfolio of Programs; and Approval of a Modification of the Fuel 
Adjustment Clause Earnings and Expense Tests. 

Public Utility Commission of Texas Docket No. 37744: Application of Entergy Texas, Inc. for 
Authority to Change Rates and to Reconcile Fuel Costs. 

South Carolina Public Service Commission Docket No. 2009-489-E: Application of South 
Carolina Electric & Gas Company for Adjustments and Increases in Electric Rate Schedules and 
Tariffs. 

Kentucky Public Service Commission Case No. 2009-00459: In the Matter of General 
Adjustments in Electric Rates of Kentucky Power Company. 

Virginia State Corporation Commission Case No. PUE-2009-00 125: For acquisition of natural 
gas facilities Pursuant to t j  56-265.4:5 B of the Virginia Code. 

Arkansas Public Service Commission Docket No. 10-01 0-U: In the Matter of a Notice of Inquiry 
Into Energy Efficiency. 

Connecticut Department of Public Utility Control Docket No. 09-1 2-05 : Application of the 
Connecticut Light and Power Company to Amend its Rate Schedules. 

Arkansas Public Service Commission Docket No. 09-084-U: In the Matter of the Application of 
Entergy Arkansas, Inc. For Approval of Changes in Rates for Retail Electric Service. 

Missouri Public Service Commission Docket No. ER-2010-0036: In the Matter of Union Electric 
Company d/b/a AmerenUE for Authority to File Tariffs Increasing Rates for Electric Service 
Provided to Customers in the Company’s Missouri Service Area. 
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Public Service Commission of Delaware Docket No. 09-414: In the Matter of the Application of 
Delmarva Power & Light Company for an Increase in Electric Base Rates and Miscellaneous 
Tariff Charges. 

2009 
Virginia State Corporation Commission Case No. PUE-2009-00030: In the Matter of 
Appalachian Power Company for a Statutory Review of the Rates, Terms, and Conditions for the 
Provision of Generation, Distribution, and Transmission Services Pursuant to $ 56-585.1 A of 
the Code of Virginia. 

Public Service Commission of Utah Docket No. 09-035-1 5 Phase I In the Matter of the 
Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment 
Mechanism. 

Public Service Commission of Utah Docket No. 09-03 5-23 : In the Matter of the Application of 
Rocky Mountain Power for Authority To Increase its Retail Electric Utility Service Rates in Uta1 
and for Approval of Its Proposed Electric Service Schedules and Electric Service Regulations. 

Colorado Public Utilities Commission Docket No. 09AL-299E: Re: The Tariff Sheets Filed by 
Public Service Company of Colorado with Advice Letter No. 1535 - Electric. 

Arkansas Public Service Commission Docket No. 09-008-U: In the Matter of the Application of 
Southwestern Electric Power Company for Approval of a General Change in Rates and Tariffs. 

Oklahoma Corporation Commission Docket No. PUD 200800398: In the Matter of the 
Application of Oklahoma Gas and Electric Company for an Order of the Commission 
Authorizing Applicant to Modify its Rates, Charges, and Tariffs for Retail Electric Service in 
Oklahoma. 

Public Utilities Commission of Nevada Docket No. 08-12002: In the Matter of the Application 
by Nevada Power Company d/b/a NV Energy, filed pursuant to NRS $704.1 1 O(3) and NRS 
$704.1 1 O(4) for authority to increase its annual revenue requirement for general rates charged to 
all classes of customers, begin to recover the costs of acquiring the Bighorn Power Plant, 
constructing the Clark Peakers, Environmental Retrofits and other generating, transmission and 
distribution plant additions, to reflect changes in cost of service and for relief properly related 
thereto. 

New Mexico Public Regulation Commission Case No. 08-00024-UT: In the Matter of a 
Rulemaking to Revise NMPRC Rule 17.7.2 NMAC to Implement the Efficient Use of Energy 
Act. 

[ndiana Utility Regulatory Commission Cause No. 43 580: Investigation by the Indiana Utility 
Regulatory Commission, of Smart Grid Investments and Smart Grid Information Issues 
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Contained in 1 1 1 (d) of the Public Utility Regulatory Policies Act of 1978 (1 6 U.S.C. tj 2621 (d)), 
as Amended by the Energy Independence and Security Act of 2007. 

Louisiana Public Service Commission Docket No. U-30192 Phase II (February 2009): Ex Parte, 
Application of Entergy Louisiana, LLC for Approval to Repower Little Gypsy Unit 3 Electric 
Generating Facility and for Authority to Commence Construction and for Certain Cost Protection 
and Cost Recovery. 

South Carolina Public Service Commission Docket No. 2008-25 1 -E: In the Matter of Progress 
Energy Carolinas, Inc. 's Application For the Establishment of Procedures to Encourage 
Investment in Energy Efficient Technologies; Energy Conservation Programs; And Incentives 
and Cost Recovery for Such Programs. 

2008 
Colorado Public Utilities Commission Docket No. 08A-366EG: In the Matter of the Application 
of Public Service Company of Colorado for approval of its electric and natural gas demand-side 
management (DSM) plan for calendar years 2009 and 20 10 and to change its electric and gas 
DSM cost adjustment rates effective January 1,2009, and for related waivers and authorizations. 

Public Service Commission of Utah Docket No. 07-035-93: In the Matter of the Application of 
Rocky Mountain Power for Authority to Increase its Retail Electric Utility Service Rates in Utah 
and for Approval of its Proposed Electric Service Schedules and Electric Service Regulations, 
Consisting of a General Rate Increase of Approximately $16 1.2 Million Per Year, and for 
Approval of a New Large Load Surcharge. 

Indiana Utility Regulatory Commission Cause No. 43374: Petition of Duke Energy Indiana, Inc, 
Requesting the Indiana Utility Regulatory Commission Approve an Alternative Regulatory Plan 
for the Offering of Energy Efficiency, Conservation, Demand Response, and Demand-Side 
Management. 

Public Utilities Commission of Nevada Docket No. 07- 1200 1 : In the Matter of the Application of 
Sierra Pacific Power Company for authority to increase its general rates charged to all classes of 
electric customers to reflect an increase in annual revenue requirement and for relief properly 
related thereto. 

Louisiana Public Service Commission Docket No. U-30192 Phase II: Ex Parte, Application of 
Entergy Louisiana, LLC for Approval to Repower Little Gypsy Unit 3 Electric Generating 
Facility and for Authority to Commence Construction and for Certain Cost Protection and Cost 
Recovery. 

Colorado Public Utilities Commission Docket No. 07A-420E: In the Matter of the Application of 
Public Service Company of Colorado For Authority to Implement and Enhanced Demand Side 
Management Cost Adjustment Mechanism to Include Current Cost Recovery and Incentives. 
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