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and Ms. Janet F. Wagner. Staff Attorney, Legd Divison
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BY THE COMMISSION:

On December 26, 1996, the Arizona Corporation Commisson (“Commisson’) in Decison
No. 59943 enacted A.A.C. R14-2-1601 through R14-2-1616 (‘Rules’ or “Electric Competition
Rules’).

On June 22, 1998, the Commission issued Decison No. 60977, the Stranded Cost Order
which required each Affected Utility to file a plan for stranded cost recovery.

On August 10, 1998, the Commisson issued Decison No. 61071 which made modifications
to the Rules on an emergency basis.

On August 21, 1998, Arizona Public Service Company (“APS”) filed its Stranded Cogts plan.

On November 5, 1998, APS filed a Settlement P_roposal that had been entered into with the
Commission’s Utilities Divison Saff (“Staff Setlement Proposd”). Our November ‘24, 1998
Procedurad Order set the matter for hearing. On November 25, 1998, the Commisson issued

2 i DECISIONNO.JkQZﬂ 13




10
11

12
13
14
15
16
17
18
19
20
21

22
23

24
25

26
27
2R

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

Decison No. 61259 which established an expedited procedural schedule for evidentiary hearings on
the Staff Settlement Proposal.

On November 30, 1998, the Arizona Attorney Generd’s Office, in associaion with numerous
other paties, filed a Verified Peition for Specid Action and Writ of Mandamus with the Arizona
Supreme Court (‘Court”) regarding the Commisson's November 25, 1998 Procedural Order,
Decison No. 61259. The Attorney Generd sought a Stay of the Commisson’'s condderation of the
Staff Settlement Proposal with APS and Tucson Electric Power Company (“TEP’).

On December 1, 1998, Vice Chief Justice Charles J. Jones granted a Motion for Immediate
Stay of the Procedurd Order. On December 9, 1998, the Commisson Staff filed a notice with the
Supreme Court that the Staff Settlement Proposal had been withdrawn from Commission
congderation.

On April 27, 1999, the Commisson issued Decision No. 6 1677, which modified Decison No.
60977. On May 17, 1999, APS filed with the Commisson a Notice of Filing, Application for
Approva of Settlement Agreement (‘Settlement” or “Agreement’) ' and Reguest for Procedural
Order.

Our May 25, 1999 Procedurd Order st the matter for hearing commencing on July 14, 1999.

This matter came before a duly authorized Hearing Officer of the Commisson at its offices in
Phoenix, Arizona. APS, Cyprus Climax Meds, Co., ASARCO, Inc., Arizonans for Electric Choice
& Competition (“AECC”), Resdentid Utility Consumer Office (“RUCO”), the Arizona Community
Action Association (“ACAA”), the Arizona Consumers Council, the Arizona Transmission
Dependent  Utility Group, the Arizona Utility Investors Association, Em-on Corporaion, PG&E
Energy Services, lllinova Energy Partners, Sempra Energy Trading, NEV Southwest, the Department

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

! The Paties to the Propossd Sdtlement are as follovs  the Reddentid Utility Consumer Office, Arizona Public
Service Compary, Arizona Community Adion Assodaion and the Arizonans for Bledric Choice and Compdition which
is a coalition of companies and associations in support of competition that includes Cable Systems International, BHP
Copper, Motorola, Chemical Lime, Intel, Honeywell, Allied Signal, Cyprus Climax Metals, Asarco, Phelps Dodge,
Homebuilders of Central Arizona, Arizona Mining Industry Gets Our Support, Arizona Food Marketing Alliance,

Arizona Association of Industries, Arizona Multi-housing Association, Arizona Rock Products Association, Arizona
Restaurant Assodaion, Arizopa Redles Assoddion, Bodng, Arizoma Schod Boad Asodaion, Naiond Fedaaion
o Indgpedat Busness Arizona Hogoitd Asodaion, Lodkhesd Matin, Abbat Labs ad Raytheon

3 DECISION NO.‘[ﬂ [973
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(“Commonwealth”) and Staff of the Commission gppeared through counsd. Evidence was presented
concerning the Settlement Agreement, and after a full public hearing, this matter was adjourned
flending submisson of a Recommended Opinion and Order by the Presding Officer to the
Commission. In addition, a post-hearing briefing schedule was established with smultaneous briefs
filed on August 5, 1999.

DISCUSSION

Introduction

The Settlement provides for rate reductions for resdentid and busness customers, sets the
amount, method, and recovery period of stranded costs that APS can collect in customer charges,
establishes unbundled rates; and provides that APS will separate its generaing facilities, which will

operate in the competitive market, from its digribution sysem, which will continue to be regulated.
According to APS, the Settlement was the product of months of hard negotiations with

various customer groups. APS opined that the Settlement provides many clear benefits to customers,
potential competitors, as well as to APS. Some of those benfits as listed by APS are as follows:

. Allowing competition to commence in APS service territory months before otherwise
possible and expanding the initid eigible load by 140 MW;

. Edtablishing both Standard Offer and Direct Access rates, and providing for annua
rate reductions with a cumulative tota of as much as $475 million by 2004;

Ensuring sability and certainty for both bundled and unbundled rates;

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

. Providing for the divestiture of generation and compstitive services by APS in a cost-
effective  manner;

. Removing the gpecter of years of -litigaion and appeds involving APS and
Commisson over competition-related issues,

Continuing support for a regional 1S0 and the AISA;
. Continuing support for low income programs, and

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

4 DECISION NO. /9/973
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Thé Settlement was entered into by RUCO and the ACAA reflecting Agreement by
resdentid customers of APS to the Settlement’s terms and conditions. In addition, the Settlement
was executed by the AECC, a coalition of commercial and industrial customers and trade
associaions. AECC opined that since resdentid and non-resdentia customers have agreed to the
Settlement, the “public interest” has been served. AECC indicated the Settlement was not perfect but
was the result of “give and take’ by each of the parties. Accordingly, AECC urged the Commission
to protect the “public interest” by approvirg the Settlement and not dlow Energy Service Providers
(“ESPs™) to delay the benefits that competition has to offer.

Lecal |ssues

The Arizona Consumers Council (“Consumers Council”) opined that the Agreement was not
legad because: (1) there was no MI rate proceeding’; (2) Section 2.8 of the Agreement violates
AR.S. Section 40-246, regarding Commisson initiated rate reductions, and (3) the Agreement
illegdly binds future Commissons. According to the Consumers Council, the Commission does not
have evidence to support a finding that the rates proposed in the Agreement are just and reasonable;
that the rate base proposed is proper; and asserted the proposed adjustment clause can not be
established outside a generd rate case.

Staff argued tnat the Commisson in Decison No. 59601, dated April 26, 1996, has
previoudy determined just and reasonable rates for APS which must be charged until changed in a
rate proceeding. According to Staff, this case is not about changing exigting rates, -but ingtead
involves the introduction of a new sarvice - direct access. The direct access rates have been designed
to replicate the revenue flow from exiding raes. Staff opined tha the Commisson has routindy, and
lawfully, approved rates for new services outsde of a rate case. Further, Staff asserted that the rates
proposed in the Settlement are directly related to a complete financid review. Staff indicated #at the

‘Consumers Council has provided no contrary information and should not be dlowed to collateraly

attack Decison No. 59601.
APS agued that no determination of far vaue rate base (“FVRB”), far vdue rate of return

: Although the Consumers coundl indicated they did not believe a full rate proceeding was necessary, it is

unclear as to the type of procesting the Consumers Councl believed was necessary.

5 DECISION NO. [/, /_qjé




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
7R

DOCKET NO. E-O 1345A-98-0473 ET AL.

(“FVROR"), or other financid andyss is legdly necessry to judify current APS rate levels, allow
the introduction of a new service, or to evauate a series of voluntary rate decresses. |n spite of that,
APS did provide information to support a FVRB of $5,195,675,000 and FVROR of 6.63 percent. No
other party presented evidence in support of a FVRE? or FVROR.  Staff supported APS.

We concur with Staff and APS. The Consumers Council has provided no legd authority that
a full rate proceeding is necessary in order to adopt a rate reduction or rates for new services.
Further, pursuant to the Arizona Conditution, the Commisson has jurisdiction over ratemaking
matters.  We dso find that notice of the application and hearing was provided and that APS has
provided aufficient financia information to support a finding of FVRB and FVROR. Ladly, this
Commisson can dealy bind future Commissons as a result of its Decison. However, as later
discussed, we agree there are limitations to such legd authority.
Shopping_Credit

One of the most contentious issues in the hearing was the level of the “shopping credit.” The

“shopping credit” is the difference between the customer’s Standard Offer Rate and the Direct Access
Rate avalable to customers who teke service from ESPs. The ESPs generdly agued tha the
Settlement’s “shopping credits’ were not sufficient to dlow a new entrant to make a profit. AECC
opined that such an argument was nothing more than a request to increase ESP’s profits.

Saff opined that the “shopping credit” was too low and recommended it be increased without
impacting the stranded cost recovery amount of $350 million. Under Staffs proposd, the increased
“shopping credit” would be offst by reducing the competitive trangtion charge (“CTCs”). Further,
Staff recommended that any stranded costs not collected could smply be deferred and collected after
2004.

The AECC expert tedtified that the “shopping credit” under de Agreement was superior to the
“Shopping Credit” in the Staff Settlement Proposd ‘as well as the one offered to SRP’s customers.
APS aqgued tha atificidly high shopping credits will likdy increese ESP profits without lowering

customer rates and will encourage inefficient firms to enter the market. Based on the andysis of the

6 DECisioN No. (ﬂ /7 73
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40kW to 200 kW customer group’, APS showed an average margin on the “shopping credit” of over
8 mils per kWh or a 23 percent markup over cost. APS asserted that the test for a reasonable
“shopping credit” ““should not be whether all ESPs can profit on all APS customers aj] of the time'.

Based on the evidence presented, the “shopping credits’ appear to be reasonable to dlow

ESPs to compete in an efficient manner. Further, we do not find customer rates should be increased
amply to have higher “shopping credits’.

Metering and Billing Credits

The metering and hilling credits resulting from the Agreement are based on decrementd cods.
Severd of the ESPs and Staff argued that these credits should be based upon embedded costs and not
decremental costs. APS responded that such a result could cause them to lose revenues since its codts
would only go down by the decremental amounts. Staff testified that the Company would not lose
sgnificant income if it used embedded costs snce it would free up resources to service new
customers.

We concur. The proposed credits for metering, meter reading and hilling* will resut in a
direct access customer paying a portion of APS costs as well as a portion of the ESP’s costs. We
believe this would stymie the competitive market for these services. As a result, we find the approvd
of the Settlement should be conditioned upon the use of Staffs proposed credits for metering, meter
reading, and hilling.

IProposed One-Year Advance Notice Requirement:

Section 2.3 provides that

“Customers greater than 3MW who chose a direct access supplier must give APS one
year's advance notice before being eligible to return to Standard Offer service”

[emphasis added]
Severd parties expressed concerns that the one-year notice requirement to return to Standard

OQffer savice would creste a deterent to load switching by large indudrid, inditutiond and

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

3

Represents over 80 percent of the general service customers for competitive access in phase one.
For example, the monthly credits for a direct access residential customers are $1.30, $0.30, and $0.30 for
rnetering, meter reading and billing, respectively.

7 DECISION NO._g Q 9)
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customer as a condition to its return.

We agree that APS needs to have some protection from customers leaving the system when
market prices are low and jumping back on Standard Offer rates when market prices go up. The
suggestion by PG&E that the customer be alowed to go back to the Standard Offer if the customer
pays for additiona cods it has caused is a reasonable resolution. Accordingly, we will order APS to
submit subgtitute language on this issue.

Section 2.8

Severd of the parties expressed concern that Section 2.8 of the Agreement dlows APS to seek
rate increases under specified conditions. Additionaly, as previoudy discussed,. the Consumers
Council opined that Section 2.8 violated A.R.S. Section 40-246. Staff recommended the Commission
condition gpproval of the Agreement on Section 2.8 being amended to include language that the
Commisson or Staff may commence rae change proceedings under conditions pardlding those
provided to the utility, including response to petitions submitted under A.R.S. § 40-246.

We agree that Section 2.8 is too redrictive on the Commisson’s future action. Accordingly,

we will condition approva of the Agreement on incluson of the following language in Section 2.8:

Nether the Commission nor APS shdl be prevented from seeking or
authorizing a change in unbundled or Standard Offer rates prior to July 1,
2004, in the event of (a) conditions or circumstances which conditute an
emergency, such as an indbility to finance on reasonable terms, or (b)
materid changes in APS cost of savice for Commisson-regulated
savices reaulting from federd, tribd, date or loca laws, regulatory
requirements, judicia decisions, actions or orders. Except for the changes
otherwise specificaly contemplated by this Agreement, unbundled and
Standard Offer rates shdl remain unchanged until at least July 1, 2004.

Section 7.1
The Consumers Council opined that there was language in the Agreement which would
illegdly bind future Commissons While Staff disagreed with the legal opinion of the Consumers

Council, Staff was concerned with some of the binding language in the Agreement-and in paticular , |- |

with'the following language in Section 7.1:

7.1.  To the extent any provison of this Agreement is incongstent with any exising
or future Commisson order, rule or regulation or is inconggent with the Electric

8 pecision No. (/97 3
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Compstition Rules as now exising or as may be amended in the future, the provisons of
this Agreement shdl control and the gpprova of the Agreement by the Commisson shdl
be deemed to constitute a Commission-approved variation or exemption to any
conflicting provison of the Electric Competition Rules.

Staff recommended the Commisson not gpprove Section 7.1.

We share Staffs concerns. We aso recognize that the parties want to preserve ther benefits
to their Agreement. We agree with the parties that to the extent any provison of the Agreement is
inconggent with the Electric Competition Rules as findized by the Commisson in September 1999,
the provisons of the Agreement shal control. We want to make it clear that the Commission does
not intend to revist the dranded cost portion of the Agreement. |t is dso not the Commisson’s
intent to undermine the benefits that parties have bargained for. With that said, the Commisson must
be able to make rule changes/other future modifications that become necessary over time. As a
result, we will direct the parties and Staff to file within 10 days, a revised Section 7.1 consstent with

the Commisson's discussons herein and subsequently approved by this Commission.

Genaration A ffiliate

Section 4.1 of the Agreement provides the following:

4.1 The Commisson will goprove the formation of an filiate or affiliates of APS
to acquire a book vaue the compstitive sarvices assets as currently required by the
Electric Competition Rules. In order to facilitate the separation of such assets
efficiently and a the lowest possble cod, the Commisson shdl grat APS a two-year
extenson of time untii December 31, 2002, to accomplish such separation. A smilar
two-year extenson shal be authorized for compliance with A.A.C. R14-2-1606(B).

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

According to NEV Southwest, APS indicated that it intends to establish a generation &ffiliate
under Pinnacle West, not under APS. Further, that APS intends to procure generation for standard
offer customers from the wholesde generation market as provided for in the Electric Competition
Rules. Additiondly, it was NEV Southwest's underdanding that the effiliate generation company
could bid for the APS Standard offer load under an é&ffiliate FERC tariff, but there would be no
automatic privilege outsde of the market bid. NEV Southwest supports the aforementioned concepts
and recommended they be explicitly dtated in the Agreement.

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

9 DECISION NO._(p/ 7 1‘3
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NEV Southwest. Power for Standard Offer Service will be acquired in a manner consgtent with the
Commission’s Electric Competition Rules. We generdly support the request of APS to defer those
costs relaed to formation of a new generation dfiliate pursuant to the Electric Competition Rules.
We dso recognize the Company is making a busness decison to transfer the generation assets to an
affiliate ingead of an unrelated third party. As a result, we find the Company’s proposed mitigation
of sranded costs in the Settlement should adso apply to the costs of forming the new generation
affiliate. Accordingly, Section 2.6(3) should be modified to reflect that only 67 percent of those costs
to trandfer generation assets to an affiliate shal be dlowed to be deferred for future collection.

Some parties were concerned that Sections 4.1 and 4.2 pro\-ide in effect that the Commission
will have approved in advance any proposed financing arrangements associated with future transfers
of “competitive services’ assts to an dfiliae. As a result, there was a recommendation thet the
Commission retain the right to review and approve or reject any proposed financing arrangements. In
addition, some parties expressed concern that APS has not definitively described the assets it will
retain and which it w-ill trandfer to an ffiliate.

We share the concerns that the non-competitive portion of APS not subsdize the spun-off
competitive assets through an unfair financid arrangement. We want to meke it cler tha the
Commisson will closdly scrutinize the capitd sructure of APS at its 2004 rate case and make any
necessary adjustments. The Commisson supports and authorizes the transfer by APS to an afiliae
or afiliates of aj] its generation and competitive eectric service assets as st forth in the Agreement
no later than December 3 1, 2002. However, we will require the Company to provide the Commission
with a specific list of any assets to be s0 trandferred, dong with their net book vaues a the time of
transfer, at least thirty days prior t0 the actud transfer. The Commission reserves the right to verify
whether such specific assets are for the provison of generation and other competitive electric
services or whether there are additional APS assets that should be so transferred.

Unbundled Rates

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

_ Agreement to not recover $ 183 million out of aclaimed $533 million.-, - s
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necessary information to determine whether a competitor's price is lower than the Standard Offer
rate. Further, some of the parties asserted that APS has not performed a functiona cogt-of-service
sudy and as a result the Settlement’s “shopping credit” is an atificid divison of costs In response,
APS indicated the Standard Offer rates can not be unbundled on a strict cost-of-service basis unless
the Standard Offer rates are redesigned to equal cost-of-service. APS opined that such a process
would result in dgnificant rate increases for many customers.

AECC assarted that a full rate case would result in additiond monthslyears of delay with
continued drain of resources by dl interested entities.

The ESPs asserted that the bill format proposed by APS is mideading and too complex. In
generd, the ESPs desred a hill format that would adlow customers to easily compare Standard Offer
and Direct Access charges in order to make an informed decison. As a result, APS was directed to
crculade an Informationd Unbundled Standard Offer Bill (“Bill”) to the parties for comments.
Subsequent to the hearing, a Bill was circulated to the paties for comments to determine what
consensus could be reached on its format. In generd, there was little dispute with the forrnat of the
Bill. However, PG&E and Commonwealth disagreed with the underlying cost allocation
methodologies. Enron Was concerned that the Bill portrayed the Standard Offer to be more smplistic
than the Direct Access portion of the Bill. Enron proposed a bill format that would dearly identify
those sarvices which are available from an ESP. Based on comments from RUCO and Staff, APS
made genera revisons to the proposed Bill.

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

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

savice sudy would result in months'years of additiond dday. Lagly, the Standard Offer rates as

1 DECISION NO. 1@ (973
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proposed in the Settlement are consstent with the Commisson’s requirement that no customer shal

receive a rate increase. The following was extracted from Decison No. 61677:

“No cusomer or customer class shdl recaive a rate increese as a result of
sranded cost recovery by an Affected Utility under any of these options”

Code of Conduct

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

Based on the above, we will direct APS to file with the Commission no later than 30 days of
the date of this Decision, its interim Code of Conduct. We will direct APS to file its revised Code of
Conduct within 30 days of the date of this Decison. Such Code of Conduct should aso include
provisons to govern the supply of generation during the two-year period of delay for the trandfer of
generation assets 0 that APS doesn't give itsdf an undue advantage over the ESPs. All parties shdl
have 60 days from the date of this Decison to provide their comments to APS regarding the revised
Code of Conduct. APS ddl file its find proposed Code of Conduct-within 90 days of the date of this
Decison.  Subsequently, within 10 days of filing the Code of Conduct, the Hearing Divison shdl
edtablish a procedural schedule to hear the matter.

Section 2.6(1)

Pursuant to the Agreement, the Commisson shal approve an adjustment clause or clauses
which among other things Would provide for a purchased power adjustor (“PPA”) for service after
July 1, 2004 for Standard Offer obligations. Part of the justification for the PPA was the fact that
these costs would be outside of the Company’s control.

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

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

Section 2.6(1) with the understand& that the Commisson can diminate the PPA- once the | . .

Commission has provided reasonable notice to the Company.
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Reguested Waivers

Section 4.3 of the Agreement would automaticdly act to exempt APS and its dfiliades from
the application of a wide range of provisons under A.R.S. Title 40. In addition, under Section 4.5 of
the Agreement, Commission goprova without modification will act to grant certain wavers to APS
and its dffiliastes of a variety of the provisons of the Commisson's affiliate interest rules (A.A.C.
R14-2-801, et seq.), and the rescisson of dl or portions of certain prior Commisson decisons.

Saff recommended that the Commission reserve its approva of the requested Statute waivers
until such time as their gpplicability can be evauated on an industry-wide bass, rather than providing
a, blanket exemption for APS and its dffiliates  Additiondly, Staff recommended that the
Commisson not waive the gpplicability of A.A.C. R14-2-804(A), in order to preserve the regulatory
authority needed by the Commisson to judify gpproving Exempt Wholesdle Generator (“EWG’)
datus for APS generdtion dffiliate.

We concur with Staff. Accordingly, the requested datutory waivers shal not be granted by
this Decigon. Those wavers will be consdered in an industry-wide proceeding to be scheduled at
the Commisson's ealiet convenience. The requested waivers of affiliate interest rules and
rescisson of prior Commisson decisons shall be granted, except that the provisons of A.A.C. R14-
2-804(A) shdl not be waived.

ANALYSIS/SUNMMARY
Condgent with our determination in Decison No. 60977, the following primary objectives

need to be taken into condderation in deciding the overdl Stranded cost issue
A. Provide the Affected Utilities a reasonable opportunity to collect 100 percent of their
unmitigated stranded codts,

B. Provide incentives for the Affected Utilities to maximize ther mitigetion effort;

C. Accderate the collection of dranded costs into as short of a trandtion period as
possble consstent with other objectives,

D. Minimize the dranded cost impact on customers remaining on the standard offer;

E. Don't confuse cusomers as to the bottom line and
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F. Have full generation competition as soon as possible.
The Commisson aso recognized in Decison No. 60977 that the aforementioned objectives
were in conflict. Pat of that conflict is reflected in the following language extracted from

Decison No. 60977:

One of the main concerns expressed over and over by various consumer groups
was that the smal consumers would end up with higher costs during the trangtion
phase and dl the benefits would flow to the larger users. At the time of the hearing,
there had been minimd participaion in Cdifornia by resdentid cudomers in the
competitive dectric market place. It is not the Commisson’'s intent to have smal
consumers pay higher short-term cods in order to provide lower cods for the larger
consumers. Accordingly, we will place limitations on dranded cost recovery that will
minimize the impact on the sandard offer.

Decision No. 61677 modified Decison No. 60977 and dlowed each Affected Utility to chose from
five options.

With the modifications contaned herein, we find the overdl Settlement satisfies the
objectives set forth in Decision Nos. 60977 and 61677. We bdieve the Settlement will result in an
orderly process that will have red rate reductions® during the transition period to a competitive

generation market. The Settlement alows every APS cusomer to have the immediate opportunity to

bendfit from the change in maket dructure while maintaining reigbility and certainty of ddivery.
Further, the Settlement in conjunction with the Electric Rules will provide evely APS customer with
a choice in a reasonable timeframe and in an orderly manner. If anything, the Proposed Seitlement
favors customers over competitors in the short run since APS has agreed to reductions in rates
totaling 7.5 percent’. This Commisson supports competition in the generation market because of
increased  benefits to customers, including lower rates and grester choice. While some of the
potential competitors have argued that higher “shopping'credits’;—\adll result in greater choice, we find
that a higher shopping credit would so mean less of a rate reduction for APS customers. We find
that the Settlement drikes the proper baance between competing objectives by dlowing immediate

§ There have been instances in other State€S where customers were told they would receive rate decreases which

were then offset by a sranded cost add-on.
Pursuant to Decision No. 59601, dated April 24,1996, 0.68 percent of that decrease would have occurredon July
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rate reductions while mantaining a reaivey short trangtion period for collection of stranded codts,
followed shortly thereafter with a full rate case. At that point in time the collection of stranded cost,

will be completed and unbundled rates can be modified based upon an updated cost study.

* * * * 5
* x * * * ¥

Having consdered the entire record herein and being fully advised in the premises, the

Commisson finds, concludes, and orders that:
FINDINGS OF FACT

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

2. Decision No. 59943 enacted R14-2-1601 through -1616, the Retail Electric
Competition Rules.

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

4 Decison No. 61071 adopted the Emergency Rules on a permanent basis.

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

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

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

8 Decison No. 61259 edablished an expedited procedurd schedule for evidentiary
lhearings on the Staff Settlement Proposal.

9. The Court issued a Stay of the Commisson's condderation of the Staff Seftlement
Proposal.

10. Staff withdrew the Staff Settlement Proposd from Commission consderation.

11. On May 17, 1999, APS filed its Settlement requesting Commission gpproval.

12. Our May 25, 1999 Procedural Order set the Settlement for hearing commencing on
July 14, 1999.

13. Decison No. 61311 (January 11, 1999) stayed the effectiveness of the Emergency
Rules and related Decisions, and ordered the Hearing Divison to conduct further proceedings in this
Docket.
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14. In Decison No. 6 1634 (April 23, 1999), the Commisson adopted modifications to
R14-2-201 through-207, -210 and 212 and R14-2-1601 through-1617.

15. Pursuant to Decison No. 61677, dated April 27, 1999, the Commission modified
Decison No. 60977 whereby each Affected Utility could choose one of the following options. (a)
Net Revenues Lost Methodology; (b) Divedtiture/Auction Methodology; (c) Financid Integrity
Methodology; (d) Settlement Methodology; and (e) the Alternative Methodology.

16. APS and other Affected Utilities filed with the Arizona Superior Court various appeds
of Commisson Orders adopting the Competition Rules and related Stranded Cost Decisons (the
“Outstanding  Litigation™).

17. Pursuant to Decison No. 61677, APS, RUCO, AECC, and ACAA entered into the
Settlement to resolve numerous issues, including stranded costs and unbundled tariffs.

18. The difference between market based prices and the cost of regulated power has been
generdly referred to as stranded costs.

15. Any stranded cost recovery methodology must balance the interests of the Affected
Utilities, ratepayers, and the move toward competition.

20. All current and future customers of the Affected Utilities should pay ther far share of
stranded costs.

21. Pursuant to the terms of the Settlement Agreement, APS has agreed to the
modification of its CC&N in order to implement competitive retall access in its Service Teritory.

22.  The Sdtlement Agreement provides for competitive retal access in APS’ Sevice
Territory, establishes rate reductions for dl APS customers, sets a mechanism for stranded cost
recovery, resolves contentious litigation, and therefore, is in the public interet and should be

approved.

23. The information and formula for rate reductions contained in Exhibit AP-3 Appended.
to APS Exhibit No. 2 provides current financia support for the proposed rates.

24.  RUCO, ACAA, and AECC collectively, ‘re.present resdentid and non-residentia
customers. cm

25. According to AECC, the Agreement results in higher shopping credits then in the Staff
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Settlement Proposd as well as those offered by SRP.

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

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

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

29. ESPs that have been cetificated have shown more of an interest in sarving larger
busness customers than resdentid customers.

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

3L The Settlement will permit competition in a timdy and efficdent manner and insure dl
cusomers benefit during the trandtion period.

32. Based on the evidence presented, the FVRB and FVROR of APS is determined to be
$5,195,675,000 and 6.63 percent, respectively.

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

reasonable and in the public interest.

CONCLUSIONS OF LAW

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

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

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

4, The Settlement Agreement as modified herein is just and reasonable and in the public
interest and should be approved.

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

in the Settlement Agreement.
6. APS’ CC&N should be modified in order to permit competitive retail access in APS’
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CC&N serwce territory.

7. The requested Statutory walvers should not be granted a this time. A proceeding
should be commenced to condder Satutory wavers on an industry-wide bass. The other wavers
requested by APS in the Settlement should be granted as modified herein, except that the provisons
of A.A.C. R14-2-804(A) shdl not be waived.

ORDER

IT IS THEREFORE ORDERED that the Seftlement Agreement as modified herein is hereby
goproved and dl Commisson findings, agpprovas and authorizations requested therein are hereby
granted.

IT IS FURTHER ORDERED that Arizona Public Service Company’s CC&N is hereby
modified to permit competitive retail access consstent with this Decison and the Competition Rules.

IT IS FURTHER QRDERED tha within 30 days of the date of this Decigon, Arizona Public
Service Company shdl file a proposed Code of Conduct for Commission approval.

IT IS FURTHER ORDERED tha Arizona Public Service Company shdl file a revised
Settlement Agreement consgtent with the modifications herein-
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IT IS FURTHER ORDERED tha within ten days of the date the proposed Code of Conduct
is filed, the Hearing Divison shdl issue a Procedurd Order seting a procedura schedule for

condderation of the Code of Conduct.
IT IS FURTHER ORDERED tha this Decison shdl become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

A, )7, 4

"CHAJRMAN COMMISSIONER ~COMMISSIONER

IN WITNESS WHEREOF, |, BRIAN C. McNEIL, Executive
Secretary of the Arizona Corporation Commission, have
hereunto st my hand and caused the officdd- sed of the

Commi ssion tg be #ffixed a the Capitol, in the City of Phoenix,
this ofm 1999.

DISSENT
JLR:dap

19 pecisioN NO. (» /9 73




10
11

12
13
14
15

16
17
18
19
20
21

22
23

24
25
26
27

. 2R

SERVICE LIST FOR: ARIZONA PUBLIC SERVICE COMPANY

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

Service List for RE-OO000C-94-0165

Paul A. Bullis, Chief Counsd
LEGAL DIVISION

1200 W. Washington Street
Phoenix, Arizona 85007

Utilities Dividon Director

ARIZONA CORPORATION COMMISSION
1200 W. Washington Street

Phoenix, Arizona 85 007
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