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August 9, 2018
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REB UTTA L TESTIMONY OF B A RB A RA  D. LOCK WOOD
ON B EHA LF OF A RIZONA  PUB LIC SERVICE COMPA NY

(Docket Nos. E-01345A-16-0036 and E-01345A-16-0123)

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

My name is Barbara D. Lockwood. My business address is 400 North 5th Street,

Phoenix, Arizona 85004. I am Vice President of Regulation for Arizona Public Service

Company (APS or Company). I have management responsibility for all matters before

the Arizona Corporation Commission (Commission), as well as the Federal Energy

Regulatory Commission (FERC).

DID YOU PREVIOUSLY FILE TESTIMONY IN TIHS MATTER?

Yes. I submitted Direct Testimony with APS's request for the approval of a Selective

Catalytic Reduction (SCR) adjustment. I also submitted Direct and Settlement

Testimony in the first phase of this Rate Case.

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

My Rebuttal Testimony addresses certain arguments raised by interveners Western

Resource Advocates (WRA) and Arizona Community Action Association (ACAA) and

explains why their arguments should not be adopted and are not in the best interests of

customers at this time. In addition, I briefly address the testimonies filed on behalf of

the San Juan Citizens Alliance, T6 NizhOni Ani, and Diné CARE (collectively the

Citizen Groups). APS witnesses Leland Snook, Elizabeth Blankenship and Brent

Gifford address other aspects of the various interveners' testimonies. APS's silence on

any issue should not be construed as agreement with any other party's testimony.
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l 11. SUMMARY

PLEASE SUMMARIZE YOUR TESTIMONY.

My testimony discusses discrete issues raised by WRA, ACAA and the Citizen Groups.

I explain why the end-of-life assumption used to depreciate the Four Corners Power

Plant should also apply to die SCR equipment. I also discuss why the SCR adjustment

should be applied to all customer groups. And tingly I comment generally upon the

scope of issues and requests made by the Citizen Groups.

111. THE END-OF-LIFE ASSUMPTION FOR DEPRECIATION OF THE SCRS SHOULD
BE TI-IE SAME AS THE PLANT'S DEPRECIABLE END-OF-LIFE IN THIS CASE

Q- WHAT IS APS'S POSITION REGARDING WRA'S RECOMMENDATiON
THAT THE DEPRECIABLE LIFE FOR THE SCRS BE SET AT 2031?

The current approved depreciable life for the Four Corners Power Plant is through 2038.

APS cannot support WRA witness Douglas Howe's recommendation to shorten the

depreciable life of the SCR investment to 2031 and treat the SCRs different than the

Plant as a whole. As Mr. Howe points out, however, 2031 will be an inflection point for

the Plant and its participants. Leading up to that time, APS and the participants will

need to make decisions about the future of the Plant and the handling of any remaining

costs. But as of today, no decisions have been made regarding what happens post-2031

and those decisions are not within the scope of this limited proceeding. Thus, the

depreciation for the SCRs should not be accelerated.

IF THE COMMISSION WERE TO ADOPT WRA'S RECOMMENDATION,
HOW WOULD IT AFFECT THE REVENUE REQUIREMENT BEING
REQUESTEDHERE?

As discussed in the Rebuttal Testimony of Ms. Blankenship, shortening the depreciable

life of the SCR equipment to 2031 would result in a revenue requirement of $78.6

million, which is an increase of $11.5 million from APS's updated proposed revenue

requirement.
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DO YOU HAVE ANY OTHER COMMENTS ON WRA'S TESTIMONY?I Q.

APS agrees that, if at some point in the future a decision is made that shortens the

expected life of the Plant, the issue of the remaining book value or other financial

obligations will need to be discussed in a later proceeding, such as APS's next rate case.

APS also appreciates WRA's support of the project and Mr. Howe's statement on page 3

of his Direct Testimony that he has "not taken issue with APS's request to recover its

their reasonable and justifiable costs"

costs for the project" and that he "generally support[s] the request of utilities to recover

for complying with environmental rules and

regulations.

TO ALL CUSTOMERS.THE SCR ADJUSTMENT SHOULD BE APPLIED
INCLUDING LIMITED-INCOME CUSTOMERS

DOES APS SUPPORT ACAA'S PROPOSAL TO EXEMPT LIMITED-INCOME
CUSTOMERS FROM THE SCR ADJUSTMENT CHARGE?

In this Rate Case, the Settling Parties proposed and the Commission approved a limited-

income bill discount of 25% per bill for customers whose incomes are at or below 150%

of the federal poverty limit. We believe that a consistently applied standard discount,

like the one just adopted, is the best approach to support limited-income customers. We

do not support "one off' exemptions, such as the one requested by ACAA, that shift the

However, in recognition of

costs of the SCRs to other customers and create disparity in cost allocation between

limited-income and non-limited-income customers.

ACTA's concerns, we would commit to revisiting the overall discount in the next rate

case.

WHAT IS APS DOING TO SUPPORT ITS LIMITED-INCOME CUSTOMERS?

In this Rate Case, the Settling Parties proposed and the Commission approved $1.25

million per year in crisis funding for limited-income customers with incomes up to

200% of the federal poverty line. In addition, APS recently dedicated an additional $1

million of shareholder money to provide additional crisis funding in 2018. We continue
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to monitor the effectiveness of the limited-income discounts and crisis bill programs and

will re-evaluate them in the next rate case.

v. PLANNING FOR THE FUTURE OF THE NAVAJO NATION AND COMMUNITIES
SURROUNDING Tl-IE FOUR CORNERS POWER PLANT IS BEYOND THE
SCOPE OF THIS PROCEEDING

TRANSITION"PLEASE COMMENT BRIEFLY ON THE "JUST
RECOMMENDATIONS MADE BY THE CITIZEN GROUPS.

The 'just transition" recommendations made by the Citizen Groups are beyond the

scope of this narrow rate proceeding. In addition, APS opposes the Citizen Groups'

recommendations, specifically including its request for $10 million in seed money from

APS and its shareholders. That said, APS has been and continues to be a committed

partner with the Navajo Nation and surrounding community since the Plant's inception.

APS understands that the Plant is a key part of the economy for the Nation and

surrounding area. In addition, the installation of the SCRs will benefit all of the citizens

of the surrounding area by decreasing NOx emissions and keeping the Plant open. APS

meets regularly with the Nation arid community leaders on a wide variety of topics,

including the Plant, the community and environmental issues. The Plant is planned to

operate for the next 20 years and requests, such as those made by the Citizen Groups,

are premature. When the time comes to discuss the future of the Plant, APS is

committed to working with the Nation and the surrounding community to ensure a

smooth transition. However, this proceeding provides neither the correct time nor place

to have these discussions.

CONCLUSION

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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REBUTTAL TESTIMONY OF J. BRENT GIFFORD
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY

(Docket Nos. E-01345A-16-0036 AND E-01345A-16-0123)

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

My name is J. Brent Gifford. My business address is 400 North 5th Street, Phoenix,

Arizona 85004. I am the Manager of New Generation and Major Projects supporting

Fossil Generation at Arizona Public Service Company (APS or Company).

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL BACKGROUND?

I have a Master's Degree in Civil Engineering from Brigham Young University. I am a

licensed Professional Engineer in Arizona, New Mexico, Nevada, and California. I also

hold Professional Project Manager and Risk Management credentials from the Project

Management Institute.

I have over 32 years of experience in the power generation business at APS including

managing and leading teams in the planning, designing, and construction of large and

complex new generation, generation asset improvement, and air quality improvement

projects for the fossil fleet.

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

A. The purpose of my testimony is to support APS's request to recover in rates the costs

associated with its recently completed installation of Selective Catalytic Reduction

equipment (SCRs) on Units 4 and 5 of the Four Comers Power Plant (SCR Project or

Project). Specifically, my testimony supports that all phases of the SCR Project were

prudently and properly implemented.

WHAT IS YOUR ROLE WITH THE SCR PROJECT?Q,

I played an integral role in the entire process to design, procure and construct SCRs on

Units 4 and 5 of the Four Comers Power Plant. Specifically, I oversaw the SCR Project
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team through all phases of the Project, including planning, design, procurement,

construction and commissioning of the SCRs to ensure proper operations.

II. SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

My Testimony addresses the prudency of the SCR Project. I discuss the purpose of the

Project, the process used to select the engineering and construction firm that constructed

the Project, the steps in the process, as well as the timeline and budget. My testimony

demonstrates that the Project was implemented successfully as well as on time arid

under budget.

THE SCR PROJECT111.

Q PLEASE GENERALLY DESCRIBE THE SCR PROJECT AT FOUR CORNERS
POWER PLANT.

To comply with the Regional Haze Regulations authorized under the federal Clean Air

Act and the Environmental Protection Agency's (EPA) 2012 Federal Implementation

Plan (FIP) for the Four Corners Power Plant (Plant), APS installed the SCRs to reduce

nitrogen oxides (NOx) emissions from the Plant. To reduce man-made visibility

impairments, otherwise known as haze, within certain federally-protected locations,

such as National Parks or Monuments, the federal Regional Haze Regulations require

the use of "Best Available Retrofit Technology (BART)" at power plants near such

locations. The EPA determined that SCRs were the BART to reduce the NOx emissions

at the Plant. Based on the BART compliance option APS selected in the 2012 Four

Corners FIP, the SCRs will permit this reduction by more than 87% on a mass-basis.

The SCR Project installed two SCR reactors into the exhaust gas stream of each Unit

along with the associated ductwork and equipment. In addition, equipment was installed

to convert urea into ammonia for use in the SCR reactors. The size and complexity of

the SCR Project was considerable. APS has spent more than 2.6 million labor hours on
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1

2

3

4

the SCR installation. There have been over 4,500 engineering drawings, 166 pier

foundations drilled, 7,000 tons of steel installed, 6,000 cubic yards of concrete poured,

and 56,300 tons of ductwork installed. A computer simulation demonstrating installation

of the SCRs is contained on the CD attached as Attachment BDL-l to Ms. Lockwood's

Testimony.5

6
Q. DID APS CONSIDER ANY ALTERNATIVE TECHNOLOGIES OR METHODS

TO REMOVE NOX AT THE PLANT?

A.

7

8

9

10

11

12

Yes, APS considered alternatives. As part of the BART analysis required by the EPA,

APS evaluated more than a dozen alternatives for reducing NOx emissions from the

Four Corners Power Plant. Those non-SCR alternatives, however, were not capable of

meeting the federal Clean Air Act's BART NOx removal standard for coal-fired power

plants as applied by U.S. EPA to the Four Corners Power Plant.

13

Q .
14

AT A HIGH LEVEL, PLEASE PROVIDE A BRIEF OVERVIEW OF THE
PROJECT STEPS AND SCHEDULE.

A. Below is a list of Project milestones:
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Conce tual En ineerin roect Plan fin A royal Received March 5, 2013
Engineering, Procurement, and Construction (EPC) Contractor March 26, 2014
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Preliminar En ineerin Be an A ril 16, 2014
EPC Contractor Limited Notice to Proceed Issued A ril 30, 2015
Environmental Impact Statement Record of Decision Issued by July 14, 2015
Office of Surface Minin
Final Proect A royal Received
EPC Contractor Full Notice to Proceed Issued
Mobilize On Site
Structural Steel Installation Be an
Maor Foundation Installation Com feted
SCR Reactor Installation Be an
O erator Training Be an
Unit 5 Tie~in Outage Started
Unit 5 SCR In-service
Unit 4 Tie-in Outage Started
Unit 4 SCR In-service
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Jul 15, 2015
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March 1, 2016
A ril 15, 2016
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Jan. 20, 2018
A ril 24, 2018
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THE ENGINEERING ANDWHO HAS APS I I IRED TO PERFORM
CONSTRUCTION FOR THE SCR PROJECT?

APS contracted with URS Energy & Construction, Inc. (URS) to handle the detailed

engineering, equipment procurement, construction, and commissioning (EPC) of the

SCR Project. URS changed its name in September of 2016 to AECOM Energy &

Construction, Inc. and will be referred to as AECOM.

WHAT PROCESS DID APS GO THROUGH TO IDENTIFY AND SELECT
AECOM?

APS used a competitive bid process to evaluate qualitative and quantitative metrics to

select AECOM. Six firms participated in the bid process. A two firm short-list was

then developed for further analysis, which resulted in the selection of AECOM. Several

factors were considered in the evaluation process including experience, strategy,

capabilities, safety record, quality program, and major commercial terms. Following the

selection of AECOM an open-book process was used to examine the cost estimates and

cost-estimate basis before executing the EPC contract with AECOM. During the open-

book process, APS and AECOM went through a value engineering effort to determine

the final Project scope and then a detailed review of the associated procurement and

construction costs and schedule. The EPC contract was a fixed-priced contract.

IS THE SCR PROJECT COMPLETE?

The SCRs are installed and operating. The largest remaining items are the punch list

(i.e., minor items remain to be completed prior to final Project completion) and a 120-

day continuous operation demonstration of the SCR equipment. Several punch list items

require each unit to be off-line, which may move completion until this fall.

DID THE PROJECT GO INTO SERVICE AS SCHEDULED?

Yes. As scheduled, the SCR on Unit 5 became operational on December 17, 2017 and

the SCR on Unit 4 became operational on April 24, 2018.
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l

l

ARE THE SCRS FUNCTIONING AS INTENDED AND IN COMPUANCE
WITH THE EMISSIONS LEVELS SET BY THE EPA IN THE FEDERAL
11ViPLEMENTATION PLAN, 77 FR 51619 (AUG. 24, 2012)?

Yes. Both Units are functioning well within the compliance standards set by the EPA.

While the 2012 BART FlP NOx emissions limit was set at 0.098 lbs/MMBtu for the

Four Comers Power Plant, the currently applicable federal NOx emissions limit is 0.08

lbs/MMBtu. This lower limit of 0.08 lbs/MMBtu of NOx is the result of a Clean Air

Act Consent Decree between the U.S. EPA, plant ownership, and several environmental

citizens groups. Nonetheless, the actual emissions from the plant have been less than

0.065 lbs/MMBtu, providing an operational margin.

Q~ WHAT IS THE BUDGET FOR THE ENTIRE SCR PROJECT AND WHAT
PORTION OF THOSE COSTS ARE APS'S RESPONSIBILITY?

The direct costs for the entire Project are budgeted to be $635 million. APS's share of

those budgeted costs is $400 million, which is 63% of the total. For additional

information about APS's costs and treatment of those costs in this request, please see the

Direct and Rebuttal Testimony of APS witness Elizabeth Blankenship.

IS THE SCR PROJECT EXPECTED TO BE COMPLETED ON BUDGET?Q .

The Project is expected to be completed under budget. The following table summarizes

the total direct Project costs, plus capital overhead, in millions of dollars through the end

of June 2018.

. s . . . we.

e "TWs 1 I I

Variancehim 6/36ns 8=mg¢¢~=d
| \

Rena-mg m
Co lotion

Unit 4
Unit 5

$6
$3

$ 3 2 0
ss15 1143!

.. . f5
;.4

I

a s

}Total

$309
$306
$615

Exp vied
Costs
$315
$309
$624 San-

1 Q.

2

3 A.
4

5

6

7

8

9

10

11

12 A.
13

1 4

1 5

1 6

17

18 A .

1 9

20

21

22

23

24

25

26

27

28

5

I
I



CONCLUSION

WOULD YOU SUMMARIZE YOUR TESTIMONY?Q.

The design, procurement, construction, installation and commissioning of the SCR

Project was reasonable and prudent. The SCR Project was completed on time and under

budget. The SCRs are working as intended and are in compliance with federally

mandated standards, resulting in an over 87% reduction in NOx emissions from the

Plant.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?Q,

Yes.A.
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REBUTTAL TESTIMONY OF ELIZABETH A. BLANKENSHIP
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY

(Docket Nos. E-01345A-16-0036 and E-01345A-16-0123)

I. INTRODUCTION

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS.

My name is Elizabeth A. Blankenship. I am the Director.of Accounting Operations for

Arizona Public Service Company (APS or Company). My business address is 400 NOW

5th Street, Phoenix, Arizona 85004.

DID YOU SUBMIT DIRECT TESTIMONY IN THIS PROCEEDING?

Yes, my Direct Testimony was filed on April 27, 2018. I also submitted Direct

Testimony in the first phase of this Rate Case.

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

The purpose of my Rebuttal Testimony is to provide the updated request for the

recovery of the Selective Catalytic Reduction (SCR) equipment at the Four Corners

Power Plant (Four Corners) with information dirough June 30, 2018. I also testify that

WRA's recommendation to change the depreciable life of the SCRs should not be

adopted.

11. SUMMARY

PLEASE SUMMAR1ZE YOUR REBUTTAL TESTIMONY.

1

The Settlement Agreement and Decision No. 76295 (August 18, 2017) provided that this

Docket remain open for the sole purpose of allowing APS to file a request that its rates

be adjusted no later than January 1, 2019 to reflect the proposed addition of SCR

equipment at Four Comers. APS was also authorized to defer for possible later recovery

through rates, all non-fuel costs (as defined to include all O&M, property taxes,

depreciation, and a return at APS's embedded cost of debt in this proceeding) of

owning, operating and maintaining the SCR environmental controls at Four Corners
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from the date such controls go into service until the inclusion of such costs in rates.

Subsequently, APS filed a request to recover the $67.5 million in annual revenue

requirement for the project through the SCR Adjustment charge. APS updated the

revenue requirement as of June 30, 2018 and is now requesting recovery of a $67.1

million annual revenue requirement, which is a reduction of $0.4 million. My testimony

provides the updated revenue requirement needed to include the SCR equipment in base

rates as contemplated in the Settlement and Decision No. 76295. The revenue

requirement update (including the deferral) includes the actual costs for both SCRs

through June 30, 2018 and estimated costs from July 1, 2018 through December 31,

2018. The total expected direct costs for both SCRs are projected to be under budget

(see Rebuttal Testimony of APS witness Brent Gifford for additional information

regarding die SCR budget). Specifically, my testimony includes the updated calculation

of the $67.1 million revenue requirement, including all rate base and income statement

pro forma adjustments. Consistent with the Company's request and Section 9.1 of the

Settlement Agreement and Decision No. 76295, the revenue requirement assumes a rate

effective date of January l, 2019. My testimony also rebuts the recommendation by

WRA witness Douglas Howe to change the end-of-life assumption (depreciable life) for

the SCR equipment from 2038 to 2031, and I calculate the revenue requirement impact

of his recommendation.

UPDATED FOUR CORNERS SCR ADJUSTMENT REVENUE REQUIREMENT111.

Q. HAS APS UPDATED .THE REVENUE REQUIREMENT FOR THE SCR
ADJUSTMENT WITH MORE UP-TO-DATE INFORMATION?

Yes. APS updated the revenue requirement with the most up-to-date information as of

June 30, 2018. The update includes actual costs through June 30, 2018 and estimated

costs for July 1, 2018 through December 31, 2018. The updated revenue requirement

and supporting schedules, including the detailed pro forma calculations, are attached to

my testimony as Rebuttal Attachments EAB-l RB through EAB-17 RB. Please note that
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Attachment EAB-3 RB is Highly Confidential and will be provided pursuant to an

executed Protective Agreement and that there are no changes to this attachment from the

previous Attachment EAB-3 filed with my Direct Testimony.

DOE S AP S ANTI CI P ATE  UP DATI NG THE  RE VE NUE  RE Q UI RE M E NT
THROUGHOUT THE REMAINDER OF THE PROCEEDING?

No. APS anticipates that it would only update the revenue requirement further if there is

a significant change to the requirement, such as an adjustment to the timing of the rate

effective date or other significant change. Any minor changes between actual costs and

estimated costs will be handled through the next general rate case.

RESPONSE TO WRA'S TESTIMONY
I I

DOES APS AGREE WITH WRA' S RECQMMENDATION TO SHORTEN THE
DEPRECIABLE LIFE FOR THE SCR EQUIPMENT FROM 2038 TO 2031?

No. APS disagrees with WRA's proposal to adjust the end-of-life assumption

(depreciable life) for the SCR equipment from 2038 to 2031. As explained in the

Rebuttal Testimony of APS witness, Barbara Lockwood, the current, approved

depreciable life for the Four Comets Power Plant is through 2038 and the SCR

investment should be treated similarly.

WHAT WOULD BE TIHI  IMPACT TO THE REVENUE REQUIREMENT IF
WRA' S RECOMMENDATION TO REDUCE THE DEPRECIABLE LIFE
WERE ADOPTED?

Shortening the life of the SCR equipment from 20 years to 13 years would result in a

revenue requirement of $78.6 million, which is an increase of $1 1.5 million from APS's

proposed updated revenue requirement.

CONCLUSION

DO YOU HAVE ANY CONCLUDING REMARKS?

APS complied with the approved Settlement Agreement and Decision No. 76295 in

determining the cost deferral and the ultimate revenue requirement in the Four Corners
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SCR Adjustment being requested here. The updated revenue requirement provided in

my Rebuttal Testimony reflects the most recent data and assumptions and should be

used to determine the Four Corners SCR Adjustment.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?Q~

A. Yes.
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Attachment EAB~1 RB
Page 1 of 2ARIZONA PUBLIC SERVICE COMPANY

CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)

(dollars in thousands)

June 30,
2018

December 31,
2017

ASSETS

$

PROPERTY, PLANTAND EQUIPMENT
Plant in service and held for future use
Acctunulated depreciation and amortization

Net

18,325, 124
(6,242,574)
12,082,550

$ 17,654,078
(6,04l,965)
l1,612,1 13

Construction work in progress
Palo Verde sale leaseback, net of accumulated depreciation (Note 6)
Intangible assets, net of accumulated amortization
Nuclear ii.1el, net of accumulated amortization

Total property, plant and equipment

1,140,611
107,710
256,885
l 19,256

13,707,012

1,266,636
109,645
257,028
l 17,408

13,362,830

INVESTMENTS AND OTHER ASSETS
Nuclear decommissioning trust (Note 12)
Other special use Funds (Note 12)
Other assets

Total investments and other assets

873,643
216,338
40,868

1,130,849

871,000
30,358
36,796

938,154

3,760
299,279
207,887

(3,769)

13,851
292,79 I
I 12,434
(2,5 l 3)

CURRENT ASSETS

Cash and cash equivalents

Customer and other receivables

Accrued unbilled revenues

Allowance for doubtful accounts

Materials and supplies (at average cost)

Fossil fuel (at average cost)

Assets from ride management activities (Note 7)
Deferred fuel and purchased power regulatory asset (Note 4)
Other regulatory assets (Note 4)
Other current assets

Total current assets

263,370
47,591
3,316

74,898
154,661
42,463

1,093,456

262,630
25,258
1,931

75,637
172,451
41,055

995,525

DEFERRED DEBITS

Regulatory assets (Note 4)

Assets for other postretirement benefits (Note 5)
Other

Total deferred debits

1,233,062
43,911

129,362
1,406,335

1,202,302
265,139
129,801

1,597,242

TOTAL ASSETS $ 17337652 $ 16893751

The accompanying notes are an integral part of the financial statements.

Schedule 1



Attachment EAB-1 RB
Page 2 of 2

ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(Lmaudited)
(dollars in thousands)

December 31,
2017

June 30,
201s

$$ 178,162
2,571,696
2,533,954

(26,983)
5,256,829

129,040
5,385,869
4,491,292
9,877,161

178,162
2,571,696
2,570,816

(35,159)
5,285,515

127,415
5,412,930
3,893,042
9,305,972

82,000
247,852
157,349
55,533
77,700
70,388
59,252
4,192

100,086
243,922

1,098,274

499,949
600,000
253,191
183,761
55,383
77,800
89,681
49,096
9,184

156,757
162,963

2,137,765

1,742,485
2,452,536

666,527
306,542
37,170

l 13,996
215,830
205,575
43,876

133,779
5,918,316

1,755,897
2,389,002

677,341
299,747
46,347

118,459
213,137
202,797
44,177

147,011
5,893,915

$ 17337652 $ 16893751

LIABILITIES AND EQUITY

CAPITALIZATION
Common stock
Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss

Total shareholder equity .
Noncontrolling interests (Note 6)

Total equity
Long-term debt less current maturities (Note 3)

Total capitalization
CURRENT LIABILITIES

Short-term borrowings (Note 3)
Current maturities of long-term debt (Note 3)
Accounts payable
Accrued taxes
Accrued interest
Common dividends payable
Customer deposits
Liabilities Hom risk management activities (Note 7)
Liabilities for asset retirements
Regulatory liabilities (Note 4)
Other current liabilities

Total current liabilities
DEFERRED CREDITS AND OTHER

Deferred income taxes
Regulatory liabilities (Note 4)
Liabilities for asset retirements
Liabilities for pension benefits (Note 5)
Liabilities from risk management activities (Note 7)
Customer advances
Coal mine reclamation
Deferred investment tax credit
Unrecognized tax benefits
Other

Total deferred credits and other
COMMITMENTS AND CONTINGENCIES (SEE NOTE 8)
TOTAL LIABILITIES AND EQUITY

The accompanying notes are an integral part of the financial statements.

Schedule 1



Attachment EAB-2 RB
Page 1 of 2

ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(unaudited)
(dollars in thousands)

Three Months Ended
June 30,

Six Months Ended
June 30,

2018 2017 2018 2017

OPERATING REVENUES $ 971,963 $ 943, 406 $ l ,663,969 $1,620,995

270,138

251,999

144,533

53,269

. 434

720,373

251,590

259,892

215,775

125,317

44,016

1,706

646,706

296,700

472,148

506,600

288,645

106,5 l l

597

1,374,501

289,468

476,995

434,783

252, 524

87, 580

. 2, 142

1,254,024

366,971

13,073

12,389

6,235

(3,372)

28,325

10,456

6,911

352

(3,301)

14,418

27,152

25,586

10,007

(6,318)

56,427

19,938

12,953

694

(6,429)

27,156

OPERATING EXPENSES

Fuel and pmchasedmwer

Operations and maintenance

Depreciation and amortization

Taxes other than income taxes

Other expenses

Total

OPERATING INCOME

OTHER n~1comE (DEDUCTIONS)

Allowance for equity funds used during construction

Pension and other postretirement non-service credits - net

Other income (Note 9)

Other expense (Note 9)

Tota l

INTEREST EXPENSE

Interest charges

Allowance for borrowed funds used during construction

Total

INCOME BEFORE INCOME TAXES

INCOME TAXES

NET INCOME

57,731

(6,291)

51,440

228,475

45,776

182,699

53,517

(4,906)

48,61 l

262,507

88,525

173,982

113,889

(13,046)

100,843

245,052

47,882

197,170

104,3 13

(9,378)

94,935

299,192

97,175

202,017

4,874 4,874 9,747 9,747
Less: Net income attributable to no controlling interests
(Note 6)

NET INCOME ATTRIBUTABLE TO COMMON
SHAREHOLDER $ 177,825 $ 169,108 $ 187,423 $ 192,270

; -

The accompanying notes are 811 integral part of the financial statements.

Sc hedule 2



Attachment EAB-2 RB
Page 2 of 2

ARIZONA PUBLIC SERVICE COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited)

(dollars m thousands)

Six Months Ended
June 30,

Three Months Ended
June 30,

201720182017z018

202,017197,170 $173,982 $$NET INCOME 182,699 $

7 (763)(96)

865564456 1,771

OTHER COMPREHENSIVE INCOME, NET OF TAX

Derivative instruments:

Net unrealized gain (loss), net of tax expense $0, $4, $96 and
$679 for the respective periods

Reclassification of net realized loss, net of tax expense
(benefit) of ($150), ($348), ($232) and $8 for the respective
periods

Pension and other gostretirement benefits activity, net of tax
benefit of $1,566, 808, $1,260 and $218 for the respective
periods (697)

3 I l

(3,907)

(3,138)

(1,308)

(737)

(4764)

(4,308)Total other comprehensive income

COMPREHENSIVE INCOME 202328

9,747

194,032

9,747

173,245

4,874

178,391

4874
Less: Comprehensive income attributable to noncontrolling
interests

$ 173,517 $ 168,371 $ 184,285 $ 192,581
COMPREHENSIVE INCOME ATTRIBUTABLE TO
COMMON SHAREHOLDER

The accompanying notes are an integral part of the financial statements.

Schedule 2
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Attachment EAB-7 RB
Page 1 of 2ARIZONA PUBLIC SERVICE COMPANY

Schedule 4.c - FOUR CORNERS SCR ADJUSTMENT
TOTAL COMPANY

ADJUSTED TEST YEAR INCOME STATEMENT
TEST YEAR ENDED 12/31/2015

(Thousands of Dollars)

Total Company

Line
M Description

Line
Mmgmgm

(A)

Pro Forma
Adjustments (al

(8)

Settlement
Results After
Pm Forma

i¢!l.\L§!M§G!§
(C)

$ s$3,295,565 3 2 9 5 5 6 51 .

2.

3.

1 .

2.

3 .
4.

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues

Total 4.

170101
3,465,666

170,101
3,465,666

5.

6.

5.

6.

7. 7.
8 8.of

10.

Operating expenses:
Electric fuel and purchased power
Operations and maintenance excluding fuel expenses
Depreciation and amortization
Income taxes
Other taxes

Total
9.

10.

1007037
772982
555,716
281 027
211792

2828554

1007037
773,637
581695
271420
215212

2849001

ess
25979
(9,607)
3 420

20,447

11. Operating income 637.112 11.616665(20447)

12.
13.
14.
1 5
16.

Other income (deductions):
Income taxes
Allowance for equity funds used during construction
Other income
Other expense

Total

12.
13.
14.

15.
16.

1 4 3 0 2
35,215

2,834
(19,019)
3 3 3 3 2

1 4 3 0 2
3 5 2 1 5

2.834
( 19019 )
3 3 3 3 2

17. Income before interest deductions 17.870,444 (20447) 649,997

18.
19.

20.
21.
22.

Interest deductions:
Interest on longterm debt
Interest on short-term borrowings
Debt discount premium and expense
Allowance for borrowed funds used during construction

Total

1 7 9 5 6 3
7 3 7 8

4,793
(16,183)

175.549

18.
19.
20.
21.
22.

1 7 9 5 6 3
7.376

4 7 9 3
( 16183 )

1 7 5 5 4 9

23. Net income $ (20,447) s 4 7 4 4 4 8 23.494,895 $

Notes:
(a)see SchedWe 4.d, Page 2 Column K

Schedule 4.c



Attachment EAB-7 RB
Page 2 of 2ARIZONA PUBLIC SERVICE COMPANY

Schedule 4.c - FOUR CORNERS SCR ADJUSTMENT
ACC JURISDICTION

ADJUSTED TEST YEAR INCOME STATEMENT
TEST YEAR ENDED 12/31/2015

(Thousands of Dollars)

ACC Jurisdic tion

Line

NO§§!1l9M§!1te rit ion
Une

M

Settlement
Results After
Pro Forma

Adjustments

(C)

Pro Forma
Adjustments (a)

(B)(A)

$s$ 3251 4803251 480 1 .

2.

3.

1.

2

3.
4.

158549
3410,029

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues

Total4.

158549
3.410.029

5.

6

5.

6

7.7.
s .a.

9. 9.

10.

1 000176
927665
498258
249.866
175592

2.851 .557

Operating expenses:
Electric No and purchased power
Operations and maintenance excluding fuel expenses
Depreciation and amortization
Income taxes
Other taxes
Total10.

651
25839
(9555)
3402

20.337

1.000.176
928.316
524.097
24031 1
178994

2871,894

11.11. 538135558472 (20337)Operating income

12.

13.

14.

15.

16.

12.

13.

14.

15.

16.

Other income (deductions):
Income taxes
Allowance for equity funds used during construction
Other income
Other expense

Total

17.17. Income before interest deductions 558472 (20337) 538135

18.

19.

20.

21.

22.

18.
19.
zo.
21.
22.

Interest deductions:
Interest on long-term debt
Interest on shortterm borrowings
Debt discount. premium and expense
Allowance for borrowed funds used during construction

Total .

538 135 23.23. Net income $ 20 337558472

Notes:
(a) See Schedule 4.d. Page 2 Column L

Schedule 4.c
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Athchlltent EAB17 RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
FOUR CORNERS SCR ADJUSTMENT

REVENUE REQUIREMENT ANALYSIS
TOTAL COMPANY AND ACC JURISDICTION
ADJUSTED TEST YEAR ENDED 12/31/2015

(Thousands of Dollars)

A..BAlE.B&§El

Four Comers Unit 4 SCR

Four Corners Unit 5 SCR

Four Comets Deferral Balance

Total Rate Base

Line

.

1)

2)

3)

4)

TOTAL COMPANY

$197443

$170416

$17316

$385176

ACC JURISDICTION

5196377

$169,496

$17223

$383096

5)

6)

Settlement Allowed Rate of Return @ 7.85%

Return on Rate Base (Line 4 ' Line 5) $30236 $30073

TATION OF INCO

7)

a)

9)

10)

s/,077

$129

$7,038

$128

Weighted Cost of Long Term Debt @2.27%

Tax Rate @24.77%

Income Taxes ((Line 5 Line 7xLine 4)(Line 8))l(1 Line 8)

Settlement Revenue Conversion Factor Adjustment

11)

12)

1 a)

14)

15)

so

$855

825.979

$3420

$30054

$LEXEEN§.E§E

Electric Fuel and Purchased Power

Operations ad Maintenance

Depredation md Amortization

Other Tastes

Total Expenses

so

$651

$25839

$3 402

$29892

D..BE¥EN!E.BEQLlIBEMEN1.@Z.§§8&

16) s67,496RETURN INCOME TAXES and EXPENSES (Une 6 + Line 9 + Line 10 + Line 15) $67131

Notes:
'Attachment EAB-8 Schedule 4.b
'Attadtment EAB7 Schedule 4.c
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l REBUTTAL TESTIMONY OF LELAND R. SNOOK
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY

(Docket Nos. E-01345A-16-0036 and E-01345A-16-0123)

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

1.

Q ,

My name is Leland R. Snook. My business address is 400 North 5th Street, Phoenix,

Arizona 85004. I am Director of Rates and Rate Strategy for Arizona Public Service

Company (APS or Company).

DID YOU FILE DIRECT TESTIMONY IN THIS PROCEEDING?Q .

Yes. I also submitted Direct and Settlement Testimony in the first phase of this Rate

Case.

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

The purpose of my Rebuttal Testimony is to show that APS's requested fair value rate of

return (FVROR) is the appropriate calculation of that return under the Settlement. In

addition, I will also refute Staff witness Ralph  Smith 's  and  RUCO witness John

Cassidy's contentions that APS may eam more than its allowed return if the Company's

proposed FVROR is adopted by the Commission.

ILastly, will address the Direct Testimony of Walmart witness Gregory W. Tillman.

Mr. Tillman's recommendations are inappropriate in the context of a step increase

proceeding.

SUMMARY

PLEASE SUNIMARIZE YOUR REBUTTAL TESTIMONY.Q .

Both Mr. Smith and Mr. Cassidy would change one or more of the components that

went into the calculation of FVROR approved by Decision No. 76295 (August 18, 2017)

and agreed to in the Settlement-the former implicitly and the latter explicitly. The

2
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4

5 A.

6

7

8

9
A.

10

1 1

12 Q .

13

A.
14

1 5

1 6
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1 8

1 9
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2 1

2 2

11.
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result in either case is to reduce the revenue requirement associated with the SCRs. Both

incorrectly assert that APS may eam more than its allowed return if the Company's full

request is granted despite the proof to the contrary attached to APS witness Elizabeth

Blankenship's Direct Testimony, exhibits which neither Mr. Smith nor Mr. Cassidy

mention in their testimonies, let alone refute.

As I discussed at length in my Direct Testimony, FVROR is a number calculated using

the elements of fair value rate base (FVRB) - common equity, debt and the so-called fair

value increment (FVI). Each of these elements has a unit cost defined by the Settlement:

10% for common equity, 5.13% for debt, and 0.8% for the FVI. These unit costs are

then weighted by their respective contribution to the FVRB as shown in my Direct

Testimony in this phase of the proceeding. As the FVRB is increased by the addition of

new plant, like the SCRs, the FVI decreases as a percent of FVRB, thus increasing

slightly the overall weighted average cost of these three components of FVRB. RUCO

witness Cassidy recognizes this fact, and his recommendation is sound in its

methodology, albeit deficient in its inputs of new debt/equity ratios and embedded cost

of debt.

Mr. Tillman's recommendations are inappropriate for this type of narrow and

abbreviated proceeding. They would also result in a smaller allocation of the SCR

revenue requirement to general set*/ice customers as a whole and none whatsoever to the

Company's AG-X customers. That would also increase the allocation to residential

customers, a result that APS does not support. APS's proposal in this proceeding is

consistent with the last Four Corners step increase proceeding and is an appropriate

method of applying the increase equitably to customers.
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REBUTTAL TO STAFF111.

Q, HAS STAFF WITNESS SMITH TAKEN ISSUE WITH YOUR EXPLANATION
OF HOW THE FVROR OF 5.59% WAS CALCULATED IN THE
SETTLEMENT?

No. At page 5 of my Direct Testimony in this Phase of the proceeding, I present a chart

taken directly f rom my Direct Settlement Testimony in Phase I. It was the only

testimony addressing how the FVROR was determined for purposes of the Settlement

and Decision No. 76295. Staff witness David Parcell used the same formula to calculate

Staff's originally recommended FVROR at pages 49 and 50 of his profiled testimony.

(Mr. Parcell did not testify in person during the hearing on the Settlement although his

prefiled testimony was stipulated into the record.)

DID STAFF WITNESS SMITH CONTEST ANY OF TIIE CALCULATIONS
SHOWN IN FIGURE A ON PAGE 6 OF YOUR DIRECT TESTIMONY IN THIS
PHASE OF THE PROCEEDING?

No. Figure A demonstrated that the addition of new plant to the FVRB, in this case the

SCRs, reduces the proportion of the FVRB called the FVI from $3.2 billion out of $6.8

billion (47.2%) to $3.2 billion out of $7.17 billion (44.7%). Because the 0.8% return on

the FVI is weighted slightly less than before, the FVROR necessarily increases to

5.68%.

CAN A FVROR OF 5.59% BE CALCULATED USING THE FVRB AFTER THE
ADDITION OF THE SCRS?

No, not without changing one or more of the cost of capital elements agreed to in the

Settlement. One would have to reduce the cost of equity below to%,' or of debt below

5.13%,2 or the return on the FVI below 0.8%3 or the ratio of equity to debts or some

combination of all of these. I show this to be true in Figure B at page 8 of my Direct

1 Settlement at Section 5.2.
2 Settlement at Section 5.2.
3Settlement at Section 5.3.
4 Settlement at Section 5. l .
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Testimony in this Phase. Ill Figure B, I lowered the weighted average cost of capital

(WACC) from 7.85% to 7.73% to make the numbers work, but if I had tried to keep the

WACC identical to the Settlement, I would have had to reduce the return on the FVI to

below the agreed 0.8%.

WHY DOES STAFF WITNESS SMITH INSIST THAT THE FVROR MUST
REMAIN UNCHANGED?

Staff witness Smith gives three reasons. The first is that, if the Company's proposed

FVROR is used, APS will have a FVROR higher than that articulated by the Settlement

(Smith at 7). The second is that APS's proposal is the same as that which was not

adopted by the Commission in Decision No. 74876 (December 23, 2014). Lastly, Mr.

Smith contends that a Commission decision in a UNS Electric, Inc. (UNSE) proceeding,

Decision No. 71914 (September 30, 2010), also supports its position in this proceeding.

I will address each of these arguments in tum.

I . Higher FVROR Than Articulated by the Settlement

AUTHORIZED IF ITSWILL APS EARN A RETURN HIGHER THAN
REQUEST IS GRANTED AS PROPOSED?

RB

No. APS witness Blankenship sponsored Attachment EAB-3 demonstrating that if the

full original request was granted, APS would not eam its allowed return in either 2019

or 2020 (the years potentially preceding a decision in its next full rate case). Because

APS has now reduced that request, its future earnings would be even less than those

forecasted in Attachment EAB-3. See Attachment EAB-3 attached to Ms.

Blankenship's Rebuttal Testimony.

1

2

3

4

5

6 Q.
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WHAT BASIS DOES MR. SMITH PROVIDE FOR HIS CONTENTION THAT
USING ANYTHING OTHER THAN THE FVROR ARTICULATED BY THE
SETTLEMENT IS INCORRECT?

Mr.Smith provides no analysis on this point, nor does he dispute or even address Ms.

Blankenship's attachment. Rather, he merely states that 5.68% is larger than 5.59%, and

hence APS's new derivation of FVROR is somehow inappropriate. Mr. Smith's

contentions are based on two unstated, but erroneous assumptions: (1) 5.59% is a static

input, rather than the result of a calculation; and (2) APS will actually earn its allowed

rate of return. The first is not a valid assumption for the reasons discussed, and it is a

point of contention between Staff on the one hand, and APS and RUCO (albeit with

some permutations in approach that I will address later in my Rebuttal Testimony) on

the other. The second is demonstrably false, and Staff witness Smith does not even seem

to contest this fact.

2. Decision No. 74876

ARE THE CIRCUMSTANCES THE SAME AS WHEN THE COMMISSION
DECIDED DECISION no. 74876?

The SCRs represent a significantly larger new investment than was at issue in Docket

No. E-01345A-11-0224, thus magnifying its impact on the relative size of the Fvl

compared to FVRB, which as I have explained is the driving force behind changes in

FVROR even when all else is held constant. Second, RUCO now sees the merit in using

the WACC, albeit with adjustments APS does not support. In fact, RUCO's update of

the WACC (which APS opposes on other grounds) satisfies the condition set forth at

page 31 of this Decision where the Commission states: "It would be inappropriate to

change the FVROR without updating the cost of capital" (emphasis added).

But even if the circumstances were similar, it does not change the fact that FVROR is

not constant when new plant is added (or subtracted, for that matter) to FVRB. And in

that respect, Decision No. 74876 was simply wrong.

1 Q.
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DOES APS BELIEVE DECISION no. 74876 WAS CORRECTLY DECIDED ON
THE FVROR ISSUE?

No, for the reasons discussed in my Direct Testimony.

Decision No. 719143.

DID DECISION no. 71914 ADOPT UNSE'S ARGUMENTS FOR A HIGHER
FVROR ON BLACK MOUNTAIN GENERATING STATION?

No. However, FVROR was not calculated in the same manner as in Decision No. 76295

and was not dependent on the size of the FVI, either relative to FVRB or in absolute

numbers. In fact, the FVI was irrelevant. Rather the Commission applied an inflation

discount to the WACC to determine FVROR.

Moreover, APS is not applying one return to older property and another to newer

property, as was alleged in Decision No. 71914 but rather the same formula to both. If

APS calculated a FVRB and FVI for each asset in the Company's rate base (including

the SCRs) and applied the same 10%, 5.13% and 0.8% returns to equity, debt and the

FVI (respectively) for each such asset, the weighted average of all these individual asset

returns would equal 5.68%-the same FVROR as I calculated in my Direct Testimony.

REBUTTAL TO RUCO

DID RUCO WITNESS CASSIDY AGREE THAT FVROR IS THE RESULT OF
A FORMULA THAT COMB1NES THE W ACC W ITH THE AGREED UPON
0.8% RETURN ON THE FVI?

Yes. As I noted in my Summary, Mr. Cassidy is conceptually correct in his approach to

FVROR.

WHY DOES APS DISAGREE WITH MR. CASSIDY'S UPDATE OF BOTH THE
CAPITAL STRUCTURE AND THE EMBEDDED COST OF DEBT IN
CALCULATING FVROR?

For three reasons: (1) the adjustment is based on the faulty premise that the SCRs were

and will continue to be disproportionately financed by debt; (2) the adjustment is a

piecemeal update of the Settlement that ignores other countervailing changes since the

1 Q.
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5 Q.
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2015 Test Year; and (3) the attachments to Ms. Blankenship's Testimony demonstrate

that APS will not earn more than its allowed return even if its full request is granted. I

address these points in reverse order.

I. Earning More T71an APS's Allowed Return

WHY DOES MR. CASSIDY SAY THAT ADQPTING THE COMPANY'S
PROPOSED FVROR WOULD ALLOW APS TO EXCEED A 10% ROE?

Mr. Cassidy makes this assertion at page 5 of his Direct Testimony. However, like Staff

witness Smith, Mr. Cassidy essentially defines APS eaming more than its allowed return

on equity as any WACC that is higher than what he is recommending. This is incorrect

and assumes that Mr. Cassidy's recommended WACC is correct and APS's is wrong-

once again the very issue this Commission will decide. Importantly, Ms. Blankenship's

attachments in her Testimony demonstrate that, even if the full request were granted,

APSwould not exceed its allowed earned return, even with the changes in capital

structure and debt costs described by Mr. Cassidy.

2. Inconsistency

CASSIDY'S UPDATED CAPITALWHY DOES APS OPPOSE MR.
STRUCTURE AND DEBT COSTS?

In contradiction to the narrow scope of this proceeding, Mr. Cassidy has selected to

update only certain items - namely the capital structure and cost of debt - from the 2015

TestYear that was used in the Settlement and Decision No. 76295. He did not choose,

for example, to update other items such as the nearly $300 million of additional net plant

(plant less depreciation and deferred taxes) the Company has added since the Test Year

(including 12 months of post TY plants). His selection of only certain items and not

others creates piecemeal adjustments that are inconsistent with the scope and intent of

the Settlement and Decision No. 76295.

5 Mr. Cassidy at several locations indicates that the SCRs were included in the Company's PTYP. This is
simply incorrect.
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3. How the SCRs Were and Will Be Financed1

WERE THE SCRS PRIMARILY FINANCED THROUGH DEBT?

No. Mr. Cassidy points out that APS has issued approximately $1.25 billion in new debt

since the Test Year and added some $550 million of equity. However, if one takes into

consideration that about $300 million of this new debt merely refinanced pre-existing

debt and the fact that APS has added over $600 million of new non-SCR plant since die

Test Year, it is clear that APS is financing all of its plant, including the SCRs, with the

mix of debt and equity it always has. Moreover, even if APS issues more debt one year

or retains more equity the next, these are hardly indicative of any longer term capital

structure, and RUCO's assertion that APS is moving toward a more leveraged capital

structure than has historically been the case is premature at this time and best saved as

an argument to present in the Company's next general rate case.

v . REBUTTAL TO WALMART

DOES APS SUPPORT WALMART'S RECOMMENDATION ABOUT HOW TO
ALLOCATE THE SCR ADJUSTMENT TO CUSTOMERS?

No. Walmart proposes to use the average and excess (A&E) method of allocating the

SCR revenue requirement in an apparent attempt to reduce the amount of the charge

applied to commercial customers, such as rate classes E-32M and E-32L. Mr. Tillman's

recommendation to place all of the revenue increase on the generation demand charge

would exempt Schedule AG-X customers from the charge all together. The result of

these two recommendations would result in an increased percentage applied to the

residential class. However, notably, the testimony of Walmart's witness Mr. Tillman,

does not provide any actual calculations or address key issues such as whether under his

proposal the charge would apply to off-peak or on-peak demand or both or how the

other rate classes, especially those without demand charges, should be treated, among

other things.
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1 Q. WHY DOES APS NOT SUPPORT THE USE OF A&E FOR THE ALLOCATION
OF PRODUCTION-RELATED PLANT IN THIS PROCEEDING?

Use of the A&E methodology is a common practice to functionalize and allocate costs

in a cost of service study in a full rate case, and APS has historically used A&E to

allocate generation plant. But in this phase two proceeding, which kept a full rate case

open for the sole, narrow purpose of putting the SCRs into rates, it is not necessary or

appropriate to use A&E or undertake an entire new cost of service study to put one asset

into rates.

IS APS'S PROPOSED METHOD OF RECOVERING THE SCR COSTS
CONSISTENT W ITH APS'S PROPOSAL IN THE LAST FOUR CORNERS
STEP INCREASE PROCEEDING?

Yes. An equal percentage base rate adjustment was used in the previous Four Comers

step increase proceeding to put APS's costs associated with acquiring Southern

California Edison's share of the Four Comers Power Plant into rates. See Decision Nos.

74876 (December 23, 2014) and 74948 (February 9, 2015). I note that Walmart

participated in that proceeding and at that time did not oppose the use of the equal

percentage approach.

CONCLUSION

WOULD YOU SUMMARIZE YOUR CONCLUSIONS?

Yes. Both Mr. Smith and Mr. Cassidy would reduce the revenue requirement associated

with the SCRs by reducing the allowed return. Both also claim that APS may earn more

than its allowed return if the Company's full request is granted despite the undisputed

testimony of Ms. Blankenship that APS would not.

As the FVRB is increased by the addition of new plant, like the SCRs, the FVI decreases

as a percent of FVRB, thus increasing slightly the overall weighted average cost of these

three components of FVRB. RUCO witness Cassidy recognizes this fact, and his

recommendation is sound in its methodology although APS disagrees with his
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1 unwarranted changes in the inputs (new debt/equity ratios and embedded cost of debt) to

the FVROR formula.

Mr. Tillman's recommendations are inappropriate and inconsistent for this type of

abbreviated proceeding. They would also result in a smaller allocation of the SCR

revenue requirement to general service customers as a whole and none whatsoever to the

Company's AG-X customers. The Company's residential customers would necessarily

absorb that shortfall, a result that APS does not support in this proceeding.

DOES THIS CONCLUDE YOUR WRITTEN REBUTTAL TESTIMONY?Q-

Yes.
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