. CALL TO ORDER/PLEDGE OF ALLEGIANCE/MOMENT OF SILENCE

2. ROLL CALL
3. SPECIAL BUSINESS LINK T0 DOCUMENT =
a. AB 2131 Discussion/possible action regarding Dockets E-01345A-16-0036
and E-01345A-16-0123, the rate case filed with the Arizona Corporation v

Commission by Arizona Public Service on June 1, 2016.
b. Discussion/possible action on future meeting/agenda items.

4. EXECUTIVE SESSION

If an Executive Session is necessary, it will be held in the Vultee Conference Room at 106
Roadrunner Drive. Upon a public majority vote of the members constituting a quorum, the
Council may hold an Executive Session that is not open to the public for the following

purposes:
a. To consult with legal counsel for advice on matters listed on this agenda per AR.S. §
38-431.03(A)(3).

b. Return to open session. Discussion/possible action on executive session items.

5. ADJOURNMENT

Posted:

By: Susan L. Irvine, CMC
City Clerk

Note: Pursuant to A.R.S. § 38-431.02(B) notice is hereby given to the members of the City Council and to the general
public that the Council will hold the above open meeting. Members of the City Council will attend either in person or by
telephone, video, or internet communications. The Council may vote to go into executive session on any agenda item,
pursuant to A.R.S. § 38-431.03(A)(3) and (4) for discussion and consultation for legal advice with the City Attorney.
Because various other commissions, committees and/or boards may speak at Council meetings, notice is also given
that four or more members of these other City commissions, boards, or committees may be in attendance.

A copy of the packet with material relating to the agenda items is typically available for review by the public in the
Clerk's office after 1:00 p.m. the Thursday prior to the Council meeting and on the City's website at
www.SedonaAZ.gov. The Council Chambers is accessible to people with disabilities, in compliance with the Federal
504 and ADA laws. Those with needs for special typeface print, may request these at the Clerk’s Office. All requests
should be made forty-eight hours prior to the meeting.
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(‘3“:531;;2-;’ AB 2131
d =g CITY COUNCIL March 29, 2017

AGENDA BILL Special Business

Agenda Item: 3a

Proposed Action & Subject: Discussion/possible action regarding Dockets E-01345A-
16-0036 and E-01345A-16-0123, the rate case filed with the Arizona Corporation
Commission by Arizona Public Service on June 1, 2016.

Department Legal
Time to Present 10 minutes
Total Time for Item 2 hours

Other Council Meetings  June 28, 2016, September 13, 2016, October 11, 2016

Exhibits A. Utilities Division Staff's Notice of Filing Settlement Term
Sheet
City Attorney | Reviewed 03-16-17 Expenditure Required
Approval | RLP $ 0

Amount Budgeted

$ 0
. ... | Discuss and provide
City Manager's direction on the APS Account No. N/A

Recommendation (Description)

rate case.
Finance [X]
Approval

SUMMARY STATEMENT

Background: Arizona Public Service (APS) has filed a rate case with the Arizona
Corporation Commission (Commission) which addresses both demand charges for
residential customers and the net metering program for rooftop solar customers.

In its original filing, APS wanted the Commission to approve a new rate structure with three
demand charge rates — R-1, R-2, and R-3. The new rates would include the higher fixed
charges, lower volumetric rates, and the demand charge. In Docket E-01345A-16-0036, APS
is seeking changes to residential customers’ rates, shifting nearly all of them to one of three
demand charge options, accompanied by a lower per-kWh volumetric charge. Under the rate
plan, net metering credits for rooftop solar would fall from the retail rate, presently
$0.128/kWh, to an avoided cost rate of $0.0299/kWh. Customers who have already installed
rooftop solar and those who install before July 1, 2017, would be "grandfathered" and
allowed to keep the retail rate credit for the full life of their solar arrays.! The rate case also
proposed implementing news fees meant to recover costs associated with manual meter
reading for those who have opted out of smart meters.

! Source: Top Utility Storage Weekly Newsletter, June 7, 2016.
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The City of Sedona applied and was approved to act as an intervenor in this rate case.
Among the issues which the City had identified as being relevant for the purpose of its
intervention were: 1) Net metering; 2) Mandatory demand charges; and, 3) Smart meter opt
out fees.

The net metering issue was rendered moot for purposes of this rate case by virtue of a
decision issued by the Commission in December, 2016 which fully addressed the future of
net metering.

Between February 6 and March 2, 2017, a number of settlement discussions were facilitated
between APS and the intervenors by Commission staff. The settlement discussions were
structured so that two (2) isolated categories (revenue needs and rate design) were each
addressed separately. In regard to rate design issues, mandatory demand charges and
smart meter opt out fees were the focus of attention for the City Attorney.

As a means of compromise, the City Attorney suggested that a prior decision of the
Commission be recognized which would establish a $5 monthly meter reading fee for opt-out
customers (as opposed to the $15 monthly fee requested in the APS filing). The $5 fee was
agreed upon as an appropriate compromise for purposes of settlement.

Demand charges were addressed by a number of different intervening parties, which led to
the development by APS of new options for customers that would not be mandatory, but
voluntary.

Ultimately, a draft settlement agreement was reached and support, or lack thereof, was
indicated by the intervenors. On behalf of the City, the City Attorney indicated support for the
settlement agreement pending authorization from the City Council to sign a final settlement
agreement. This position was taken as a result of what the City Attorney believed were
favorable resolutions to both the demand charge and smart meter opt-out issues.

The terms of the draft settlement agreement were included in the Docket by APS. A final
settlement agreement bearing the signatures of those parties and intervenors wishing to
formally declare their support will be filed in the Docket no later than March 24, 2017.
Because the City Council desires to hear comments from the public on the proposed terms of
the settlement agreement, and because that process cannot be accomplished prior to the
March 24, 2017 deadline, the City will not be in a position to sign in support of the final
settlement agreement. However, the City may still file written testimony in the Docket on or
before April 3, 2017 either in favor of or in opposition to the final settlement agreement.

The format for public comment in regard to the proposed settlement agreement should be
limited to the specific terms as identified in that agreement. Ancillary issues, though possibly
relevant to either the industry in general or APS in particular, may distract attention from the
specific items which are addressed in the proposed settlement agreement.

Following the public input, it is suggested that Council catalogue the specific comments that it
would like to communicate, if any, in the Docket either in support of or in opposition to the
individual terms identified in the settlement agreement. Those comments may then be
formatted into direct testimony that can be filed in the Docket by April 3, 2017.

Community Plan Consistent: [ ]Yes - [_INo - XNot Applicable
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Board/Commission Recommendation: [ |Applicable - X]Not Applicable

Alternative(s):

MOTION

I move to: for discussion and possible action which may include but not be limited to
authorizing the Mayor to sign a letter of direct testimony to be filed in the Docket.
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IN THE MATTER OF THE APPLICATION OF DOCKET NO. E-01345A-16-0036
ARIZONA PUBLIC SERVICE COMPANY
FOR A HEARING TO DETERMINE THE
FAIR VALUE OF 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.

IN THE MATTER OF FUEL AND DOCKET NO. E-01345A-16-0123
PURCHASED POWER PROCUREMENT
AUDITS FOR ARIZONA PUBLIC SERVICE STAFF’S NOTICE OF FILING

COMPANY. SETTLEMENT TERM SHEET

The Utilities Division Staff of the Arizona Corporation Commission (“Commission™) hereby
files the Settlement Term Sheet in the above-referenced Docket.

Through a separate agreement, APS, industry representatives, and solar advocates commit to
stand by the settlement agreement and refrain from seeking to undermine it through ballot initiatives,

legislation or advocacy at the Commission.

RESPECTFULLY SUBMITTED this Ist™ day of March, 2017.

MCOH Senior Staft Coungﬂ

Wesley C. Man Cleve, Staftf Counsel
Charles H. Hains, Staff Counsel
Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

(602) 542-3402
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ARIZONA PUBLIC SERVICE COMPANY RATE CASE
Docket Nos. E-01345A-16-0036 and E-1345A-16-0123
FINAL TERM SHEET

March 1, 2017

The Parties listed below (Exhibit B) agree to settle the proceedings in Docket Nos. E-
01345A-16-0036 and E-1345A-16-0123 as described below.

Agreed-upon Revenue Requirement Terms

1) Revenue requirement. $87.25 million non-fuel. non-depreciation revenue requirement
increase. This net increase includes (i) 12 months of post-test year plant: and (ii) $1.25
million dedicated to crisis bill assistance. APS will use $15 million in over-collected DSM
funds to reduce the year 1 bill impact to customers through a onetime adjustment to the
DSMAC. In future rate cases, APS will agree to impute net revenue growth for any revenue
producing plant included in post-test year plant.

2) Fuel. Fuel base rate decrease of $53.626 million at a base fuel rate of $3.0168 cents/kWh.

3) Cost of Capital.
a. Return on Equity: 10%

b. Embedded Cost of Debt: 5.13%
¢. Return on Fair value Increment; 0.8%
d. Capital Structure: 44.2% dcbt and 55.8% common equity

4) Rate Case Moratorium. No new general rate case application before June 1. 2019.

5) PSA. Modified to include the chemicals identified in Staff’s proposal and third-party
battery storage. provided that APS files for approval to include any third-party battery
storage contract with the Commission 90 days before its effective date.

The September 30 Preliminary Annual PSA Rate filing and the December 31 Final Annual
PSA Rate calculation filing will be consolidated into one annual reset filing that will occur
annually by November 30. Staff will have 60 days to review the annual PSA reset
application before the new PSA rate goes into effect.

6) Adjustor Transfers.
Adjustor transfers agreed to herein shall include: the portion of transmission revenue requirements
that is presently collected in the TCA; the portion of the lost fixed costs that are presently collected
in the LFCR; the portion of environmental compliance revenue requirements that is presently
collected in the EIS; an increase in the portion of energy efficiency expense to be collected in base
rates from the DSMAC: the revenue requirement of Arizona Sun-related renewable generation.
the Schools and Governments Program and the Community Power Project will be transferred from
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the REAC into base rates: the portion of APS’s acquisition of Southern California Edison’s share
of Four Corners currently collected in the Four Corners Rate Rider: the portion of the System
Benefits reduction that went into effect January 1, 2016 to reflect Palo Verde Unit 2 being fully
funded in the nuclear decommissioning trust; and a net decrease to the fuel-related component of
rates, in re-setting the PSA to zero.

Transfer of Adjustors into Base Rates

$ in Millions
$ 96
Transmission Cost Adjustor Transfer $ 128.785 4.469%
Lost Fixed Cost Recovery Adjustor Transfer 46.054 1.59%
Environmental Improverment Surcharge Transfer 2.459 0.09%
Demand Side Management Adjustment Clause Transfer 9.993 0.359%
Renewable Energy Adjustment Clause Transfer 37.596 1.30%
Four Corners Rate Rider Transfer 57.670 2.00%
Systemn Benefits Charge Transfer (14.604) -0.51%
Total Surcharge Transfer t 267.953 9.28%

**The chart above uses Staft’s revenue conversion factor and is subject to true up with final

numbers.

7) Four Corners.

a.

Step Increasc. The parties agree that this rate case should 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 Corners.
In this request APS may seek to reflect in rates the rate base and expense effects
associated with the installation and operation of the Four Corners” SCRs and any
cost deferral authorized in accordance with the provisions below. The parties
recognizce that there is a pending lawsuit in the Arizona Court of Appeals (Case No.
1-CA-CC-15-0001) involving the legality of a step increase in conjunction with
APS’s acquisition of Four Corners Units 4 and 5. To the extent any of the
signatories to this Settlement Agreement are Parties to that lawsuit. their signing
onto this Settlement Agreement shall be without prejudice with respect to their
positions in the pending appeal.

Deferral. APS would be permitted a cost deferral order in this proceeding for the
SCRs similar to that authorized in Decision No. 73130 (April 24, 2012) for the
acquisition by APS of the SCE interest in Four Corners, except that the interest
component of the SCR deferral would be calculated at APS’s embedded cost of
debt (5.13%).

8) Ocotillo Modernization Project (OMP). APS would be permitted a cost deferral order for

the OMP. The OMP deferral order would conform to the terms described above for the
Four Corners™ SCRs.

2
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The entire OMP will be in service before the rate effective date of APS’s next rate case.
and the entire OMP investment will be addressed and resolved in that proceeding. This
agreement does not address the prudency of OMP, however. and a deferral of the OMP
costs does not guarantee recovery of those costs. Moreover, the consideration of OMP in
APS’s next rate case does not create any precedent, guarantee, or certainty regarding the
consideration or treatment of post-test year plant.

9) Property Tax Rate Change Deferral.

a. APS would be allowed to defer for future recovery (or credit to customers) the
Arizona property tax expense above or below the test year level caused by changes
to the applicable Arizona composite property tax rate (not changes to the assessed
value of property). Unless it is negative, this property tax deferral will not accrue
interest during the deferral period. Ifit is negative, it would accrue interest in favor
of APS’s customers at a rate equal to APS’s short term debt rate.

b. Beginning with the effective date of the Commission decision resulting from APS’s
next general rate case, any final property tax rate deferral that has a positive balance
will be recovered from customers over 10 years including a return at APS’s short
term debt rate, also with a return on any unrefunded negative balance at the same
short term debt rate.

c. Prior to the next APS rate case, APS will meet and confer with Stafl. RUCO and
stakeholders regarding the appropriate ratemaking treatment for the two year lag
on payment of property taxes for post-test year plant.

10) Self-build moratorium. APS will not pursue any new self-build generation option having
an in-service date prior to January 1, 2022 unless expressly authorized by the Commission.
Such restriction shall extend to December 31, 2027 with regard to the construction of
combined-cycle generating units. For purposes of any final settlement agreement. “self-
build™ does not include any of the following: (1) the OMP: (2) the acquisition of a
generating unit or an interest in a generating unit from a non-afliliated merchant or utility
generator; (3) the acquisition of generation needed for system reliability when under the
circumstances the seeking of prior Commission approval is impossible or impractical; (4)
distributed generation or storage of less than 50 MW per location; (5) microgrids
irrespective of size; (6) renewable generation; or (7) uprates or repowering of existing APS-
owned generation.

As part of any APS request for Commission authorization to self-build generation, APS
will address:
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. Thereasons why APS believes those efforts have been unsuccessful, cither in whole
or in part.
d. The extent to which the request to self-build generation is consistent with any
applicable Company resource plans and competitive resource acquisition rules.
e. The anticipated cost of the proposed self-build option in comparison with suitable
alternatives available from the competitive market for the relevant analysis period.
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Nothing in this section shall be construed as relieving APS of its existing obligation to
prudently acquire generating resources, including but not limited to sceking the above
authorization to self-build a generating resource or resources.

The issuance of any RFP or the conduct of any other competitive solicitation in the future
shall not. in and of itself, preclude APS from negotiating bilateral agrcements with non-
aftiliated parties.

11) Depreciation.

a. APS will lower its proposed annual depreciation expense by $20 million per year,
resulting in a $61 million increase in depreciation expense, by adjusting its
proposed lives/net salvage rates for its distribution accounts (account list to be
developed) and by accelerating the amortization of the present excess depreciation
reserves for Palo Verde.

b. For the term of this settlement agreement the annual depreciation expense for the

Palo Verde Nuclear Generating Station will be decreased by $21 million

The decrease in Palo Verde depreciation not needed to fund the reduction in

revenue requirements described in sub-bullet (a) above (“Excess Amount™) would

be oflset by a morc rapid amortization of the Cholla 2 regulatory asset such that
there would be no additional impact on APS’s revenue requirement.

d. Should the Cholla 2 regulatory assct become fully amortized prior to APS’s next

general rate case, the Excess Amount will be used to accelerate the recovery of

APS’s remaining investment in Navajo Generating Station.

For purposes of settling this ratc case. APS’s depreciation rates will be deemed to

use the straight-line method. vintage group procedure. and remaining life

technique.

f. In APS’s next rate case. APS will file a depreciation rate study that includes
aliernative calculations for cost of removal and dismantlement (negative net
salvage) using the "FAS 143" discounted net present value method. computed using
a discount rate to be agreed upon.

(e}

[¢]

12) Palo Verde decommissioning. The decommissioning expensc proposal of the Company
will be adopted. A copy of that decommissioning contribution schedule will be attached
to any final scttlement agreement.

13) Cost of Service Study. The next rate case application should include an Excel spreadsheet
reflecting a cost of service study which shall be available to all parties. APS will meet and
confer with stakcholders prior to filing to discuss the cost of service format.

In its next general rate case. APS agrees to perform the Average and Excess methodology
to allocate production demand costs to residential and general service classes and then
reallocate production demand within the residential sub-classes based on 4CP. APS or any
other party may propose any other allocation methods for consideration in the case as well.
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14) Navajo Generating Station. APS will address any potential impacts in Docket No. E-
00000C-17-039. To the extent it deems appropriate, APS may request that a separate
Docket specific to APS be opened to address any issues pertaining to APS’s interest in the
Navajo Generating Station.

15) Annual Workforce Planning Report. APS shall file a workforce planning report with the
Commission containing the following information: (i) the identification of each of the
specific challenges or issues APS faces regarding workforce planning: (ii) the specitic
action(s) APS is taking to address each challenge or issue: and (iii) an update of the
progress APS has made toward resolving each challenge or issue. The workforce planning
report shall be filed on an annual basis, in this docket, on or before May 31, until the
conclusion of the next APS general rate case, and shall be limited to the following job
classifications:  Electrician-Journeyman, Lineman-Journeyman, Technician-E&I, and
Operator-Power Plant (a/k/a Auxiliary Operators and Control Operators). At a minimum,
the workforce planning report shall set forth: (i) the number of employees then currently
holding these positions: (ii) the present mean and median ages of APS’s workforce with
respect to these job classifications: (iii) the share of retirement-eligible employees. both as
a percentage and in absolute terms, in each of these job classifications: and (iv) the
anticipated hiring level and attrition level for each of these job classifications. This report
shall replace the Workforce Planning Report now being filed by APS as a requirement of
their last rate case.

16) Proposed Tax Expense Adjustor Mechanism. In the event that significant Federal income
tax reform legislation is enacted and effective prior to the conclusion of APS’s next General
Rate Case, and such legislation materially impacts the Company’s annual revenue
requirements, APS proposes the creation of a rate adjustment mechanism to enable the
pass-through of income tax effects to customers. This proposed adjustor mechanism has
the following elements:

a. The change in revenue requirements due to Federal tax reform will be measured as
the change in:

i. The Federal Income Tax Rate (currently 35%) applied to the Company’s
Adjusted 2015 Test Year:

it. The annual amortization of any resulting excess deferred income tax
regulatory liability compared to the Company’s Adjusted 2015 Test Year,
and:

ili. Permanent income tax adjustments (such as interest expense and/or
property tax expense deductibility) compared to those taken in the
Company’s Adjusted 2015 Test Year.

b. The Company will reduce retail rates through the Tax Expense Adjustor
Mechanism (TEAM).

i. The rate will be computed on a prospective basis each year based on the
jurisdictional retail income tax savings as compared to the income tax
expense used to set rates in this proceeding combined with the Company’s
projection of jurisdictional retail sales for the coming year. The rate will be
filed on December 1% and will become effective with the first billing cycle
in March of each year.
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ii. The adjustment will be assessed to each customer as an equal per kWh
charge.

iii. The adjustor mechanism will include a balancing account such that any
under- or over-collected balance will be recovered or refunded in the
following year.

iv. Each year’s under- or over-collected balance will accrue interest at the
Company’s applicable cost of short-term debt.

The TEAM will terminate at the conclusion of APS’s next case.

17) Elimination or Waiver of Certain Compliance Requirements. Staff's Recommendations

for elimination or waiver of certain compliance requirements will be adopted.

Agreed-upon Rate Design Terms

1) Residential rate design.

a.

b.

R-XS8: Available to customers without distributed generation using less than 600
kWh per month on average. Basic Service Charge $10.

R-Basic: Basic Service Charge $15. Available to customers without distributed
generation using more than 600 kWh but less than 1,000 kWh per month on
average.

R-Basic Large: Basic Service Charge $20. Available to customers without
distributed generation using 1,000 kWh per month or more on average.

TOU-E: Available to all customers. Basic Service Charge $13. Winter Super OfT-
peak from 10:00am — 3:00pm weekdays. Average ofl-set rate inclusive of the Grid
Access Charge described in Paragraph 4. Customers currently on a Time
Advantage ratc plan will transition to this rate unless they select to voluntarily move
to another rate for which they are eligible.

R-2: Available to all customers. Basic Service Charge $13.

R-3: Available to all customers. Basic Service Charge $13. Customers currently
on the Combined Advantage rate plan will transition to this rate unless they sclect
to voluntarily move to another rate for which they are cligible.

R-Tech Pilot Rate Program:

i. An Optional R-Tech Pilot Rate Program shall be created that will initially
serve up to 10,000 customers. Once 6.000 customers have signed up to take
service under this program. and if such threshold has been reached prior to
the Company’s next general rate case filing. the Company shall provide
notice and promptly convene a meeting of the interested partics to this
Docket to discuss the future of the Pilot Program. If each of the partics to
that discussion agree on a new customer participation level for the R-Tech
Pilot Program that shall apply until the Commission determines the
disposition of the R-Tech Pilot Program during the Company”s next general
rate case the Company shall file a notice in this Docket to that eftect and
the program shall continue to be offered up to the new agreed upon customer
participation level. However. if all parties cannot agree to a new customer
participation level. then APS shall file a report on the R-Tech Pilot Program
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and request that the Commission determine whether to continue, expand, or
terminate the program in the Docket within 90 days of the date that 7,000
customers have begun taking service under this program. The Commission
will then promptly review the program and determine if it should continue,
terminate, or be adjusted.
it. The Parties have agreed to a rate design for the R-Tech Pilot Rate Program
as set forth on Exhibit A attached hereto.
h. The TOU on peak period will be 3:00 p.m. to 8:00 pm. weekdays for TOU-E. R-2.
R-3, R-Tech and XS General Service.

2) Rate Availability. All customers may select R-Basic, R-Basic Large, TOU-E, R-2, or R-3,
including R-Tech or R-XS if they qualify, until May 1, 2018, except to the extent
grandfathered under other sections of this Settlement Agreement. Distributed generation
customers will not be eligible for R-XS, R-Basic or R-Basic Large. After May 1, 2018, R-
Basic Large will no longer be available to new customers or customers who are on another
rate. New customers after May 1, 2018 may choose TOU-E. R-2, R-3 or if they qualify R-
XS or R-Tech for 90 days. After 90 days new customers may opt-out of their current rate
and select R-Basic if they qualify. Customers transitioning to R-Basic must stay on that
rate for at least 12 months.

3) Residential rate design—DG customers. DG customers are eligible for four different rates
including all proposed TOU and Demand rates. DG customers that select TOU-E will have
a Grid Access Charge that will be finalized when the proof of revenuc is complete,

4) Self-consumption Off-set and Resource Comparison Proxy (RCP). Offset rate for TOU-E
of $0.105/kWh. which is inclusive of the Grid Access Charge but exclusive of taxes and
adjustors. This is an approximately $0.120/kWh offset rate after these adjustments. Offset
based on the load profile and production profile of APS customers with DG during the test
year. Individual customer offset will vary based on individual usage patterns and DG
system size, orientation, and production. The RCP for exported energy established in
Decision No. 75859, as amended by Decision No. 75932, will be $0.129/k Wh in year one.
which is inclusive of undifferentiated transmission, distribution, and loss components. This
export rate will be calculated using a 2015 base year. This first year export rate does not
create any precedent, imply any change to the structure of or detail in the Resource
Comparison Proxy, or otherwise change any aspect of Decision No. 75859. The parties
signing below (Signing Parties) agree to settle the proceedings in Docket Nos. E-01345A-
16-0036 and E-1345A-16-0123 as described below..

5) Grandfathering. APS customers that file an interconnection application before a Decision
is issued in this case shall be grandfathered for a period of twenty years. with the twenty
year period beginning from the date the system is interconnected with APS. As
contemplated in Decision No. 75859, grandfathered DG customers will continue to take
service under full retail rate net metering and will continue to take service on their current
tariff schedule for the length of the grandfathering period. which for APS are rate schedules
E-12, ET-1, ET-2, ECT-1 or ECT-2. In its next rate case. APS will propose that the rates
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6)

_9)

on each of these legacy tariffs will be updated with an equal percent increase applicd to
every ratc component equal to the residential average base ratc increase approved.

Commercial and Industrial Customers.

a. APS’s Aggregation Rate and Extra High Load Factor Ratc are as proposed and

APS’s Economic Development Service Schedule 9 as modified by StafT.

b. Net metering for non-residential solar customers: no change to current net metering
structure until addressed in a future Value of Solar or other proceeding.
The Signatories agree that issues related to a non-ratchet rate design alternative for
C&I remain unresolved by this Agreement, and the Signatories agree they may
present their respective positions in the hearing scheduled in this proceeding. This
provision is not intended to limit any Signatory’s ability to present its position on
this issue. The Parties to this docket may also present their respective positions in

2]

the hearing.

7) Effective Date of Rate Plans. The rate increase will go into effect on the effective date of

the Commission’s Order approving the Settlement Agreement in this case using the
transition rates as proposed. Transition rates are existing residential and extra small
general service rate schedules with updated revenue requirements. Customers will have
the opportunity to select any rate which they qualify for. and APS will provide them
information on options that would minimize their bill. Customers that do not select a
different rate will transition to the updated rate plan most like their existing rate on or
before May 1. 2018. At least 90 days before transitioning customers who have not
selected a rate, APS will provide a report to the ACC indicating the total number of
customers who have not made a selection.
APS will make a one-time allocation of $5 million from over-collected demand-side
management (DSM) funds to DSM programs for education and to help customers manage
new rates and rate options including services and tools available to customers to help them
manage their utility costs. APS shall file an outreach and education plan and shall provide
stakeholders with an opportunity for review and comment on the draft plan prior to
completing its final plan.

8) AMI. Upfront fee of $50 to change out a standard meter for a non-standard meter and
monthly fec of $5. Residential distributed generation customers and Commercial and
Industrial customers are not eligible for the opt-out program. Opt-out does not include
access to analog meters.
Limited income customers. A 25% bill discount for E-3 customers and a 35% bill discount
for E-4 customers, with an additional $1.25 million per year for crisis bill assistance for
APS’s limited income residential customers as noted in Revenue Requirement Paragraph
1 above.

10) LECR.

a. Remove the LFCR opt-out rate option.
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b. Adjustment will no longer be applied to customer’s bills as an equal percentage
surcharge, but rather as a capacity (demand) charge per kW for customers with a
demand rate and as a kWh charge for customers with a two-part rate without
demand.

c. Filing date of February 15™ for APS’s LFCR compliance filings and new LFCR
rates take effect. after Commission approval, with the first billing cycle of May
cach year.

11)EIS and TCA. Increase the cumulative per kWh cap rate for the EIS from the current
$0.00016 to a new rate of $0.00050 and include a balancing account.  Staff and the
Company have agreed to the use of a balancing account for the TCA as long as permitted
by FERC.

12) AZ Sun 11
a. Purpose. To expand access to roottop solar for low and moderate income
Arizonans.

b. Program. APS will implement a new program for utility-owned solar distributed
generation. For this program, distributed generation will be defined as photovoltaic
solar generation connccted to the distribution system. APS will use third-party solar
contractors to install the solar systems. The third-party solar contractors will be
competitively selected through an RFP process. APS will own all the generation,
renewable energy credits and other attributes from this program.

c. Funding. All reasonable and prudent costs incurred by APS pursuant to this
program will be recoverable through the Renewable Energy Adjustment Clause
until the next rate case.

i. Allowable costs. Expenses eligible for recovery through the Renewable
Energy Adjustment Clause include all O&M expenses, property taxes.
marketing and advertising expenses, and the capital carrying costs of any
capital investment by APS through this program (depreciation expenses at
rates established by the Commission, and return on both debt and equity at
the pre-tax weighted average cost of capital).

il. Rate base. APS may rcquest that the capital costs of the solar systems
installed under this program be included in rate base in its next rate case.

ili. Prudency review. APS’s expenses under this program may be reviewed for
prudency in each annual REST docket. Further. if’ APS includes any of
these solar systems in rate base in the next rate case. those systems will be
subject to prudence review in that case.

iv. Spending floor and ceiling. APS will propose a program not less than $10
million per year. and not more than $15 million per year, in direct capital
costs for the program. At least 65% of annual program will be dedicated to
residential installations as defined in subsection e.ii. At the end of nine
months of each program year, any unspent funds dedicated to low income
residential installations can be used for other eligible customers.

v. Relation to annual REST docket. The program is approved in this docket.
and APS does not need to seek further approval in the REST docket for the
program or the spending authorized herein. However. APS shall report the
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h.

number of installations. capital costs, and expenses in each annual REST
docket. Further, recovery of the expenses through the Renewable Energy
Adjustment Clause will be reviewed in the annual REST dockets as
described herein.
Location. This program will be available throughout APS’s service area. including
in rural Arizona.
Program Eligibility. This program is limited to low and moderate income
residential APS customers as defined below, as well as non-profits that serve low
or moderate income APS residential customers. Title I schools, and rural
government customers. Rural government is defined as any state, local or tribal
government entity in or serving a rural municipality. Rural Municipality means
Arizona incorporated cities and towns with populations of less than 150,000 (based
on U.S. Census Bureau 2010 population data) not contiguous with or situated within
a Metro Area. Metro Area means a city with a population of 750,000 or more and its
contiguous and surrounding communities.

1. Moderate income. A household earning less than 100% of the median
Arizona household income. APS will verify the income of each program
participant.

ii. Low income. A household with income at or below 200% of the federal
poverty level. APS will verify the income of each program participant.

Multi-family housing Option. APS may include any multi-family housing (such as
apartment buildings) in the program.

Rates. Each residential APS customer participating in the program. upon
installation of the solar system. will receive a bill credit of $10-50 per month
applied to their APS bill. APS will work with stakeholders to discuss and determine
the reasonable level of bill credit dependent upon type of installation. All other
terms and conditions of the customer’s rate option will continue to apply.
Reporting. APS will file a report with the Commission on the status of the AZ Sun
tl program every quarter during the term of the program. The reporting will list the
number of installs in each eligible category until the next rate case.

Sunset. This program is approved for a period of three years from and after the
date APS files a notice of program commencement in this docket. APS will file the
notice no later than three months afier the effective date of the Commission’s
decision in this docket. APS agrees not to implement any additional utility-owned
residential solar distributed gencration programs prior to APS’s next general rate
case beyond AZ Sun 11, as outlined above.

13) Schedule 3.

a.

APS will create a new classification in Schedule 3: “Rural Municipal Business
Developments™ which means a tract of land that has (1) been divided into contiguous
lots. (2) is owned and developed by a Rural Municipality and. (3) where the Rural
Municipality will be the lease-holder for future. permanent lessce applicants.

Extension Facilities will be installed to Rural Municipal Business Developments on
the basis of an Economic Feasibility analysis in advance of application for service by

permanent lessee applicants.
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¢. The refund eligibility period will be seven years (Rather than § years that applies to
other classifications).

d. Advance payment of one-half of the project costs is due before the start of Company
construction. The balance of the project cost will be required 7 years from the
Execution Date of the agreement if the project has not become economically feasible
by the end of the refundable period. Any unrefunded advance balance paid at the
start of the project plus the balance of project costs due at the end of refund period
will become a non-refundable contribution in aid of construction 7 years from the
Execution Date of the agreement. (Rather than full advance required before start of
construction).

14) Revenue Spread. For the revised revenue requirement, APS will keep the same revenue
spread between Residential and General Service classes. However. within General Service.
because GS extra small and small customers originally had a near zero net bill impact, the
reduction will be spread to all other GS customers proportionally to the original revenue
spread.

15) Military. The unbundled delivery charge for service at military-primary voltage under rate
E-34 and E-35 will be reduced to a level that results in any applicable military customer
getting a net impact bill increase equal to the average for all retail customers.

16)E-32 L Rate Design. As recommended by Kroger, APS will redesign E-32 L in a revenue
ncutral manner to recover an additional amount of $1.36 per kW in the unbundled
generation charges.

17) Schools Discount Rate Rider. All public schools and public school districts will be eligible
for a new rate rider. If they apply for service under this rate rider they receive a discount
01 $0.0024/kWh.

18) AG-X.

a. The capacity reserve charge applicable to AG-X customers will be equal to
$5.5398 per kW-month (60% of current FERC demand charge of $9.233 per kW),
applied to 100% of the customer’s billing demand.

b. This charge and other parameters will be re-evaluated in APS’s next rate case,
including whether AG-X should be evaluated as a separate customer class in the
cost of service study.

c. AG-X customers must provide 1-year notice to return to APS’s cost-of-service
rates. At APS’s option, customers seeking to return with less notice must pay
market-based rates until the 1-year notice period is attained.

d. The Administrative Management Fee for the program will be increased to $1.80
per MWh.

e. A retail energy imbalance protocol specifically designed to measure how well an
AG-X Generation Service Provider (GSP) is matching their retail buy-through
customer load on an hourly basis will replace the FERC energy imbalance
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protocol. Energy Imbalance will be determined based on cach GSP’s aggregated

hourly customer load.

i. Within the range of +/- 15% each hour or +/- 2MW. whichever is greater.
GSPs would pay based on Schedule 4 of APS’s OATT. which now
reflects the terms of the CAISO imbalance charges.

it. Greater than 15% each hour or +/- 2 MW, whichever is greater, in addition
to the charges in i) GSPs would pay a penalty of $3 per MWh.

1. In addition to the imbalance provisions described above. GSPs with 20%
of hourly deviations greater than 20% of the scheduled amount occurring
in a calendar month will receive a notice of intent to terminate the GSP"s
eligibility in the program unless remedied. Imbalances of this magnitude
and frequency will be deemed “Excessive.” Should Excessive imbalances
occur again in a subsequent month. within 12 months from the date of the
notice, the GSP’s eligibility may be terminated. To avoid termination, a
GSP must demonstrate to APS that it is operating in good faith to match
its resources to its load. In the event of GSP termination, the customer
will be required to secure a replacement GSP within 60 days.

The PSA mitigation would remain in place. However the mitigation would be

modified such that the resale of capacity and energy displaced by AG-X would be

cstablished at flat $1,250,000 per month of ofl-system sales margins and excluded
from the PSA rather than using a pro-rata share of such margins.

g. AG-X to remain at 200 MW but the prior restrictions as to 100 MW from cach of
the E-32L and E-34/35 rate schedules be eliminated; however. 100 MW would be
allocated to 20 MW single-site customers with load factors above 70%. unless not
tully subscribed during the solicitation process.

h. Line losses for scheduling AG-X load will be modified to reflect transmission
voltage service when applicable.

-

1. 10 MW minimum aggregation level retained. Current provisions on the size of
single site loads cligible for aggregation remain in place.

J.  New lottery if oversubscribed — otherwise. first come, first served. Afier the initial
re-lottery. if necessary. customers who enter the program will not be required to
participate in a subsequent lottery to remain in the program.

K. The AG-1 deferral will be recovered over 5 vears from all non-residential
customer classes, except the street and area lighting customer classes. The
amount is allocated to each class based on adjusted Test Year kWh.

I APS will not propose a deferral of unmitigated costs resulting from AG-X. if any.
and APS will not request recovery of any unmitigated costs resulting from AG-X.
if any, in its next rate casc.

19) Challenges to Decision Nos. 75859 and 75932. Upon final approval of the Settlement
Agreement by way of a final non-appealable Commission Order that includes no material
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changes to the terms of the Settlement Agreement, all signing parties will promptly take
all necessary actions to (i) withdraw any challenge to Decision Nos. 75859 and 75932 they
have filed; and (ii) refrain from pursuing any legal challenge to Decision No. 75859 and
75932 in any forum. Prior to the issuance of a non-appealable Commission Order in this
rate case, the parties agree to work together to secure a stay of any and all appeals that will
suspend the filing of all pleadings, motions, briefings, or other court documents, until after
the Commission issues its final Order in this case.

20) Power Supply Adjustor Audit. In the last rate case, Staft was required to hire a consultant
to do an audit of APS’s Power Supply Adjustor (“PSA™). Staff’s consultant performed an
audit of the Company's PSA as required in the Commission’s last rate case. Staff will be
docketing that report in the near future. Parties will have an opportunity to comment or
file testimony relating to the PSA audit report prior to the hearing in this matter. [ssues
relating to the PSA audit report will be addressed in the hearing on this matter.
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