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VIAELECTRONIC FILING 3 ({3 [2])
The Honorable Kimberly D. Bose, Secretary
Federal Energy Reguiatory Commission

888 First Street, N.E.

Washington, D.C. 20426 Deocicet wWo . =999 -¢ |

Re:  Modifications to the Long-Term Power Transactions Agreement between Arizona
Public Service Company and PacifiCorp
Docket No. ER11-

Dear Secretary Bose:

Pursuant to Section 205 of the Federal Power Act (“FPA”), 16 U.S.C. § 8244, and Part 35
of the Regulations of the Federal Energy Regulatory Commission (“FERC” or
“Commission™), 18 C.F.R. Part 35 (2011), Arizona Public Service Company (“APS” or
“Company”) hereby files proposed revisions to the Long-Term Power Transactions
Agreement (“Agreement”) between APS and PacifiCorp (“PAC”) designated as FERC
Electric Rate Schedule No. 182.

I Background:

On March 19, 1991, the Commission accepted this Agreement, between APS and PAC,
and designated it as APS FERC Rate Schedule No. 182, The Agreement provides for
power sales between APS and PAC. This filing addresses the APS-rates for sales of
Supplemental Coal Energy (“SCE”)} and Other Supplemental Energy (*“OSE”) under the
Agreement. Though APS offers PAC SCE and OSE on a daily basis, PAC is under no
obligation to buy either product.

Pursuant to the Agreement, APS is permitted to recover its actual incremental costs
(incremental fuel by the Company plus an Operation and Maintenance (“O&M”) adder)
to produce SCE or OSE, plus a percentage adder cost that would be treated as a
contribution towards the fixed costs of the units producing SCE and OSE. The
Agreement provides for changes to the O&M costs upon a timely filing with the
Comimnission for approval. Thus, APS is secking FERC’s approval to increase the O&M
adder from combined cycle and gas/oil fired steam resources and to decrease the O&M
adder from coal fired steam and combustion turbine resources, as allowed in Sections 6.7
and 6.8 of the Agreement.
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IL Communications:

Comimunications regarding this filing should be sent to the following individuals:
non Fegdral

Valencia R. Fisker Thomas A, Loguvam

Director, Federal Regulation Senior Attorney

Arizona Public Service Company Pinnacle West Capital Corporation
400 North 5th Street 400 North 5th Street

Mail Station 8995 Mail Station 8695

Phoenix, AZ 85004 Phoenix, AZ 85004

Phone: (602) 250-4643 _ Phone: (602) 250-3616
Lindy.Fisker@aps.com Thomas.Loquvam@pinnaclewest.com

IIl.  Proposed Change to Contract Rates:

Appendix E of the Agreement sets forth the methodology for establishing the incremental
cost of supplemental energy provided by APS to PAC. Variable O&M expenses from the
APS FERC Form No. 1, exclusive of fuel, were aggregated and divided by net generation
to determine incremental O&M cost for the different types of generation resources
anticipated to be utilized to provide such power, i.e., coal fired steam units, gas/oil fired
steam units, combustion turbine units and combined cycle units. A cost justification is
included as an attachment to this filing. The existing and proposed values are as follows:

O&M Factor
(Mills/kWh)
Type of Generation Resource Existing Proposed
Coal Fired Steam Units : 5.07 4,68
Gas/Oil Fired Steam Units 13.95 21.94
Combustion Turbine Units 13.09 11.99
Combined Cycle Units 2.96 4.36

IV.  Contents of Filing:

Included in this filing is (1) the APS Rate Schedule No. 182, (2) a red-lined copy of the
affected sections, (3) a conformed copy of the agreement, (4) the applicable worksheets
utilized in support of the proposed changes and (5) the rate impact calculation based on
the most recently available historic twelve month sales period (April 2010 through March
2011). :
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V.  Conclusion:

APS requests waiver of any additional reporting requirements in 18 C.F.R. §35.13(a),
that may otherwise be required. APS respectfully requests an effective date of Septembel
1, 2011 to implement these changes.

Sincerely,

Vol . Festa
Valencia R. Fisker

Director, Federal Regulation
Arizona Public Service Company

Ce;

Steve Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

PacifiCorp

Commercial and Trading

Director, Marketing & Trading Contracts
825 N.E. Multnomah, Suite 600
Portland, Oregon 97232

Public Utitity Commission of Oregon
550 Capital Street NE, Suite 215
Salem, Oregon 97301-2551

Utah Public Service Commission
Heber M Wells Building, 4th Floor
160 East 300 South

Salt Lake City, Utah 84111

Washington Utilities and Transportation Commission
1300 South Evergreen Park Drive SW
Olympia, Washington 98504-7520

Montana Public Service Commission
P.O. Box 202601
Helena, Montana 59620-2601

Public Service Commission of Wyoming



Kimberly D. Bose, Secretary

Federal Energy Regulatory Commission
June 29, 2011

Page 4 of 4

Hansen Building
2515 Warren Avenue, Suite 300
Cheyenne, Wyoming 82002

Idaho Public Utilities Commission
P.O. Box 83720
Boise, Idaho 83720-0074

Wesley Franklin, Executive Director
California Public Utilities Commission
State Building

505 Van Ness Avenue, Room 5222
San Francisco, California 94102



Information Required In Accordance With

18 C.F.R. §35.13(a)(2)(ii)



FILING INFORMATION UNDER SECTION 35.13(a)(2)(ii)
I. General Information:

Arizona Public Service Company (“APS”) requests regulatory approval to revise rate
components inherent in charges o PacifiCorp for sales of Supplemental Coal Energy
(“SCE”) and Other Supplemental Energy (“OSE”) as provided for in the Long-Term
Power Transactions Agreement (“Agreement”) between the parties previously accepted
by the Commission in Docket Nos. ER03-347-000, ER08-1610-000, ER(09-1567-000,
and ER10-1386-000.

APS is requesting an effective date of September 1, 2011,
11, Estimates of the Transactions and Revenues:

The Attachments provided demonstrate the revenu¢ impact for SCE and OSE
transactions based on the most recent available 12 months of billing information.

III.  Basis of the Proposed Rates, Explanation of How the Proposed Rates Were
Derived and Rate Design Information:

The basic rate design is unchanged from that inherent in the Agreement. APS is secking
revisions to O&M factors as authorized in the Agreement upon a timely filing with the
Commission.

Pursuant to the Agreement, APS may recover its actual incremental costs (incremental
fuel incurred by the Company plus an O&M adder) to produce SCE or OSE, plus a
percentage adder to be applied to incremental costs that would be treated as a
contribution toward the fixed costs of the units producing this energy.

Proposed Change to O&M factors: ,

Appendix E of the Agreement sets forth the methodology for establishing the incremental
cost of supplemental energy provided by APS to PacifiCorp. Variable O&M expenses
from the APS FERC Form No. 1, exclusive of fuel, were aggregated and divided by net
generation {o determine incremental O&M cost for the different types of generation
resources anticipated to be utilized to provide such power, i.e., coal fired steam units,
gas/oil fired steam units, combustion turbine units and combined cycle units. Each type
of generation resource has a specific O&M adder. Appendix E, Sections 1.1 and 1.2
provide for revisions in the O&M factors upon a timely filing demonstrating cost support
for the proposed revisions. Cost justification demonstrates the support for changes to the
O&M factors for the different types of generation resources that would be used to provide
supplemental energy under the Agreement. The proposed values are as follows:



- Proposed

O&M Factor
Type of Generation Resource (Mills/kWh)
Coal Fired Steam Units 4.68
Gas/Oil Fired Steam Units 21.94
Combustion Turbine Units 11.99
Combined Cycle Units 4.36

1IV.  Comparison of the Proposed Rate with Other Rates for Similar Services:

The terms and conditions for service under this Agreement are unique, and APS has no
other agreements providing similar service.

V. Any Specifically Assignable Facilities to be Installed or Modified in Order to
Supply Service under the Proposed Rate Schedule:

No new facilities or modifications to existing facilities are required in order to implement
the proposed rate changes.



Cost Justification



Type of Energyv/Type of Resource

Supplemental Coal Energy (SCE):

ARIZONA PUBLIC SERVICE COMPANY
DETERMINATION OF "DEEMED" NON-FUEL INCREMENTAL O&M FACTORS
APPLICABLE TO PAC AGREEMENT

Cholla1,2,3

Four Corners 1, 2, 3

Four Corners 4, 5

Navajo 1,2, 3
TOTAL

O PBWwhN =

Other Supplemental Energy {OSE):

Gas/0Oil Fired Steam:
6  Ocolillo 1-2
7  Saguaro 1-2
8 TOTAL

Combustion Turbines:
9  Yucca
10  Douglas
11 Ocaotillo
12 West Phoenix
13  Saguaro -2
14 Saguaro 3
15  Sundance
16 TOTAL

Combined Cycla:
17 Waest Phoenix 1-3
18  West Phoenix 4-5
19  Redhawk 1-2
20 TOTAL

21 Coal Fired Steam. /3/

11/ 2009 FERC Form 1, pp.402 - 403.3, line 12
12/ 2009 FERC Form 1, pp.402 - 403.3, lines 29, 31, & 32
13/ Use the same O&M factor as that for SCE line 5.

(1) (2) (3) 4)
Variable O&M Cost Supportable Current
Net Generation Expenses O&M Factor O&M Factor
{kWh) 1/ ($) 121 $/IMWh $/MWh
[{2)/(f)]* 1000

4,499,920,301 19,739,985
4,214,058,298 23,007,365
1,465,077,030 7,062,676
2,204,307,699 8,187,585

12,383,364,828 57,997,612 4.68 5.07
51,643,000 1,045,293
0 87,910

51,643,000 1,133,204 21.94 13.95
88,097,000 {151,523)
359,000 11,188
3,805,000 337,679
3,399,000 193,615
1,058,000 54,450
7,028,000 170,122
107,797,000 1,932,590

212,444,000 2,548,022 11.99 13.09
285,038,702 726,443
1,431,253,000 5,124,925
3,376,012,000 16,351,918

5,002,303,702 22,203,286 4.36 2.96



Revenue Impact
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APPENDIX E: INCREMENTAL COST OF SUPPLEMENTAL
ENERGY AND UNUSED CHOLLA CAPABILITY

This Appendix sets forth the method for establishing Incremental Cost ($/MWh) of
Supplemental Energy to be made available by APS pursuant to Subsections 6.7 and 6.8 of this
Agreement and the Incremental Cost ($/MWh) of energy associated with either Party's use of the
other Party's unused generating capability at the Cholla Generating Station ("Unused Cholla
Capability") pursuant to Subsection 13.06 of the Asset Agreement.

The Incremental Cost for each megawatt-hour of each transaction shall equal the sum of
(1) the deemed incremental operating and maintenance expense ($/MWh) as determined in
Section 1.0 below, and (2) the Incremental Fuel Cost ($/MWh) as determined in Section 2.0
below.

1.0 Incremental Operating and Maintenance Expense. The incremental operating and

maintenance expense associated with Supplemental Energy and energy associated with either
Party's use of the other Party's Unused Cholla Capability shall be as follows: . |
1.1 Suppiemental Coal Energy. For all Supplemental Coal Energy, the

incremental operating and maintenance expense shall be deemed to be $5-674.68 per megawatt-
hour, Any revision to the deemed $5:674.68 per megawatt hour incremental operating and
maintenance expense for Supplemental Coal Energy shall require a timely filing under Part 35 of
the Code of Federal Regulations, together with cost support which demonstrates that the
proposed revisions are reasonable given APS’ costs.

1.2 Other Supplemental Energy. For all other Supplemental Energy, the

incremental operating and maintenance expense shall be deemed to be $43:9521.94 per
megawatt-hour for gas and oil fired steam units, $43:6911.99 for all single cycle combustion
turbines and $2:964.36 for all combined cycle units. Any revision to the deemed incremental
operating and maintenance expense for gas and oil fired steam units, for combustion turbines,
and for combined cycle units shall require a timely filing under Part 35 of the Code of Federal
Regulations, together with cost support which demonstrates that the proposed revisions are
reasonable given APS’ costs, Within three years of the Effective Date of this Agreement, the
parties shall review the appropriateness of the foregoing deemed values and make adjustments

that are equitable.



1.3 Unused Cholla Capability. For all encrgy associated with either

- Party's use of the other Party's Unused Cholla Capability, the incremental operating and
maintenance expense shall be deemed to be $3.56 per megawatt-hour. Any revision to the
deemed incremental operating and maintenance expense shall require a timely filing under
Part 35 of the Code of Federal Regulations, together with cost support which demonstrates
the proposed revisions are reasonable,

2.0 Incremental Fuel Cost. The incremental fuel cost associated with

Supplemental Energy and energy associated with either Party's use of the other Party's
Unused Cholia Capability shall be as follows:

2.1  Supplemental Coal Energy. For all Supplemental Coal Energy the
incremental fuel cost ($/MWh) shall be determined by the APS dispatcher or scheduler

based on his best-efforts forecast of the incremental coal cost and the incremental heat
rate associated with the lowest cost generating unit(s) expected to be producing such
energy.

2.2 Other Supplemental Energy. For all other Supplemental Energy,
the incremental fuel cost ($/MWh) shall be determined by the APS dispatcher or

scheduler based upon his best-efforts forecast of the incremental fuel cost, either Natural

Gas, Oil or Coal, utilizing the incremental heat rate associated with the lowest cost
generating unit(s) that is expected to be producing such energy.

2.3 Unused Cholla Capability. For all energy associated with either

Party's use of the other Party's Unused Cholla Capability, the incremental fuel cost
($/MWh) shall be determined by the Party's dispatcher or scheduler having such Unused
Cholla Capability based on his best-efforts forecast of the incremental coal cost utilizing

the incremental heat rate of the generating unit(s) that would produce such energy.
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LONG-TERM POWER TRANSACTIONS AGREEMENT
BETWEEN
PACIFICORP
AND
ARIZONA PUBLIC SERVICE COMPANY

THIS LONG-TERM POWER TRANSACTIONS AGREEMENT (“Agreement”),
dated this 21st day of September, 1990, is between PacifiCorp Electric Operations, an
assumed business name of PacifiCorp, an Oregon corporation (PacifiCorp) and Arizona
Public Service Company, an Arizona corporation (APS). APS and PacifiCorp are
sometimes referred to collectively as “Parties” and individually as “Party.”

WIIEREAS, PacifiCorp and APS are engaged in the generation, transmission and
distribution of electric power and energy; and

WHEREAS, the Parties have resolved to enhance the efficient operation of their
respective systems by taking advantage of the diversity of their respective loads and
generation facilities; and

WHEREAS, the electric power needs of PacifiCorp’s customers are highest in the
winter months and the electric power needs of APS’ customers are highest in the summer
months; and

WHEREAS, the power supplies available to the Parties to meet their respective
customer needs are diverse; and

- WHEREAS, the Parties believe that various power transactions between

interconnected electric utilities whose peak power needs and power supplies are different

would be beneficial to the Parties’ respective customers; and



WHEREAS, the Parties have entered into a series of contracts on this date to
achieve such efficiencies; and

WHEREAS, the Partics intend to continue to study and discuss additional
arrangements which will enhance efficiency and inure to the benefit of their respective

customers,
NOW, THEREFORE, PacifiCorp and APS agree as follows: .

Section 1: Definitions

As used herein, the following terms have the following meanings when used with
initial capitalization, whether singular or plural:

1.1  “Agreement” means this agreement between PacifiCorp and APS.

1.2 “Annual Fixed Cost” for the calendar years 1996 through the Term of this
Agreement, means the fully distributed weighted ﬁxedrcost, as determined and set forth
in Appendix A, of the resources contained in the Resource Pool in such calendar year,
with the costs of new resources, if any, added to the Resource Pool pursuant to Appendix
C, being determined by a methodology substantially identical to that set forth in
Appendix A.

1.3 “Annual Variable Cost” means, in the calendar years 1996 through the
Term of this Agreement, the weighted variable cost, as determined and set forth in
Appendix B, of the resources contained in the Resource Pool in such calendar year, with
such costs of new resources, if any, added to the Resource Pool pursuant to Appendix C,
being determined by a methodology substantially identical to that set forth in Appendix

B.



1.4 “Asset Agreement” means the Asset Purchase and Power Exchange
Agréement between the Parties dated September 21, 1990.

1.5 “Estimated Annual Fixed Cost” means PacifiCorp’s estimate of the Annual
Fixed Cost, based on .the best information available to PacifiCorp at the time such
estimates are made pursuant to Subsection 5.3, to be used for billing purposes as set forth
in Section 8.

1.6  “Estimated Annual Variable Cost” means PacifiCorp’s estimate of the
Annual Variable Cost, based on the best information available to PacifiCorp at the time
such e¢stimates are made pursuant to Subsection 5.3, to be used for billing purposes as set
forth in Section 8.

1.7 “Exchaﬁge Capacity” means capacity with Exchange Energy to be made
available on a seasonal basis during the Term of this Agreement by each Party to the
other and at no charge pursuant to the terms of Subsections 3.2 and 3.3.

1.8 “Exchange Energy” means energy associated with Exchange Capacity as
set forth in Subsections 3.2 and 3.3.

1.9  “Firm Capacity” means capacity that is made available to AP.S by
PacifiCorp to facilitate associated deliveries of Firm Energy as set forth in Section 3.

1.10  “Firm Energy” means the energy associated with Firm Capacity as set forth
in Section 4.

1.11  “Point of Delivery” for all transactions hereunder means (1) Four Corners;
(2) the Glen Canyon Substation or, in the event the Navajo Loop-In Project is

constructed, Navajo; (3) the Pinnacle Peak Substation of the Western Area Power



Administration; (4) such other location(s) as may be established by mutual agreement of
the Parties’ dispatchers, schedulers, or authorized representatives; and (5) the Cholla
Generating Station 500 Kv switchyard under the circumstances described in Subsection
15.03 of the Asset Agreement and Subsection 7.5 of this Agreement.

1.12  *“Resource Pool” means a combination of resources avaiiable to PacifiCorp
as defined in Appendix C.

| [.13 “Seasonal Capacity Exchange” means the exchange of seasonal capacity as

described in Subsections 3.2 and 3.3.

1.14 “Suminer Season” means the May 1 through October 31 period of each of
the calendar years of this Agreement.

1.15 “Supplemental Energy” means energy to be made available by APS to
PacifiCorp as described in Section 6.

1.16 “Week” means a consecutive seven day period commencing on Sunday.

Section 2: Effective Date and Termination

2.1  Term of this Agreement. This Agreement shall be effective upon thé
Closing Date of the Asset Agreement and, except as provided in Subsections 2.2 and
3.2.4 and the final billing adjustment as provided in Subsection 8.2, shall terminate at
2400‘hou1's MST, October 31, 2020.

2.2 Regulatory Approval and Termination.

2.2.1 Federal Energy Regulatory Commission Filing. PacifiCorp shall file

this Agreement with the Federal Energy Regulatory Commission (FERC). APS shall file

a letter of concurrence supporting PacifiCorp’s filing of this Agreement with the FERC.



If the FERC issues an order not acéepting this Agreement for filing in its entirety and
without material change, the Parties shall exercise best efforts to amend the Agreement to
comply with the FERC order or negotiate a replacement agreement providing. similar
benefits to both Parties. In the event such amendment or replacement agreement is not
.executed by the Parties within sixty days following the FERC’s issuance of such order, or
the Asset Agreement is terminated, this Agreement shall terminate.

Section 3: Capacity

3.1  Firm Capacity. For calendar years 1991 through 1995, PacifiCortp shall

make available at the Point(s) of Delivery, and APS shall purchase 175 MW of Firm
Capacity for the Summer Season of each calendar year. Except as provided in Sub-
section 3.2, commencing iﬁ calendar year 1996 and continuing through calendar year
1999, APS may increase the Firm Capacity amount up to a maximum amount equal to the
rated capacity of Cholla Unit 4 for any year in increments of not less than 50 MW per
calendar year upon providing PacifiCorp three years prior written notice. If APS
increases its purchase of Firm Capacity under this Agreement above the 175 MW, such
Firm Capacity amount will establish the then-effective Firm capacity purchase require-
ment which may not be thereafter reduced. Except as provided in Subsection 3.2, the
amount of Firm Capacity made available for calendar year 1999 will establish the Firm
Capacity amount for the remaining Term of this Agreement. In the event of an
Uncontrollable Force, deliveries of Firm Capacity hereunder shall have priority over

PacifiCorp’s other firm wholesale contracts with terms of 10 years or less and equal



brioﬁty with PacifiCorp’s other firm wholesale contracts with terms greater than 10

years.

3.2 Exchange Option. Upon providing PacifiCorp three years advance written

notice, APS may convert all or portions thereof of the Firm Capacity, to Exchange
Capacity in increments of not less than 50 MW per calendar year, and the parties shall
engage in a one-for-one Seasonal Capacity Exchange for the remaining Term of this
Agreement. Any such conversion shall not be effective prior to calendar year 1996 and
shall be effective for a full Summer or Winter Period as set forth in Subsections 3.2.1 and
3.2.2, respectively. Any amounts of Firm Capacity which ére converted to Exchange
Capacity may not be converted back to Firm Capacity. Exchange Capacity shall be made
available at no charge to either Party in accordance with the provisions set forth below.

3.2.1 Summer Deliveries. PacifiCorp shall make Exchange Capacity

available to APS during the period of May 15 through September 15 (“Summer Period™).
Associated deliveries of Exchange Energy shall not exceed a load factor of 50 percent for
each Week or any partial Week at the beginning or end of the Summer Period, and shall
not exceed a load faétor of 40 percent for any month or partial month thereof. By mutual
agreement, a Party may pay for a portion of th(_a Exchange Energy in lieu of returning it.

3.2.2 Winter Deliveries. APS shall make Exchange Capacity available to

PacifiCorp from October 15 through the following February 15 (“Winter Period”).
Associated deliveries of Exchange Energy shall not exceed a load factor of 50 percent for

each Week or any partial Week at the beginning or end of the Winter Period, and shall




not exceed a load factor of 40 percent for any month or partial month thereof. By mutual

agreement, a Party may pay for Exchange Energy in lieu of returning if.

3.2.3 Delayed Rptum of Exchange Energy. The return of Exchange
Energy delivered in the Winter or Summer Periods under Subsections 3.2.2 and 3.2.1
shall be delayed to the next following Summer or Winter Periods, respectively. The
delivery of such Exchange Energy shall be coincident with and a part of any Exchange
Capacity made available by the other Party under Subsections 3.2.1 and 3.2.2, Either
Party’s failure to schedule the return of such Exchange Energy owed to it from the
preceding season shall operate as a waiver of the right to receive the return of such
Exchange Energy, except that if such schedules cannot be made because of an

Uncontrollable Force, it shall not constitute a wavier.

3.2.4 Final Settlément. At the end of the Term of this Agreement, if any
Exchange Energy is owed to PacifiCorp from the immediate preceding period, the terrln
of the Exchange Capacity obligations shall be extended until all Exchange Energy is
returned, subject to the delivery rates set forth in Subsection 3.2.2.

3.3 Increased Capacity Exchange. Upon the later of (i) the completion of the

Mead/Phoenix Line or (ii) May 15, 1997, and for the balance of the term of this
Agreement, 100 megawatts of Exchange Capacity shall be made available in addition to
any Exchange Capacity available as a result of the exchange option provided for in
Subsection 3.2, subject to the same terms and conditions set forth in Subsections 3.2.1,

322,323 and 3.2.4.



Section 4: Firm Energy

Delivery Provisions, Commencing May 1, 1991, and continuing through the Term

of this Agreement, except as provided in Subsection 3.2, PacifiCorp shall make available
Firm Energy associated with Firm Capacity' as scheduled by APS at load factors not to
exceed 100 percent per hour, 80 percent per month, and 70 percent per Suminer Period
and APS shall purchase such Firm Energy at load factors of not less than 40 percent per
month, and 50 percent per Summer Period. Subsequent to 1996, the maximum monthly
and Summer Period load factors of Firm Energy to be made available by PacifiCorp shall
be increased to 100 percent and 85 percent respectively.

Section 5: Prices

APS shall be obligated to pay PacifiCorp for the Firm Capacity and Firm Energy
as follows:

5.1 May 1, 1991 through October 31, 1995. During the Summer Season for

each year of the calendar years 1991 through 1995, APS shall pay for all Firm Capacity

the fixed prices expressed in $/KW/mo as set forth below:

Year $/KW/mo
1991 10.87
1992 10.55
1993 10.19
1994 9.84
1995 9.51

The Firm Energy price for each of the calendar years 1991 through 1995 shall be the
actual production expense for such year of Cholla Unit 4 as determined pursuant to the

methodology set forth in Appendix B of this Agreement; provided, that in the event the



capacity factor of Cholla Unit 4 in any calendar year is less than 40 percent, the Firm
Energy price shall be the actual production expense of the resource having the highest
actual production expense with a capacity factor equal to or greater than 40 percent for

- such year as determined pursuant to the methodology set forth in Appendix B among the
other resources contained in the identified Resource Pool for 1996.

52 May 1, 1996 through October 31, 2020. During the Summer Season for

each year of the calendar years 1996 through 2020, the payment prices for Firm Capacity
as set forth in Subsection 3.1 and Firm Energy as set forth in Section 4 shall be the
Annual Fixed Cost ($/KW/mo) and the Annual Variable cost (§/MWh) respectively.

5.3  Estimated Capacity Price and Energy Price. Unless all Firm Capacity has

been converted to Exchange Capacity pursuant to Subsection 3.2, PacifiCorp shall
provide APS with the following capacity and energy price estimates to be used for billing
purposes prior to the time that actual costs are available:

5.3.1 May 1, 1991 through October 31, 1995, PacifiCorp shall provide to

APS no later than March 1, 1991 and by each March 1 thercafter through calendar year
1995, estimates of the Cholla Unit 4 production expense to be used for billing purposes

for the following Summer Season.

5.3.2 May 1, 1996 through October 31, 2020. PacifiCorp shall provide to

APS no later than April 15, 1993 and by each April 15 thereafter an estimate of the
capacity price (“Estimated Annual Fixed Cost”) and an estimate of the energy price
(“Estimated Annual Variable Cost”) for the third subsequent Summer Season. Such

estimate shall be determined using the best information available to PacifiCorp at the



time the estimate is made. If during any Summer Season PacifiCorp determines that the
Estimated Annual Fixed Cost and the Estimated Annual variable Cost used for billing
purposes should be adjusted to reflect more accurate estimates, PacifiCorp shall notify
APS as soon as possible. By mutual agreement of the Parties, PacifiCorp shall revise the
Estimated Annual Fixed Cost and the Estimated Annual Variable Cost used for billing
purposes in subsequent billing periods to reflect the more accurate estimates. Upon
request, PacifiCorp shall provide to APS appropriate work papers and documentation
supporting the revised estimates.

" Section 6: Supplemental Energy

6.1  Option fo Purchase. During the Term of this Agreement, APS shall make

available at the Point of Delivery and PacifiCorp shall have the option to purchase
Supplemental Energy on the basis provided for. in this Section 6.

6.2 Quantities. There shall be two categories of Supplemental Energy,
“Supplemental Coal Energy” and “Other Supplemental Energy.” APS shall offer
Supplemental Coal Energy and Other Supplemental Energy to PacifiCorp in the

following Annual quantities during the Term of this Agreement:

Supplemental Other Supple-
Coal Energy mental Energy
Period (GWh per Year) (GWh per Year)
Each year until 10/31/96 876 219
11/1/96 until 10/31/01 . 657 438
11/1/01 until 10/31/06 438 657

11/1/06 until 10/31/20 219 876




The required quantitics for the period commencing on the Closing Date of the
Asset Agreement until October 31, 1991 shall be proportionate shares of the required
Annual quantities for that period. For purposes of this Section 6, “Year” or “Annual”
shall mean the period commencing November 1 and ending October 31. In each of the
foliowing years, APS may defer offering a portion of that year’s annual obligation to
make Supplemental Coal Energy available to PacifiCorp to the first 90 days of the next

year, but in no event shall the amount deferred exceed the specified maximum

percentage:

Period Maximum Deferral
11/01/00-10/31701 20 percent
11/01/01-10/31/02 15 percent
11/01/02-10/31/06 10 percent
11/01/06-10/31/20 No deferral permitted

On or before September -15 of each Year in which it chooses to defer
Supplemental Coal Energy, APS shall notify PacifiCorp in writing of the amount it
intends to defer., APS shall have the right to defer as much as 20% more or 20% less than
the amount stated in the notice, but in no event shall the deferral exceed the maximum
permitted for that Year, Any deferred Suppiemental Coal Energy shall be offered
together with the next year’s Supplemental Coal Energy, at rates of delivery not
exceeding those set forth in Subsection 6.3.

6.3  Rate of Delivery of Supplemental Coal Energy. APS may offer up to 250

MWh per hour of Supplemental Coal Energy to PacifiCorp. APS’ annual obligation for



each Year to offer Supplemental Coal Energy to PacifiCorp shall be reduced by the
amount of Supplemental Coal Energy offered pursuant to Subsection 6.6, regardless of
whether such energy is purchased by PacifiCorp. Offered Supplemental Coal Energy
which has been accepted and prescheduled by PaéiﬁCorp but which APS is not able to
deliver because of significant changes in its system conditions as set forth in Subsection
6.6, shall not reduce APS’ annual obligation. |

6.4  Rate of Delivery of Other Supplemental Energy, APS may offer up to 150

MWh per hour of Other Supplemental Energy to PacifiCorp. APS’ Annual obligation for
each Year to offer Other Supplemental Energy to PacifiCorp shall be reduced by the
amount of Supplemental Coal Energy offered pursuant to Subsection 6.6 if it represents
the lowest cost energy that is surplus to APS’ system during that hour, regardless of
whether such energy is purchased by PacifiCorp. Offered Other Supplemental Energy
which has been accepted and prescheduled by PacifiCorp but which APS is not able to
deliver because of significant changes in its system conditions as set forth in Subsection
6.6 shall not reduce APS’ annual obligation.

6.5  Simultaneous Delivery. APS shall not offer Supplemental Coal Energy and

Other Supplemental Energy for delivery during the same hour.

6.6  Supplemental Energy Offer, APS shall offer Supplemental Encrgy to

PacifiCorp before 1000 hours MST on the last work day observed by both Parties
immediately preceding the day(s) such Supplemental Energy is proposed to be made
available. Such offer shall identity the type(s) and amount(s} of such Supplemehtal

Energy as well as the Supplemental Energy Price. PacifiCorp shall preschedule any



desired amounts of Supplemental Energy pursuant to Subsection 7.3. Prescheduled
amounts of Supplemental Energy may be changed by the Parties’ dispatchers or
schedulers only in the event of significant changes in the affected Party’s load, generation
or transmission capability. The Supplemental Energy price as established at the time of
prescheduling shall not change.

6.7  Pricing of Supplemental Coal Energy. The price of Supplemental Coal

Energy for each transaction shall be as quoted by APS’ dispatcher or scheduler prior to
delivery and recorded in APS’ system log and shall be derived from the best efforts
forecast of the coal cost utilizing the incremental heat rate, together with incremental
operating and maintenance expense associated with the geﬁerating unit producing such
energy (“Incremental Cost”). Incremental Cost for purposes of establishing the price of
Supplemental Coal Energy shall be computed in accordance with the methodology
established in Appendix E, but in no event, except as provided below, shall such
Incremental cost exceed the Incremental Cost of Cholla Unit 3, or Cholla Unit 2, if
Cholla Unit 3 has been retired from service. Until November 1, 1996, the price of
Supplemental Coal Energy shall equal 115% of Incremental Cost. From November 1,
1996 through February 28, 2003, the price of Supplemental Coal Energy shall equal
120% of Incremental Cost. From March 1, 2003 through October 31, 2006, the price of
Supplemental Coal Energy shall equal 125% of Incremental Cost. From November I,
2006 through October 31, 2020, APS shall be allowed to increase the price of
Supplemental Energy fo 130% of Incremental Cost upon the Comimnission’s acceptance of

a timely filing under Part 35 of the Code of Federal Regulations including the required



cost data in support of this increase. Subsequent to October 31, 2010, if APS has
constructed a base-load coal plant that is being used to provide utility service to APS’
customers whose Incremental Cost is greater than that of Cholla Unit 3, the Parties shall
negotiate in good faith to equitably adjust the Incr_ementaf Cost cap and multipliers |
provided for herein,

6.8  Pricing of Other Supplemental Energy. The price of Other Supplemental

Energy for each transaction shall be as quoted by APS’ dispatcher or scheduler prior to
delivery and as recorded in APS’ system log and shall be the higher of (1) the average
price of Supplemental Coal Energy for the month prior to the month in question or (2)
115% of the Incremental Cost of generating unit producing the Other Supplemental
Energy.

Any increase in the 15% adder used in the pricing of Other Supplemental Energy
shall require a timely filing under Part 35 of the Code of Federal Regulations, together
with cost data supporting that the revised percentage adder generates a reasonable
contribution to the fixed costs of the facilities used to provide this service.

6.9  Price Caps Applicable to Supplemental Coal Energy and Other

Supplemental Energy Transaction

In order to ensure that in addition to APS recovering its estimated incremental cost
to produce suppleimental energy, application of the adders do not result in APS
recovering more thaﬁ 100% of the fixed costs of‘the generating units producing the
Supplemental Coal Energy or Other Supplemental Energy, the following price caps shail

be applicable:




6.9.1 Price Cap for Supplemental Coal Energy. Notwithstanding the

currently applicable adder of 30% to APS’ Incremental Cost for
Supplemental Coal Energy as set forth in Section 6.7, charges for
“energy from coal units shall not exceed 85.54 mills/kWh.

6.9.2 Price Caps for Other Supplemental Energy. Pursuant to Section 6.8

of this Agreement, the applicable adder of 15% for sales of Other

Supplemental Energy shall further be subject to the following caps:

6.9.2.1 Energy from Combustion Turbines shall not exceed
9,125.66 mills/kWh.

6.9.2.2 Energy from Combined Cycle Units shall not exceed 826.39
mills/kWh.

6.9.2.3 Energy from Gas/Oil fired Steam Units shall not exceed
1,540.01 mills/kWh.

6.9.2.4 Energy from Coal fired Steam Units shall not exceed 342.18 °
mills/kWh.

Section 7: Scheduling

7.1 Projected Monthly Schedules. By December 1, 1990 and each December 1

thereafter, APS shall submit to PacifiCorp in writing the projected monthly amounts of
Firm Energy associated with Firm Capacity to be delivered for the following Summer
Season. Such projections shall represent a good faith estimate by APS of its anticipated
deliveries hereunder; provided, that such estimates shall not be binding and shall be used

by PacifiCorp for planning and information purposes only.



7.2 Daily Schedules by APS. APS shall preschedule all deliveries of Firm

Energy associated with Firm Capacity and all deliveries of Exchange Energy associated
with Exchange Capacity no later than 1000 hours MST on each work day observed by
both Parties immediately preceding the day or day(s) of delivery, or as otherwise
mutually agreed by the Parties’ dispatchers or schedulers. PacifiCorp shall deliver in
accordance with APS’ preschedules which comply with the delivery provisions specified
in Sections 3 and 4.l

7.3  Daily Schedules by PacifiCorp. In the event the Parties commence a

Seasonal Capacity Exchange(s) pursuant to Subsections 3.2 and/or 3.3, PacifiCorp shall
preschedule deliveries of Exchange Energy associated with Exchange Capacity together
with any deliveries of Supplemental Energy, no later than 1000 hours MST on each work
day observed by both Parties immediately preceding the day or days on which such
energy is to be delivered, or as mutually agreed by the Parties’ dispatchers or schedulers,
APS shall accept and deliver in accordance with those preschedules which comply with
the delivery obligations specified in Subsection 3.2.2 and Section 6.

7.4  System Logs. All deliveries shall be deemed to be made during the hours
and in the amounts as accounted for in the APS and PacifiCorp system logs; provided,
that if scheduled deliveries are interrupted due to an Uncontrollable Force as defined in
Section 14, such schedules shall be adjusted to reflect such interruption and any
scheduled delivery so interrupted shall be rescheduled at a later date. Such rescheduling

of interrupted deliveries shall be in amounts and at times as mutually agreed by the



Parties’ dispatchers or schedulers and shall not increase either Party’s obligation pursuant

to Sections 3 and 4.

7.5  Point of Delivery at Cholla. Prior to 1996 and prior to the completion of

the Navajo/Glen Canyon Loop-in Project, if APS, despite its best efforts, is unable to
deliver the full amount of Firm Capacity into its system from Four Corners, PacifiCorp
shall deliver such amounts of Firm Capacity that APS is unable to deliver from Four
Corners to APS at the Cholla Generating Station 500 kV switchyard to the extent it is
able to do so from available generating capacity from Cholla Unit 4 in excess of

200 MW. Commencing in 1996, to the extent APS is purchﬁs_ing more than 200 MW of
Firm Capacity, PacifiCorp shall deliver amounts of Firm Capacity in excess of 200 MW
to APS at the Cholla Generating Station 500 kV switchyard to the extent it is able to do
so from available generating capacity at Cholla Unit 4 in excess of 200 MW. For
purposes of this Subsection, APS’ best efforts shall not include a requirement that APS
adjust generating resources on its system such that higher-cost generating resources are
operated and lower-cost resources are curtailed in order to accommodate deliveries.

Section 8: Billing

8.1  Payments. Commencing May 1, 1991 through the term of this Agreement
that Firm Capacity is being made available, APS shall pay PacifiCorp in the appropriate
month of each year for Firm Capacity and Firm Energy the amounts determined in
Subsections 8.1 through 8.4.

8.1.1 Summer Season 1991-1995. For the Summer Season of calendar

years 1991 through 1995, the payment for each month shall equal the sum of (a) the Firm



Capacity as set forth in Subsection 3.1 as stated in kilowatts multiplied by the fixed price
($/KW/mo) for such year as set forth in Subsection 5.1 and, except as provided in
Subsection 8.1.1.1, (b) the amount of Firm Energy stated in megawatt hours scheduled by
APS pursuant to Section 4 during such month multiplied by the estimated Cholla Unit 4
production expense determined pursuant to Subsection 5.3.1.

8.1.1.1 Minimum Purchase Obligation. In the event the amount of

Firm Energy scheduled by APS in any Summer Season is less than a 50 percent load
factor, an amount of Firm Energy will be deemed to have been scheduled and delivered
during the month of October that would increase APS’ energy amount received for the
Summer Season to equal a 50 percent load factor. APS shall pay for all such energy
deemed to have been scheduled and delivered as determined above.

8.1.2 Summer Season - 1996-2020. Except as provided for in Subsections

3.2 and 8.1.3, for the Summer Season of calendar years 1996 through 2020, the payment
for each month shall equal the sum of (a) the Firm Capacity as set forth in Subsection 3.1
stated in kilowatts multiplied by the Estimated Annual Fixed Cost as determined pursuant
to Subsection 5.3.2 and, except as provided for in Subsection 8.1.2.1, (b) the amount of
Firm Eﬁergy stated in megawatt-hours scheduled during such 'month multiplied by the
Estimated Annual Variable Cost as determined pursuant to Subsection 5.3.2.

8.1.2.1 Minimum Purchase Obligation. In the event the amount of

Firm Energy scheduled by APS in any Summer Season is less than 50 percent load factor,
an amount of Firm Energy will be deemed to have been scheduled and delivered during

the month of October that would increase APS’ energy amount received for the Summer




Season to equal a 50 percent load factor. APS shall pay for all such energy deemed to
have been scheduled and delivered as determined above.

8.1.3 Firm Capacity Payment Reduction. APS shall be entitled to a

reduction in the payment provided for in Subsection 8.1.2 when all of the following
occur:

(a)  Firm Capacity is greater than 200 MW,

(b)  Cholla Unit 4 is not operating for any reason;

(c)  APS has no reasonable ability to adjust its system to accommodate
delivery of more than 200 MW of Firm Capacity into its system through Navajo/Four
Corners;

(d)  PacifiCorp has combustion turbine capacity available to it in Arizona
which it has elected not to utilize to provide APS with Firm Capacity in excess of 200
MW, and

(¢)  PacifiCorp has the ability to acquire power in Arizona from another
entity which could be used to provide APS Firm Capacity in excess of 200 MW, but has
elected not to acquire such power on APS’ behalf,

For purposes of paragraph (c) above, APS shall not be required to adjust
generating resources on its system such that higher-cost generating resources are operated
and lower-cost resources are curtailed in order to accommodate deliveries,

The reduction in the required payment shall be computed for each hour of

any month in which all of the aforementioned conditions occurred based upon the results



of the following equation and the sum of the hourly reduction(s) shall equal the monthly

reduction:

(C-200,000) x
730

Where: € = Firm Capacity, stated in kilowatis
X Estimated Capacity Price, stated in dollars per kilowatt month

8.2  Annual Adjustments. By June 1 of each of the calendar years 1992 through

2021, PacifiCorp shall determine APS’ payment obligation for the preceding calendar
year’s Summer Season based on prices determined in accordance with Section 5, applied
except for calendar years 1991 through 1995 to Firm Capacity, pursuant to Subsection
3.1, and applied to the Firm Energy as set forth in Section 4. Such determination shall
also reflect any payment reductions owing pursuant to Subsection 8.1.3. In the event the
amount so determined is greater than the amount actually paid by APS pursuant to
Subsection 8.1, then PacifiCorp shall add the amount of such difference, as adjusted for
interest pursuant to Appendix D, to the May invoice. In the event the amount so
determined is [ess than the amount actually paid by APS pursuant to Subsections 8.1.1 or
8.1.2, then PacifiCorp shall subtract the amount of such difference, as adjusted for
interest pursuant to Appendix D, from the May invoice. By June 1, 2021 PacifiCorp shall
determine APS’ payment obligation for the preceding Summer Season based on prices
determined in accordance with Section 5, applied to Firm Capacity pursﬁant to Section 3,
and the Firm Energy purchase obligations as set forth in Section 4. In the event the
amount so described is different than the amount actually paid by APS pursuant to

Subsection 8.1, then PacifiCorp shall refund or send APS an invoice for such difference,



whichever is appropriate, as adjusted for interest pursuant to Appendix D. Such refund or

invoice shall be submitted to APS by June 15, 2021.

8.3  Billing and Payment for Firm Capacity and Firm Energy. PacifiCorp shall

bill APS by the fifteenth day of each month by regular mail for services provided during

“the preceding month. APS shall pay such amounts, by electronic wire transfer, within
fifteen days of receipt of such bill. Payments for all services provided hereunder are to
be electronically wire transferred to United States National Bank of Oregon, Metropolitan
Brénch, 900 S.W. Sixth Avenue, Portland, Oregon 97204 (for credit to Pacific Power &
Light Company, Account #070-000-169), Attention: Treasurer or such other financial
institution or account number as specified by PaciﬁCorp in writing. Simple interest shall
accrue on any unpaid amounts at a rate cqual to 1.25 multiplied times the prime rate as
established by The Morgan Guaranty Trust Company of New York during the period of
delinquency, if any.

8.4  Billing and Payment for Supplemental Energy. For months during which

PacifiCorp acquires Supplemental Energy, PacifiCorp shall pay APS the amounts
determined in Subsections 8.4.1 and/or 8.4.2.

8.4.1 Supplemental Coal Energy. The payment for each month shall equal

the sum of the individual hourly amounts of Supplemental Coal Energy stated in
megawatt-hours scheduled by PacifiCorp during such month multiptied by the
corresponding hourly Supplemental Coal Energy price as established by the Parties’

dispatchers or schedulers prior to the hour of delivery pursuant to Subsection 6.7.



8.4.2 Other Sugg. lemental Energy. The payment for each month shall
equal the sum of the individual hourly amounts of Other Supplemental Energy stated in
megawatt-hours scheduled by PacifiCorp during such month multiplied by the
corresponding hourly Other Supplemental Energy price as established by the Parties’
dispatchers or schedulers prior to the hour of delivery pursuant to Subsection 6.8.

8.5 Billing and Payment Schedules for Supplemental Energy. APS shall bill

~ PacifiCorp by the fifteenth day of each month by regular mail for Supplemental Energy
delivered during the preceding month, PacifiCorp shall pay such amounts, by electronic
wire transfer, within fifteen days of receipt of such bill. Payments for all Supplemental
Energy delivered hereunder are to be electronically wire transferred to Account No.
1-2079 at Valley National Bank, 241 North Central Avenue, Phoenix, Arizona 85004, or
such other financial institution or account number as specified by APS in writing. Simple
interest shall accrue on any unpaid amounts at a rate equal to 1.25 multiplied times the
prime rate as established by The Morgan Guaranty Trust Company of New York during
the period of delinquency, if any.

Section 9: Audit Rights

During the pertod of this Agreement that Firm Capacity is being made available,
APS may review PacifiCorp’s accounting records and supporting documents associated
with any billing for Firm Capacity and Firm Energy made during the prior 18 months.
During the Term of this Agreement, PacifiCorp may review appropriate portions of APS’
system logs, and APS’ accounting records or supporting documents associated with any

billing for Supplemental Energy made during the prior 18 months. If either Party



believes there are any errors in the determination of a bill including prices, it shall pay the
full amount of such bill and the Parties shall meet to review the accounting records and
supporting documents and agree on any adjustments that may be appropriate. If the
Parties agree that the billing is incorrect, a corrected bill shall be prepared and the
difference between the incorrect bill and corrected bill, including simple interest on the
difference as provided herein, shall be paid promptly after such determination, The
simple interest rate shall be equal to the time-weighted average prime rate as established
by Morgan Guaranty Trust Company of New Yotk and calculated using the method
described in Appendix D. The principal upon which interest rates are to be applied shall
be limited to twenty-four months following the submittal of the incorrect biI‘I. The
Parties shall take all steps reasonabiy available to secure the confidentiality of each
other’s accounting records and supporting documents. Disclosure of accounting records
and supporting documents fo a Party is not intended to, and shall not be interpreted fo,
waive the other Party’s right to maintain that such records and supporting document are
privileged, confidential, proprietary, or otherwise protected from disclosure to the public.
In the event such information is required in a legal or regulatory proceeding related to
this Agreement, a Party shall advise the other Party of the requirement to disclose such
information prior to disclosing it and at such other Party’s request shall ask for
confidentiality of any such information.

Section 10: Cost Determinati_on Changes

The cost methodologies utilized for pricing purposes in this Agreement and the

pricing formulae specified herein shall remain in effect through the term of this



Agreement, and neither Party shall petition the FERC pursuan"c to the provisions of
Section 205 or 206 of the Federal Power Act to amend such methodologies or formulae
absent the agreement in writing of the other Party or support such a petition filed by any
third party.

Section 11: Future Studies and Arrangements

No later than 60 days subsequent to the Closing Date of the Asset Agreement, the
Parties shall meet to begin discussions of further transactions and arrangements that could
benefit the Parties’ respective customers. In addition to the types of transactions and
arrangements already agreed to by the Parties, the discussions shall include other
potential arrangements associated.with generation and transmission planning and other
potential operating efficiencies.

Section 12: Governing Law

This Agreement shall be subject to and be construed under the laws of the State of

Arizona.

Section 13: Notices

All written notices hereunder, shall be directed as follows, and shall be considered
delivered when deposited in the U.S. Mail, or other certified mail, return receipt

requested:

To APS: Arizona Public Service Company
Corporate Secretary
P.O. Box 53999
Phoenix, AZ 85072-3999

To PacifiCorp: PacifiCorp Commercial and Trading
Director, Marketing & Trading Contracts



825 NE Multnomah, Suite 600
Portland, OR 97232

The Parties may change the persons. to whom notices are addressed, or their addresses, by
providing notice thereof as specified in this Section.

Secction 14: Uncontrollable Forces

Neither Party to this Agreement shall be considered to be in default in
performaﬁce of any obligation hereunder if failure of performance shall be due to an
Uncontrollable Force. The term “Uncontrollable Force” means any cause beyond the
control of the Party affected, including, but not limited to, failure of facilities, flood, |
earthquake, storm, fire, lightning, epidemic, war, riot, civil disturbance, labor
disturbance, sabotage, and 1'est1'ainf[ by court order or public authority, which by exercise
of due foresight such Party could not reasonably have been expebted to avoid, and which
by exercise of due diligence it shall be unable to overcome. A Party shall not, however,
be reﬁeved of liability for failure of performance if such failure be due to causes arising
out of its own negligence or to removable or remediable causes which it fails to remove
or remedy with reasonable dispatch. Any Party rendered unable to fulfill any obligation
by reason of an Uncontrollable Force shall exercise due diligence to remove such
inabﬂity with all reasonable dispatch. Nothing contained herein, however, shall be
construed to require a Party to prevent or settle a strike against its will.

Section 15: Waiver

Any waiver by a Party of its rights with respect to default hereunder, or with

respect to any other matter arising in connection herewith, shall not be deemed to be a



waiver with respect to any subsequent default or matter. Except as provided for in
Subsection 3.2.3, no delay in asserting or enforcing any right hereunder shall be deemed
a waiver of such right.

Section 16: Arbitration

16.1 The Parties shall make best efforts to settle all disputes arising under this
Agreement as a matter of normal business and without recourse to either arbitration or
litigation. If any dispute arises under this Agreement, the Parties shall arbitrate the matter
before an arbitrator who is an attorney or engineer familiar with contracts governing the
operation of electrical systems, Any arbitration shall be commenced within a Year of
when a dispute arises and shall be commenced by either Party submitting to the other a
Notice of Arbitration. The Parties shall have 30 days following the submittal of a Notice
of Arbitration by either Pafty to attempt to mutually agree upon an arbitrator. If the
Parties are unable to agree on an arbitrator within that time, either Party may request that
a judge of the United States Circuit Court for the Ninth Circuit designate an arbitrator.

16.2 The arbitrator shall have discretion to establish a schedule and proced.ur'e
for the arbitration and may conduct the arbitration based upoh written submittals. The
arbitrator may afford the Partics any or all of the discovery rights provided for in the
Federal Rules of Civil Procedure.

16.3 At the commencement of the arbitration hearing, each Party shall submit a
proposed Arbitration Award and the arbitrator shall be required to adopt in full the
proposed Arbitration Award of one of the Parties and the Arbitration Award selected

shall be final and binding on the Parties.



16.4 The Party whose proposed Arbitration Award is not selected shall pay all
the costs of the arbitration, including the costs and the attorneys’ fees of the prevailing
Party.

Section 17: Indemnification

Neither Party (“First Party”) shall be liable, whether in warranty, tort, or strict
liability, to the other Party (“Second Party”) for any injury or death to any person, or for
any loss or damage to any property, caused by or arising out of any electric disturbance
of the First Party’s electric system, whether or not such electric disturbance resulted from
the First Party’s negligent act or omission. Each Second Party releases the First Party
from, and shall indemnify and hold harmless the Fifst Party from, any such liability. As
used in this Section, (1) the ‘term “Party” means, in addition to such Party itself, its
agents, directors, officers, and employees; (2) the term “damage” means all damage,
including consequential damage; and (3) the term *“persons” means any person, including
those not connected with either Party to this Agreement.

Section 18: Entire Agreement

This Agreement constitutes the entire agreement of the Partics hereto with respect
to the transaction addressed herein and supersedes all prior agreements, whether oral or
written. This Agreement may be amended only by a written document signed by both

Parties hereto.

Section 19: Assignment

Neither Party shall assign this Agreement without the prior written consent of the

other Party, except:



(a)  to any corporation into which or with which the Party making the
assignment is merged or consolidated or to which the Party transfers substantially all of
its assets;

(b)  to any person or entity wholly owning, wholly owned by or wholly
owned in common with the Party making the assignment.

Nothing contained in this Section shall be construed to prevent the Parties from
making a collateral assignment of the revenues due under the terms of this Agreement.
No assignme?nt, merger or consolidation shall relieve any Party of any obligation under
this Agreer’nént. Subject to the foregoing restrictions in this Section, this Agreement shall

- be binding upon, inure to the benefit of and be enforceable by the Parties and their
respective successors and assigns.

IN WITNESS WHEREOF, the Parties hereto have caused this Agreement to be -
executed in their respective names by their respective officers thereunder duly authorized.

PacifiCorp Electric Operations

By /s/
Title: President

Arizona Public Service Company

By /s/
Title: Chairman




APPENDIX A: ANNUAL FIXED COST

Introduction

This Appendix sets forth the elements and techniques to calculate Annual Fixed
Cost.

The Annual Fixed Cost shall be the per-MW total of the following: (1) 70 MW
multiplied by the Colstrip Project Annual Fixed Cost pursuant to Section A2 plus 350
MW muitiplied by the Cholla Project Annual Fixed Cost pursuant to Section A4, plus
180 MW multiplied by the Hunter #2 Project Annual Fixed Cost pursuant to Section A6,
plus 400 MW multiplied by the Hunter #3 Project Annual Fixed Cost pursuant to Section
A8 and (2) dividing the above sum by 1000 MW.

The Annual Fixed Cost for PacifiCorp’s share of the Colstrip Project, PacifiCorp’s
share of the Cholla Project, PacifiCorp’s share of the Hunter #2 Project and PacifiCorp’s
share of the Hunter #3 Project is the per-MW sum of each Project’s: (a) initial levelized
annual fixed cost, (b) levelized annual fixed costs of subsequent capital additions,
replacements and betterments (if any), and (c) other fixed annual charges directly related
to the resources in the pool, including but not limited to property taxes, insurance, and

taxes other than income tax.

Section Al: Discussion of Methodology

Levelized fixed charges are the basis of annual fixed costs hereunder. While
actual capital-related charges associated with an investment may vary considerably from
year toﬂ year, the levelized fixed charge translates these charges into a level annual
amount which remains constant over time. The present values of the two streams (actual
versus levelized) are equal.

The levelized fixed charge includes three basic components: (a) return on
investment, given a specific capital structure and cost of capital; (b) recovery of
investment, given the appropriate depreciation period related to the investment; and (c)
income tax requirements, given tax law considerations. These components are

commonly expressed as: (a) interest expense on debt and return required by



shareholders, (b) book depreciation, and {c¢) income taxes incorporating the e.ffects of
investment tax credits and tax depreciation.

As of December 31, 1989, an initial levelized annual charge rate will be applied to
the total investment of each Project. The rate will be recalculated effective each January
I only in the event of a change during the preceding calendar year in any of the
following: (a) the percentage of pollution control revenue bonds outstanding; (b) the
interest rate on pollution control revenue bonds; (¢} PacifiCorp’s rate of return on
common equity (ROE), as allowed by the Federal Energy Regulatory Commission
(FERC), or (d) income tax law, but not to be applied retroactively.

Subsequent levelized annual fixed charge rates will be calculated each year to
reflect the most current information and will be applied each year to the amount of capital
additions, replacements (less credit for net salvage and insurance proceeds, if any) and

betterments of each Project completed through the end of the preceding calendar year.

Section A2: Determination of Colsirip

Project Annual Fixed Cost

Colstrip Project Annual Fixed Cost shall be determined by (a) adding the amounts
calculated under Slections A2.1 through A2.5, and (b} dividing the total by 140 MW
(“Net Colstrip Capacity”), provided that, in the event the capacity of the Colstrip Project
increases or decreases as a result of additions, replacements or betterments the Net
Colstrip Capacity will be adjusted to reflect such change.

A2.1 PacifiCorp’s initial levelized annual fixed charge rate for the Colstrip
Project determined annually in accordance with Section A3 of this Appendix, multiplied
by the total investment in the Colstrip Project as of December 31, 1989. For the purposes
of this section, PacifiCorp’s total investment in Colstrip Project is $195,862,376. Such
total investment shall remain coﬁstant through the term of the Agreement.

A2.2 The sum of all subsequent annual levelized fixed charges, each of which
shall be deterimined by multiplying (a) PacifiCorp’s subsequent levelized annual fixed

charge rate for each year, as calculated in accordance with Section A3, below, by (b) the



dollar investment in capital additions, replacements (less credit for net salvage and
insurance proceeds, if any), and betterments of the Colstrip Project, completed during the
calendar year immediately preceding establishment of such subsequent levelized annual
fixed charge. Such dollar investment, to be determined from data contained in
PacifiCorp’s FERC Form 1 or its successor thereto, shall not include any dollar amounts
incurred by PacifiCorp prior to January 1, 1990.

A2.3 All ad valorem taxes imposed upon the Colstrip Project.

A2.4 Any tax, assessment, payment, in lieu of taxes, or other, charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Colstrip
Project, excluding ad valorem taxes, state and federal income taxes.

A2.5 Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general expenses to total
PacifiCorp electric plant in service; and 2} the total investment in the Colstrip Project as

filed in PacifiCorp’s FERC Form No. 1, or its successor thereto.

Section A3: Elements of Colstrip Project’s
Levelized Annual Fixed Charge Rates
A3.1 Capital Structure:

A3.1.1 For purposes of calculating initial levelized annual fixed charge

rates, PacifiCorp’s capital structure will remain constant. The capital structure for

Colstrip Project is:

Long Term Debt and Pollution

Control Revenue Bonds 52%
Preferred Stock 12%
Common Stock Equity 36%

Total Capital 100%

The proportion of Pollution Control Revenue Bonds A to Total Capital will be the
quotient of (a) $45,000,000 (the principal amount of Pollution Control Revenue Bonds



relating to the Colstrip Project issued in January 1988) divided by (b) $195,862,376, i.e.,
the sum of PacifiCorp’s total investment cost of the Colstrip Project as of December 31,
1989.

The proportion of Pollution Control Revenue Bonds B to Total Capital will be the
quotient of (a) $8,500,000 (the principal amount of Pollution Control Revenue Bonds
relating to the Colstrip Project issued in December 1986) divided by (b) $195,862,376,
i.., the sum of PacifiCorp’s total investment cost of the Colstrip Project as of December
31, 1989. The proportion of Long Term debt to Total Capital will be the difference
between (a) fifty-two percent (52%), (b) the proportion of Pollution Control Revenue
Bonds A as calculated above, and (c) the proportion of Pollution Control Revenue Bonds
B as calculated above. If PacifiCorp’s City of Forsyth, Rosebud County, Montana,
Floating Rate Monthly Démand Pollution Control Revenue Bonds, Series 1988 or Series
1986 (Pacific Power & Light Company Colstrip Project), as referenced above, are
prepaid, redeemed or exchanged for bonds, in their entirety, the interest of which is
taxable under federal income tax laws, the capital structure will be adjusted to determine
the initial levelized annual charge rates in the calendar years immediately succeeding the
year of prepayment or redemption, such that the Pollution Control Revenue Bonds (A or
B) proportion will be zero (0) and the Long-Term Debt proportion will be the difference
between (a) Fifty-two percent (52%) and (b) the remaining proportion of Pollution
Control Revenue Bonds A or B as calculated above. In the event that the above-
referenced pollution control revenue bonds are exchanged for another issue of bonds, the
interest of which is exempt under federal income tax laws, the capital structure
" consequent to the subsequent issue will be employed prospectively for calculations under
this section,

A3.1.2 PacifiCorp’s capital structure will remain constant for purposes of
calculating subsequent levelized annual fixed charge rates and is as follows:

Long-Term Debt 48%

Preferred Stock 6%

Common Stock Equity 46%



Total Capital 100%
provided, that if any part of PacifiCorp’s portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-
term debt portion of the above capital structure shall be apportioned between the long-
term debt and the tax exempt long-term debt accordingly. In no case shall the long-term
debt portion exceed fifty percent (50%). of total capitalization.
A3.2 Cost of Capital:
A3.2.1 Interest Rate for Debt: The interest rate for debt shall be equal to 1)

the product of the proportion of Long Term Debt to Total Capital multiplied by the total
Colstrip Project Investment multiplied by the bond interest rate (12.8%) as specified in
Subsection A3.2.1.1, plus 2) the product of the amount of tax exempt Pollution Control
Revenue Bonds A multiplied by the variable interest rate (which in 1989 was 6.48%) as
specified in Subsection A3.2.1.2, plus 3) the product of the amount of tax exempt
Pollution Control Revenue Bonds B multiplied by the variable interest rate (which in
1989 was 6.89%) as specified in Subsection A3.2.1.3 the sum of the products of 1} and 2)
and 3) divided by the sum of 4) the product of the proportion of Long Term Debt to Total
- Capital as specified in Subsection A3.1.1 times the Total Colstrip Project investment,
plus 5) the amount of tax exempt Pollution Control Revenue Bonds A, plus 6) the amount
of tax exempt Pollution Control Revenue Bonds B,

A3.2.1.1 Long-Term Debt: Bond interest applicable in the

calculation of each initial levelized annual fixed charge rate will be twelve and eight-
tenths percent (12.8%). Bond interest applicable in the calculation of each subsequent
levelized annual fixed charge rate for future capital additions, replacements, or
betterments shall be the effective cost rate to PacifiCorp of the most recent issue of long-
term bonds, excluding special-purpose issues not related to the Colstrip Project, in the
twelve (12) -month period prior to the date of the completion of construction of the
capital additions, replacements or betterments for which the subsequent levelized annual

fixed charge rate is calculated. In the event there are no bond issues within the said



twelve (12) -month period, then an estimated bond interest rate will be used in the
billings, based upon the bond rating then applicable to PacifiCorp until such time as there
is a bond issue, at which time all future billings will reflect the actual cost {0 PacifiCorp
of such bond issue. In the event such bond issue is subsequently exchanged for other
bonds, the new bond rate shall be used for subsequent billings.

A3.2.1.2 Pollution Control Revenue Bonds A: Bond interest

applicable in the calculation of the 1989 initial levelized annual fixed charge rate shall be
six and forty-eight hundredths percent (6.48%). Bond interest applicable in the
calculation of the mitial levelized annual fixed charge rate in each year from 1991
through 2010 shall be the average of that effective interest rate paid by PacifiCorp during
ihe previous calendar year relating to its $45,000,000 City of Forsyth, Rosebud County,
Montana, Floating Rate Monthly Demand Pollution Control Revenue Bonds, Series 1988
(Pacific Power & Light Company Colstrip Project). If such series of bonds is prepaid,
redeemed, or exchanged for bonds, in their entirety, the interest of which is subject to
federal income taxes, there will be no interest relating to Pollution Control Revenue
Bonds A in the initial levelized annual fixed charge rates computed in the calendar year
immediately following such prepayment or redemption. In the event that the above-
referenced Pollution Control Revenue Bonds A are exchanged for another issue, the
interest of which is exempt from federal income taxes, the interest rate consequent to the
subsequent issue shall be employed prospectively for calculations under this section.

A3.2.1.3 Pollution Control Revenue Bonds B: Bond interest

applicable in the calculation of the 1989 initial levelized annual fixed charge rate shall be
six and eighty-nine hundredths percent (6.89%). Bond interest applicable in the
calculation of the initial levelized annual fixed charge rate in each year from 1991
through 2010 shall be the average of that effective interest rate paid by PacifiCorp during
the previous calendar year relating to its $8,500,000 City of Forsyth, Rosebud County,
Montana, Floating Rate 'Monthly demand Pollution Control Revenue Bonds, Series 1986
(Pacific Power & Light Company Colstrip Project). If such series of bonds is prepaid,

redeemed, or exchanged for bonds, the interest of which is subject to federal income



taxes, there will be no interest relating to Pollution Control Revenue Bonds B in the
initial levelized annual fixed charge rates computed in the calendar year immediately
following such prepayment or redemption. In the event that the above-referenced
pollution control bonds B are exchanged for another issue, the interest of which is exempt
from federal income taxes, the interest rate consequent to the subsequent issue shall be
employed prospectively for calculations under this section.

- A3.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be thirteen and three-
tenths percent (13.3%). Return on preferred stock applicable in the calculation of
subsequent leveiized'annuai fixed charge rates for future capital additions, replacements,
or betterments shall be the same as for bond interest used in calculation of subsequent
annual fixed charge rate, plus fifty (50) basis points.

A3.2.3 Common Stock Equity: For pricing purposes only the component
for return on common stock equity (ROE) applicable in the calculation of the initial
levelized annual fixed charge rate and each subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s then effective rate of return on
common equity (ROE) which has been authorized by the FERC.

From the effective date of this Agreement until the date PacifiCorp receives an
authorized return on common equity (ROE) under FERC Docket Nos. ER89-393-000 and
ER89-394-000, PacifiCorp shall use an estimated ROE of twelve and thirty-six
hundredths percent (12.36%) for the determination of the initial levelized fixed charge.
Subsequent to PacifiCorp’s receipt of an authorized (ROE) under the above dockets,
PacifiCorp shall make a timely filing with the FERC for a change of rates to reflect the
authorized (ROE). Upon PacifiCorp’s receipt of an order under such filing, PacifiCorp
shall credit or invoice APS the difference between the estimated levelized fixed charge
using the estimated (ROE) and the actual levelized fixed charge using Pacificorp’s
authorized (ROE). Interest at the rate set forth in Appendix D shall be applied to any

credit or additional charges.



A3.3 Book Depreciation: Book depreciation charges shall be at a straight-line

rate based on a thirty-five (35) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the
effects on such life due to the subsequent investment.

A3.4 Income Tax Requirements: Income Tax Requirements applicable in

calculating both initial and subsequent levelized annual fixed charge rates shall be based
on the following items; provided, subsequent changes in tax laws shall be incorporated in
computing levelized annual fixed charge rates for periods following such tax law change:

A3.4.1 The federal corporate income tax rate, 46% up through 1986, 40%
in 1987 and 34% in 1988 and thereafter.

A3.4.2 A state corporate income tax rate equal to the estimated composite
weighted average of PacifiCorp’s three-factor formula for unitary allocation of state
taxable income based upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service.

A3.4.3 Accelerated Cost Recovery System (ACRS) method of tax
depreciation in accordance with the Tax Equity and Fiscal Responsibility Act of 1982
shall be used in calculating each initial levelized annual fixed charge rate and the
modified Accelerated Cost Recovery System (modified ACRS method of tax
depreciation in accordance with the Tax reform act of 1986 shall be used in calculating
subsequent levelized annual fixed charge rates.

A3.44 Regular Investment Tax Credits allowed in accordance with the
provisions of the Internal Revenue Code of 1954, as amended, regardless of whether
PacifiCorp is able to use such credits,

A3.4.5 Tax basis will be seventy-five percent (75%) of the book basis in
calculating each initial levelized annual fixed charge rate and one hundred percent
(100%) of the book basis in calculating each subsequent levelized annual fixed charge

rate. Such amounts will be adjusted for allowed Regular Investment Tax Credits.



Section A4: Determination of Cholla
Project Annual Fixed Cost
Cholla Project Annual Fixed Cost shall be determined by (a) adding the amounts
calculated under Section A4.1 through A4.5, and (b) dividing the total by 350 MW (“Net
Cholla Capacity”), provided that, in the event the capacity of the Cholla Project increases

or decreases as a result of additions, replacements or betterments the Net Cholla Capacity
will be adjusted to reflect such change.

A4.1 PacifiCorp’s initial levelized annual fixed charge rate for Cholla Project
will be determined annually in accordance with Section AS of this Appendix multiplied
by the Initial Net Book investment in the Cholla Project as of December 31, 1995. For
purposes of this section, PacifiCorp’s Initial Net Book investment in Cholla Project is the
sum of PacifiCorp’s initial investment of $221,000,000, less book depreciation, plus
PacifiCorp’s investments in capital additions, and replacement (less credit for net salvage
and insurance proceeds, if any) less associated depreciation. Such total Initial Net Book
investment shall remain constant through the term of the Agreement.

A4.2 The sum of all subsequent annual levelized fixed charges, each of which
shall be determined by multiplying (a) PacifiCorp’s subsequent levelized annual fixed
charge rate for each year, as calculated in accordance with Section A5, below, by (b) the
dollar investment in capital additions, replacements (lcss credit for net salvage and
insurance proceeds, if any), and betterments of the Cholla Project, completed during the
calendar year immediately preceding establishment of such subsequent levelized annual
fixed charge. Such dollar investment, to be determined from data contained in
PacifiCorp’s FERC Form 1 or its successor thereto, shall not include any dollar amounts
incurred by PacifiCorp prior to January 1, 1996,

A4.3 All ad valorem taxes imposed upon the Cholla Project.

A4.4 Any tax, assessment, payment in lieu of taxes, or other charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Cholla

Project, excluding ad valorem taxes, state and federal income taxes.



A4.5 Administrative and General Expense shall be the greater of the amount of
Administrative and General Expense charged by APS to PacifiCorp associated with
PacifiCorp’s investment in the Cholla Project, or an amount equal to the product of 1) the
quotient of total PacifiCorp Administrative and General Expensés to total PacifiCorp
electric plant in service; and 2) the total investment in the Cholla Project as filed in

PacifiCorp’s FERC Form No. 1, or its successor thereto.

Section AS: Elements of Cholla Project

Levelized Annual Fixed Charge Rates

AS5.1 Capital Structure

AS.1.1 For purposes of calculating initial levelized annual fixed charge

rates, PacifiCorp’s capital structure will remain constant. The capital structure for Cholla

Project is:
Long-Term Debt and Pollution
Control Revenue Bonds ' 48%
Preferred Stock 6%
Common Stock Equity 46%
Total Capital 100%

AS5.1.2 PacifiCorp’s capifal structure will remain constant for purposes of

calculating subsequent levelized annual fixed charge rates and is as follows:

Long-Term Debt 48%
Preferred Stock 6%
Common Stock Equity 46%

Total Capital 100%

provided, that if any par: of PacifiCorp’s portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-

term debt portion of the above capital structure shall be apportioned between the long-



term debt and tax exempt long-term debt accordingly. In no case shall the long-term debt
portion exceed fifty percent (50%) of total capitalization.
AS5.2 Cost of Capital
A5.2.1 Long-Term Debt: Bond interest applicable in the calculation of

each initial levelized annual fixed charge rate will be ten percent (10.00%). Bond interest
applicable in the calculation of each subsequent levelized annual fixed charge rate for
future capital additions, replacements, or betterments shall be the effective cost rate to
PacifiCorp of the most recent issue of long-term bonds, excluding special-purpose issues
not related to the Cholla Project, in the most recent twelve (12) -month period prior to the
date of the completion of construction of the capital additions, replacements or
betterments for which the subsequent levelized annual fixed charge rate is calculated. In
the event there are no bond issues within the said twelve (12) -month period, then an
estimated bond interest rate will be used in the billings, based upon the bond rating
applicable to PacifiCorp until such time as there is a bond issue, at which time all future
billings will reflect the actual cost to PacifiCorp of such bond issue. In the event such
bond issué is subsequently exchanged for other bonds, the new bond rate shall be used for
subsequent billings.

A5.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be nine and five-tenths
percent (9.5%). Return on preferred stock applicable in the calculation of subsequent
levelized annual fixed charge rates for future capital additions, replacements, or
betterments shall be the same as for bond interest used in calculation of subsequent
annual fixed charge rate, plus fifty (50) basis points.

A5.2.3 Common Stock Equity: For pricing purposes only, the component

for return on common stock equity (ROE) applicable in the calculation of the initial
levelized annual fixed charge rate and each subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s the then effective rate of return on
common equity (ROE) which has been authorized by the FERC. From the effective date

of this Agreement until the date PacifiCorp receives an authorized return on common



equity (ROE) under FERC Docket Nos. ER89-393-000 and ER89-394-000, PacifiCorp
shall use an estimated ROE of twelve and thirty-six hundredths percent (12.36%) for the
determination of the initial levelized fixed charge. Subsequent to PacifiCorp’s receipt of
an authorized (ROE) under the above dockets, PacifiCorp shall make a timely filing with
the FERC for a change of rates to reflect the authorized (ROE). Upon PacifiCorp’s
receipt of an order under such filing, PacifiCorp shall credit or invoice APS the
difference between the estimated levelized fixed charge using the estimated (ROE) and
the actual levelized fixed charge using PacifiCorp’s authorized (ROE). Interest at the rate
set forth in Appendix D shall be applied to any credit or additional charges.

AS5.3 Book Depreciation; Book depreciation charges shall be at a straight-line

rate based on a twenty-five (25) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the
effects on such life due to the subsequent investment.

A5.4 Income Tax Requirements: Income Tax Requirements applicable in

calculating both initial and subsequent levelized annual fixed charge rates shall be based
on the following items; provided, that subsequent changes in tax laws shall be
incorporated in computing levelized annual fixed charge rates for periods following such
tax law change: |

| AS5.4.1 The federal corporate income tax rate (46%) up through 1986, 40%
in 1987, and 34% in 1988 and thereafter, - '

AS5.4.2 A state corporate income tax rate equal to the estimated composite
weighted average of PacifiCorp’s three (3) -factor formula for unitary allocation of state
taxable income taxed upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service.

A5.4.3 Modified Accelerated Cost Recovery System (modified ACRS)
method of tax depreciation shall be used in calculating each initial levelized annual 'ﬁxed

charge rate and the modified Accelerated Cost Recovery System (modified ACRS)



method of tax depreciation in accordance with the Tax Reform Act of 1986 shall be used
in calculating subsequent levelized annual fixed charge rate.

AS5.4.4 Investment Tax Credits shall be zero (0) in calculating each initial
levelized annual fixed charge rate and Regular Investment Tax Credits allowed in
accordance with the provisions of the Internal Revenue Code of 1954, as amended,
regardless of whether PacifiCorp is able. to use such credits shall be used when
calculating subsequent levelized annual fixed charge rates.

A5.4.5 Tax basis shall be one hundred percent (100%) of the book basis in
calculating each initial levelized annual fixed charge rate and one hundred percent
(100%) of the book basis in calculating each subsequent levelized annual fixed charge

rate.

Section A6: Determination of Hunter #2

Project Annual Fixed Cost

Hunter #2 Project Annual Fixed Cost shall be determined by (a) adding the
amounts calculated under Sections A6.1 through A6.5, and (b) dividing the total by 235
MW (“Net Hunter #2 Capacity”), provided that, in the event the capacity of the Hunter
#2 Project increases or decreases as a result of additions, replacements or betterments the
Net Hunter #2 Capacity will be adjusted to reflect such change. The costs referred to
above are:

A6.1 PacifiCorp’s initial levelized annual fixed charge rate for the Hunter #2
Project determined annually in accordance with Section A7 of this Appendix, multiplied
by the total investment in the Hunter #2 Project as of December 31, 1989. For the
purposes of this section, PacifiCorp’s total investment in Hunter #2 Project is
$174,355,375. Such total investment shall remain constant through the term of the
Agreement.

A6.2 The sum of all subsequent annual levelized fixed charges, each of which
shall be determined by multiplying (a) PacifiCorp’s subsequent levelized annual fixed

charge rate for each year, as calculated in accordance with Section A7, below, by (b) the



dollar investment in capital additions, replacements (less credit for net salvage and
insurance proceeds, if any), and betterments of the Hunter #2 Project, completed during
the calendar year immediately preceding establishment of such subsequent levelized
annual fixed charge. Such dollar investment, to be determined from PacifiCorp’s general
accounting records, the required portions of which shall be provided by PacifiCorp each
year, shall not include any amounts incurred by PacifiCorp prior to January 1, 1990,

A6.3 All ad valorem taxes imposed upon the Hunter #2 Project.

A6.4 Any tax, assessment, payment, in lieu of taxes, or other charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Hunter #2
Project, excluding ad valorem taxes, state and federal income taxes.

A6.5 Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general ekpenses to total
PacifiCorp electric plant in service; and 2) the total investment in the Hunter #2 Project

as filed in PacifiCorp’s FERC Form No. 1, or its successor thereto,

Section A7: Elements of Hunter #2 Project’s

Levelized Annual Fixed Charge Rates
A7.1 Capital Structure:

A7.1.1 For purposes of calculating initial levelized annual fixed charge

rates, PacifiCorp’s capital structure will remain constant. The capital structure for Hunter

#2 Project is:
Long Term Debt 50%
Preferred Stock 10%
Common Stock Equity - 40%
Total Capital 100%

A7.1.2 PacifiCorp’s capital structure will remain constant for purposes of
calculating subsequent levelized annual fixed charge rates and is as follows:
Long-Term Debt 48%
Preferred Stock 6%




Common Stock Equity 46%
Total Capital 100%
provided, that if any part of PacifiCorp’s portion of the capi'tal additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-
term debt portion of the above capital structure shall be apportioned between the long-
term debt and the tax exempt long-term debt accordingly. In no case shall the long-term
debt portion exceed fifty percent (50%) of total capitalization.
A7.2 Cost of Capital:
A7.2.1 Long-Term Debt: Bond interest applicable in the calculation of

each initial levelized annual fixed charge rate will be eleven and ninety-seven hundredths
percent (11.97%). Bond interest applicable in the calculation of each sdbsequent
levelized annual fixed charge rate for future capital additions, replacements, or
betterments shall be the effective cost rate to PacifiCorp of the most recent issue of long-
term bonds, excluding special-purpose issues not related to the Hunter #2 Project, in the
twelve (12) -month period prior to the date of the completion of construction of the
capital additions, replacements or betterments for which the subsequent levelized annual
fixed charge rate is calculated. In the event there are no bond issues within the said
twelve (12) -month period, then an estimated bond interest rate will be used in the
billings, based upon the bond rating then applicable to PacifiCorp until such time as there
is a bond issue, at which time all future billings will reflect the actual cost to PacifiCorp
of such bond issue. In the event such bond issue is subsequently exchanged for other
bonds, the new bond rate shall be used for subsequent billings.

A7.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be ten and ninety-six
hundredths percent (10.96%). Return on preferred stock applicable in the calculation of
subsequent levelized annual fixed charge rates for future capital additions, replacements,
or betterments shall be the same as for bond interest used in calculation of subsequent

annual fixed charge rate, plus fifty (50) basis points.



A7.2.3 Common Stock Equity: For pricing purposes only the component

for return on common stock equity (ROE) applicable in the calculation of the initial
levelized annual fixed charge rate and each subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s then effective rate of return on
common equity (ROE) which has been authorized by the FERC. From the effective date
of this Agreement until the date PacifiCorp receives an authorized return on common
equity (ROE) under FERC Docket Nos. ER89-393-000 and ER89-394-000, PacifiCorp
shall use an estimated ROE of twelve and thirty-six hundredths percent (12.36%) for the
determination of the initial levelized fixed charge. Subsequent to PacifiCorp’s receipt of
an authorized (ROE) under the above dockets, PacifiCorp shall make a timely filing with
the FERC for a change of rates to reflect the authorized (ROE). Upon PacifiCorp’s
receipt of an order under such filing, PacifiCorp shall credit or invoice APS the
difference between the estimated levelized fixed charge using the estimated (ROE) and
the actual Ievelized fixed charge using PacifiCorp’s authorized (ROE). Interest at the rate
set forth in Appendix D shall be applied to any credit or additional charges.

A7.3 Book Depreciation: Book depreciation charges shall be at a straight-line

rate based on a thirty-five (35) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the
effects on such life due to the subsequent investment.

A74 Income Tax Requirements: Income Tax Requirements applicable in
calculating both initial and subsequent levelized annual fixed charge rates shall be based
on the following items; provided, subsequent changes in tax laws shall be incorporated in
computing levelized annual fixed charge rates for periods following such tax law change:

A7.4.1 The federal corporate income tax rate, 46% up through 1986, 40%
in 1987 and 34% in 1988 and thereafter.
A7.4.2 A state corporate income tax rate equal to the estimated composite

weighted average of PacifiCorp’s three-factor formula for unitary allocation of state



taxable income based upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service.

A7.43 Sum of the Years Digits method of tax depreciation shall be used in
calculating each initial levelized annual fixed charge rate and the Modified Accelerated
Cost Recovery System (modified ACRS) method of tax depreciation in accordance with
the Tax reform act of 1986 shall be used in calculating subsequent levelized annual fixed
charge rates.

7.4.4 Regular Investment Tax Credits allowed in accordance with the
provisions of the Internal Revenue Code of 1954, as amended, regardless of whether

| PacifiCorp is able to use such credits.

A7.4.5 Tax basis will be one-hundred percent (100%) of the book basis in
calculating each initial levelized annual fixed charge rate and one hundred percent
(100%) of the book basis in calculating each subsequent levelized annual fixed charge

" rate. Such amounts will be adjusted for allowed Regular Investment Tax Credits.

Section A8: Determination of Hunter #3
Project Annual Fixed Cost
Hunter #3 Project Annual Fixed Cost shall be determined by (a) adding the
amounts calculated under Sections A8.1 through A8.5, and (b) dividing the total by 400
"MW (“Net Hunter #3 Capacity™), provided that, in the event the capacity of the Hunter

#3 Project increases or decreases as a result of additions, replacements or betterments the
Net Hunter #3 Capacity will be adjusted to reflect such change. The costs referred to
above are:

A8.1 PacifiCorp’s initial levelized annual fixed charge rate for the Hunter #3
Project determined annually in accordance with Section A9 of this Appendix, multiplied
by the total investment in the Hunter #3 Project as of December 31, 1989. For the
purposes of this section, PacifiCorp’s total investment in Hunter #3 Project is
$453,116,692. Such total investment shall remain constant through the term of the

Agreement.



A8.2 The sum of all subsequent annual levelized fixed charges, each of which
shall be determined by multiplying (a) PacifiCorp’s subsequent levelized annual fixed
charge rate for each year, as calculated in accordance with Section A9, below, by (b) the
dollar investment in capital additions, replacements (less credit for net salvage and
insurance pi‘oceeds, if any), and betterments of the Hunter #3 Project, completed during
the calendar year immediately preceding establishment of such subsequent levelized
annual fixed charge. Such dollar investment, to be determined from PacifiCorp’s general
accounting records, the required portions of which shall be provided by PacifiCorp each
year, shall not include any dollar amounts incurred by PacifiCorp prior to January 1,
1990.

A8.3 All ad valorem taxes imposed upon the Hunter #3 Project.

A8.4 Any tax, assessment, payment, in lieu of taxes, or other charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Hunter #3
Project, excluding ad valorem taxes, state and federal income taxes.

A8.5 Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general expenses to total
PacifiCorp electric plant in service; and 2) the total investment in the Hunter #3 Project

as filed in PacifiCorp’s FERC Form No. 1, or its successor thereto.

Section A9: Elements of Hunter #3 Project’s

Levelized Annual Fixed Charge Rates

A9.1 Capital Structure:

A9.1.1 For purposes of calculating initial levelized annual fixed charge

rates, PacifiCorp’s capital structure will remain constant. The capital structure for Hunter

#3 Project is:

Long Term Debt 50%
Preferred Stock 10%
Common Stock Equity 40%

Total Capital 100%



A9.1.2 PacifiCorp’s capital structure will remain constant for purposes of

calculating subsequent levelized annual fixed charge rates and is as follows:

Long-Term Debt 48%
Preferred Stock 6%
Common Stock Equity © 46%

Total Capital 100%

provided, that if any part of PacifiCorp’s portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-
term debt portion of the above capital structure shall be apportioned between the long-
term debt and the tax exempt long-term .'debt accordingly. In no case shall the long-term
debt portion exceed fifty percent (50%) of total capitalization.

A9.2 Cost of Capital:

A9.2.1 Long-Term Debt: Bond interest applicable in the calculation of

cach initial levelized annual fixed charge rate will be fourteen and fifty-two hundredths
percent (14.52%). Bond interest applicable in the calculation of cach subsequent
levelized annual fixed charge rate for future capital additions, replacements, or -
betterments shall be the effective cost rate to PacifiCorp of the most recent issue of long-
term bonds, excluding special-purpose issues not related to the Hunter #3 Project, in the
twelve (12) -month period prior to the date of the completion of construction of the
capital additions, replacements or betterments for which the subsequeﬁt levelized annual
fixed charge rate is calculated. In the event there are no bond issues within the said
twelve (12) -month period, then an estimated bond interest rate will be used in the
billings, based upon the bond rating then applicable to PacifiCorp until such time as there
is a bond issue, at which time all future billings will reflect the actual cost to PacifiCorp
of such bond issue. In the event such bond issue is subsequently exchanged for other
bonds, the new bond rate shall be used for subsequent billings.

A9.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be eleven and six-tenths



percent (11.6%). Return on preferréd stock applicable in the calculation of subsequent
levelized annual fixed charge rates for future capital additions, feplacements, or
betterments shall be the same as for bond interest used in calculation of subsequent
annual fixed charge rate, plus fifty (50} basis points.

A9.23 Common Stock Equity: For pricing purposes only the component

for return on common stock equity (ROE) applicable in the calculation of the initial
levelized annual fixed charge rate and each subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s then effective rate of return on
common equity (ROE) which has been authorized by the FERC. From the effective date
of this Agreement until the date PacifiCorp receives an authorized return on common
equity (ROE) under FERC Docket Nos. ER89-393-000 and ER89-394-000, PacifiCorp
shall use an estimated ROE of twelve and thirty-six hundredths percent (12.36%) for the
determination of the initial levelized fixed charge. Subsequent to PacifiCorp’s receipt of
an authorized (ROE) under the above dockets, PacifiCorp shall make a timely filing with
the FERC for a change of rates to reflect the authorized (ROE). Upon PacifiCorp’s
receipt of an order under such filing, PacifiCorp shall credit or invoice APS the
difference between the estimated levelized fixed chal‘ge'using the estimated (ROE) and
the actual levelized fixed charge using PacifiCorp’s authorized (ROE). Interest at the rate
set forth in Appendix D shall be applied to any credit or additional charges.

A9.3 Book Depreciation: Book depreciation charges shall be at a straight-line
rate based on a thirty-five (35) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the
effects on such life due to the subsequent investment.

A9.4 Income Tax Requirements: Income Tax Requirements applicable in

calculating both initial and subsequent levelized annual fixed charge rates shall be based
* on the following items; provided, subsequent changes in tax laws shall be incorporated in

computing levelized annual fixed charge rates for periods following such tax law change.



A9.4.1 The federal corporate income tax rate, 46% up through 1986, 40%
in 1987 and 34% in 1988 and thereafter.

A9.4.2 A state corporate income tax rate equal to the estimated composite
weighted average of PacifiCorp’s three-factor formula for unitary allocation of state
taxable income based upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service.

A9.4.3 Accelerated Cost Recovery System (ACRS) method of tax
depreciation in accordance with the Tax Equity and Fiscal Responsibility Act of 1982
shall be used in calculating each initial levelized annual fixed charge rate and the
Modified Accelerated Cost Recovery System (modified ACRS) method of tax
depreciation in accordance with the Tax reform act of 1986 shall be used in calculating
subsequent levelized annual fixed charge rates.

A9.4.4 Regular Investment Tax Credits allowed in accordance with the
provisions of the Internal Revenue Code of 1954, as amended, regardless of whether
PacifiCorp is able to use such credits.

A9.4.5 Tax basis will be ninety-five percent (95%) of the book basis in
calculating each initial levelized annual fixed charge rate and one-hundred percent
(100%) of the book basis in calculating each subsequent levelized annual fixed charge

rate. Such amounts will be adjusted for allowed Regular Investment Tax Credits.



Colstrip Project Annual Fixed Cost

(Based on 1989 Actual Costs)
(Estimated 1996 Price)

Initial Levelized Fixed Charge

Colstrip Project

Colstrip Initial Project Investment
Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment - (1990 thru 1995)
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in lieu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Colstrip A & G Expense

Total Fixed Cost

Net Colstrip Capacity
Annual Fixed Cost per MW

Monthly Fixed Cost per kW

$195,862,376

13.02%

$25,499,323

$5,949,810

13.02%

$774,665

$1,086,608

$0
$139,130,109
$7,441,216,075

1.87%
$3,773.328

$31,133,924

140

$222,385
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COLSTRIP PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(I+i)"/(I+i)" - 1
Where i = weighted cost of capital and n = ave. life of plant.

CRF = 0.1119 (1 + 0.1119) ¥/(1 + 0.1119)* — 1) = 0.114701
(*2) BOOK DEPRECIATION = $100,000/35 Years = $2,857

(*3) TOTAL RETURN, (TR) = A x W;
Where A = Average Rate Base; and
Weighted Cost of Preferred and Common Stock
(Ro+Ry) 72
Rate Base (Year 0)
Rate base (End of Year 1)
L +1/L, - D -T
Cumulative ITC (*9)
Book Life (35 years)
Cumulative Book Depreciation (*2)
Cumulative Deferred Tax (*5)
E x (1 - I; x Iy ITC Basis)
Capital Expenditure ($100,000)
ITC Rate (0.10)

Let
Where

I

Let

o [ T S

Where

FES AU SRR R >

$100,000 (1-0.1 x 0.75) = $92,500 .
$92,500 + $7,500/35 - $2,857 - $738 = $89,199
($100,000 + $89,119) /2 = $94,560

$94,560 x (.12 x .133 + .36 x .1236) = $5,717

Therefore, Iy,

o
(|

TR

(*4) INTEREST, (I} = A x Wy
Where Wa Weighted Cost of Debt . '
Therefore I $94,562 x (.52 x .09886) = $4,861

I

I

(*5) DEFERRED TAX, (T) = (Tq¢-D)x Tp + B, /Ly x T,
Where Tp = Tax Depreciation (*8)
Tr Tax Rate (48.36%)
B. Basis Adjustment
Let B, = $100,000 T, x I, x $100,000

I

I



(*6)

*7

(*8)

(*9)

(*10)

(*11)

COLSTRIP PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t.)
Where L., = ITCAdjustment =1 -1/2 =1 - 0.1/2 = 0.95
T, =  Tax Basis (75%)
Therefore, B, =  $100,000 - 0.75 x 0.95 x $100,000 = $28,750
T = ($3,563 - $2,857) x .4836 + $28,750/35 x 4836
T = $738
INCOME TAX = (Total Return + Book Depreciation + Deferred
Tax - Tax Depreciation) x (Tax rate/(1 — Tax raie))
INCOME TAX = ($5,717 + $2,857 + $738 - $3,563) x

(4836/(1 - 4836)) = $5,384

ANNUAL COST = Book Depreciation + Total Return +

Interest + Deferred Tax + Income Tax
ANNUAL COST = $2,857 + $5,717 + $4,861 + $738 + $5,384 =

$19,557
TAX DEPRECIATION = (ACRS Percentages 15 Year Public Utility)
- X Original Tax Basis
TAX DEPRECIATION = 5% x 0.95 x 0.75 x $100,000 = $3,563
ITC = IT Credit x ITé Basis x Cumulative Book
ITC = 10% x 75% x $100,000 = $7,500

PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1 + )"

PRESENT WORTH ANNUAL COST = $19,551 x 1/(1 + .1119)"
$17,589

where i = weighted cost of capital and n = first year.

INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total Present Worth
Annual Cost) /Total Original Book Cost

INITIAL LEVELIZED FIXED CHARGE RATE = (0.114701 x $113,541)
/$100,000 = 0.1302 = 13.02%



" Cholla Project Annual Fixed Cost

(Estimated 1996 Price)

Initial Levelized Fixed Charpe

Cholla Project

Cholla Initial Project Investment — Without Betterments $184,166,667
Initial Levelized Annual Fixed Rate 13.76%
Initial Levelizeci Annual Fixed Charge $25,346,858
Subsequent Investment — Includes Betterments 1991 — 1995 $5,619,840
Subsequent Levelized Annual Fixed Rate 13.76%
Subsequent Levelized Annual Fixed Charge $773,459
Ad Valorem Tax $1,897,865
Taxes, assessments and in licu of taxes $0
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense $139,130,109
1989 Total PacifiCorp Electric Plant In Service $7,441,216,075
A&G Expense as a percent of Investment 1.87%
Cholla A & G Expense $3.548.481
Total Fixed Cost $31,566,664
Net Cholla Capacity 350
Annual Fixed Cost per MW $90,190
Monthly Fixed Cost per kW

/1 - $221,000,000 x (25/30) = $184,166,667
/2 - $6,743,810 x (25/30) = $5,619,840

/1

2
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CHOLLA PROJECT
FORMULAS FOR CALCULATING
INITTAL LEVELIZED FIXED CHARGE RATE
(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(I+)"/(+i)" - 1
Where i = weighted cost of capital andn = ave. life of plant.

CRF = 0.1106 (1 + 0.1106) ®/((1 + 0.1106)* — 1) = 0.119261
(*2) BOOK DEPRECIATION = $100,000/25 Years = $4,000

(*3) TOTALRETURN, (TR) = A x W;

Where A =  Average Rate Base; and
W, = Weighted Cost of Preferred and Common Stock
Let A = (Ro+Ry) 72
Where Ry = Rate Base(Year 0)
R; = Rate base (End of Year 1)
Lt R, = Iy+I/Ly~D-T
Io = Cumulative ITC (*9)
L, = BookLife (25 years)
D = Cumulative Book Depreciation (*2)
T =  Cumulative Deferred Tax (*5)
I = E x (1 - I; x Iy ITC Basis)
Where E = Capital Expenditure ($100,000)
I, = ITCRate(0.10)
Therefore, L, = $100,000 (1-0.1 x 0) = $100,000
"R, = $100,000 + 0/25 - $4,000 - ($92) = $96,092
A = ($100,000 + $96,092) /2 = $98,046
TR = $98,046 x (06 x .095 + .46 x .1236) = $6,133
(*4) INTEREST, () = Ax Wy
Where Wy = Weighted Cost of Debt

Therefore 1 $98,046 x (48 x .10) = $4,706

Il

(*5) DEFERRED TAX, (T) (Tg - D) x Tp + By /Ly x T,

Where Tp = Tax Depreciation (*8)
Tr = Tax Rate (36.88%)
B, = Basis Adjustment

Let B, = $100,000 Ty, x I, x $100,000



(*6)

7

(*8)

(*9)
(*10)

(*1D)

CHOLLA PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t.)
Where I, = ITCAdjustment =1-1/2=1-002=0
Ty, =  Tax Basis (100%)
Therefore, B, =  $100,000 - I x 1.00 x $100,000 = 0
T = ($3,750 - $4,000) x 36.88 + 0/25 x 36.88
T = $92 :
INCOME TAX = (Total Return + Book Depreciation + Deferred
Tax - Tax Depreciation) x (Tax rate/(1 — Tax rate))
INCOME TAX = ($6,133 + $4,000 + ($92) - $3,750) x

(.3688/(1 - 3688)) = $3,675

ANNUAL COST .= Book Depreciation + Total Return + .
Interest + Deferred Tax + Income Tax
ANNUAL COST = $4,000 + $6,133 + $4,706 + ($92) + $3,675 =
$18,423

TAX DEPRECIATION = (150% Declining Balance converting to Straight
Line) x (1/2 yr. Amort. in 1% year)
1.50 x ($100,000/20) /2 = $3,750

b

TAX DEPRECIATION

ITC = Not Applicabie

PRESENT WORTH ANNUAL COST Annual Cost x 1/(1 + i)°

PRESENT WORTH ANNUAL COST = $18,423 x 1/(1 + .1106)' =
$16,589

where 1 = weighted cost of capital and n = first year.

INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total Present Worth
Annual Cost) /Total Original Book Cost

INITIAL LEVELIZED FIXED CHARGE RATE = (0.119261 x $115,437)
/$100,000 = 0.1376 = 13.76%




Hunter #2 Project Annual Fixed Cost

(Based on 1989 Actual Costs)
(Estimated 1996 Price)

Initial Levelized Fixed Charge

Hunter #2 Project

Hunter #2 Initial Project Investment
Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment - (1990 thru 1995)
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in lieu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Hunter #2 A & G Expense

Total Fixed Cost
Net Hunter #2 Capacity
Annual Fixed Cost per MW

Monthly Fixed Cost per kW

$174,355,375

13.67%

$23,827,406

$5,296,480

13.67%

$724,029

$2,160,314

$0
$139,130,109
$7,441,216,075

1.87%
$3,358,992

$30,070,740

235

$127,961
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HUNTER #2 PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE
(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(l+i)"/(I+)" - 1
Where i = weighted cost of capital and n = ave. life of plant.

CRF = 0.1203 (1 + 0.1203) */((1 + 0.1203)* — 1) = 0.12260
(*2) BOOK DEPRECIATION = $100,000/35 Years = $2,857

(*3) TOTALRETURN, (TR) = A x W,

Where A = Average Rate Base; and
W: = Weighted Cost of Preferred and Common Stock
Let A = Beginning Investment - (D +T) /2

Where Beginning Investment = Previous year’s beginning investment -
previous year’s D and T.

D = Book Depreciation (*2)
T = Deferred Tax (*5)
Therefore, beginning investment = $100,000
A = §$100,000 - (2857 + 676) /2 = $98,234 -
TR = $98,234 x (.10 x .1096 + .40 x .1236) = $5,933
(*4) INTEREST, (I) = A x Wy
Where Wq = Weighted Cost of Debt
Therefore 1 = $98,234 x (.50 x .1197) = $5,879
(*5) DEFERRED TAX, (T) = (Tq- D) x Ty
Where Tp = Tax Depreciation (*8)
Tr = Tax Rate (48.36%)
Let T = (4,255 - 2,857) x 4836 = $676




HUNTER #2 PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t.} :
(*6) INCOME TAX = (Total Return + Book Depreciation + Deferred Tax
- Tax Depreciation + ITC) x Tax rate/(1 — Tax rate)
INCOME TAX = ($5,933 + $2,857 + $676 - $4,255 - $285) x

(A4836/(1 - 4836)) = $4,612

(*7) ANNUAL COST = Book Depreciation + Total Return +
Interest + Deferred Tax + Income Tax + ITC
ANNUAL COST = $2,857 + $5,933 + $5,879 + $676 + $4,612 - 285
= $19,672

(*8) TAX DEPRECIATION = (Sum of the Year’s Digits) = Year’s remaining
/sum of Digits) x (Beginning Investment -
' Cumulative Tax Depreciation)
Where Sum of Digits in yr. 1 = 264.5 (For 22.5 year tax life)

TAX DEPRECIATION (22.5/264.5) x (100,000 - 0) = $8,510

Adjusted for 1/2 year = $8,510/2 = $4,255

(*9) ITC = Beginning Investment x ITC Rate/Book Life
ITC = $100,000 x 0.10/* = $285

(*10) PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1 + i)°
PRESENT WORTH ANNUAL COST = $19,672 x 1/(1 + .1203)' =
$17,560

where i = weighted cost of capital and n = first yeal'.

(*11) INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total Present Worth
Annual Cost) /Total Original Book Cost
INITIAL LEVELIZED FIXED CHARGE RATE = (0.1226 x $111,507)
/$100,000 = 0.1367 = 13.67%



Hunter #3 Project Annual Fixed Cost

(Based on 1989 Actual Costs)
(1996 Estimated Price)

Initial Levelized Fixed Charge

Hunter #3 Project

Hunter #3 Initial Project Investment
Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment - (1990 thru 1995)
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in Heu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Hunter #2 A & G Expense

Total Fixed Cost
Net Hunter #2 Capacity
Annual Fixed Cost per MW

Monthly Fixed Cost per kW

$453,116,692

14.76%

$66,870,961

$13,764,557

14.76%

$2,031,649

$5,210,051

$0
$139,130,109
$7,441,216,075

1.87%
$8.729,385

$82,842,046

400

$207,105
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HUNTER #3 PROJECT
FORMULAS FOR CALCULATING
. INITIAL LEVELIZED FIXED CHARGE RATE
(Sample Calculations based on Year I and shown rounded to nearest whole dollar)

(¥*1) CAPITAL RECOVERY FACTOR, (CRF) = i(l+i)"/(1+i)" - 1
Where i = weighted cost of capital and n = ave. life of plant.

CRF = 0.1336 (1 + 0.1336) /(1 + 0.1336) *® — 1) = 0.13528
(*2) BOOK DEPRECIATION = $100,000/30 Years = $2,857

(*3) TOTAL RETURN, (TR) = A x W,

Where A = Average Ratc Base; and
W, = Weighted Cost of Preferred and Common Stock
Let A =  Beginning Investment - (D+T) /2

Where Beginning Investment = Previous year’s beginning investment -
previous year’s D and T.

D =  Book Depreciation (*2)
T =  Deferred Tax (*5)
Thercfore, beginning investment = $100,000
A = $100,000 - (2857 + 984) /2 = $98,080
TR = $98,080 x (.10 x .1160 + .40 x .1236) = $5,987
(*4) INTEREST, (1) = A x Wy
Where Wy = Weighted Cost of Debt
Therefore 1 = $98,080 x (.50 x .1452) = $7,121
(*5) DEFERRED TAX, (T) = (Tq - D) x Tr
Where Tp = Tax Depreciation (*8)
Tr = Tax Rate (48.36%)
B* = $100,000 - T° x I, x $100,000

L, = BookLife (35 ycars)



(*6)

*7)

(*8)

(*9)

(*10)

(*11)

HUNTER #3 PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t)
Where I, = ITCAdjustment =1 -1/2=1 - 0.1/2
I, = ITCRate (0.10)
Ty =  Tax Basis (100%)
Therefore, B, =  $100,000 - 1.00 x 0.95 x $100,000 = $5,000
T = (84,750 - $2,857) x .4836 + 5000/35 x 4836 = $984
INCOME TAX = (Total Return + Book Depreciation + Deferred Tax
- Tax Depreciation + ITC) x Tax rate/(1 — Tax rate)
INCOME TAX = ($5,987 + $2,857 + $984 - $4,750 - $285) x

(.4836/(1 - 4836)) = $4,488

ANNUAL COST = Book Depreciation + Total Return +

Interest + Deferred Tax + Income Tax + ITC

ANNUAL COST = §$2,857 + $5,987 + $7,121 + $984 + $4,488 - 285

= $21,151
TAX DEPRECIATION = (ACRS Percentages 15 Year Public Utility)
x Original Tax Basis :
TAX DEPRECIATION = 5% x 0.95 x 1.00 x $100,000 = $4,750
ITC = Beginning Investment x ITC Rate/Book Life

ITC

= $100,000 x 0.10/* = $285

PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1 + )"

PRESENT WORTH ANNUAL COST

Il

$21,151 x 1/(1 + .1336) ' =
$18,657

where i = weighted cost of capital and n = first year.

INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total Present Worth
Annual Cost) /Total Original Book Cost ‘

INITTAL LEVELIZED FIXED CHARGE RATE = (0.13528 x $109,065)
/$100,000 = 0.1476 = 14.76%



Annual Fixed Cost

Colstrip
Cholla
Hunter #2

Hunter #3

Total

Annual Fixed Cost ,$/kW/mo.

Annual Fixed Cost

System Transmission Component =

W/ System Transmission, $/kW/Mo. =
Transmission Loss Factor =

Pool Size Monthly Fixed Cost Weighted Average
(mw) ($/kW/Mo.)
70 18.53 $1,297
350 - 7.52 $2,632
180 10.66 $1.919
400 17.26 $6,904
1000 NA $12,752
$12.75
$0.00
$12.75

Annual Fixed Cost Adjusted for Losses =



APPENDIX B: ANNUAL VARIABLE COST

This Appendix sets forth the elements and techniques to calculate the Annual Variable

Cost.

Section BI:  Determination of Annual Variable Cost
The Annual Variable Cost shall be the $/Mwh result of the following: (1) the product
of 70 MW multiplied by the Colstrip annual load factor multiplied by the Colstrip Project
Annual Variable Cost plus the product of 350 MW multiplied by the Cholla annual load factor
multiplied by the Cholla Project Annual Variable Cost plus the product of 180 MW multiplied
by the Hunter #2 annual load factor multiplied by the Hunter #2 Project Annual Variable Cost

plus the product of 400 MW multiplied by the Hunter #3 annual load factor multiplied by the
Hunter #3 Project Annual Variable Cost, (2) dividing the above sum by the total 6f 70 MW
multiplied by the Colstrip annual load factor plus 350 MW multiplied by the Cholla annual load
factor plus 180 MW multiplied by the Hunter #2 annual load factor plus 400 MW multiplied by

the Hunter #3 annual load factor.

Section B2: Determination of

Colstrip Project Annual Variable Cost,
Cholla Project Annual Variable Cost,

Hunter #2 Project Annual Variable Cost and,
Hunter #3 Project Annual Variable Cost

The Colstrip Project Annual Variable Cost, the Cholla Project Annual Variable Cost, the
Hunter #2 Project Annual Variable Cost and the Hunter #3 Project Annual Variable Cost shall be
determined, for each Project, by (a) adding the amounts as set forth in Sections B2.1 through
B2.2 (plus B2.3 for Hunter #2 and plus B2.4 for Hunter #3) and (b) dividing each Project total by
PacifiCorp's share of the associated Project's annual energy production as filed with the Federal
Energy Regulatory Commission (FERC) in PacifiCorp's FERC Form No. 1, or its successor

thereto.



B2.1 Production Expenses shall be equal to the production expenses of resources in the
Resource Pool as filed in PacifiCorp's FERC Form No. 1, or its successor thereto.

B2.2 In lieu of payments shall consist of any assessment, payment in lieu of taxes or
other charge which is iinposed against PacifiCorp by governmental authority and related to the
operation and maintenance of each Project.

, B2.3 Hunter #2 Project allocated mining expenses, to be determined by adding the
amounts calculated under Sections B2.3.1 through B2.3.4 below:

B2.3.1  PacifiCorp's adjusted initial levelized annual fixed charge rate for the
Hunter #2 project mining investment multiplied by the Hunter #2 project mining initial
investment, determined pursuant to Section B3, as of December 31, 1989. For purposes of this
section, PacifiCorp's total investment in Hunter #2 project mining is $22,748,496. Such total
investment shall remain constant through the book life (14 years) and shall be $0 afterwards.
Such adjusted initial levelized annual fixed charge rate shall be determined by subtracting book
depreciation (1/book life) from PacifiCorp's initial levelized annual fixed charge rate for the
Hunter #2 project mining investment determined annually in accordance with Section B4, below.
Such book depreciation is reflected in Hunter #2 fuel cost.

B2.3.2 The sum of all subsequent annual levelized fixed charges, each of
which shall be determined by multiplying (a) PacifiCorp's subsequent levelized annual fixed
charge rate for each year, for the Hunter #2 Project mining investment, as calculated in
accordance with Section B4, below, by (b) the dollar investment in capital additions,
replacements (less credit for net salvage and insurance proceeds, if any), and betterments of the
Hunter #2 Project allocated mining investment, completed during the calendar year immediately
preceding establishment of such subsequent levelized annual fixed charge. Such dollar
investment, to be determined from data contained in PacifiCorp's FERC Form 1 or its successor
thereto, shall not include any doliar amounts incurred by PacifiCorp prior to January 1, 1990.

B2.33 All ad valorem taxes imposed upon the Hunter #2 Project mining
investment,

B2.3.4  Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general expenses to total -

PacifiCorp electric plant in service; and 2) the total Hunter #2 Project mining investment.



B2.4 Hunter #3 Project allocated mining expenses, to be determined by adding the

amounts calculated under Section B2.4.1 through B2.4.4 below:

B2.4.1  PacifiCorp's adjusted initial levelized annual fixed charge rate for the
Hunter #3 Project mining investment multiplied by the Hunter #3 Project mining initial
investment, determined pursuant to Section B3, as of December 31, 1989, For purposes of this
section, PacifiCorp's total investment in Hunter #3 project mining is $38,720,844. Such total
investment shall remain constant through the book life (14 years) and shall be $0 afterwards.
Such adjusted initial levelized annual fixed charge rate shall be determined by subtracting book
depreciation (1/book life) from PacifiCorp's initial levelized annual fixed charge rate for the
Hunter #3 project mining investment determined annually in accordance with Section B4, below.
_Such book depreciation is reflected in Hunter #3 fuel cost.

B2.4.2 Each subsequent annual levelized fixed charge shall be determined by
multiplying (a) PacifiCorp's subsequent levelized annual fixed charge rate for the Hunter #3
Project mining investment, as calculated in accordance with Section B4, below, by (b) the dollar
investment in capital additions, replacements (less credit for net salvage and insurance proceeds,
if any), and betterments of the Hunter #3 Project allocated mining investment, completed dufing
the calendar year immediately preceding establishment of such subsequent levelized annual fixed
charge. Such dollar investment, to be determined from data contained in PacifiCorp's FERC
Form 1 or its successor thereto, shail not include any dollar amounts incurred by PacifiCorp prior
to January 1, 1990.

B24.3 All ad valorem taxes imposed upon the Hunter #3 Project mining
investment.

B2.4.4  Administrative and General Expense shall be an amount equal to the

product of 1) the quotient of total PacifiCorp administrative and general expenses to total

PacifiCorp electric plant in service; and 2) the total Hunter #3 Project mining investment.

Section B3:  Allocation of Mining

Investment to Hunter #2 and Hunter #3 Projects

Hunter #2 mining initial investment and Hunter #3 mining initial investment shall be

determined by (a) multiplying the dollar amount as set forth in Section B3.1 by (b) the ratio of




PacifiCorp's share of the associated Project's capability (235 MW for Hunter #2 Project and 400
MW for Hunter #3 Project) divided by the total capability of all Projects served by the mines
(presently 1995 MW). Hunter #2 mining subsequent investment and Hunter #3 mining
subsequent investment shall be determined by (a) multiplying the dollar amounts as set forth in
Section B3.2 by (b) the ratio of PacifiCorp's share of the associated Projects capability (235 MW
for Hunter #2 Project and 400 MW for Hunter #3 Project) divided by the total capability of all
Projects served by the mines (presently 1995 MW).

B3.1 Gross coal plant, as reported in FERC account 399 as "Total Other Tangible
Property” in PacifiCorp's FERC Form 1 as of December 31, 1989,

B3.2 Each subsequent coal mine investment in capital additions, replacements (less
credit for net salvage and insurance proceeds, if any), and betterments, as determined pursuant to

data contained in PacifiCorp's FERC Form 1 or its successor thereto,

| Section B4: Elements of Hunter #2 and Hunter #3 Project Mining

Investment

Levelized Annual Fixed Charge Rates

B4.1 Capital Structure:

B4.1.1  For purposes of calculating initial levelized annual fixed charge rates,

PacifiCorp's capital structure will remain constant. The capital structure for Hunter #2 and

Hunter #3 Project is:

Long Term Debt 50%

Preferred Stock 10%

Common Stock Equity 40%
Total ' 100%

B4.1.2  PacifiCorp's capital structure will remain constant for purposes of

calculating subsequent levelized annual fixed charge rates and is as follows:

Long-Term Debt 48%
Preferred Stock , 6%
Common Stock Equity 46%

Total ‘ | 100$



provided, that if any part of PacifiCorp's portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed by
long-term debt, the interest of which is exempt from federal income taxes, the long-term debt
portion of the above capital structure shall be apportioned between the long-term debt and the tax
exempt long-term debt accordingly. In no case shall the long-term debt portion exceed fifty
percent (50%) of total capitalization-
B4.2 Cost of Capital:
B4.2.1.1 Lon,q—Tenﬁ Debt: Bond inferest applicable in the calculation of each

initial levelized annual fixed charge rafe will be eight and forty-seven hundredths percent
(8.47%). Bond interest applicable in the calculation of each subsequent levelized annual fixed
charge rate for future capital additions, replacements, or befterments shall be the effective cost
rate to PacifiCorp of the most recent issue of long-term bonds, excluding special-purpose issues
not related to the Hunter #2 and Hunter #3 Project Mining Investment, in the twelve (12)-month
period prior to the date of the completion of construction of the capital additions, replacements or
betterments for which the subsequent levelized annual fixed charge rate is calculated. In the
event there are no bond issues within the said twelve (12)-month period, then an estimated bond
interest rate will be used in the billihgs, based upon the bond rating then applicable to PacifiCorp
until such time as there is a bond issue, at which time all future billings will reflect the actual
cost to PacifiCorp of such bond issue. In the event such bond issue is subsequently exchanged
for other bonds, the new bond rate shall be used for subsequent biliiﬁgs.,

B4.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be eight and twenty-four
hundredths (8.24%). Return on preferred stock applicable in the calculation of subsequent
levelized annual fixed charge rates for future capital additions, replacements, or betterments shall
be the same as for bond interest used in calculation of subsequent annual fixed charge rate, plus
fifty (50) basis points.

B4.2.3 Common Stock Equity:  For pricing purposes only the component for
return on common stock equity (ROE) applicable in the calculation of the initial levelized annual
fixed charge rate and each subsequent levelized annual fixed charge rate for any caIendar year
shall be equal to PacifiCorp's then effective rate of return on common equity (ROE) which has
been authorized by the FERC. From the effective’ date of this Agreement until the date



PacifiCorp receives an authorized return on common equity (ROE) under FERC Docket Nos.
ER$9-393-000 and ER89-394-000, PacifiCorp shall use an estimated ROE of twelve and thirty-
six hundredths percent (12.36%) for the determination of the initial levelized fixed charge.
Subsequent to PéciﬁCorp's receipt of an authorized (ROE) under the above dockets, PacifiCorp
shall make a timely filing with the FERC for a change of rates to reflect the authorized (ROE).
Upon PacifiCorp's receipt of an order under such filing, PacifiCorp shall credit or invoice APS
the difference between the estimated levelized fixed charge using the estimated (ROE) and the
actual levelized fixed charge using PaciﬁCorp‘s authorized (ROE). Interest at the rate set forth in
Appendix D shall be applied to any credit or additional charges.

B4.3 Book Depreciation: Book depreciation charges shall be at a straight-line rate

based on a fourteen (14) year life in calculating the initial levelized annual fixed charge rates.
Book depreciation charges for subsequent levelized annual fixed charge rates shall be based on
the estimated remaining service life of the Project including the effects on such life due to the
subsequent investment. Because book depreciation is reflected in the Hunter #2 and #3 fuel cost,
an adjustment is made to the initial levelized annual fixed charge rate for the Hunter #2 and #3
project mining investment, pursuant to Subsections B2.3.1 and B2.4.1.

B4.4 Income Tax Requirements: Income Tax Requirements applicable in calculating

both initial and subsequent levelized annual fixed charge rates shall be based on the following
items; provided, subsequent changes in tax laws shall be incorporated in computing levelized
annual fixed charge rates for periods following such tax law change:

B4.4.1  The federal corporate income tax rate, of 34%.

B4.4.2 A state corporate income tax rate equal to the estimated composite
weighted average of PacifiCorp's (3) three-factor formula for unitary allocation of state taxable
income based upon payroll, property, and revenue in each state in which PacifiCorp provides
retail service. |

B4.4.3 The Modified Accelerated Cost Recovery.System (modified ACRS)
method of tax depreciation in accordance with the Tax reform act of 1986 shall be used in
calculating both the initial and subsequent levelized annual fixed charge rates.

B4.44 Regular Invesiment Tax Credits allowed in) accordance with the

provisions of the Internal Revenue Code of 1954, as amended, regardless of whether PacifiCorp



is able to use such crédits shall be used when calculating subsequent levelized annual fixed
charge rates.

B4.45 Tax basis shall be one-hundred percent (100%) of the book basis in
calculating each initial levelized annual fixed charge rate and one hundred petcent (100%) of the

book basis in calculating each subsequent levelized annual fixed charge rate.




Colstrip Project Annual Variable Cost

(Based on 1989 FERC Form 1)

Colstrip Project
Annual Energy Production (MWh) 1,052,975

Production Expenses

Operation, Supervision and Engineering $180,275
Fuel $7,394,559
Steam Expenscs $722,304
Electric Expenses $330,429
Misc. Steam Power Expenses $875,183
Rents , ($74,887)
Maintenance, Supervision and Engincering $225,070
Maintenance of Structures $207,729
Maintenance of Boiler Plant _ $1,315,261
Maintenance of Electric Plant $261,013
Maintenance of Misc, Steam Plant $244,057
Subtotal $11,680,993
In Lieu of Payments * _ $219.107
Total Variable Costs Colstrip Project $11,900,100
Colstrip Project Annual Variable Cost $11.30 per MWHh|

* Montana Electrical Energy License Tax



Cholla Project

Cholla Project Annual Variable Cost

(Based on 1989 FERC Form 1)

Annual Energy Production (MWh) 4,913,599
Production Expenses
Operation, Supervision and Engineering $391,540
Fuel $84,460,268
Steam Expenses $3,263,082
Electric Expenses $834,325
Misc. Steam Power Expenses $1,553,024
Rents $139,392
Maintenance, Supervision and Engineering $2,829,620
Maintenance of Structures $504,564
Maintenance of Boiler Plant $9,343,026
Maintenance of Electric Plant $1,975,652
Maintenance of Misc. Steam Plant $1.479.085
Subtotal $106,773,578
In Licu of Payments -
Total Variable Costs Chella Project $106,773,578
Cholla Annual Variable Cost [$21.73 per MWHh|

Note:  Example Purposes Only - Reflects Total Cholla Plant



Hunter #2 Project Annual Variable Cost
{Based on 1989 FERC Form 1)

Hunter #2 Project

Annual Energy Production (MWh)

Production Expenses

Operation, Supervision and Engineering
Fuel
Steam Expenses
Electric Expenses
Misc, Steam Power Expénses
Rents
. Maintenance, Supervision and Engineering
Maintenance of Structures
Maintenance of Boiler Plant
Maintenance of Electric Plant
Maintenance of Misc. Steam Plant
Subtotal
Allocated Mining Expenses
In Lieu of Payments

Total Variable Cosis Hunter #2 Project

Hunter #2 Project Annual Variable Cost

*  See Attached sheets for details

1,653,390

$139,904
$14,927,530
.$1 457,346
$577,512
$623,071
$27
$373,099
$242,519
$1,974,717
$336,814
£468.726
$21,121,265

$2,189452

$23,310,717

*

[$14.10 per MWHh|




Hunter #3 Proiect Annual Variable Cost
(Based on 1989 FERC Form 1)

Hunter #3 Project
Annual Energy Production (MWh) 2,743,379

Production Expenses

Operation, Supervision and Engineering $231,997
Fuel $24,859,535
Steam Expenses $2,517,785
Electric Expenses $1,179,383
Mise, Steam Power Expenses ‘ $897,027
Rents $2,437
Maintenance, Supervision and Engineering $715,529
Maintenance of Structures $431,445
Maintenance of Boiler Plant $4,837,672
Mainienance of Electric Plant $686,521
Maintenance of Misc. Steam Plant $958.473
Subtotal ' $37,317,304
Allocated Mining Expenses $3,726,731 *

In Licu of Payments -

Total Variable Costs Hunter #3 Project $41,044,535

Funter #3 Project Annual Variable Cost [$14.96 per MWH|

* See attached sheets for details



Annual Variable Cost

Project Annual Load Factors

1989 Generation Capacity Load Factor
(Mwh) MW
Colstrip | 1,052,975 140 86%
Cholla 6,910,089 940 84%
Hunter #2 1,653,390 235 80%
Hunter #3 2,743,379 400 78%
Weighted Variable Cost
Capacity Load Factor Variable Cost ~ Numerator Denominator
MW $/MWh
Colstrip 70 86% 11.30 679 60
Cholla 350 84% 21.73 6,382 294
Hunter #2 180 80% 14.10 2,038 145
Hunter #3 400 78% 14.96 4,685 313
Total 13,785 812
Numerator = Capacity x Load Factor x Variable Cost
Denominator = Capacity x Load Factor
Weighted Variable Cast= 13,785 + g12 = $16.99
Adjusted for Losses = $16.99 + |

Annual Variable Cost = $16.99



Hunter #2 Project Allocated Mining Expenses

(Based on 1989 Actual Costs)

Initial Levelized Fixed Charpe

Hunter #2 Proiect

Hunter #2 Mining Investment
Adjusted Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment
Subsequent ‘Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in licu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Hunter #2 A & G Expense

Total Fixed Cost

$22,748 496
6.75%
$1,535,751

| $0
0.00%

0
$228,367

$0

$139,130,109

$7,441,216,075
1.87%
$425334



Hunter #3 Project Allocated Mining Expense

(Based on 1989 Actual Costs)

Initial Levelized Fixed Charge

Hunter #3 Project

Hunter #3 Mining Investment
Adjusted Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
* Subsequent Investment
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in lieu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Hunter #3 A & G Expense

Total Fixed Cost

$38,720,844
6.75%
$2,614,044
$0
0.00%
$0
$388,714
$0
$139,130,109
$7,441,216,075
1.87%
$723,972
$3,726,731




Hunter #2 and #3 Mining Investment

Gross Coal Plant

Power Plants Served By Mines:

Huntington #1
Huntington #2
Hunter #1 UPL
Hunter #1 Provo
Hunter #2 UPL
Hunter #2 DG&T
Hunter #3 UPL
Total

Hunter #2 Mining Investment =
Hunter #3 Mining Investment =

Allocation Calculation

$193,120,211

— MW

400
415
366

24
235
155

400

1,995

235 + 1995 x $193,120,211
400 + 1995 x $193,120,211

$22,748,496
$38,720,844
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HUNTER #2 & #3 MINE INVESTMENT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(1+) "/ (+H) " -1
Where 1 = weighted cost of capital and n = ave.. life of plant.

CRF = 0.1000 (1+0.1000)"/((1 +0.1000) - 1) =

0.13575
(*2) BOOKDEPRECIATION = $100,000/ 14 Years = $7,143
(*3) TOTALRETURN, (TR) = A x W, |
Where A = Average Net Investment; and
W, = Weighted Cost of Preferred and Common
- Stock
Let A = Beginning Investment - (D+T)/2

Where Beginning Investment = Previous year's beginning investment -

previous year's D and T.

D = Book Depreciation  (¥2)
T = Deferred Tax (*5)
Therefore, beginning investment = $100,000
A = $100,000 - (7,143 + 2636)/2=13$95,111
TR = $95,111 x ((10x .0824+ .40
' 1236) = $5,486
(*4) INTEREST, (I) = A x Wy
Where Wy = Weighted Cost of Debt
Therefore, I = $95,111 x (50 x .0847) = $4,028
(*5) DEFERRED TAX, (T) = (Tg-D) x Tr
Where Tp = Tax Depreciation (*8)
Tr = Tax Rate (36.88%)

LetT = (14,290 - 7,143) x 3688 = $2,636



HUNTER #2 AND #3 MINE INVESTMENT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con't.)
(*6) INCOME TAX = (Total Return + Book Depreciation + Deferred
Tax - Tax Depreciation) x (Tax rate/(1-Tax
rate)
INCOME TAX = (35,486 + $7,143 + $2,636 - $14,290) x
(.3688/(1-.3688 = $570
(*7) ANNUAL COST = Book Depreciation + Total Return +
Interest + Deferred Tax + Income Tax
ANNUAL COST = $7,143 + $5486 + $4,028 + $2,636 +
$570 =
$19,862
(*8) TAX DEPRECIATION = (Modified ACRS) x Original Investment
TAX DEPRECIATION = 14.29% x 1.00 x $100,000 = $14,290
Adjusted for 1/2 year = $8,510/2 =
$4,255
(*9) IIC = Not Applicable
(*10) PRESENT WORTH ANNUAL COST =  Annual Cost x 1/(1+)"
PRESENT WORTH ANNUAL COST = $19,862 x 141 + .1000)"
$18,056
where I = weighted cbst of capital and n = first year,
((*11) INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total
Present Worth Annual Cost) /Total Original Book Cost
INITIAL LEVELIZED FIXED CHARGE RATE = (0.13575 x

$102,338)/$100,000 = 0.1389 = 13.89%



HUNTER #2 AND #3 MINE INVESTMENT
CALCULATION OF ADJUSTED INITIAL
FIXED CHARGE RATE
(Based on $100,000 of Capital Expenditure)

CAPITAL STRUCTURE:

Component Structure Rate

Debt 50% 8.47%

Preferred 10% 8.24%

Common 40% 12.36%

Weighted Cost of capital 10.00%

INPUT DATA:

INVESTMENT TAX CREDIT Not Applicable

SALVAGE VALUE 0

BOOK LIFE (Straight Line) 14 years

TAX LIFE (MACRS) 7 years

TAX RATE 36.88% (includes state Corp. tax)
TAX BASIS 100.00% of Book

PW RATE 10.00%

CALCULATED DATA:

CAPITAL RECOVERY FACTOR = 0.13575 (1%)

INITTIAL LEVELIZED FIXED CHARGE RATE = 0.1394 = 13.94% (*11)
ADJUSTED INITIAL LEVELIZED FIXED CHARGE RATE* = 13.94% less

book depreciation, where book depreciation

= 13.89% = 6.75%

*Book depreciation is reflected in fuel cost,

t/14 years = 0.0714 = 7.14%



Appendix C: "Resource Pool"

This Appendix sets forth the amount of capacity (MW) and the combination of
resources which may be included in the Resource Pool which shall be the basis for
determining the prices for Firm Capacity and associated Firm Energy under Section 5 of
this Agreement commencing with calendar year 1996.

The Resource Pool shall contain 1000 megawatts of capacity, which, until
October 31, 2010, shall always contain an amount of capacity equal to the current rated
capacity of Cholla Unit 4 and PacifiCorp's associated Cholla Unit 4 capital costs as
derived pursuant to Appendix A. On May 1, 1996, the Resource Pool shall contain 650

megawatts of the following

other resources:
Resource Capacity (MW)
Colstrip Project 70
Hunter No. 2 Project 180
Hunter No. 3 Project 400

Total 650 MW A
Provided, that commencing May 1, 1997 and on each May 1 there-after through the term
of this Agreement, PacifiCorp may replace up to a maximum of 200 megawatts of such
other resources with other cost resources it owns or may acquire, including, but not
limited to, thermal generation it owns or leases and firm power purchases under contracts
with a term of three years or more. Subsequent to October 31', 2010, through the term of
this Agreement, PacifiCorp may replace both the other resources and Cholla Unit 4 with
other cost resources. Such other cost resources contained in the Resource Pool shall only
be resources (1) that PacifiCorp acquires through prudent utility management practices,
(2) that are being used to provide utility service to PacifiCorp's customers, and (3) that
have been declared to be in commercial operation prior to May 1 of the calendar year in

which such resources are included in the Resource Pool.



APPENDIX D: EXAMPLE CALCULATION
ESTABLISHING ADJUSTMENTS FOR INTEREST

Simple interest "Midyear Convention"” shall be utilized in calculating the amount

of the adjustments for interest.

Assumptions for Example Calculations:
(1 Total Annual Payment Difference for calendar year 1995
$12,000
(2)  Prime Rate

9%

(3)  Time of Adjustment _ ' June 1,
1996 - '
Adjustments for Interest
Year ___ Prime Rate | Factor 2 Interest Rate
1995 9.0% multiplied by 12 = 4.50%
1996 9.0% multiplied by 5/12 = 3.75%

' 8.25%

8.25% x $12,000 = $990 AdjusﬁnentForInterest

The prime rate shall be the time -weighted average prime rate for the
period. For the example above it would be for the period January 1995
through May 1996. The prime rate shall be as established by Mofgan
Guaranty Trust Company of New York.

z 1995 mid-year convention 1/2 year

1996 5 months (January through May)



APPENDIX E: INCREMENTAL COST OF SUPPLEMENTAL,
ENERGY AND UNUSED CHOLLA CAPABILITY

This Appendix sets forth the method for establishing Incremental Cost ($/MWh) of
Supplemental Energy to be made available by APS pursuant to Subsections 6.7 and 6.8 of this
Agreement and the Incremental Cost ($/MWh) of energy associated with either Party's use of the
other Party's unused generating capability at the Cholla Generating Station ("Unused Cholla
Capability") pursuant to Subsection 13.06 of the Asset Agreement.

The Incremental Cost for each mégawatt—hour of each transaction shall equal the sum of
(1) the deemed incremental operating and maintenance expense ($/MWh) as determined in
Section 1.0 below, and (2) the Incremental Fuel Cost ($/MWh) as determined in Section 2.0
below.

1.0 Incremental Operating and Maintenance Expense. The incremental operating and
maintenance expense associated with Supplemental Eliergy and energy associated with either
Party's use of the other Party's Unused Cholla Capability shall be as follows: .

1.1 Supplemental Coal Energy. For all Supplemental Coal Energy, the

incremental operating and maintenance expense shall be deemed to be $4.68 per megawatt-hour.
Any revision to the deemed $4.68 per megawatt hour incremental operating and maintenance
expense for Supplemental Coal Energy shall require a timely filing under Part 35 of the Code of
Federal Regulations, together with cost support which demonstrates that the proposed revisions -
are reasonable given APS’ costs.

1.2 Other Supplemental Energy. For all other Supplemental Energy, the
incremental operating and maintenance expense shall be deemed to be $21.94 per megawatt-hour
for gas and oil fired steam units, $11.99 for all single cycle combustion turbines and $4.36 for all
combined cycle units. Any revision to the deemed incremental operating and maintenance
expense for gas and oil fired steam units, for combustion turbines, and for combined cycle units
shall require a timely filing under Part 35 of the Code of Federal Regulations, together with cost
support which demonstrates that the proposed revisions ate reasonable given APS’ costs, Within
three years of the Effective Date of this Agreement, the parties shall review the appropriateness

of the foregoing deemed values and make adjustments that are equitable.



1.3 Unused Cholla Capability. For all energy associated with either

Party's use of the other Party's Unused Cholla Capability, the incremental operating and
maintenance expense shall be deemed to be $3.56 per megawatt-hour. Any revision to the
deemed incremental operating and maintenance expense shall require a timely filing under
Part 35 of the Code of Federal Regulations, together with cost support which demonstrates
the proposed revisions are reasonable,

2.0 Incremental Fuel Cost. The incremental fuel cost associated with

Supplemental Energy and energy associated with either Party's use of the other Party's
Unused Cholla Capability shall be as follows:

2.1 Supplemental Coal Energy. For all Supplemental Coal Energy the
incremental fuel cost ($/MWh) shall be determined by the APS dispatcher or scheduler
based on his best-efforts forecast of the incremental coal cost and the incremental heat
rate associated with the lowest cost generating unit(s) expected to be producing such
energy.

2.2 Other Supplemental Energy. For all other Supplemental Energy,
the incremental fuel cost ($/MWHh) shall be determined by the APS dispatcher or

scheduler based upon his best-efforts forecast of the incremental fuel cost, either Natural

Gas, Oil or Coal, utilizing the incremental heat rate associated with the lowest cost
generating unit(s) that is expected to be producing such energy.

2.3 Unused Cholla Capability. For all energy associated with either

Party's use of the other Party's Unused Cholla Capability, the incremental fuel cost
($/MWh) shall be determined by the Party's dispatcher or scheduler having such Unused
Cholla Capability based on his best-efforts forecast of the incremental coal cost utilizing

the incremental heat rate of the generating unit(s) that would produce such energy.






APS Government Program Management Office

APS Government Grant Charge Number Structure
Version 1.0 '

PURPOSE

To document the established charge number structure that appropriately tracks grant-
funded activities and complies with 10CFR600,311, 10CFR600.313, 10CFR600.317,
and the American Recovery and Reinvestment Act of 2009 Subtitle D Sec. 1551 (where
applicable).

GENERAL STRUCTURE

1.

The first two characters of a charge number beginning with the letters “GV”
distinguishes the charge as a government-funded project.

The next two characters designate the government award.
o GVO01 - Integrated Energy Systems (IES)
¢ (GV02 - High Penetration Solar (HPS) ARRA Phase I
¢+ GVO03 - Distributed Energy Leadership Program (DELFP)
¢ GVO0S5 - High Penetration Solar (HPS) non-ARRA Phase I
A full list of charge numbers are kept on record with the GPMO,

The next two characters in a charge number typically align with the associated
task number(s). Currently for IES, only one character identifics the task.

The following two characters typically align with the associated subtask
number(s).

An additional character may be added at the end of the charge number to identify
subrecipient costs and cost share. This currently applies to HPS:

¢  “G” - General Electric (GE)

¢ “N” - National Renewable Energy Laboratory (NREL)

o “S§” - Arizona State University (ASU)

o “V”.ViaSol

Charge number example: GV020101
GV - Distinguishes as a government project (grant)
02 -- Number associated with a specific grant
01 — Name of the task
01 — Name of the sub-task

SPECIAL CHARGE NUMBERS

In addition to the charge numbers which designate the task and subtask, there are special
charge numbers specific to each project. These charge numbers are designated to track



APS Government Program Management Office .

charges directly associated with the project but are considered excluded. These may
either be unallowable or unbudgeted costs (such as G&A). In addition to excluded costs,
there are charge numbers to designate APS cost share for each grant. Special charge
numbers to note are as follows:

e GV01999 - Unbillable Costs (IES)

o  GV01500 — APS Cost Share (IES)

o (V020001 — Excluded Costs (HPS)

e  (GV020002 —~ APS Cost Share (HPS)

e  (3V039999 — Excluded Costs (DELP)
CLOSEOUT TRACKING

When an award enters the project closeout phase, additional charge numbers following
the same convention above will be established in order to designate closeout charges.
Currently, GV013% is used for IES Closeout.

HISTORICAL STRUCTURE PRIOR TO GPMO

Government-funded projects that were awarded prior to October 2009 did not follow the
standard charge number structure implemented after that date. The two awards with
exceptions to this structure are the Coal to SNG (SNG) project and the Membrane
Technology Research (MTR) project.



Valencia Fisker

, ) ’ : Director
b Federal Regutation

Mail Station 8995

P.O. Box 53999
Phoentx, AZ 85072-3999
Tel 602-250-4643
Lindy.Fisker@aps.com

June 29, 2011
VIA ELECTRONIC FILING

The Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission

888 First Street, N.E.

Washington, D.C. 20426

Re:  Modifications to the Long-Term Power Transactions Agreement between Arizona
Public Service Company and PacifiCorp
Docket No. ER11-

Dear Secretary Bose:

Pursuant to Section 205 of the Federal Power Act (“FPA”), 16 U.S.C. § 824d, and Part 35
of the Regulations of the Federal Energy Regulatory Commission (“FERC” or
“Commission”), 18 C.E.R. Part 35 (2011), Arizona Public Service Company (“APS” or
“Company”) hereby files proposed revisions to the Long-Term Power Transactions
Agreement (“Agreement”) between APS and PacifiCorp (“PAC”) designated as FERC
Electric Rate Schedule No. 182.

L Background:

On March 19, 1991, the Commission accepted this Agreement, between APS and PAC,
and designated it as APS FERC Rate Schedule No. 182. The Agreement provides for
power sales between APS and PAC, This filing addresses the APS rates for sales of
Supplemental Coal Energy (“SCE”) and Other Supplemental Energy (“OSE”) under the
Agreement. Though APS offers PAC SCE and OSE on a daily basis, PAC is under no
obligation to buy either product.

Pursuant to the Agreement, APS is permitted to recover its actual incremental costs
(incremental fuel by the Company plus an Operation and Maintenance (“O&M”) adder)
to produce SCE or OSE, plus a percentage adder cost that would be treated as a
contribution towards the fixed costs of the units producing SCE and OSE. The
Agreement provides for changes to the O&M costs upon a timely filing with the
Commission for approval. Thus, APS is seeking FERC’s approval to increase the O&M
adder from combined cycle and gas/oil fired steam resources and to decrease the O&M
adder from coal fired steam and combustion turbine resources, as allowed in Sections 6.7
and 6.8 of the Agreement.



Kimberly D. Bose, Secretary

Federal Energy Regulatory Commission
June 29, 2011

Page 2 of 4

I1. Communications:

Communications regarding this filing should be sent to the following individuals:

Valencia R. Fisker Thomas A, Loquvam

Director, Federal Regulation Senior Attorney

Arizona Public Service Company Pinnacle West Capital Corporation
400 North 5th Street 400 North 5th Street

Mail Station 8995 Mail Station 8695

Phoenix, AZ 85004 Phoenix, AZ 85004

Phone: (602) 250-4643 Phone: (602) 250-3616
Lindy.Fisker@aps.com Thomas.Loquvam{@pinnaclewest.com

ITI.  Proposed Change to Contract Rates:

Appendix E of the Agreement sets forth the methodology for establishing the incremental
cost of supplemental energy provided by APS to PAC. Variable O&M expenses from the
APS FERC Form No. 1, exclusive of fuel, were aggregated and divided by net generation
to determine incremental O&M cost for the different types of generation resources
anticipated to be utilized to provide such power, i.e., coal fired steam units, gas/oil fired
steam units, combustion turbine units and combined cycle units. A cost justification is
included as an attachment to this filing. The existing and proposed values are as follows:

0O&M Factor
(Mills/kWh)
Type of Generation Resource Existing Proposed
Coal Fired Steam Units 5.07 4.68
Gas/Oil Fired Steam Units 13.95 21,94
Combustion Turbine Units 13.09 11.99
Combined Cycle Units ' 2.96 4.36

IV.  Contents of Filing:

Included in this filing is (1) the APS Rate Schedule No. 182, (2) a red-lined copy of the
affected sections, (3) a conformed copy of the agreement, (4) the applicable worksheets
utilized in support of the proposed changes and (5) the rate impact calculation based on
the most recently available historic twelve month sales period (April 2010 through March
2011). :



Kimberly D. Bose, Secretary

Federal Energy Regulatory Commission
June 29, 2011

Page 3 of 4

Y. Conclusion;

APS requests waiver of any additional reporting requirements in 18 C.F.R. §35.13(a),
that may otherwise be required. APS respectfully requests an effective date of September
1, 2011 to implement these changes.

Sincerely,

Vit L. it

Valencia R. Fisker
Director, Federal Regulation
Arizona Public Service Company

Ce:

Steve Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

PacifiCorp

Commercial and Trading

Director, Marketing & Trading Confracts
825 N.E. Multnomah, Suite 600
Portland, Oregon 97232

Public Utility Commission of Oregon
550 Capital Street NE, Suite 215
Salem, Orégon 97301-2551

Utah Public Service Commission
Heber M Wells Building, 4th Floor
160 East 300 South

Salt Lake City, Utah 84111

Washington Utilities and Transportation Commlssmn
1300 South Evergreen Park Drive SW
Olympia, Washington 98504-7520

Montana Public Service Commission
P.O. Box 202601
Helena, Montana 59620-2601

Public Service Commission of Wyoming



Kimberly D. Bose, Secretary

Federal Energy Regulatory Commission
June 29, 2011

Page 4 of 4

Hansen Building
2515 Warren Avenue, Suite 300
Cheyenne, Wyoming 82002

Idaho Public Utilities Commission
P.O. Box 83720
Boise, Idaho .83720-0074

Wesley Franklin, Executive Director
California Public Utilities Commission
State Building

505 Van Ness Avenue, Room 5222
San Francisco, California 94102



Information Required In Accordance With

18 C.Y.R. §35.13(2)(2)(iD)



FILING INFORMATION UNDER SECTION 35.13(a)(2)(ii)
L General Information:

Arizona Public Service Company (“APS”) requests regulatory approval to revise rate
components inherent in charges to PacifiCorp for sales of Supplemental Coal Energy
(“SCE”) and Other Supplemental Energy (“OSE”) as provided for in the Long-Term
Power Transactions Agreement (“Agreement”) between the parties previously accepted
by the Commission in Docket Nos. ER03-347-000, ER08-1610-000, ER09-1567-000,
and ER10-1386-000.

APS is requesting an effective date of September 1, 2011.
1I. Estimates of the Transactions and Revenues:

The Attachments provided demonstrate the revenue impact for SCE and OSE
transactions based on the most recent available 12 months of billing information.

III.  Basis of the Proposed Rates, Explanation of How the Proposed Rates Were
Derived and Rate Design Information:

The basic rate design is unchanged from that inherent in the Agreement. APS is secking
revisions to O&M factors as authorized in the Agreement upon a timely filing with the
Commission.

Pursuant to the Agreement, APS may recover its actual incremental costs (incremental
fuel incurred by the Company plus an O&M adder) to produce SCE or OSE, plus a
percentage adder to be applied to incremental costs that would be treated as a
contribution toward the fixed costs of the units producing this energy.

Proposed Change to O&M factors:

Appendix E of the Agreement sets forth the methodology for establishing the incremental
cost of supplemental energy provided by APS to PacifiCorp, Variable O&M expenses
from the APS FERC Form No. 1, exclusive of fuel, were aggregated and divided by net
generation to determine incremental O&M cost for the different types of generation
resources anticipated to be utilized to provide such power, i.e., coal fired steam units,
gas/oil fired steam units, combustion turbine units and combined cycle units. Each type
of generation resource has a specific O&M adder. Appendix E, Sections 1.1 and 1.2
provide for revisions in the O&M factors upon a timely filing demonstrating cost support
for the proposed revisions. Cost justification demonstrates the support for changes to the
O&M factors for the different types of generation resources that would be used to provide
supplemental energy under the Agreement. The proposed values are as follows:



Proposed

O&M Factor
Type of Generation Resource (Mills/kWh)
Coal Fired Steam Units 4.68
Gas/Oil Fired Steam Units 21.94
Combustion Turbine Units 11.99
Combined Cycle Units 4.36

IV.  Comparison of the Proposed Rate with Other Rates for Siniilar Services:

The terms and conditions for service under this Agreement are unique, and APS has no
other agreements providing similar service.

V. Any Specifically Assignable Facilities to be Installed or Modified in Order to
Supply Service under the Proposed Rate Schedule:

No new facilities or modifications to existing facilities are required in order to implement
the proposed rate changes.



Cost Justification



Type of EneraviType of Resource

Supplemental Coal Energy (SCE):

ARIZONA PUBLIC SERVICE COMPANY
DETERMINATION OF "DEEMED" NON-FUEL INCREMENTAL O&M FACTORS
APPLICABLE TO PAC AGREEMENT

Cholla1,2,3

Four Corners 1,2, 3

Four Corners 4, 5

Navajo 1,2, 3
TOTAL

T A WwN -

Other Supplemental Energy (OSE):

Gas/0il Fired Steam:
Qcofillo 1-2
Saguaro 1-2
8 TOTAL

-~

Combustion Turbines:
9  Yucca
10  Douglas
11 QOcotillo
12 Woest Phoenix
13  Saguaro 1-2
14  Saguaro 3
15 Sundance
16 TOTAL

Combined Cycle:
17  West Phoenix 1-3
18  Woaest Phoenix 4-5
19  Redhawk 1-2
20 TOTAL

21 Coal Fired Steam: /3/

! 2009 FERC Form 1, pp.402 - 403.3, fine 12
{2/ 2009 FERC Form 1, pp.402 - 403.3, lines 29, 31, & 32
13/ Use the same O&M factor as that for SCE line 5.

(1) (2) (3) (4)
Variable O&M Cost Supportable Current
Net Generation Expenses . O&M Factor Q&M Factor
{(kWh) 1/ ($) 121 $/MWh $IMWh
[{2}(1)]1* 1000
4,499,920,301 19,739,985
4,214,059,208 23,007,365
1,465,077,030 7,062,676
2,204,307,999 8,187,585
12,383,364,628 57,997,612 4.68 5.07
51,643,000 1,045,203
0 87,910
51,643,000 1,133,204 21.94 13.95
88,897,000 {151,523)
359,000 11,188
3,805,000 337,679
3,398,000 193,615
1,058,000 54,450
7,029,000 170,122
107,797,000 1,932,590
212,444,000 2,548,022 11.99 13.09
285,038,702 726,443
1,431,253,000 5,124,925
3,376,012,000 16,351,818
5,092,303,702 22,203,286 4.36 2.96



Revenue Impact
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APPENDIX E: INCREMENTAL COST OF SUPPLEMENTAL
ENERGY AND UNUSED CHOLLA CAPABILITY

This Appendix sets forth the method for establishing Incremental Cost ($/MWh) of
Supplemental Energy to be made available by APS pursuant to Subsections 6.7 and 6.8 of this
Agreement and the Incremental Cost (§/MWh) of energy associated with either Party's use of the
other Party's unused generating capability at the Cholla Generating Station ("Unused Cholla
Capability") pursuant to Subsection 13.06 of the Asset Agreement.

The Incremental Cost for each megawatt-hour of each transaction shall equal the sum of
(1) the deemed incremental operating and maintenance expense ($/MWh) as determined in
Section 1.0 below, and (2) the Incremental Fuel Cost ($/MWh). as determined in Section 2.0
below.

1.0 Incremental Operating and Maintenance Expense. The incremental operating and

maintenance expénse associated with Supplemental Energy and energy associated with either
Party's use of the other Party's Unused Cholla Capability shall be as follows: .

1.1  Supplemental Coal Energy. For all Supplemental Coal Energy, the
incremental operating and maintenance expense shall be deemed to be $5:674.68 per megawatt-
hour. Any revision to the deemed $5-:074.68 per megawatt hour incremental operating and -
maintenance expense for Supplemental Coal Energy shall require a timely filing under Part 35 of
the Code of Federal Regulations, together with cost support which demonstrates that the
proposed revisions are reasonable given APS’ costs. |

1.2 Other Supplemental Energy. For all other Supplemental Energy, the

incremental operating and maintenance expense shall be deemed to be $43-9521.94 per
megawatt-hour for gas and oil fired steam units, $13-6911.99 for all single cycle combustion
turbines and $2:964.36 for all combined cycle units, Any revision to the deemed incremental
operating and maintenance expense for gas and oil fired steam units, for combustion tﬁrbines,
and for combined cycle units shall require a timely filing under Part 35 of the Code of Federal
Regulations, together with cost support which demonstrates that the proposed 1'e\fisions are
reasonable given APS’ costs. Within three years of the Effective Date of this Agreement, the
parties shall review the appropriateness of the foregoing deemed values and make adjustments

that are equitable.



1.3 Unused Cholla Capability. For all energy associated with either

Party's use of the other Party's Unused Cholla Capability, the incremental operating and
maintenance expense shall be deemed to be $3.56 per megawatt-hour. Any revision to the
deemed incremental operating and maintenance expense shall require a timely filing under
Part 35 of the Code of Federal Regulations, together with cost support which demonstrates
the proposed revisions are reasonable. |

2.0 Incremental Fuel Cost. The incremental fuel cost associated with

Supplemental Energy and energy associated with either Party's use of the other Party's
Unused Cholla Capability shall be as follows:

2.1  Supplemental Coal Energy. For all Supplemental Coal Energy the
incremental fuel cost ($/MWh) shall be determined by the APS dispatcher or scheduler

based on his best-efforts forecast of the incremental coal cost and the incremental heat
rate associated with the lowest cost generating unit(s) expected to be producing such
energy.

2.2 Other Supplemental Energy. For all other Supplemental Energy,
the incremental fuel cost ($/MWh) shall be determined by the APS dispatcher or

scheduler based upon his best-efforts forecast of the incremental fuel cost, either Natural

Gas, Oil or Coal, utilizing the incremental heat rate associated with the lowest cost
generating unit(s) that is expected to be producing such energy.

2.3 Unused Cholla Capability. For all energy associated with either
Party's use of the other Party's Unused Cholla Capability, the incrementél fuel cost
($/MWh) shall be determined by the Party's dispatcher or scheduler having such Unused
Cholla Capability based on his best-efforts forecast of the incremental coal cost utilizing

the incremental heat rate of the generating unit(s) that would produce such energy.
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LONG-TERM POWER TRANSACTIONS AGREEMENT
BETWEEN
PACIFICORP
AND
ARIZONA PUBLIC SERVICE COMPANY

THIS LONG-TERM POWER TRANSACTIONS AGREEMENT (“Agreement”),
dated this 21st day of September, 1990, is between PacifiCorp Electric Operations, an
assumed business name of PacifiCorp, an Oregon corporation (PacifiCorp) and Arizona
Public Service Company, an Arizona corporation (APS). APS and PacifiCorp are
sometimes referred to collectively as “Parties” and individually as “Party.”

WHEREAS, PacifiCorp and APS are engaged in the generation, transmission and
distribution of electric power and energy; and

WHEREAS, the Parties have resolved to enhance tﬁe efficient operation of their
respective systems by taking advantage of the diversity of their respective loads and
generation facilities; and

WHEREAS, the electric power needs of PacifiCorp’s customers are highest in the
winter months and the electric power needs of APS’ customers are highest in the summer
mon_ths; and

WHEREAS, the power supplies available to the Parties to meet their respective
customer needs are diverse; and

WHEREAS, the Parties believe that various power transactions between

interconnected electric utilities whose peak power needs and power supplies are different

would be beneficial to the Parties’ respective customers; and



WHEREAS, the Parties have entered info a series of contracts on this date to
achieve such efficiencies; and

WHEREAS, the Parties intend to continue fo study and discuss additional
arrangements which will enhance efficiency and inure to the benefit of their respective
customers, |

NOW, THEREFORE, PacifiCorp and APS agree as follows:

Section !: Definitions

As used herein, the following terms have the following meanings when used with

initial capitalization, whether singular or plural:

1.1 “Agreement” means this agreement between PacifiCorp and APS.

1.2 “Annual Fixed Cost” for the calendar years 1996 through the Term of this
Agreement, means the fully distributed weighted fixed cost, as determined and set forth
in Appendix A, of the resources contained in the Resource Pool in such calendar year,
with the costs of new resources, if any, added to the Resource Pool pursuant to Appendix
C, beiﬁg determined by a methodology substantially identical to that set forth in
Appendix A.

1.3 “Annual Variable Cost” means, in the calendar years 1996 through the
Term of this Agreement, the weighted variable cost, as determined and set forth in
Appendix B, of the resources contained in the Resource Pool in such calendar year, with
such costs of new resources, if any, added to the Resource Pool pursuant to Appendix C,
being determined by a methodology substantially identical o that set forth in Appendix

B.



.4  “Asset Agreement” means the Asset Purchase and Power Exchange
Agreement between the Parties dated September 21, 1990.

1.5 “Estimated Annual Fixed Cost” means PacifiCorp’s estimate of the Annual
Fixed Cost, based on the best information available to PacifiCorp at the time such
estimates are made pursuant to Subsection 5.3, to be used for billing purposes as set forth
in Section 8.

1.6  “Estimated Annual Variable Cost” means PacifiCorp’s estimate of the
Annual Variable Cost, based on the best information available to PacifiCorp at the time
such estimates are made pursuant to Subsection 5.3, to be used for billing purposes as set
forth in Section 8.

1.7  “Exchange Capacity” means capacity with Exchange Energy to be made
available on a seasonal basis during the Term of this Agreement by each Party to the
other and at no charge pursuant to the terms of Subsections 3.2 and 3.3.

1.8  “Exchange Energy” means energy associated with Exchange Capacity as
set forth in Subsections 3.2 and 3.3.

1.9  “Firm Capacity” means capacity that is made available to APS by
PacifiCorp to facilitate associated deliveries of Firm Energy as set forth in Section 3.

1.10  “Firm Energy” means the energy associated with Firm Capacity as set forth
in Section 4,

1.11  “Point of Delivery” for all transactions hereunder means (1) Four Corners;
(2) the Glen Canyon Substation or, in the event the Navajo Loop-In Project is

consiructed, Navajo; (3) the Pinnacle Peak Substation of the Western Area Power



Administration; (4) such other location(s) as may be established by mutual agreement of
the Parties’ dispatchers, schedulers, or authorized representatives; and (5) the Cholla
Generating Station 500 Kv switchyard under the circumstances described in Subsection
15.03 of the Asset Agreement and Subsection 7.5 of this Agreement.

1.12  “Resource Pool” means a combination of resources available to PacifiCorp
as defined in Appendix C,

1.13  *“Seasonal Capacity Exchange” means the exchange of seasonal capacity as
described in Subsections 3.2 and 3.3.

1.14 “Summer Season” means the May | through October 31 period of each of
the calendar years of this Agreement.

1.15 “Supplemental Energy” means energy to be made available by APS to
PacifiCorp as described in Section 6.

1.16 “Week” meé.ns a consecutive seven day period commencing on Sunday.

Section 2: Effective Date and Termination

2,1  Term of this Agreement. This Agreement shall be effective upon the

Closing Date of the Asset Agreement and, except as provided in Subsections 2.2 and
3.2.4 and the final billing adjustment as provided in Subsection 8.2, shall terminate at
2400 hours MST, October 31, 2020.

2.2 Regulatory Approval and Termination.

2.2.1. Federal Energy Regulatory Commission Filing. PacifiCorp shall file

this Agreement with the Federal Energy Regulatory Commission (FERC). APS shall file

a letter of concurrence supporting PacifiCorp’s filing of this Agreement with the FERC.



If the FERC issues an order not accepting this Agreement for filing in its entirety and
without material change, the Parties shall exercise best efforts to amend the Agreement to
comply with the FERC order or negotiate a replacement agreement providing similar
benefits to both Parties. In the event such amendment or replacement agreement is not
executed by the Parties within sixty days following the FERC’s issuance of such order, or
the Asset Agreemeﬁt is terminated, this Agreement shall terminate.

Section 3: Capacity

3.1  Firm Capacity. For calendar years 1991 through 1995, PacifiCorp shall

make available at the Point(s) of Delivery, and APS shall purchase 175 MW of Firm
Capacity for the Summer Season of each calendar year. Except as provided in Sub-
section 3.2, commencing in calendar year 1996 and continuing through calendar year
1999, APS may increase the Firm Capacity amouht up to a maximum amount equal to the
rated capacity of Cholla Unit 4 for any year in increments of not less than 50 MW per
calendar year upon providing PacifiCorp three years prior written notice. If APS
increases its purchase of Firm Capacity under this Agreement above the 175 MW, such
Firm Capacity amount will establish the then-effective Firm capacity purchase require-
ment which may not be thereafter reduced. Except as provided in Subsection 3.2, the
amount of Firm Capacity made available for calendar year 1999 will establish the Firm
Capacity amount for the remaining Term of this Agreement. In the event of an
Uncontrollable Force, deliveries of Firm Capacity hereunder shall have priority over

PacifiCorp’s other firm wholesale contracts with terms of 10 years or less and equal



priority with PacifiCorp’s other firm wholesaie‘ contracts with terms greater than 10
years.

3.2 Exchange Option. Upon providing PacifiCoip three years advance written
notice, APS may conveit all or portions thereof of the Firm Capacity, to Exchange
Capacity in increments of not less than 50 MW per calendar year, and the parties shall
engage in a one-for-one Seasonal Capacity Exchange for the remaining Term of this
Agreement. Any such conver‘sion shall not be effecﬁve prior fo calendar year 1996 and
shall be effective for a full Summer or Winter Period as set forth in Subsections 3.2.1 and
3.2.2, respectively. Any amounts of Firm Capacity which are converted to Exchange
Capacity may not be converted back to Firm Capacity. Exéhange Capacity shall be made

available at no charge to either Party in accordance with the provisions set forth below.

3.2.1 Summer Deliveries. PacifiCorp shall make Exchange Capacity
available to APS during the period of May 15 through September 15 (“Summer Period”).
Associated deliveries of Exchange Energy shall not exceed a load factor of 50 percent for
each Week or any partial Week at the beginning or end of the Summer Period, and shall
not exceed a load factor of 40 percent for any month or partial month thereof. By mutual

agreement, a Party may pay for a portion of the Exchange Energy in lieu of returning it.

3.2.2 Winter Deliveries. APS shall make Exchange Capacity available to
PacifiCorp from October 15 through the following February 15 (“Winter Period™),
Associated deliveries of Exchange Energy shall not exceed a load factor of 50 percent for

cach Week or any partial Week at the beginning or end of the Winter Period, and shall




not exceed a load factor of 40 percent for any month or partial month thereof, By mutual
~ agreement, a Party may pay for Exchange Energy in lieu of returning it.

3.2.3 Delayed Return of Exchange Energy. The return of Exchange
Energy delivered in the Winter or Summer Periods under Subsections 3.2.2 and 3.2.1
shall be delayed to the next following Summer or Winter Periods, respectively. The
delivery of such Exchange Energy shall be coincident with and a part of any Exchange
Capacity made available by the other Party under Subsections 3,2.1 and 3.2.2. Either
Party’s failure to schedule the réturn of such Exchange Energy owed to it from the
preceding season shall operate as a waiver of the right to receive the return of such
Exchange Energy, except that if such schedules cannot be made because of an
Uncontrollable Force, it shall not constitute a wavier.

3.2.4 Final Settlement. At the end of the Term of this Agreement, if any

Exchange Energy is owed to PacifiCorp from the immediate preceding period, the term
of the Exchange Capacity obligations shall be extended until all Exchange Energy is
returned, subject to the delivery rates set forth in Subsection 3.2.2.

3.3  Increased Capacity Exchange. Upon the later of (i) the completion of the

Mead/Phoenix Line or (it} May 15, 1997, and for the balance of the term of this
Agreement, 100 megawatts of Exchange Capacity shall be made available in addition to
any Exchange Capacity available as a result of the exchange option provided for in
Subsection 3.2, subject to the same terms and conditions set forth in Subsections 3.2.1,

322,323and 3.24,



Section 4; Firm Energy

Delivery Provisions. Commencing May 1, 1991, and continuing through the Term

of this Agreement, except as prévided in Subsection 3.2, PacifiCorp shall make available
Firm Energy associated with Firm Capacity as scheduled by APS at load factors not to
exceed 100 perceﬁt per hour, 80 percent per month, and 70 iaercent per Summer Period
and APS shall purchase such Firm Energy at load factors of not less than 40 percent per
month, and 50 percent per Summer Period. Subsequent to 1996, the maximum monthly
and Summer Period load factors of Firm Energy to be made available by PacifiCorp shall
be increased to 100 percent and 85 percent respectively.

Section 5: Prices

APS shall be obligated to pay PacifiCorp for the Firm Capacity and Firm Energy
as follows:

5.1  May 1, 1991 through October 31, 1995. During the Summer Season for

each year of the calendar years 1991 through 1995, APS shall pay for all Firm Capacity

the fixed prices expressed in $/KW/mo as set forth below:

Year $/KW/mo
1991 10.87
1992 10.55
1993 10.19
1994 0.84
1995 9.51

The Firm Energy price for each of the calendar years 1991 through 1995 shall be the
actual production expense for such year of Cholla Unit 4 as determined pursuant to the

methodology set forth in Appendix B of this Agreement; provided, that in the event the



capacity factor of Cholla Unit 4 in any calendar year is less than 40 percent, the Firm
Energy price shall be the actual production expense of the resource having the highest
actual production expense with a capacity factor equal to or greater than 40 percent for
such year as determined pursuant to the methodology set forth in Appendix B among the
other resources contained in the identified Resource Pool for 1996.

52  May 1, 1996 through October 31, 2020. During the Summer Season for

each year of the calendar years 1996 through 2020, the payment prices for Firm Capacity
as set forth in Subsection 3.1 and Firm Energy as set forth in Section 4 shall be the
Annual Fixed Cost ($/KW/mo) and the Annual Variable cost ($/MWh) respectively.

5.3  Estimated Capacity Price and Energy Price. Unless all Firm Capacity has

been converted to Exchange Capacity pursuant to Subsection 3.2, PacifiCorp shall
provide APS with the following capacity and energy price estimates to be used for billing
purposes prior to the time that actual costs are available:

5.3.1 May 1, 1991 through October 31, 1995. PacifiCorp shall provide to

APS no later than March 1, 1991 and by each March 1 thereafter through calendar year
1995, estimates of the Cholla Unit 4 production expense to be used for billing purposes

for the following Summer Season.

5.3.2 May 1, 1996 through October 31, 2020. PacifiCorp shall provide to

APS no later than April 15, 1993 and by each April 15 thereafter an estimate of the
capacity price (“Estimated Annual Fixed Cost”) and an estimate of the energy price
(“Bstimated Annual Variable Cost”) for the third subsequent Summer Season. Such

estimate shall be determined using the best information available to PacifiCorp at the



time the estimate is made. If during any Summer Season PacifiCorp determines that the
Estimated Annual Fixed Cost and the Estimated Annual variable Cost used for billing
purposes should be adjusted to reflect more accurate estimates, PacifiCorp shall notify
APS as soon as possible. By mutual agreement of the Parties, Paciﬁémp shall revise the
Estimated Annual Fixed Cost and the Estimated Annual Variable Cost used for billing
purposes in subsequent billing periods to reflect the more accurate estimates. Upon
request, PacifiCorp shall provide to APS appropriate work papers and documentation
supporting the revised estimates.

Section 6: Supplemental Energy

6.1  Option to Purchase. During the Term of this Agreement, APS shall make
available at the Point of Delivery and PacifiCorp shall have the option to purchasc
Supplemental Energy on the basis provided for in this Section 6.

6.2  Quantities. There shall be two categories of Supplemental Energy,
“Supplemental Coal Energy” and “Other Supplemental Energy.” APS shall offer
Supplemental Coal Energy and Other Supplemental Energy to PacifiCorp in the

following Annual quantities during the Term of this Agreement:

Supplemental Other Supple-
Coal Energy mental Energy
Period (GWh per Year) (GWh per Year)
Each year until 10/31/96 876 219
11/1/96 until 10/31/01 657 438
11/1/01 until 10/31/06 438 657

11/1/06 until 10/31/20 219 876



The required quantities for the period commencing on the Closing Date of the
Asset Agreement until October 31, 1991 shall be proportionate shares of the required
Annual quantities for that period. For purposes of this Section 6, “Year” or “Annual”
shall mean the period commencing November 1 and ending October 31. In each of the
following years, APS may defer offering a portion of that year’s annual obligation to
make Supplemental Coal Energy available to PacifiCorp to the first 90 days of the next

year, but in no event shall the amount deferred exceed the specified maximum

percentage:

Period Maximum Deferral
11/01/00-10/31/01 20 percent
11/01/01-10/31/02 15 percent
11/01/02-10/31/06 10 percent
11/01/06-10/31/20 No deferral permitted

On or before September 15 of each Year in which it chooses to defer
Supplemental Coal Energy, APS shall notify PacifiCorp in writing of the amount it
intends to defer. APS shall have the right to defer as much as 20% more or 20% less than
the amount stated in the notice, but in no e¢vent shall the deferral exceed the maximum
permitted for that Year. Any defetred Supplemental Coal Energy shall be offered
together with the next year’s Supplemental Coal Energy, at rates of delivery not
exceeding those set forth in Subsection 6.3,

6.3  Rate of Delivery of Supplemental Coal Energy. APS may offer up to 250

MWh per hour of Supplemental Coal Energy to PacifiCorp. APS’ annual obligation for



each Year to offer Supplemental Coal Energy to PaciﬂCorp shall be reduced by the
amount of Supplemental Coal Energy offered pursuant to Subsection 6.6, regardless of
whether such energy is purchased by PacifiCorp. Offered Supplemental Coal Energy
which has been accepted and prescheduled by PacifiCorp but which APS is not able to
deliver because of significant changes in its system conditions as set forth in Subsection
6.6, shall not reduce APS’ annual obligation,

6.4  Rate of Delivery of Other Supplemental Energy. APS may offer up to 150

MWh per hour of Other Suppleméntal Energy to PacifiCorp. APS’ Annual obligation for
each Year to offer Other Supplemental Energy to PacifiCorp shall be reduced by the
amount of Supplemental Coal Energy offered pursuant to Subsection 6.6 if it represents
the lowest cost energy that is surplus to AfS’ system during that hour, regardless of
whether such energy is purchased by PacifiCorp. Offered Other Supplemental Energy
which has been accepted and prescheduled by PacifiCorp but which APS is not able to
deliver because of significant changes in its system conditions as set forth in Subsection
6.6 shall not reduce APS’ annual obligation.

6.5  Simultaneous Delivery. APS shall not offer Supplemental Coal Energy and

Other Supplemental Energy for delivery during the same hour.

6.6  Supplemental Energy Offer. APS shall offer Supplemental Energy to

PacifiCorp before 1000 hours MST on the last work day observed by both Parties
immediately preceding the day(s) such Supplemental Energy is proposed to be made
available. Such offer shall idenﬁfy the type(s) and amount(s) of such Supplemental

Energy as well as the Supplemental Energy Price. PacifiCorp shall preschedule any



desired amounts of Supplemental Energy pursuant to Subsection 7.3. Prescheduled
amounts of Supplemental Energy may be changed by the Parties’ dispatchers or
schedulers only in the event of significant changes in the affected Party’s load, generétion
or transmission capability. The Supplemental Energy price as established at the time of
prescheduling shall not change.

6.7  Pricing of Supplemental Coal Energy. The price of Supplemental Coal

Energy for each transaction shall be as quoted by APS’ dispatcher or scheduler prior to
delivery and recorded in APS’ system log and shall be derived from the best efforts
forecast of the coal cost utilizing the incremental heat rate, together with incremental
operating and maintenance expense associated with the generating unit producing such
energy (“Incremental Cost”). Incremental Cost for purposes of establishing the price of
Supplemental Coal Energy shall be computed in accordance with the methodology
estabiiéhed in Appendix E, but in no event, except as provided below, shall such
Incremental cost exceed the Incremental Cost of Cholla Unit 3, or Cholla Unit 2, if
Cholla Unit 3 has been retired from service. Unt.il November 1, 1996, the price of
Supplemental Coal Energy shall equal 115% of Incremental Cost. From November 1,
1996 through February 28, 2003, the price of Supplemental Coal Energy shall equal
120% of Incremental Cost. From March 1, 2003 through October 31, 2006, the price of
SupplemenAtal Coal Energy shall equal 125% of Incremental Cost. From November 1,
2006 through October 31, 2020, APS shall be allowed to increase the price of
Supplemental Energy to 130% of Incremental Cost upon the Commission’s acceptance of

a timely filing under Part 35 of the Code of Federal Regulations including the required



cost data in support of this increase. Subsequent to October 31, 2010, if APS has
constructed a base-load coal plant that is being used to provide utility service to APS’
customers whose Incremental Cost is greater than that of Cholla Unit 3, the Parties shall
negotiate in good faith to equitably adjust the Incremental Cost cap and multipliers
provided for herein.

6.8  Pricing of Other Supplemental Energy. The price of Other Supplemental

Energy for each transaction shall be as quoted by APS’ dispatcher or scheduler prior to
delivery and as recorded in APS’ system log and shall be the higher of (1) the average
price of Supplemental Coal Energy for the month prior to the month in question or (2)
115% of the Incremental Cost of generating unit producing the Other Supplemental
Energy.

Any increase in the 15% adder used in the pricing of Other Supplemental Energy
shall require a timely filing under Part 35 of the Code of Federal Regulations, together
with cost data supporting that the revised percentage adder generates a reasonable
contribution to the fixed costs of the facilities used to provide this service,

6.9  Price Caps Applicable to Supplemental Coal Energy and QOther

Supplemental Energy Transaction

In order to ensure that in addition to APS recovering its estimated incremental cost
to produce supplemental energy, application of the adders do not result in APS
recovering more than 100% of the fixed costs of the generating units producing the
Supplemental Coal Energy or Other Supplemental Energy, the following price caps shall

be applicable:



6.9.1 Price Cap for Supplemental Coal Energy. Notwithstanding the

currently applicable adder of 30% to APS’ Incremental Cost for
Supplemental Coal Energy as set forth in Section 6.7, charges for
energy from coal units shall not exceed 85.54 mills/kWh.

6.9.2 Price Caps for Other Supplemental Energy. Pursuant to Section 6.8

of this Agreement, the applicable adder of 15% for sales of Other

Supplemental Energy shall further be subject to the following caps:

6.9.2.1 Energy from Combustion Turbines shall not exceed
9,125.66 mills/kWh.

6.9.2.2 Energy from Combined Cycle Units shall not exceed 826.39
mills/kWh.

- 6.9.2.3 Energy from Gas/Qil fired Steam Units shall not exceed

1,540.01 mills/kWh.

6.9.2.4 Energy from Coal fired Steam Units shall not exceed 342.18
mills/kWh.

Section 7: Scheduling

7.1 Projected Monthly Schedules. By December 1, 1990 and each December 1

thereafter, APS shall submit to PaciﬁCorp in writing the projected monthly amounts of
Firm Energy associated with Firm Capacity to be delivered for the following Summer
Season. Such projections shall represent a good faith estimate by APS of its anticipated
deliveries hereunder; provided, that such estimates shall not be binding and shall be used

by PacifiCorp for planning and information purposes only.



7.2  Daily Schedules by APS. APS shall preschedule all deliveries of Firm
Energy associated with Firm Capacity and all deliveries of Exchange Energy associated
with Exchange Capacity no later than 1000 hours MST on each work day observed by
both Parties immediately preceding the day or day(s) of delivery, or as otherwise
mutually agreed by the Parties’ dispatchers or schedulers. PacifiCorp shall deliver in
accordance with APS’ preschedules which comply with the delivery provisions specified
in Sections 3 and 4.

7.3 Daily Schedules by PacifiCorp. In the event the Partics commence a

Seasonal Capacity Exchange(s) pursuant to Subsections 3.2 and/or 3.3, PacifiCorp shall
preschedule deliveries of Exchange Energy associated with Exchange Capacity together
with any deliveries of Supplemental Energy, né later than 1000 hours MST on each work
day observed by both Parties immediately preceding the day or days on whrich such
energy is to be delivered, or as mutually agreed by the Parties’ dispatchers or schedulers.
APS shall accept and deliver in accordance with those preschedules which comply with
the delivery obligations specified in Subsection 3.2;2 and Section 6.

74  System Logs. All deliveries shall be deemed to be made during the hours
and in the amounts as accounted for in the APS and PacifiCorp system logs; provided,
that if scheduled deliveries are interrupted due to an Uncontrollable Force as defined in
Section 14, such schedules shall be adjusted to reflect such interruption and any
scheduled delivery so interrupted shall be rescheduled at a later date. Such rescheduling

of interrupted deliveries shall be in amounts and at times as mutually agreed by the



Parties’ dispatchers or schedulers and shall not increase either Party’s obligation pursuant

to Sections 3 and 4.

7.5 Point of Delivery at Cholla. Prior to 1996 and prior to the completion of

the Navajo/Glen Canyon Loop-in Project, if APS, despite its best efforts, is unable to
deliver the full amount of Firm Capacity into its system from Four Corners, PacifiCorp
shall deliver such amounts of Firm Capacity that APS is unable to deliver from Four
Corners to APS at the Cholla Generating Station 500 kV switchyard to the extent it is
able to do so from available generating capacity from Cholla Unit 4 in excess of

200 MW. Commencing in 1996, to the extent APS is purchasing more than 200 MW of
Firm Capacity, PacifiCorp shall deliver amounts of Firm Capacity in excess of 200 MW
to APS at the Cholla Generating Station 500 kV switchyard to the extent it is able to do
so from available generating capacity at Cholla Unit 4 in excess of 200 MW. For
purposes of this Subsection, APS’ best efforts shall not include a requirement that APS
adjust generating resources on its system such that higher-cost generating resources are
operated and lower-cost resources are curtailed in order to accommodate deliveries,

Section 8: Billing

8.1  Payments. Commencing May 1, 1991 through the term of this Agreement
that Firm Capacity is being made available, APS shall pay PacifiCorp in the appropriate
month of each year for Firm Capacity and Firm Energy the amounts determined in
Subsecti()'ns 8.1 through 8.4.

8.1.1 Summer Season 1991-1995, For the Summer Season of calendar

years 1991 through 1995, the payment for each month shall equal the sum of (a) the Firm



Capacity as set forth in Subsection 3.1 as stated in kilowatts multiplied by the fixed price
($/KW/mo) for such year as set forth in Subsection 5.1 and, except as provided in
Subsection 8.1.1.1, (b) the amount of Firm Energy stated in megawatt hours scheduled by
APS pursuant to Section 4 during such month multiplied by the estimated Cholla Unit 4
production expense determined pursuant to Subsection 5.3.1.

8.1.1,1 Minimum Purchase Obligation. In the event the amount of

Firm Energy scheduled by APS in any Summer Season is less than a 50 percent load
factor, an amount of Firm Energy will be deemed to have been scheduled and delivered
during the month of October that would increase APS’ energy amount received for the
Summer Season to equal a 50 percent load factor. APS shall pay for all such energy
deemed to have been scheduled and delivered as determined above.

8.1.2 Summer Season - 1996-2020. Except as provided for in Subsections

3.2 and 8.1.3, for the Summer Season of calendar years 1996 through 2020, the payment
for each month shall equal the sum of (a) the Firm Capacity as set forth in Subsection 3.1
‘stated lin kilowatts multiplied by the Estimated Annual Fixed Cost as determined pursuant
to Subsection 5.3.2 and, except as provided for in Subsection 8.1.2.1, (b) the amount of

Firm Energy stated in megawatﬁhours scheduled during such month multiplied by the
Estimated Annual Variable Cost as determined pursuant to Subsection 5.3.2.

8.1.2.1 Minimum Purchase Obligation. In the event the amount of

Firm Energy scheduled by APS in any Suimmer Season is less than 50 percent load factor,
an amount of Firm Energy will be deemed to have been scheduled and delivered during

the month of October that would increase APS’ energy amount received for the Summer



Season to equal a 50 percent load factor. APS shall pay for all such energy deemed to

have been scheduled and delivered as determined above.

8.1.3 Firim Capacity Payment Reduction. APS shall be entitled to a
reduction in the payment provided for in Subsec.tion 8.1.2 when all of the following
occur: |

(a)  Firm Capacity is greater than 200 MW,

(b)  Cholla Unit 4 is not operating for any reason;

(¢)  APS has no rcasonable ability to adjust its system to accommodate
delivery of more than 200 MW of Firm Capacity into its system through Navajo/Four
Corners;

(d)  PacifiCorp has combustion turbine capacity available to it in Arizona
which it has elected not to utilize to provide APS with Firm Capacity in -excess of 200
MW, and

(¢)  PacifiCorp has the ability to acquire power in Arizona from another
entity which could be used to provide APS Firm Capacity in excess of 200 MW, but has
elected not fo acquire such power on APS’ behélf.

For purposes of paragraph (c) above, APS shall not be required to adjust
generating resources on its system such that higher-cost generating resources are operated
and [ower-cost resources are curtailed in order to accommodate deliveries.

The reduction in the required payment shall be computed for each hour of

any month in which all of the aforementioned conditions occurred based upon the results



of the following equation and the sum of the hourly reduction(s) shall equal the monthly

reduction:

(C -200.000) x
730

Where: C = Firm Capacity, stated in kilowatts
X Estimated Capacity Price, stated in dollars per kilowatt month

8.2  Annual Adjustments. By June 1 of each of the calendar years 1992 through

2021, PacifiCorp shall determine APS’ payment obligation for the preceding calendar
year’s Summer Season based on prices determined in accordance With_Section 5, applied
except for calendar years 1991 thrqugh 1995 to Firm Capacity, pursuant to Subsection |
3.1, and applied to the Firm Encrgy as set forth in Section 4, Such determination shall
also reflect any payment reductions owing pursuant to Subsection 8.1.3. In the event the
amount so determined is greater than the amount adtuaHy paid by APS pursuant to
Subsection 8.1, then PacifiCorp shall add the amount of such difference, as adjusted for
interest pursuant to Appendix D, to the May invoice. In the event the amount so
determined is less than the amount actually paid by APS pursuant to Subsections 8.1.1 or
8.1.2, then PacifiCorp shall subtract the amount of such difference, as adjusted for
interest pursuant to Appendix D, from the May invoice. By June 1, 2021 PacifiCorp shﬁll
determine APS’ payment obligation for the preceding Summer Season based on prices
determined in accordance with Section 5, applied to Firm Capacity pursuant to Section 3,
and the Firm Energy purchase obligations as set forth in Section 4. In ﬂle cvent the
amount so described is different than the amount actually paid by APS pursuant to

Subsection 8.1, then PacifiCorp shall refund or send APS an invoice for such difference,



~whichever is appropriate, as adjusted for interest pursuant to Appendix D. Such refund or
invoice shall be submitted to APS by June 15, 2021.

8.3  Billing and Payment for Firm Capacity and Firm Energy. PacifiCorp shall

bill APS by the fifteenth day of each month by regular mail for services provided during
the preceding month. APS shall pay such amounts, by electronic wire transfer, within
fifteen days of receipt of such bill. Payments for all services provided hereunder are to

be electronically wire transferred to United States National Bank of Oregon, Metropolitan
Branch, 900 S.W. Sixth Avenue, Portland, Oregon 97204 (for credit to Pacific Power &
Light Company, Account #070-000-169), Attention: Treasurer or such other financial
institution or account number as specified by PacifiCorp in writing. Simple interest shall
accrue on any unpaid amounts at a rate equal to 1.25 multiplied times the prime rate as
established by The Morgan Guaranty Trust Company of New York during the period of
delinquency, if any.

8.4  Billing and Payment for Supplemental Energy. For months during which

PacifiCorp acquires Supplemental Energy, PacifiCorp shall pay APS the amounts
determined in Subsections 8.4.1 and/or 8.4.2.

8.4.1 Supplemental Coal Energy. The payment for each month shall equal

the sum of the individual hourly amounts of Supplemental Coal Energy stated in
megawatt-hours scheduled by PacifiCorp during such month multiplied by the
corresponding hourly Supplemental Coal Energy price as established by the Parties’

dispatchers or schedulers prior to the hour of delivery pursuant to Subsection 6.7.



8.4.2 Other Supplemental Energy. The payment for each month shall

equal the sum of the individual hourly amounts of Other Supplemental Energy stated in
megawatt-hours scheduled by PacifiCorp during such month multiplied by the
corresponding hourly Other Supplemental Energy price as established by the Parties’
dispatchers or schedulers prior to the hour of delivery pursuant to Subsection 6.8.

8.5 Billing and Payment Schedules for Supplemental Energy. APS shall bilt

PacifiCorp by the fifteenth day of each month by regular mail for Supplemental Energy
delivered during the preceding month. PacifiCorp shall pay such amounts, by electronic
wire transfer, within fifteen days of receipt of such bill. Payments for all Supplemental
Energy delivered hereunder are to be electronically wire transferred to Account No.
1-2079 at Valley National Bank, 241 North Central Avenue, Phoenix, Arizona 85004, or
such other financial institution or account number as specified by APS in writing, Simple
interest shall accrue on any unpaid amounts at a rate equal to 1.25 multiplied times the
prime rate as established by The Morgan Guaranty Trust Company of New York during
the period of delinquency, if any.

Section 9: Audit Rights

During the period of this Agreement that Firm Capacity is being made available,
APS may review PacifiCorp’s accounting records and supporting documents associated
with any billing for Firm Capacity and Firm Energy made during the prior 18 months,
During the Term of this Agreement, PacifiCorp may review appropriate portions of APS’
system logs, and APS’ accounting records or supporting documents associated with any

billing for Supplemental Energy made during the prior 18 months. If either Party



believes there are any errors in the determination of a bill including prices, it shall pay the
full amount of such bill and the Parties shall meet to review the accounting records and
supporting documents and agree on any adjustmeﬁts that may be appropriate. If the
Parties agree that the billing is incorrect, a corrected bill shall be prepared and the
difference between the incorrect bill and corrected bill, including simple interest on the
difference as provided herein, shall be paid promptly after such determination. The
simple interest rate shall be equal to the time-weighted average prime rate as established
by Morgan Guaranty Trust Company of New York and calculated using the method
described in Appendix D. The principal upon which interest rates are to be applied shall
be limited to twenty-four months following the submittal of the incorrect bill. The
Parties shall take all steps reasonably available to secure the confidentiality of each
other’s accounting records and supporting documents. Disclosure of accounting recofds
and supporting documents to a Party is not intended to, and shall not be interpreted to,
waive the other Party’s right to maintain that such records and supporting document are
privileged, confidential, proprietary, or otherwise protected from disclosure to the public.
In the event such information is required in a legal or regulatory proceeding related to
this Agreement, a Party shall advise the other Party of the requirement to disclose such
information prior to disclosing it and at such other Party’s request shall ask for
confidentiality of any such information.

Section 10: Cost Determination Changes

The cost methodologies utilized for pricing purposes in this Agreement and the

pricing formulae specified herein shall remain in effect through the term of this



Agreement, and neither Party shall petition the FERC pursuant to the provisions of
Section 205 or 206 of the Federal Power Act to amend such methodologies or formulae
absent the .agreement in writing of the other Party or support such a petition filed by any
third party.

Section 11: Future Studies and Arrangements

No later than 60 days subsequent to the Closing Date of the Asset Agreement, the
Parties shall meet to begin discussions of further transactions and arrangements that could
benefit the Parties’ respective customers. In addition to the types of transactions and
arrangements already agreed to by the Parties, the discussions shall include other
potential arrangements associated with generation and transmission planning and other
potential operating efficiencies,

Section 12: Governing Law

This Agreement shall be subject to and be construed under the laws of the State of
Arizona.

Section 13: Notices

All written notices hereunder, shall be directed as follows, and shall be considered
delivered when deposited in the U.S. Mail, or other certified mail, return receipt
requested:

To APS: Arizona Public Service Company
Corporate Secretary
P.O. Box 53999
Phoenix, AZ 85072-3999

To PacifiCorp:  PacifiCorp Commercial and Trading
Director, Marketing & Trading Contracts



825 NE Multnomah, Suite 600
Portland, OR 97232

The Parties may change the persons to whom notices are addressed, or their addresses, by
providing notice thereof as specified in this Section.

" Section 14: Uncontrollable Forces

Neither Party to this Agreement shall be considered to be in default in
performance of any obligation hereunder if failure of performance shall be due to an
Uncontrollable Force. The term “Uncontrollable Force” .means any cause beyond the
control of the Party affected,-including, but not limited to, failure of facilities, flood,
earthquake, storm, fire, lightning, epidemic, war, riot, civil disturbance, labor
disturbance, sabotage, and restraint by court order or public authority, which by exercise
of due foresight such Party could not reasonably have been expected to avoid, and which
by exercise of due diligence it shall be unable to overcome. A Party shall not, however,
be relieved of liability for failure of performance if such failure be due to causes arising
out of its own negligence or to removable or remediable causes which it fails to remove
or remedy with reasonable dispatch. Any Party rendered unable to fulfill any obligation
by reason of an Uncontrollable Force shall exercise due diligence to remove such
inability with all reasonable dispatch. Nothing confained herein, however, shall be
construed to require a Party to prevent or settle a strike against its will.

Section 15: Waiver

Any waiver by a Party of its rights with respect to default hereunder, or with

respect to any other matter arising in connection herewith, shall not be deemed to be a



waiver with respect to any subsequent default or matter. Except as provided for in
Subsection 3.2.3, no delay in asserting or enforcing any right hereunder shall be deemed

a waiver of such right.

Section 16: Arbitration

16.1 The Parties shall make best efforts to settle all disputes arising under this
Agreement as a matter of normal business and without recourse to either arbitration or
litigation. If any dispute arises under this Agreement, the Parties shall arbitrate the matter
before an arbitrator who is an attorney or engineer familiar with contracts governing the
operation of electrical systems. Any arbitration shall be commenced within a year of
when a dispute arises and shall be comﬂlenced by either Party submitting to the other a
Notice of Arbitration. The Parties shall have 30 days following the submittal of a Notice
of Arbitration by either Party to attempf to mutually agree upon an arbitrator. If the
Parties are unable to agree on an arbitrator within that time, either Party may request that
a judge of the United States Circuit Court for the Ninth Circuit designate an arbitrator.

16.2 The arbitrator shall have discretion to .establish a schedule and procedure
for the arbitration and may conduct the arbitration based upon written submittals. The
arbitrator may afford the Parties any or all of the discovery rights provided for in the
Federal Rules of Civil Procedure.

16.3 At the commencement of the arbitration hearing, cach Party shall submit a
proposed Arbitration Award and the arbitrator shall be required to adopt in full the
proposed Arbitration Award of one of the Parties and the Arbitraﬁon Award selected

shall be final and binding on the Parties.



16.4 The Party whose proposed Arbitration Award is not selected shall pay all
the costs of the arbitration, including the costs and the attorneys’ fees of the prevailing
Party.

Section 17: Indemnification

Neither Party (“First Party”) shall be liable, whether in warranty, tort, or strict
liability, to the other Party (“Second Party”) for any injury or death to any person, or for
any loss or damage to any property, caused by or arising out of any electric disturbance
of the First Party’s electric system, whether or not such electric disturbance resulted from
the First Party’s negligent act or omission. Each Second Party releases the First Party
from, and shall indemnify and hold harmless the First Party from, any such liability. As
used in this Section, (1) the term “Party” means, in addition to such Party itself, its
agents, directors, officers, and employees; (2) the term “damage” means all damage,
including consequential damage; and (3) the term “persons” means any person, including
those not connected with either Party to this Agreement.

Section 18: Entire Agreement

This Agreement constitutes the entire agreement of the Parties hereto with respect
to the transaction addressed herein and supersedes all prior agreements, whether oral or
written. This Agreement may be amended only by a written document signed by both

Parties hereto.

Section 19: Assignment

Neither Party shall assign this Agreement without the prior written consent of the

other Party, except:



(a)  to any corporation into which or with which the Party making the
assignment is merged or consolidated or to which the Party transfers substantially all of
its assets;

(b)  toany person or entity wholly owning, wholly owﬁed by or wholly
owned in common with the Party making the assignment.

Nothing contained in this Section shall be construed to prevent the Parties from
making a collateral assignment of the revenues due under the terms of this Agreement.
No assignment, merger or consolidation shall relieve any Party of any obligation under
this Agreement., Subject to the foregoing restrictions in this Section, this Agreement shall
be binding upon, inure to the benefit of and be enforceable by the Parties and their
respective successors and assigns.

IN WITNESS WHEREQF, the Parties hereto have caused this Agreement to be
executed in their respective names by their respective officers thereunder duly authorized.

PacifiCorp Electric Operations

By /s/
Title: President

Arizona Public Service Company

By /s/
Title: Chairman




APPENDIX A: ANNUAL FIXED COST

Introduction

This Appendix sets forth the elements and techniques to calculate Annual Fixed
Cost,

The Annual Fixed Cost shall be the per-MW total of the following: (1) 70 MW
multiplied by the Colstrip Project Annual Fixed Cost pursuant to Section A2 plus 350
MW multiplied by the Cholla Project Annual Fixed Cost pursuant to Section A4, plus
180 MW multiplied by the Hunter #2 Project Annual Fixed Cost pursuant to Section A6,
plus 400 MW multiplied by the Hunter #3 Project Annual Fixed Cost pursuant to Section
A8 and (2) dividing the above sum by 1000 MW.

The Annual Fixed Cost for PacifiCorp’s share of the Colstrip Project; PacifiCorp’s
share of the Cholla Project, PacifiCorp’s share of the Hunter #2 Project and PacifiCorp’s
share of the Hunter #3 Project is the per-MW sum of each Project’s: (a) initial levelized
annual fixed cost, (b) levelized annual fixed costs of subsequent capital additions,
replacements and betterments (if any), and (c) other fixed annual charges directly related
to the resources in the pool, including but not limited to property taxes, insurance, and

taxes other than income tax,

Section Al: Discussion of Methodology

Levelized fixed charges are the basis of annual fixed costs hereunder. While
actual capital-related charges associated with an investment may vary considerably from
year to year, the levelized fixed charge translates these charges into a level annual
amount which remains constant over time. The present values of the two streams (actual
versus levelized) are equal.

The levelized fixed charge includes three basic components: (a) return on
investment, given a specific capital structure and cost of capital; (b) recovery of’

- investment, given the appropriate depreciation period related to the investment; and (c)
income tax requirements, given tax law considerations. These components are

commonly expressed as: (a) interest expense on debt and return required by



sharcholders, (b) book depreciation, and (¢) income taxes incorporating the effects of
investment tax credits and tax depreciation, |

As of December 31, 1989, an initial levelized annual charge rate will be applied to
the total investment of each Project. The rate will be recalculated effective each January
1 only in the event of a change during the preceding calendar year in any of the
following: (a) the percentage of pollution control revenue bonds outstanding; (b) the
interest rate on pollution céntrol revenue bonds; (¢) PacifiCorp’s rate of refurn oﬁ
common equity (ROE), as allowed by the Federal Energy Regulatory Commission
(FERC), or (d) income tax law, but not to be applied retroactively.

Subsequent levelized annual fixed charge rates will be calculated each year to
reflect the most current information and will be applied each year to the amount of capital
additions, replacements (less credit for net salvage and insurance proceeds, if any) and

betterments of each Project completed through the end of the preceding calendar year,

Section A2: Determination of Colstrip

Project Annual Fixed Cost

Colstrip Project Annual Fixed Cost shall be determined by (a) adding the amounts
calculated under Sections A2.1 through A2.5, and (b) dividing the total by 140 MW
(“Net Colstrip Capacity™), provided that, in the event the capacity of the Colstrip Project
increases or decreases as a result of additions, replacements or betterments the Net
Colstrip Capacity will be adjusted to reflect such change.

A2.1 PacifiCorp’s initial levelized annual fixed charge rate for the Colstrip
Project determined annually in accordance with Section A3 of this Appendix, multiplied
by the total investment in the Colstrip Project as of December 31, 1989. For the purposes
of this section, PacifiCorp’s total investment in Colstrip Project is $195,862,376. Such
total investment shall remain constant through the term of the Agreement.

A2.2 The sum of all subsequent annual levelized fixed charges, each of which
shall be determined by multiplying (a) PacifiCorp’s subsequent levelized annual fixed

charge rate for each year, as calculated in accordance with Section A3, below, by (b) the




dollar investment in capital additions, replacements (less credit for net salvage and
insurance proceeds, if any), and betterments of the Colstrip Project, completed during the
calendar year immediately preceding establishment of such subsequent levelized annual
fixed charge. Such dollar investment, to be determined from data contained in
PacifiCorp’s FERC Form 1 or its successor thereto, shall not include any dollar amounts
incurred by PacifiCorp prior to January 1, 1990.

A2.3 All ad valorem taxes imposed upon the Colstrip Project.

A2.4 Any tax, assessment, payment, in licu of taxes, or other, charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Colstrip
Project, excluding ad valorem taxes, state and federal income taxes.

A2.5 Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general expenses to total
PacifiCorp electric plant in service; and 2) the total investment in the Colstrip Project as

filed in PacifiCorp’s FERC Form No. 1, or its successor thereto.

Section A3: Elements of Colstr.ip Project’s

Levelized Annual Fixed Charge Rates
A3.1 Capital Str_ucture:

A3.1.1 For purposes of calculating initial levelized annual fixed charge

rates, PacifiCorp’s capital structure will remain constant. The capital structure for

Colstrip Project is:

Long Term Debt and Pollution

Control Revenue Bonds 52%
Preferred Stock 12%
Common Stock Equity - 36%

Total Capital 100%

The prdportion of Pollution Control Revenue Bonds A to Total Capital will be the
quotient of (a) $45,000,000 (the principal amount of Pollution Control Revenue Bonds



relating to the Colstrip Project issued in January 1988) divided by (b) $195,862,376, i.e.,
the sum of PacifiCorp’s total investment cost of the Colstrip Project as of December 31,
1989.

The proportion of Pollution Control Revenue Bonds B to Total Capital will be the
quotient of (a) $8,500,000 (the principal amount of Pollution Control Revenue Bonds
relating to the Colstrip Project issued in December 1986) divided by (b) $195,862,376,
i.e., the sum of PacifiCorp’s total investment cost of the Colstrip Project as of December
31, 1989. The proportion of Long Term debt to Total Capital will be the difference
between (a) fifty-two percent (52%), (b) the proportion of Pollution Control Revenue
Bonds A as calculated above, and (¢) the proportion of Pollution Control Revenue Bonds
B as calculated above. If PacifiCorp’s City of Forsyth, Rosebud County, Montana,
Floating Rate Monthly Demand Pollution Control Revenue Bonds, Series 1988 or Series
1986 (Pacific Power & Light Company Colstrip Project), as referenced above, are
prepaid, redeemed or exchanged for bonds, in their entirety, the interest of which is
taxable under federal income tax laws, the capital structure will be adjusted to determine
the initial levelized annual charge rates in the calendar years immediately succeeding the
year of prepayment or redemption, such that the Pollution Control Revenue Bonds (A or
B) proportion will be zero (0) and the Long-Term Debt proportion will be the difference
between (a) Fifty-two percent (52%) and (b} the remaining proportion of Pollution
Control Revenue Bonds A or B as calculated above. In the event that the above- .
referenced pollution control revenue bonds are exchanged for another issue of bonds, the
interest of which is exempt under federal income tax laws, the capital structure
consequent to the subsequent issue will be employed prospectively for calculations under
this section.

A3.1.2 PacifiCorp’s capital structure will remain constant for purposes of
calculating subsequent levelized annual fixed charge rates and is as follows:

Long-Term Debt 48%

Preferred Stock 6%

Common Stock Equity | - 46%



Total Capital 100%
provided, that if any part of PacifiCorp’s portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-
term debt portion of the above capital structure shall be apportioned between the long-
term debt and the tax exempt long-term debt accordingly. In no case shall the long-term
debt portion exceed fifty percent (50%) of total capitalization.
A3.2 Cost of Capital:
A3.2.1 Interest Rate for Debt: The interest rate for debt shall be equal to 1)

the product of the proportion of Long Term Debt to Total Capital multiplied by the total
Colstrip Project Investment multiplied by the bond interest rate (12.8%) as specified in
Subsection A3.2.1.1, plus 2) the product of the amount of tax exempt Pollution Control
Revenue Bonds A multiplied by the variable interest rate (which in 1989 was 6.48%) as

- specified in Subsection A3.2.1.2, plus 3) the product of the amount of tax exempt
Poliution Control Revenue Bonds B multiplied by the variable interest rate (which in
1989 was 6.89%) as specified in Subsection A3.2.1.3 the sum of the products of 1} and 2)
and 3) divided by the sum of 4) the product of the proportion of Long Term Debt to Total
Capital as specified in Subsection A3.1.1 times the Total Colstrip Project investment,
plus 5) the amount of tax exempt Pollution Contl;ol Revenue Bonds A, plus 6) the amount
of tax exempt Pollution Control Revenuc Bonds B,

A3.2.1.1 Long-Term Debt: Bond interest applicable in the
calculation of each initial levelized annual fixed charge rate will be twelve and eight-
tenths percent (12.8%). Bond interest applicable in the calculation of each subsequent
levelized annual fixed charge rate for future capital additions, replacements, or
betterments shall be the effective cost rate to PacifiCorp of the most recent issue of long-
term bonds, excluding special-purpose issues not related to the Colstrip Project, in the
twelve (12) -month period prior to the date of the completion of construction of the
capital additions, replacements or betterments for which the subsequent levelized annual

fixed charge rate is calculated. In the event there are no bond issues within the said



twelve (12) -month period, then an estimated bond interest rate will be used in the
billings, based upon the bond rating then applicable to PacifiCorp until such time as there
is a bond issue, at which time all future billings will reflect the actual cost to PaciﬁCdrp
of such bond issue. In the event such bond issue is subsequently exchanged for other
bonds, the new bond rate shall be used for subsequent billings.

A3.2.1.2 Poliution Control Revenue Bonds A: Bond interest

applicable in the calculation of the 1989 initial levelized annual fixed charge rate shall be
six and forty-eight hundredths percent (6.48%). Bond interest applicable in the
calculation of the initial levelized annual fixed charge rate in each year from 1991
through 2010 shall be the average of that effective interest rate paid by PacifiCorp during
the previous calendar year relating to its $45,000,000 City of Forsyth, Rosebud County,
Montana, Floating Rate Monthly Demand Pollution Control Revenue Bonds, Series 1988
(Pacific Power & Light Company Colstrip Project). If such series of bonds is prepaid,
redeemed, or exchanged for bonds, in their entirety, the interest of which is subject to
federal income taxes, there will be no interest relating to Pollution Control Revenue
Bonds A in the initial levelized annual fixed charge rates computed in the calendar year
immediately following such prepayment or redemption. In the event that the above-
referenced Pollution Control Revenue Bonds A are exchanged for another issue, the
interest of which is exempt from federal income taxes, the interest rate consequent to the
subsequent issue shall be employed prospectively for calculations under this section.

A3.2.1.3 Pollution Control Revenue Bonds B: Bond interest

applicable in the calculation of the 1989 initial levelized annual fixed charge rate shall be
six and eighty-nine hundredths percent (6.89%). Bond interest applicable in the
calculation of the initial levelized annual fixed charge rate in each year from 1991
through 2010 shall be the average of that effective interest rate paid by PacifiCorp during
the previous calendar year relating to its $8,500,000 City of Forsyth, Rosebud County,
Montana, Floating Rate Monthly demand Pollution Control Revenue Bonds, Series 1986
(Pacific Power & Light Company Colstrip Project). If such series of bonds is prepaid,

redeemed, or exchanged for bonds, the interest of which is subject to federal income



taxes, there will be no interest relating to Pollution Control Revenue Bonds B in the
initial levelized annual fixed charge rates computed in the calendar year immediately
following such prepayment or redemption. In the event that the above-referenced
pollution control bonds B are exchanged for another issue, the interest of which is exempt
from federal income taxes, the interest rate consequent to the subsequent issue shall be
employed prospectively for calculations under this section.

A3.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be thirteen and three-
tenths percent (13.3%). Return on preferred stock applicable in the calculation of
subsequent levelized annual fixed charge rates for future capital additions, replacements,
or betterments shall be the same as for bond interest used in calculation of subsequent
annual fixed charge rate, plus fifty (50) basis points.

A3.2.3 Common Stock Equity: For pricing purposes only the component

for return on common stock equity (ROE) applicable in the calculation of the initial
levelized annual fixed charge rate and cach subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s then effective rate of return on
common equity (ROE) which has been authorized by the FERC,

From the effective date of this Agreement until the date PacifiCorp receives an
authorized return on common equity (ROE) under FERC Docket Nos. ER89-393-000 and
ER89-394-000, PacifiCorp shall use an estimated ROE of twelve and thirty-six
hundredths perceﬁt (12.36%) for the determination of the initial levelized fixed charge.
Subsequent to PacifiCorp’s receipt of an authorized (ROE) under the above dockets,
PacifiCorp shall make a timely filing with the FERC for a change of rates to reflect the
authorized (ROE). Upon PacifiCorp’s receipt of an order under such filing, PacifiCorp
shall credit or invoice APS the difference between the estimated levelized fixed charge
using the estimated (ROE) and the actual levelized fixed charge using Pacificorp’s
authorized (ROE). Interest at the rate set forth in Appendix D shall be applied to any

credit or additional charges.



A3.3 Book Depreciation: Book depreciation charges shall be at a straight-line

rate based on a thirty-five (35) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the

effects on such life due to the subsequent investment,

A3.4 Income Tax Requirements: Income Tax Requirements applicable in
calculating both initial and subsequent levelized annual fixed charge rates shall be based
on the following items; provided, subsequent changes in tax laws shall be incorporated in
computing levelized annual fixed charge rates for periods following such tax law change:

A3.4.1 The federal corporate income tax rate, 46% up through 1986, 40%
in 1987 and 34% in 1988 and thereafter,

A3.4.2 A state corporate income tax rate equal to the estimated composite
wéighted average of PacifiCorp’s three-factor formula for unitary allocation of state
taxable income based upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service.

A3.4.3 Accelerated Cost Recovery System (ACRS) method of tax
depreciation in accordance with the Tax Equity and Fiscal Responsibility Act of 1982
shall be used in calculating each initial levelized annual fixed charge rate and the
modified Accelerated Cost Recovery System (modified ACRS method of tax
depreciation in accordance with the Tax reform act of 1986 shall be used in calculating
subsequent levelized annual fixed charge rates.

A3.44 Regular Investment Tax Credits allowed in accordance with the
provisions of the Internal Revenue Code of 1954, as ainended, regardless of whethér
PacifiCorp is able to use such credits.

A3.4.5 Tax basis will be seventy-five percent (75%) of the book basis in
calculating each initial levelized annual fixed charge rate and one hundred percent
(100%) of the book basis in calculating ecach subsequent levelized annual fixed charge

rate. Such amounts will be adjusted for allowed Regular Investment Tax Credits.



Section A4: Determination of Cholla

Project Annual Fixed Cost
Cholla Project Annual Fixed Cost shall be determined by (a) adding the amounts
calculated under Section A4.1 through A4.5, and (B) dividing the total by 350 MW (“Net
Cholla Capacity™), provided that, in the event the capacity of the Cholla Project increases

or decreases as a result of additions, replacements or betterments the Net Cholla Capacity
will be adjusted to reflect such change.

A4.1 PacifiCorp’s initial levelized annual fixed charge rate for Cholla Project
will be determined annually in accordance with Section AS of this Appendix multiplied
by the Initial Net Book investment in the Cholla Project as of December 31, 1995. For
purposes of this section, PacifiCorp’s Initial Net Book investment in Cholla Project is the
sum of PacifiCorp’s initial investment of $221,000,000, less book depreciation, plus
PacifiCorp’s investments in capital additions, and replacement (less credit for net salvage
and insurance proceeds, if any) less associated depreciation. Such total Initial Net Book
investment shall remain constant through the term of the Agreemeht.

A4.2 The sum of all subsequent annual levelized fixed charges, each of which
shall be determined by multiplying (a) PacifiCorp’s subsequent Ievelized annual fixed
charge rate for each year, as calculated in accordance with Section A5, below, by (b} the
dollar investment in capital additions, replacements (less credit for net salvage and
insurance proceeds, if any), and betterments of the Cholla Project, completed during the
calendar year immediately preceding establishment of such subsequent levelized annual
fixed charge. Such dollar investment, to be determined from data contained in
PacifiCorp’s FERC Form 1 or its successor thereto, shall not include any dollar amounts
incurred by PacifiCorp prior to January 1, 1996.

A43  All ad valorem taxes imposed upon the Cholla Project.

Ad.4 Any tax, assessment, payment in licu of taxes, or other charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Cholla

Project, excluding ad valorem taxes, state and federal income taxes.



A4.5 Administrative and General Expense shall be the greater of the amount of |
Administrative and General Expense charged by APS to PacifiCorp associated with
PacifiCorp’s investment in the Cholla Project, or an- amount equal to the product of 1) the
quotient of total PacifiCorp Administrative and General Expenses to total PacifiCorp
electric plant in service; and 2) the total investment in the Cholla Project as filed in

PacifiCorp’s FERC Form No, 1, or its successor thereto,

Section A5: Elements of Cholla Project
Levelized Annual Fixed Charge Rates
AS5.1 Capital Structure

A5.1.1 For purposes of calculating initial levelized annual fixed charge

rates, PacifiCorp’s capital structure will remain constant. The capital structure for Cholla

Project is:
Long-Term Debt and Pollution
Control Revenue Bonds 48%
Preferred Stock 6%
Common Stock Equity 46%
“Total Capital 100%

A5.1.2 PacifiCorp’s capital structure will remain constant for purposes of

calculating subsequent levelized annual fixed charge rates and is as follows:

Long-Term Debt 48%
Preferred Stock 6%
Common Stock Equity 46%

Total Capital : 100%

provided, that if any par: of PacifiCorp’s portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-

term debt portion of the above capital structure shall be apportioned between the long-



term debt and tax exempt long-term debt accordingly. In no case shall the long-term debt
portion exceed fifty percent (50%) of total capitalization.
AS5.2 Cost of Capital
A5.2.1 Long-Term Debt: Bond interest applicable in the calculation of

each initial levelized annual fixed charge rate will be ten percent (10.00%). Bond interest
applicable in the calculation of each subsequent levelized annual fixed charge rate for
future capital additions, replacements, or betterments shall be the effective cost rate to
PacifiCorp of the most recent issue of long-term bonds, excluding special-purpose issues
not related to the Cholla Project, in the most recent twelve (12) -month period prior to the
date of the completion of construction of the capital additions, replacements or -
betterments for which the subsequent levelized annual fixed charge rate is calculated. In
the event there are no bond issues within the said twelve (12) -month period, then an
estimated bond interest rate will be used in the billings, based upon the bond rating
applicable to PacifiCorp unfil such time as there is a bond issue, at which time all future
billings will reflect the actual cost to PacifiCorp of such bond issue. In the event such
bond issue is subsequently exchanged for other bonds, the new bond rate shall be used for
subsequent billings.

AS5.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be nine and five-tenths
percent (9.5%). Return on preferred stock applicabie in the calculation of subsequent
levelized annual fixed charge rates for future capital additions, replacements, or
betterments shall be the same as for bond interest used in calculation of subsequent
annual fixed charge rate, plus fifty (50) basis points.

AS5.2.3 Common Stock Equity: For pricing purposes only, the component

for return on common stock equity (ROE) applicable in the calculation of the initial
levelized annual fixed charge rate and each subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s the then effective rate of return on
common equity (ROE) which has been authorized by the FERC. From the effective date

of this Agreement until the date PacifiCorp receives an authorized return on common



equity (ROE) under FERC Docket Nos. ER89-393-000 and ER89-394-000, PacifiCorp
shall use an estimated ROE of twelve and thirty-six hundredths percent (12.36%) for the
determination of the initial levelized fixed charge. Subsequent to PacifiCorp’s receipt of
an authorized (ROE) under the above dockets, PacifiCorp shall make a timely filing with
the FERC for a change of rates to reflect the authorized (ROE). Upon PacifiCorp’s
receipt of an order under such filing, PacifiCorp shall credit or invoice APS the
difference between the estimated levelized fixed charge using the estimated (ROE) and
the actual levelized fixed charge using PacifiCorp’s authorized (ROE). Interest at the rate
set forth in Appendix D shall be applied to any credit or additional charges.

AS5.3 Book Depreciation: Book depreciation charges shall be at a straight-line

rate based on a twenty-five (25) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the
effects on such life due to the subsequent investment.

AS5.4 Income Tax Requirements: Income Tax Requirements applicable in

calculating both initial and subsequent levelized annual fixed charge rates shall be based
on the following items; provided, that subsequent changes in tax laws shall be
incorporated in computing levelized annual fixed charge rates for periods following such
tax law change:

AS5.4.1 The federal corporate income tax rate (46%) up through 1986, 40%
in 1987, and 34% in 1988 and thereafter.

AS5.4.2 A state corporate income tax rate equal to the estimated composite
weighted average of PacifiCorp’s three (3) -factor formula for unitary allocation of state
taxable income taxed upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service.

A5.4.3 Modified Accelerated Cost Recovery System (modified ACRS)
method of tax depreciation shall be used in calculating each initial levelized annual fixed

charge rate and the modified Accelerated Cost Recovery System (modified ACRS)



method of tax depreciation in accordance with the Tax Reform Act of 1986 shall be used
in calculating subsequent levelized annual fixed charge rate.

A5.4.4 Invéstment Tax Credits shall be zero (0) in calculating each initial
levelized annual fixed charge rate and Regular Investment Tax Credits allowed in
accordance with the provisions of the Internal Revenue Code of 1954, as amended,
regardless of whether PacifiCorp is able to use such credits shall be used when
calculating subsequent levelized annual fixed charge rates.

AS5.4.5 Tax basis shall be one hundred percent (100%) of the book basis in
calculating each initial levelized annual fixed charge rate and one hundred percent.
(100%) of the book basis in calculating each subsequent levelized annual fixed charge

rate.

Section A6: Determination of Hunter #2
Project Annual Fixed Cost
Hunter #2 Project Annual Fixed Cost shall be determined by (a) adding the

amounts calculated under Sections A6.1 through A6.5, and (b) dividing the total by 235
MW (“Net Hunter #2 Capacity™), pro{zided that, in the event the capacity of the Hunter
#2 Project increases or decreases as a result of additions, replacements or bettermerits the
Net Hunter #2 Capacity will be adjusted to reflect such change. The costs referred to
above are: '

A6.1 PacifiCorp’s initial levelized annual fixed charge rate for the Hunter #2
Project determined annually in accordance with Section A7 of this Appendix, multiplied
by the total investment in the Hunter #2 Project as of December 31, 1989. For the
purposes of this section, PacifiCorp’s total investment in Hunter #2 Project is
$174,355,375. Such total investment shall remain constant through the term of the
Agreement,

A6.2 The sum of all subsequent annual levelized fixed charges, each of which
~ shall be determined by multiplying (a) PacifiCorp’s subsequent levelized annual fixed

charge rate for each year, as calculated in accordance with Section A7, below, by (b) the



dollar investment in capital additions, replacemenfs (less credit for net salvage and
insurance proceeds, if any), and betterments of the Hunter #2 Project, completed during
the calendar year immediately preceding establishment of such subsequent levelized
annual fixed charge. Such dollar investment, to be determined from PacifiCorp’s general
accounting records, the required portions of which shall be provided by PacifiCorp each
year, shall not include any amounts incurred by PacifiCorp prior to January 1, 1990.

A6.3 All ad valorem taxes imposed upon the Hunter #2 Project.

A6.4 Any tax, assessment, payment, in lieu of taxes, or other charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Hunter #2
Project, excluding ad valorem taxes, state and federal income taxes.

A6.5 Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general expenses to total
PacifiCorp electric plant in service; and 2) the total investment in the Hunter #2 Project

as filed in PacifiCorp’s FERC Form No. 1, or its successor thereto.

Section A7: Elements of Hunter #2 Project’s

Levelized Annual Fixed Charge Rates
A7.1 Canpital Structure:

A7.1.1 For purposes of calculating initial levelized annual fixed charge

rates, PacifiCorp’s capital structure will remain constant. The capital structure for Hunter

#2 Project is:
Long Term Debt 50%
Preferred Stock 10%
Common Stock Equity 40%
Total Capital 100%

A7.1.2 PacifiCorp’s capital structure will remain constant for purposes of
calculaiing subsequent levelized annual fixed charge rates and is as follows:
Long-Term Debt 48%
Preferred Stock 6%



Common Stock Equity 46%
Total Capital 100%
provided, that if any part of PacifiCorp’s portion of the capital additions, replacemei}ts, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-
term debt portion of the above capital structure shall be apportioned between the long-
term debt and the tax exempt long-term debt accordingly. In no case shall the long-term
debt portion exceed fifty percent (50%) of total capitalization.
A7.2 Cost of Capital:
A7.2.1 Long-Term Debi: Bond interest applicable in the calculation of

cach initial levelized annual fixed charge rate will be cleven and ninety-seven hundredths
percent (11.97%). Bond interest applicable in the calculation of each subsequent
levelized annual fixed charge rate for future capital additions, replacements, or
betterments shall be the effective cost rate to PacifiCorp of the most recent issue of long-
term bonds, excluding special-purpbse issues not related to the Hunter #2 Project, in the
twelve (12) -month period prior to the date of the completion of construction of the
capital additions, replacements or betterments for which the subsequent levelized annual
fixed charge rate is calculated. In the event there are no bond issues within the said
twelve (12) -month period, then an estimated bond interest rate will be used in the
billings, based upon the bond rating then applicable to PacifiCorp until such time as there
is a bond issue, at which time all future billings will reflect the actual cost to PacifiCorp
of such bond issue. In the event such bond issue is subsequently exchanged for other
| bonds, the new bond rate shall be used for subsequent billings.

A7.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be ten and ninety-six
hundredths percent (10.96%). Return on preferred stock applicable in the calculation of
subsequent levelized annual fixed charge rates for future capital additions, replacements,
or betterments shall be the same as for bond interest used in calculation of subsequent

annual fixed charge rate, plus fifty (50) basis points.



A7.2.3 Common Stock Equity: For pricing purposes only the component

for return on common stock equity (ROE) applicable in the calculation of the initial
levelized annual fixed charge ratec and each subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s then effective rate of return on
common equity (ROE) which has been authorized by the FERC. From the effective date
of this Agreement until the date PacifiCorp receives an authorized return on common
equity (ROE) under FERC Docket Nos. ER89-393-000 and ER89-394-000, PacifiCorp
shall use an estimated ROE of twelve and thirty-six hundredths percent (12.36%) for the
determination of the initial levelized fixed charge. Subsequent to PacifiCorp’s receipt of
an authorized (ROE) under the above dockets, PacifiCorp shall make a timely filing with
the FERC for a change of rates to reflect the authorized (ROE). Upon PacifiCorp’s
receipt of an order under such filing, PacifiCorp shall credit or invoice APS the
difference between the estimated levelized fixed charge using the estimated (ROE) and
the actual levelized fixed charge using PacifiCorp’s authorized (ROE). Interest at the rate
set forth in Appendix D shall be applied to any credit or additional charges.

AT7.3 Book Depreciation: Book depreciation charges shall be at a straight-line

rate based on a thirty-five (35) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the
effects on such life due to the subsequent investment.

A7.4 Income Tax Requirements: Income Tax Requirements applicable in

calculating both initial and subsequent levelized annual fixed charge rates shall be based
on the following items; provided, subsequent changes in tax laws shall be incorporated in
computing levelized annual fixed charge rates for periods following such tax law change:
A7.4.1 The federal corporate income tax rate, 46% up through 1986, 40%
in 1987 and 34% in 1988 and thereafier.
A7.4.2 A state corporate income tax rate equal to the estimated composite

weighted average of PacifiCorp’s three-factor formula for unitary allocation of state




taxable income based upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service.

_ A7.4.3 Sum of the Years Digits method of tax depreciation shall be used in
calculating each initial levelized annual fixed charge rate and the Modified Accelerated
Cost Recovery System (modified ACRS) method of tax depreciation in accordance with
the Tax reform act of 1986 shall be used in calculating subsequent [evelized annual fixed
charge rates.

7.4.4 Regular Investment Tax Credits allowed in accordance with the
provisions of the Internal Revenue Code of 1954, as amended, regardless of whether
PacifiCorp is able to use such credits. |

A7.4.5 Tax basis will be one-hundred percent (100%) of the book basis in
calculating ecach initial levelized annual fixed charge rate and one hundred percent
(100%) of the book basis in calculating each subsequent levelized annual fixed charge

rate. Such amounts will be adjusted for allowed Regular Investment Tax Credits.

Section A8: Determination of Hunter #3
Project Annual Fixed Cost
Hunter #3 Project Annual Fixed Cost shall be determined by (a) adding the
amounts calculated under Sections A8.1 through A8.5, and (b) dividing the total by 400

MW (“Net Hunter #3 Capacity”), provided that, in the event the capacity of the Hunter
#3 Project increases or decreases as a result of additions, replacements or betterments the
Net Hunter #3 Capacity will be adjusted to reflect such change. The costs referted to
above are:

A8.1 PacifiCorp’s initial levelized annual fixed charge rate for the Hunter #3
Project determined annually in accordance with Section A9 of this Appendix, multiplied
by the total investment in the Hunter #3 Projed as of December 31, 1989. For the
purposes of this section, PacifiCorp’s total investment in Hunter #3 Project is
$453,116,692. Such total investment shall remain constant through the term of the

Agreement.



A8.2 The sum of all subsequent annual levelized fixed charges, each of which
shall be determined by multiplying (a) PacifiCorp’s subsequent levelized annual fixed
charge rate for cach year, as calculated in accordance with Section A9, below, by (b) the
dollar investment in capital additions, replacements (less credit for net salvage and
insurance proceeds, if any), and betterments of the Hunter #3 Project, completed during
the calendar year immediately preceding establishment of such subsequent levelized
annual fixed charge. Such dollar investment, to be determined from PacifiCorp’s general
accounting records, the required portions of which shall be provided by PacifiCorp each
year, shall not include any dollar amounts incurred by PacifiCorp prior to January 1,
1990.

A8.3 All ad valorem taxes imposed upon the Hunter #3 Project.

A8.4 Any tax, assessment, payment, in licu of taxes, or other charge imposed by
any governmental body assessed or charged against PacifiCorp relating to the Hunter #3
Project, excluding ad valorem taxes, state and federal income taxes.

A8.5 Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general expenses to total
PacifiCorp electric plant in service; and 2) the total investment in the Hunter #3 Project

as filed in PacifiCorp’s FERC Form No. 1, or its successor thereto.

Section A9: Elements of Hunter #3 Project’s

Levelized Annual Fixed Charge Rates

A9.1 Capital Structure:

A9.1.1 TFor purposes of calculating initial levelized annual fixed charge
rates, PacifiCorp’s capital structure will remain constant. The capital structure for Hunter

#3 Project is:

Long Term Debt 50%
Preferred Stock 10%
Common Stock Equity 40%

Total Capital 100%



A9.1.2 PacifiCorp’s capital structure will remain constant for purposes of

calculating subsequent levelized annual fixed charge rates and is as follows:

Long-Term Debt 48%
Preferred Stock 6%
Common Stock Equity 46%

Total Capital ‘ 100%

provided, that if any part of PacifiCorp’s portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed
by long-term debt, the interest of which is exempt from federal income taxes, the long-
term debt portion of the above capital structure shall be apportioned between the long-
term debt and the tax exempt long-term debt accordingly. In no case shall the long-term
debt portion exceed fifty percent (50%) of total capitalization, |

A9.2 Cost of Capital:
A9.2.1 Long-Term Debt: Bond interest applicable in the calculation of

each initial levelized annual fixed charge rate will be fourteen and fifty-two hundredths
percent (14.52%). Bond interest applicable in the calculation of each subsequent
levelized annual fixed charge rate for future capital additions, replacements, or
betterments shall be the effective cost rate to PacifiCorp of the most recent issue of long-
term bonds, excluding special-purpose issues not related to the Hunter #3 Project, in the
twelve (12) -month period prior to the date of the completion of construction of the
capital additions, replacements or betterments for which the subsequent levelized annual
fixed charge rate is calculated. In the event there are no bond issues within the said
twelve (12) -month period, then an estimated bond interest rate will be used in the
billings, based upon the bond rating then applicable to PacifiCorp until such time as there
is a bond issue, at which time all future billings will reflect the actual cost to PacifiCorp
of such bond issue. In the event such bond issue is subsequently exchanged for other
bonds, the new bond rate shall be used for subsequent billings.

A9.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be eleven and six-tenths



percent (11.6%). Return on preferred stock applicable in the calculation of subsequent
levelized annual fixed charge rates for future capital additions, replacements, or
betterments shall be the same as for bond interest used in c.alcuiation of subsequent
annual fixed charge rate, plus fifty (50) basis points.

A9.2.3 Common Stock Equity: For pricing purposes only the component

for return on common stock equity (ROE) ai)plicable in the calculation of the initial
levelized annual fixed charge rate and each subsequent levelized annual fixed charge rate
for any calendar year shall be equal to PacifiCorp’s then effective rate of return on
common equity (ROE) which has been authorized by the FERC. From the effective date
of this Agreement until the date PacifiCorp receives an authorized return on common
equity (ROE) under FERC Docket Nos, ER89-393-000 and ER89-394-000, PacifiCorp
shall use an estimated ROE of twelve and thirty-six hundredths percent (12.36%) for the
determination of the initial levelized fixed charge. Subsequent to PacifiCorp’s receipt of
an authorized (ROE) under the above dockets, PacifiCorp shall make a timely filing with
the FERC for a change of rates to reflect the authorized (ROE). Upon PacifiCorp’s
receipt of an order under such filing, PacifiCorp shall credit or invoice APS the
difference between the estimated levelized fixed charge using the estimated (ROE) and
the actual levelized fixed charge using PacifiCorp’s authorized (ROE). Interest at the rate
set forth in Appendix D shall be applied to any credit or additional charges.

A9.3 Book Depreciation: Book depreciation charges shall be at a straight-line

rate based on a thirty-five (35) -year life in calculating the initial levelized annual fixed
charge rates. Book depreciation charges for subsequent levelized annual fixed charge
rates shall be based on the estimated remaining service life of the Project including the
effects on such life due to the subsequent investment.

A9.4 Income Tax Requirements: Income Tax Requirements applicable in

calculating both initial and subsequent levelized annual fixed charge rates shall be based
on the following items; provided, subsequent changes in tax laws shall be incorporated in

computing levelized annual fixed charge rates for periods following such tax law change.



A9.4.1 The federal corporate income tax rate, 46% up through 1986, 40%
in 1987 and 34% in 1988 and thereafter.

A9.4.2 A state corporate income tax rate equal to the estimated composite
weighted average of PacifiCorp’s three-factor formula for unitary allocation of state
taxable income based upon payroll, property, and revenue in each state in which
PacifiCorp provides retail service. |

A9.4.3 Accelerated Cost Recovery System (ACRS) method of tax
depreciation in accordance with the Tax Equity and Fiscal Responsibility Act of 1982
shall be used in calculating each initial levelized annual fixed charge rate and the
Modified Accelerated Cost Recovery System (modified ACRS) method of tax
depreciation in accordance with the Tax reform act of 1986 shall be used in calculating
subsequent levelized annual fixed charge rates.

A9.4.4 Regular Investment Tax Credits allowed in accordance with the
i)l'ovisions of the Internal Revenue Code of 1954, as amended, regardless of whether
PacifiCorp is able to use such credits.

A9.4.5 Tax basis will be ninety-five percent (95%) of the book basis in
calculating each initial levelized annual fixed charge rate and one-hundred percent
(100%) of the book basis in calculating each subsequent levelized annual fixed charge

rate. Such amounts will be adjusted for allowed Regular Investment Tax Credits.



Colstrip Project Annual F ixed Cost

(Based on 1989 Actual Costs)
(Estimated 1996 Price)

Initial Levelized Fixed Charge

Colstrip Proiect

Colstrip Initial Project Investment
Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment - (1990 thru 1995)
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in lieu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Colstrip A & G Expense

Total Fixed Cost

Net Colstrip Capacity
Annual Fixed Cost per MW

Monthly Fixed Cost per kW

$195,862,376

13.02%

$25,499,323

$5,949,810

13.02%

$774,665

$1,086,608

$0
$139,130,109
$7,441,216,075

1.87%
$3.773.328

© $31,133,924

140

$222,385
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COLSTRIP PROJECT -
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE -
(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(l+)"/(14+i)" - 1
Where i = weighted cost of capital and n = ave. life of plant.

CRF = 0.1119 (1 + 0.1119) ¥*/((1 + 0.1119)% — 1) = 0.114701
(*2) BOOK DEPRECIATION = $100,000/35 Years = $2,857

(*3) TOTAL RETURN, (TR) A X W,

Where A =  Average Rate Base; and

W, Weighted Cost of Preferred and Common Stock
Let A = (Rg+Ry) /2

Where Ry, = Rate Base (Year 0)

R; = Rate base (End of Year 1)
Let Ry = L +IL/AL,-D-T

Io == Cumulative ITC (*9)
L, Book Life (35 years)
D = Cumulative Book Depreciation (*2)
T = Cumulative Deferred Tax (*5)
Iy = E x (I - I, x I3 ITC Basis)

Where E =  Capital Expenditure ($100,000)
I, = ITC Rate (0.10)

Therefore, Iy = $100,000 (1-0.1 x 0.75) = $92,500
R, = $92,500 + $7,500/35 - $2,857 - $738 = $89,199
A = ($100,000 + $89,119) /2 = $94,560
TR = $94,560 x (.12 x .133 + .36 x .1236) = $5,717
(*4) INTEREST, (I) = Ax Wy
Whete Ws = Weighted Cost of Debt
Therefore 1 = $94,562 x (.52 x .09886) = $4,861

fl

("‘5) DEFERRED TAX, (T) (Ta-D) x Tp + B, /L, x T,
Where Tp Tax Depreciation (*8)
Tr = Tax Rate (48.36%)
Basis Adjustment
$100,000 T, x I, x $100,000

ve)
i)
[

Let



(*6)

*7)

(*8)

*9)

(*10)

(*11)

Where

Therefore, B,

COLSTRIP PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t.)
I, = ITCAdjustment =1 - 1/2 =1 - 0.1/2 = 0.95
Ty, = - Tax Basis (75%)

$100,000 - 0.75 x 0.95 x $100,000 = $28,750

[

T ($3,563 - $2,857) x .4836 + $28,750/35 x .4836
T = $738
INCOME TAX = (Total Return + Book Depreciation + Deferred
Tax - Tax Depreciation) x (Tax rate/(1 — Tax rate))
INCOME TAX = ($5,717 + $2,857 + $738 - $3,563) x

(4836/(1 - 4836)) = $5,384

ANNUAL COST = Book Depreciation -+ Total Return +

Interest + Deferred Tax + Income Tax

ANNUAL COST = $2,857 + $5,717 + $4,861 + $738 + $5,384 =

$19,557
TAX DEPRECIATION = (ACRS Percentages 15 Year Public Utility)
x Original Tax Basis
TAX DEPRECIATION = 5% x 0.95 x 0.75 x $100,000 = $3,563
ITC = IT Credit x ITC Basis x Cumulative Book

ITC

10% x 75% x $100,000 = $7,500

PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1 + i)°
PRESENT WORTH ANNUAL COST = $19,551 x 1/(1 + .1119)' =

$17,589

where i = weighted cost of capital and n = first year.

INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total Present Worth
Annual Cost) /Total Original Book Cost

INITIAL LEVELIZED FIXED CHARGE RATE = (0.114701 x $113,541)
/$100,000 = 0.1302 = 13.02%



Cholla Project Annual Fixed Cost

(Estimated 1996 Price)

Initial Levelized Fixed Charge

Cholla Project
Cholla Initial Project Invest.ment — Without Betterments $184,166,667

Initial Levelized Annual Fixed Rate 13.76%

Initial Levelized Annual Fixed Charge $25,346,858
Subsequent Investment — Includes Betterments 1991 — 1995 $5,619,840

Subsequent Levelized Annual Fixed Rate 13.76%

Subsequent Levelized Annual Fixed Charge $773,459
Ad Valorem Tax $1,897,865
Taxes, assessments and in lieu of taxes $0
Adminisﬁ'ative & General Expenses:

1989 Total PacifiCorp A&G Expense $139,130,109

1989 Total PacifiCorp Electric Plant In Service $7,441,216,075

A&G Expense as a percent of Investment 1.87%

Cholla A & G Expense $3,548.481
Total Fixed Cost $31,566,664
Net Cholla Capacity 350
Annual Fixed Cost per MW $90,190
Monthly Fixed Cost per kW

/1 - $221,000,000 x (25/30) = $184,166,667
2 - $6,743,810 x (25/30) = $5,619,840

/1

2
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CHOLLA PROJECT
FORMULAS FOR CALCULATING
INITTIAL LEVELIZED FIXED CHARGE RATE
(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(t+)"/(I+i)" - 1
Where i = weighted cost of capital and n = ave. life of plant.

CRF = 0.1106 (1 + 0.1106) ®/((1 + 0.1106)® — 1) = 0.119261
(*2) BOOK DEPRECIATION = $100,000/25 Years = $4,000

(*3) TOTAL RETURN, (TR) = A x W,

Where A = Average Rate Base; and
W, = Weighted Cost of Preferred and Common Stock
Let A = (Rot+Ry) 72
Where Ry, = RateBase(Year0)
R; = Ratebase (End of Year 1)
Let Ry = L +I/L,-D-T
Ip = Cumulative ITC (*9)
L, = Book Life (25 years)
D = Cumulative Book Depreciation (*2)
T = Cumulative Deferred Tax (*5)
Iy = E x (1 - I, x Iy ITC Basis)
Where E =  Capital Expenditure ($100,000)
I, = ITC Rate (0.10)
Therefore, Iy = $100,000 (1-0.1 x 0) = $100,000
R; = $100,000 + 0/25 - $4,000 - ($92) = $96,092
A = ($100,000 + $96,092) /2 = $98,046
TR = $98,046 x (06 x .095 + 46 x .1236) = $6,133
(*4) INTEREST, (1) = A x W,
Where Ws = Weighted Cost of Debt

Therefore T $98,046 x (48 x .10) = $4,706

(*5) DEFERRED TAX, (T) (Tg - D) x Ty + B, Ly x T,

Where Tp = Tax Depreciation (*8)
Tr = Tax Rate (36.88%)
B, = Basis Adjustment

Il

Let B, $100,000 T, x I, x $100,000



(*6)

*7)

(*8)

*9)
(*10)

(*11)

CHOLLA PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t.)

Where I, = ITCAdjustment =1 -1/2=1-00/2=20

T, =  Tax Basis (100%)
Therefore, B, =  $100,000 - 1 x 1.00 x $100,000 = 0

T = (83,750 - $4,000) x 36.88 + 0/25 x 36.88

T = §$92
INCOME TAX = (Total Return + Book Depreciation + Deferred

Tax - Tax Depreciation) x (Tax rate/(1 — Tax rate))

INCOME TAX = ($6,133 + $4,000 + ($92) - $3,750) x

(:3688/(1 - 3688)) = $3,675

ANNUAL COST = Book Depreciation + Total Return +

Interest + Deferred Tax + Income Tax

$4,000 + $6,133 + $4,706 + ($92) + $3,675 =
$18,423

ANNUAL COST

TAX DEPRECIATION = (150% Declining Balance converting to Straight
Line) x (1/2 yr. Amort. in 1* year)
TAX DEPRECIATION = 1.50 x ($100,000/20) /2 = $3,750

ITC = Not Applicable

PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1 + i)"

PRESENT WORTH ANNUAL COST = $18,423 x 1/(1 + .1106)! =
$16,589

where i = weighted cost of capital and n = first year.

INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total Present Worth
Annual Cost) /Total Original Book Cost

INITIAL LEVELIZED FIXED CHARGE RATE = (0.119261 x $115,437)
/$100,000 = 0.1376 = 13.76%



Hunter #2 Project Annual Fixed Cost

(Based on 1989 Actual Costs)
(Estimated 1996 Price)

. Initial Levelized Fixed Charge

Hunier #2 Project

Hunter #2 Initial Project Investment
InitiaE‘LeveiizecI Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment - (1990 thru 1995)
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad.Valorem Tax
Taxes, asséssments and in lieu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Hunter #2 A & G Expense

Total Fixed Cost

Net Hunter #2 Capacity
Annual Fixed Cost per MW

Monthly Fixed Cost per kW

$174,355,375
13.67%
$23,827,406
$5,296,480
13.67%
$724,029
$2,160,314
$0
$139,130,109
$7,441,216,075

1.87%
$3,358,992

$30,070,740

235

$127,961
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HUNTER #2 PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE
(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(l+i)"/(I+i)" - 1
Where i = weighted cost of capital and n = ave, life of plant.

CRF = 0.1203 (1 + 0.1203) ¥/((1 + 0.1203)* — 1) = 0.12260
(*2) BOOK DEPRECIATION = $100,000/35 Years = $2,857

(*3) TOTALRETURN, (TR) = A x W,

Where A =  Average Rate Base; and
W, = Weighted Cost of Preferred and Common Stock
Let A = Beginning Investment - (D +T) /2

Where Beginning Investment = Previous year’s beginning investment -
previous year’s D and T.

D = Book Depreciation (*2)
T =  Deferred Tax (*5)
Therefore, beginning investment = $100,000
A = $100,000 - (2857 + 676) /2 = $98,234
TR = $98,234 x (.10 x .1096 + .40 x .1236) = $5,933

(*4) INTEREST, (I)
Where Wy
Therefore 1

(*5) DEFERRED TAX, (T)

Where Tp
Tr
Let T

= AX Wd
Weighted Cost of Debt
$98,234 x (.50 x .1197) = $5,879

Il

I

= (Ta- D) x Tr

Tax Depreciation (*8)

Tax Rate (48.36%)

= (4,255 - 2,857) x .4836 = $676

Il



HUNTER #2 PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t.) :
(*6) INCOME TAX = (Total Return + Book Depreciation + Deferred Tax
- Tax Depreciation + ITC) x Tax rate/(1 — Tax rate)
INCOME TAX = ($5,933 + $2,857 + $676 - $4,255 - $285) x

(4836/(1 - 4836)) = $4,612

(*7) ANNUAL COST = Book Depreciation + Total Return +
Interest + Deferred Tax + Income Tax + ITC
ANNUAL COST = $2,857 + $5,933 + $5,879 + $676 + $4,612 - 285
= $19,672

(*8) TAXDEPRECIATION = (Sum of the Year’s Digits) = Year’s remaining
/sum of Digits) x (Beginning Investment -
Cumulative Tax Depreciation)
Where Sum of Digits in yr. 1 = 264.5 (For 22.5 year tax life)

TAX DEPRECIATION (22.5/264.5) x (100,000 - 0) = $8,510

Adjusted for 1/2 year = $8,510/2 = $4,255

*9) ITC = Beginhing Investment x ITC Rate/Book Life
ITC = $100,000 x 0.10/° = $285

(¥*10) PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1 + i)
PRESENT WORTH ANNUAL COST = $19,672 x 1/(1 + .1203)' =
$17,560

where 1 = weighted cost of capifal and n = first year.

(*11) INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total Present Worth
Annual Cost) /Total Original Book Cost
INITIAL LEVELIZED FIXED CHARGE RATE = (0.1226 x $111,507)
-/$100,000 = 0.1367 = 13.67% .



Hunter #3 Project Annual Fixed Cost

(Based on 1989 Actual Costs)
(1996 Estimated Price)

Initial Levelized Fixed Charge

Hunter #3 Project

Hunter #3 Initial Project Investment
Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment - (1990 thru 1995)
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, asseésments and in lieu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&QG Expense as a percent of Investment
Hunter #2 A & G Expense

Total Fixed Cost

Net Hunter #2 Capacity

Annual Fixed Cost per MW

Monthly Fixed Cost per kW

$453,116,692
14.76%
$66,870,961
$13,764,557
14.76%
$2,031,649
$5,210,051
$0
$139,130,109

$7,441,216,075
1.87%

$8.729,385

$82,842,046

400

$207,105
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HUNTER #3 PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = i(l+i)"/(1+i)" - 1
Where i = weighted cost of capital and n = ave. life of plant.

CRF = 0.1336 (1 + 0.1336) ¥/((1 + 0.1336)* -~ 1) = 0.13528
(*2) BOOK DEPRECIATION = $100,000/30 Years = $2,857

(*3) TOTALRETURN, (TR) = A x W,

Where A =  Average Rate Base; and
) W, = Weighted Cost of Preferred and Common Stock
Let A =  Beginning Investment - (D+T) /2

Where Beginning Investment = Previous year’s beginning investment -
previous year’s D and T.

D = Book Depreciation (*2)
T =  Deferred Tax (*5)
Therefore, beginning investment = $100,000
A = $100,000 - (2857 -+ 984) /2 = $98,080
TR = $98,080 x (.10 x .1160 + 40 x .1236) = $5,987
(*4) INTEREST, (I) - = Ax Wy
Where Wy = Weighted Cost of Debt
Therefore 1 = $98,080 x (.50 x .1452) = $7,121
(*5) DEFERRED TAX, (T) = (T4 -D) x Tp
Where Tp = Tax Depreciation (¥8)
Tr = Tax Rate (48.36%)
B = $100,000 - T* x T, x $100,000

L, = BookLife (35 years)



HUNTER #3 PROJECT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Con’t.}
Where I, = ITCAdjustment =1 - 1/2 =1 - 0.12
I, = ITCRate (0.10)
Ty, =  Tax Basis (100%)
Therefore, B, =  $100,000 - 1.00 x 0.95 x $100,000 = $5,000
T = ($4,750 - $2,857) x .4836 + 5000/35 x 4836 = $984
(*6) INCOME TAX = (Total Return + Book Depreciation + Deferred Tax
- Tax Depreciation + ITC) x Tax rate/(1 -- Tax rate)
INCOME TAX = (85,987 + $2,857 + $984 - $4,750 - $285) x

(4836/(1 - .4836)) = $4,488

(*7) ANNUAL COST = Book Depreciation + Total Return +

Interest + Deferred Tax + Income Tax + ITC
$2,857 + $5,987 + $7,121 + $984 + $4,488 - 285
= $21,151

ANNUAL COST

(*8) TAXDEPRECIATION = (ACRS Percentages 15 Year Public Utility)
x Original Tax Basis
TAX DEPRECIATION = 5% x 0.95 x 1.00 x $100,000 = $4,750

(*9) ITC Beginning Investment x ITC Rate/Book Life
ITC = $100,000 x 0.10/%° = $285

I

(*10) PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1 + i)'
PRESENT WORTH ANNUAL COST = $21,151 x 1/(1 + .1336)' =
$18,657

where i = weighted cost of capital and n = first year.

(*11) INITIAL LEVELIZED FIXED CHARGE RATE = (CRT x Total Present Worth
Annual Cost) /Total Original Book Cost
INITIAL LEVELIZED FIXED CHARGE RATE = (0.13528 x $109,065)
/$100,000 = 0.1476 = 14.76%



Annual Fixed Cost

Transmission Loss Factor =

Annual Fixed Cost Adjusted for Losses =

1

WL

Annual Fixed Cost
Pool Size Monthly Fixed Cost Weighted Average
(mw) ($/kW/Mo.) |
Colstrip 70 18.53 $1,297
Cholla _ 350 7.52 $2,632
- Hunter #2 180 10.66 $1,919
' 400 17.26 T $6,904
Hunter #3
Total ' . 1000 NA $12,752
Annual Fixed Cost ,$/kW/mo. $12.75
System Transmission Component = $0.00
W/ System Transmission, $/kW/Mo. = $12.75



APPENDIX B: ANNUAL VARTABLE COST

This Appendix sets forth the elements and techniques to calculate the Annual Variable
Cost,

Section BI: Determination of Annual Variable Cost _
The Annual Variable Cost shall be the $/Mwh result of the following: (1) the product
-of 70 MW multiplied by the Colstrip annual load factor multiplied by the Colstrip Project

Annual Variable Cost plus the product of 350 MW mulfiplied by the Cholla annual load factor
multiplied by the Cholla Project Annual Variable Cost plus the product of 180 MW multiplied
by the Hunter #2 annual load factor multiplied by the Hunter #2 Project Annual Variable Cost
plus the product of 400 MW multiplied by the Hunter #3 annual load factor multiplied by the
Hunter #3 Project Annual Variable Cost, (2) dividing the above sum by the total of 70 MW
multiplied by the Colstrip annual load factor plus 350 MW multiplied by the Cholla annual load
factor plus 180 MW multiplied by the Hunter #2 annual load factor plus 400 MW multiplied by

the unter #3 annuali load flactor,

Section B2: Determination of
Colstrip Project Annual Variable Cost,
Cholla Project Annual Variable Cost,
Hunter #2 Project Annual Variable Cost and,

Hunter #3 Project Annual Variable Cost

The Colstrip Project Annual Variable Cost, the Cholla Project Annual Variable Cost, the
Hunter #2 Project Annual Variable Cost and the Huntef #3 Project Annual Variable Cost shall be
determined, for each Project, by (a) adding the amounts as set forth in Sections B2.1 through
B2.2 (plus B2.3 for Hunter #2 and plus B2.4 for Hunter #3) and (b) dividing each Project total by
PacifiCorp's share of the associated Project's annual encrgy production as filed with the Federal
Energy Regulatory Commission (FERC) in PacifiCorp's FERC Form No. 1, or ifs successor

thereto.



B2.1 Production Expenses shall be equal to the production expenses of resources in the
Resource Pool as filed in PacifiCorp's FERC Form No. 1, or its successor thereto.

B2.2 In lieu of payments shall consist of any assessment, payment in lieu of taxes or
other charge which is imposed against PacifiCorp by governmental authority and related to the
operation and maintenance of each Project.

B2.3 Hunter #2 Project allocated mining expenses, to be determined by adding the
amounts calculated under Sections B2.3.1 through B2.3.4 below:

B2.3.1  PacifiCorp's adjusted initial levelized annual fixed charge rate for the
Hunter #2 project mining investment multiplied by the Hunter #2 project mining initial
investment, determined pursuant to Section B3, as of December 31, 1989. For purposes of this
section, PacifiCorp's total investment in Hunter #2 project mining is $22,748,496. Such total
investment shall remain constant through the book life (14 years) and shall be $0 afterwards.
Such adjusted initial Ievelized annual fixed charge rate shall be determined by subtracting book
depreciation (1/book life) from PacifiCorp's initial levelized annual fixed charge rate for the
Hunter #2 project mining investment determined annually in accordance with Section B4, below.
Such book depreciation is reflected in Hunter #2 fuel cost.

B2.3.2 The sum of all subsequent annual levelized fixed charges, each of
which shall be determined by multiplying (a) PacifiCorp's subsequent levelized annual fixed
charge rate for each year, for the Hunter #2 Project mining investment, as calculated in
accordance with Section B4, below, by (b) the dollar investment in capital additions,
replacements (less credit for net salvage and insurance proceeds, if any), and betterments of the
Hunter #2 Project allocated mining investment, completed during the calendar year immediately
preceding establishment of such subsequent levelized annual fixed charge. Such dollar
investment, to be determined from data contained in PacifiCorp's FERC Form | or its successor
thereto, shall not include any dollar amounts incurred by PacifiCorp prior to January 1, 1990.

B2.3.3° All ad valorem taxes imposed upon the Hunter #2 Project mining
investment.

B2.3.4 Administrative and General Expense shall be an amount equal to the

product of [) the quotient of total PacifiCorp administrative and general exp-enses to total

PacifiCorp electric plant in service; and 2) the total Hunter #2 Project mining investment.



B2.4 Hunter #3 Project allocated mining expenses, to be determined by adding the

amounts calculated under Section B2.4.1 through B2.4.4 below:

B2.41  PacifiCorp's adjusted initial levelized annual fixed charge rate for the
Hunter #3 Project mining investment multiplied by the Hunter #3 Project mining initial
investment, determined pursuant to Section B3, as of December 31, 1989. For purposes of this
section, PacifiCorp's total investment in Hunter #3 project mining is $38,720,844. Such total
investment shall remain constant through the book life (14 years) and shall be $0 afterwards.
Such adjusted initial levelized annual fixed charge rate shall be determined by subtracting book
depreciation (1/book life) from PacifiCorp's initial levelized annual fixed charge rate for the
Hunter #3 project mining investment determined annually in accordance with Section B4, below.
Such book depreciation is reflected in Hunter #3 fuel cost. _

B2.4.2  Each subsequent annual levelized fixed charge shall be determined by
multiplying (a) PacifiCorp's subsequent levelized annual fixed charge rate for the Hunter #3
Project mining investment, as calculated in accordance with Section B4, below, by (b) the dollar
investment in capital additions, replacements (less credit for net salvage and insurance proceeds,
if any), and betterments of the Hunter #3 Project allocated mining investment, completed during
the calendar year immediately preceding establishment of such subsequent levelized annual fixed
charge. Such dollar investment, to be determined from data contained in PacifiCorp's FERC
Form 1 or its successor thereto, shall not include any dollar amounts incurred by PacifiCorp prior
to January 1, 1990,

B24.3 All ad valorem taxes imposed upon the Hunter #3 Project mining
investment.

B24.4  Administrative and General Expense shall be an amount equal to the
product of 1) the quotient of total PacifiCorp administrative and general expenses to total

PacifiCorp electric plant in service; and 2) the total Hunter #3 Project mining investment.

Section B3:  Allocation of Mining

Investment to Hunter #2 and Hunter #3 Projects

Hunter #2 mining initial investment and Hunter #3 mining initial investment shall be

determined by (a) multiplying the dollar amount as set forth in Section B3.1 by (b) the ratio of



PacifiCorp's share of the associated Project's capability (235 MW for Hunter #2 Project and 400
MW for Hunter #3 Project) divided by the total capability of all Projects served by the mines
(presently 1995 MW), Hunter #2 mining subsequent investment and Hunter #3 mining
subsequent investment shall be determined by (a) multiplying the dollar amounts as set forth in
Section B3.2 by (b) the ratio of PacifiCorp's share of the associated Projects capability (235 MW
for Hunter #2 Project and 400 MW for Hunter #3 Project) divided by the total capability of all
Projects served by the mines (presently 1995 MW).

B3.1 Gross coal plant, as reported in FERC account 399 as "Total Other Tangible
Property" in PacifiCorp's FERC Form 1 as of December 31, 1989. '

B3.2 Each subsequent coal mine investment in capital additions, replacements (less
credit for net salvage and insurance proceeds, if any), and betterments, as determined pursuant to

data contained in PacifiCorp's FERC Form 1 or its successor thereto.

Section B4: Elements of Hunter #2 and Hunter #3 Project Mining

Investment

Levelized Annual Fixed Charge Rates

B4.1 Capital Structure:

B4.1.1  For purposes of calculating initial levelized annual fixed charge rates,

PacifiCorp's capital structure will remain constant. The capital structure for Hunter #2 and

Hunter #3 Project is:

Long Term Debt 50%

Preferred Stock 10%

Common Stock Equity 40%
Total 100%

B4.1.2  PacifiCorp's capital structure will remain constant for purposes of

calculating subsequent fevelized annual fixed charge rates and is as follows:

Long-Term Debt 48%
Preferred Stock 6%
Common Stock Equity 46%

Total : 100$



provided, that if any part of PacifiCorp's portion of the capital additions, replacements, or
betterments which occasioned a subsequent levelized annual fixed charge cost is financed by
long-term debt, the interest of which is exempt from federal income taxes, the long-term debt
portion of the above capital structure shall be apportioned between the long-term debt and the tax
exempt long-term debt accordingly. In no case shall the long-term debt portion exceed fifty
percent (50%) of total. capitalization-
B4.2 Cost of Capital:
B4.2.1.1 Long-Term Debt: Bond interest applicable in the calculation of each

initial levelized annual fixed charge rate will be eight and forty-seven hundredths percent
(8.47%). Bond interest applicable in the calculation of each subsequent levelized annual fixed
charge rate for future capital additions, replacements, or betterments shall be the effective cost
rate to PacifiCorp of the most recent issue of long-term bonds, excluding special-purpose issues
not related to the Hunter #2 and Hunter #3 Project Mining Investmént, in the twelve (12)-month
period prior to the date of the completion of construction of the capital additions, replacements or
betterments for which the subsequent levelized annual fixed charge rate is calculated. In the
event there are no bond issues within the said twelve (12)-month period, then an estimated bond
interest rate will be used in the billings, based upon the bond rating then applicable to PacifiCorp
until such time as there is a bond issue, at which time all future billings will reflect the actual
cost to PacifiCotp of such bond issue. In the event such bond issué is subsequently exchanged
for other bonds, the new bond rate shall be used for subseqguent billings.

B4.2.2 Preferred Stock: Return on preferred stock applicable in the

calculation of each initial levelized annual fixed charge rate shall be eight and twenty-four
hundredths (8.24%). Return on preferred stock applicable in the calculation of subsequent
levelized annual fixed charge rates for future capital additions, replacements, or betterments shall
be the same as for bond interest used in calculation of subsequent annual fixed charge rate, plus
fifty (50) basis points.

B4.2.3 Common Stock Equity;  For pricing purposes only the component for

return on common stock equity (ROE) applicable in the calculation of the inifial levelized annual
fixed charge rate and each subsequent levelized annual fixed charge rate for any calendar year
shall be equal to PacifiCorp's then effective rate of return on common equity (ROE) which has

been authorized by the FERC. From the effective date of this Agreement until the date



PacifiCorp receives an authorized return on common equity (ROE) under FERC Docket Nos.
ER89-393-000 and ER89-394-000, PacifiCorp shall use an estimated ROE of twelve and thirty-
six hundredths percent (12.36%) for the determination of the initial levelized fixed charge.
Subsequent to PacifiCorp's receipt of an authorized (ROE) under the above dockets, PacifiCorp
shall make a timely filing with the FERC for a change of rates to reflect the authorized (ROE).
Upon PacifiCorp's receipt of an order under such filing, PacifiCorp shall credit or invoice APS
the difference between the estimated levelized fixed charge using the estimated (ROE) and the
actual levelized fixed charge using PacifiCorp's authorized (ROE). Interest at the rate set forth in
Appendix D shall be applied to any credit or additional charges.

B4.3 Book Depreciation: Book depreciation charges shall be at a straight-line rate

based on a fourteen (14) year life in calculating the initial levelized annual fixed charge rates.
Book depreciation charges for subsequent levelized annual fixed charge rates shall be based on
the estimated remaining service life of the Project including the effects on such life due to the
subsequent investment, Because book depreciation is reflected in the Hunter #2 and #3 fuel cost,
an adjustment is made to the initial levelized annual fixed charge rate for the Hunter #2 and #3
project mining investment, pursuant to Subsections B2.3.1 and B2.4.1.

B4.4 Income Tax Requitements;: Income Tax Requirements applicable in calculating

both initial and subsequent levelized annual fixed charge rates shall be based on the following
items; provided, subsequent changes in tax laws shall be incorporated in computing levelized
annual fixed charge rates for periods following such tax law change:

B4.4.1  The federal corporate income tax rate, of 34%.

B4.4.2 A state corporate income tax rate equal to the estimated composite
weighted average of PacifiCorp's (3) three-factor formula for unitary allocation of state taxable
income based upon payroll, property, and revenue in each state in which PacifiCorp provides

retail service.
B4.4.3 The Modified Accelerated Cost Recovery System (modified ACRS)

method of tax depreciation in accordance with the Tax reform act of 1986 shall be used in
calculating both the initial and subsequent levelized annual fixed charge rates.
B4.44 Regular Investment Tax Credits allowed in) accordance with the

provisions of the Internal Revenue Code of 1954, as amended, regardless of whether PacifiCorp



is able to use such credits shall be used when calculating subsequent levelized annual fixed
charge rates.

B4.4.5 Tax basis shall be one-hundred percent (100%) of the book basis in
calculating each initial levelized annual fixed charge rate and one hundred percent (100%) of the

book basis in calculating each subsequent levelized annual fixed charge rate.



Colstrip Project Annual Variable Cost

(Based on 198% FERC Form [}

Colstrip Project

Annuat Energy Production (MWh) 1,052,975
Production Expenses
Operation, Supervision and Engineering $180,275
Tuel $7,394,559
Steam Expenses - $722,304
Electric Expenses $330,429
Misc. Steam Power Expenses $875,183
Rents _ (574,887)
| Maintenance, Supervision and Engineering $225,070
Maintenance of Structures _ 7 $207,729
Maintenance of Boiler Plant $1,315,261
Maintenance of Electric Plant $261,013
Maintenance of Misc. Steam Plant $244.057
Subtotal ‘ ' $11,680,993
In Lieu of Payments * $219.107
Total Variable Costs Colstrip Project . $11,900,100
Colstrip Project Annual Variable Cost . $11.30 per MWHh|

* Montana Electrical Energy License Tax



Cholla Project Annual Variable Cost

(Based on 1989 FERC Form 1)

Cholla Project

Annual Energy Production (MWh) 4,913,599
Production Expenses
Operation, Supervision and Engineering $391,540
Fuel $84,460,268
Steam Expenses ‘ $3,263,082
Electric Expenses $834,325
Misc. Steam Power Expenses $1,553,024
Rents $139,392
Maintenance, Supervision and Engineering $2,829,620
Maintenance of Structures $504,564
Maintenance of Beiler Plant $9,343,026
Maintenance of Electric Plant $1,975,652
Maintenance of Misc. Steam Plant $1,479.085
Subtotal $106,773,578

In Lieu of Payments

Total Variable Costs Cholla Project ) $106,773,578

Cholla Annual Variable Cost $21.73 per MWH|

Note:  Example Purposes Only - Reflects Total Cholla Plant



Hunter #2 Project Annual Variable Cost
(Based on 1989 FERC Form 1)

Hunter #2 Project
Annual Energy Production (MWh) 1,653,390

Production Expenses

Operation, Supervision and Engineering $139,904
Fuel $14,927,530
Steam Expenses $1,457,346
Electric Expenses $577,512
Mise. Steam Power Expenses - $623,071
Rents $27
Maintenance, Supervision and Engineering $373,099
Maintenance of Structures $242.519
Maintenance of Boiler Plant $1,974,717
Maintenance of Electric Plant $336,814
Maintenance of Misc. Steam Plant $468.726
Subtotal $21,121,265
Allocated Mining Expenses $2,189,452 *
In Lieu of Payments -
Total Variable Costs Hunter #2 Project ' $23,310,717
Hunter #2 Project Annual Variable Cost $14.10 per MWH|

*  See Attachied sheets for details



Hunter #3 Proiect Annual Variable Cost
{Based on 1989 FERC Form 1)

Hunter #3 Project
Annual Energy Production (MWh) 2,743,379

Production Expenses

Operation, Supervision and Engineering $231,997
Fuel $24,859,535
Steam Expenses 7 $2,517,785
Electric Expenses ) $1,179,383
Misc. Steam Power Expenses $897,027
Rents - $2,437
Maintenance, Supervision and Engineering $715,529
Maintenance of Structures $431,445
Maintenance of Beiler Plant $4,837,672
Maintenance of Electric Plant $686,521
Maintenance of Misc. Steam Plant $958.473

Subtotal $37,317,804

Allocated Mining Expenses $3,726,731  *

In Lieu of Payments -

Total Variable Costs Hunter #3 Project $41,044,535

Hunter #3 Project Annual Variable Cost [$14.96 per MWH|

*  See attached sheets for details



Annual Variable Cost

Project Annual Load Factors

1989 Generation

Capacity Load Factor

(Mwh)
Colstrip 1,052,975
Cholla 6,910,089
Hunter #2 1,653,390
Hunter #3 2,743,379

MW
140
940
235
400

86%
84%
80%
78%

Weighted Variable Cost

Capacity Load Factor Variable Cost Numerator Denominator
MW $/MWh

Colstrip 70 86% 11.30 679 60
Cholla 350 84% 21.73 6,382 294
Hunter #2 180 80% 14.10 2,038 145
Hunter #3 400 78% 14.96 4,685 313
Total 13,785 812

Numerator = Capacity x Load Factor x Variable Cost

Denominator = Capacity x Load Factor

Weighted Variable Cast= 13,785
Adjusted for Losses = $16.99
Annual Variable Cost =



Hunter #2 Project Allocated Mining Expenses

(Based on 1989 Actual Costs)

Injtial Levelized Fixed Charge

Hunter #2 Proiect

Hunter #2 Mining Investment
Adjusted Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in lieu of taxes
Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Hunter #2' A & G Expense

Total Fixed Cost

$22,748,496

6.75%

$1,535,751

$0

0.00%

$0

$228,367

$0
$139,130,109
$7,441,216,075
1.87%

$425.334



Hunter #3 Project Allocated Mining Expense

(Based on 1989 Actual Costs)

Initial Levelized Fixed Charge

Hunter #3 Project

Hunter #3 Mining Investment
Adjusted Initial Levelized Annual Fixed Rate
Initial Levelized Annual Fixed Charge
Subsequent Investment |
Subsequent Levelized Annual Fixed Rate
Subsequent Levelized Annual Fixed Charge
Ad Valorem Tax
Taxes, assessments and in lieu of taxes
- Administrative & General Expenses:
1989 Total PacifiCorp A&G Expense
1989 Total PacifiCorp Electric Plant In Service

A&G Expense as a percent of Investment
Hunter #3 A & G Expense

Total Fixed Cost

$38,720,844
6.75%
$2,614,044
$0
0.00%
$0
$388,714
$0
$139,130,109
$7,441,216,075
1.87%
723.972

$3,726,731




Hunter #2 and #3 Mining Investment

Gross Coal Plant

Power Plants Served By Mines:

Huntington #1
Huntington #2
Hunter #1 UPL
Hunter #1 Provo
Hunter #2 UPL
Hunter #2 DG&T
Hunter #3 UPL
Total -

Hunter #2 Mining Investment =

Hunter #3 Mining Investment =

Allocation Calculation

$193,120,211

MW

400

415

366

24

235

155

400
1,995

235 = 1995 x $193,120,211
400 + 1995 x $193,120,211

If

$22,748,496
$38,720,844
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HUNTER #2 & #3 MINE INVESTMENT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(Sample Calculations based on Year 1 and shown rounded to nearest whole dollar)

(*1) CAPITAL RECOVERY FACTOR, (CRF) = ()" (+) " -1
Where 1 = weighted cost of capital and n = ave.. life of plant.

CRF = 0.1000 (1+0.1000) "/ ((1+0.1000) *-1) =

0.13575
(*2) BOOK DEPRECIATION = $100,000/ 14 Years = $7,143
(*3) TOTALRETURN, (TR) = A x W;
Where A = Average Net Investment; and
W = Weighted Cost of Preferred and Common
Stock
Let A = Beginning Investment - (D+T)/2

Where Beginning Investment = Previous year's beginning investment -

previous year's D and T.

D = Book Depreciation  (*2)
T = Deferred Tax (*5)
Therefore, beginning investment = $100,000
A = $100,000 - (7,143 + 2636)/2=$95,111
TR = $95,111 x ((10x.0824 + 40 x
1236) = $5,486
(*4) INTEREST, (D) = A x Wy
Where Wy = Weighted Cost of Debt
Therefore, I = $95,111 x (.50 x .0847) = $4,028
(*5) DEFERRED TAX, (T) =  (T¢-D) x Tx
Where Tp = Tax Depreciation (*8)

TR = Tax Rate (36.88%)
LetT = (14,290 - 7,143) x 3688 = $2,636



HUNTER #2 AND #3 MINE INVESTMENT
FORMULAS FOR CALCULATING
INITIAL LEVELIZED FIXED CHARGE RATE

(*6) INCOME TAX =
INCOME TAX =

(*7) ANNUALCOST =
ANNUAL COST =

$570 =

(*8) TAX DEPRECIATION
TAX DEPRECIATION

(Con't.)

(Total Return + Book Depreciation + Deferred
Tax - Tax Depreciation) x (Tax rate/(1-Tax

($5,486 + $7,143 + $2,636 - $14,290) x
(.3688/(1-.3688 = $570

Book Depreciation + Total Return +

Interest + Deferred Tax + Income Tax

$7,143 + $5,486 + $4,028 + $2,636 +

$19,862

= (Modified ACRS) x Original Investment

= 14.29% x 1.00 x $100,000 = $14,290
Adjusted for 1/2 year = $8,510/2 =

$4,255

*9) ITC = Not Applicable

(*10) PRESENT WORTH ANNUAL COST = Annual Cost x 1/(1-+)"
PRESENT WORTH ANNUAL COST = = $19,862 x 1/(1 + .1000)"

$18,056

where 1 = weighted cost of capital and n = first year.

(*11) INITIAL LEVELIZED FIXED CHARGE RATE = (CRF x Total
Present Worth Annual Cost) /Total Original Book Cost
INITTAL LEVELIZED FIXED CHARGE RATE = (0.13575 x
$102,338)/$100,000 = 0.1389 = 13.89%



HUNTER #2 AND #3 MINE INVESTMENT
CALCULATION OF ADJUSTED INITIAL
FIXED CHARGE RATE
(Based on $100,000 of Capital Expenditure)

CAPITAL STRUCTURE: .

Component ‘ Structure Rate

Debt 50% 8.47%

Preferred 10% 8.24%

Common 40% 12.36%

Weighted Cost of capital 10.00%

INPUT DATA:

INVESTMENT TAX CREDIT Not Applicable

SALVAGE VALUE 0

BOOK LIFE (Straight Line) 14 years

TAX LIFE (MACRS) 7 years

TAX RATE 36.88% (includes state Corp. tax)
TAX BASIS . 100.00% of Book

PW RATE 10.00%

CALCULATED DATA:

CAPITAL RECOVERY FACTOR = 0.13575 (1%)

INITIAL LEVELIZED FIXED CHARGE RATE = 0.1394 = 13.94% (*11)
ADJUSTED INITIAL LEVELIZED FIXED CHARGE RATE* = 13.94% less

book depreciation, where book depreciation

= 13.89% = 6.75%

*Book depreciation is reflected in fuel cost.

1/14 years = 0.0714 = 7.14%



Appendix C: "Resource Pool"

This Appendix sets forth the amount of capacity (MW) and the combination of
resources which may be included in the Resource Pool which shall be the basis for
determining the prices for Firm Capacity and associated Firm Energy under Section 5 of
this Agreement commencing with calendar year 1996.

The Resource Pool shall contain 1000 megawatts of capacity, which, until
October 31, 2010, shall always contain an amount of capacity equal to the current rated
capacity of Cholla Unit 4 and PacifiCorp's associated Cholla Unit 4 capital costs as
derived pursuant to Appendix A. On May 1, 1996, the Resource Pool shall contain 650
megawatts of the following '

other resources;

Resource ‘ Capacity (MW)
Colstrip Project 70
Hunter No. 2 Project 180
Hunter No. 3 Project 400

' Total 650 MW

Provided, that commencing May 1, 1997 and on each May 1 there-after through the term
of this Agreement, PacifiCorp may replace up to a maximum of 200 megawatts of such
other resources with other cost resources it owns or may acquire, including, but not o
limited to, thermal generation it owns or leases and firm power purchases under contracts
with a term of three yeafs or more, Subsequent to October 31', 2010, through the term of
this Agreement, PacifiCorp may replace both the other resources and Cholla Unit 4 with
other cost resources. Such other cost resources contained in the Resource Pool shall only
be resources (1) that PacifiCorp acquires through prudent utility management practices,
(2) that are beiﬁg used to provide utility service to PacifiCorp's customers, and (3) that
have been declared to be in commercial operation prior to May 1 of the calendar year in

which such resources are included in the Resource Pool.



APPENDIX D: EXAMPLE CALCULATION
ESTABLISHING ADJUSTMENTS FOR INTEREST

Simple interest "Midyear Convention" shall be utilized in calculating the amount

of the adjustments for interest.

Assumptions for Example Calculations:
§)) Total Annual Payment Difference for calendar year 1995
$12,000
(2)  Prime Rate

9%

(3)  Time of Adjustment June 1,
1996
Adjustments for Interest
Year Prime Rate ' Factor 2 Interest Rate
1995 9.0% multiplied by 172 = 4.50%
1996 9.0% multiplied by 5/12 = 3.75%

8.25%

8.25% x $12,000 = $990 Adjustment For Interest

The prime rate shall be the time weighted average prime rate for the
periad. For the example above it would be for the period January 1995
through May 1996. The prime rate shall be as established by Morgan
Guaranty Trust Company of New York.

2 1995 mid-year convention 1/2 year

1996 5 months (January through May)



APPENDIX E: INCREMENTAL COST OF SUPPLEMENTAL
ENERGY AND UNUSED CHOLLA CAPABILITY

This Appendix sets forth the method for establishing Incremental Cost ($/MWh) of
Supplemental Energy to be made available by APS pursuant to Subsections 6.7 and 6.8 of this
Agreement and the Incremental Cost (3/MWHh) of energy associated with either Party's use of the
other Party's unused generating capability at the Cholla Generaﬁng Station ("Unused Cholla
Capability") pursuant to Subsection 13.06 of the Asset Agreement.

The Incremental Cost for each megawatt-hour of each transaction shall eque\ll the sum of
(1) the deemed incremental operating and maintenance expense ($/MWh) as determined in
Section 1.0 below, and (2) the Incremental Fuel Cost ($/MWh) as determined in Section 2.0
below.

1.0 Incremental Operating and Maintenance Expense. The incremental operating and

maintenance expense associated with Supplemental Energy and energy associated with either
Party's use of the other Party's Unused Cholla Capability shall be as follows: .

1.1 Supplemental Coal Energy. For all Supplemental Coal Energy, the
incremental operating and maintenance expense shall be deemed to be $4.68 per megawatt-hour.
Any revision to the deemed $4.68 per megawatt hour incremental operating and maintenance
expense for Supplemental Coal Energy shall require a timely filing under Part 35 of the Code of
Federal Regulations, together with cost support which demonstrates that the proposed revisions
are reasonable given APS’ costs.

1.2 Other Supplemental Energy. For all other Supplemental Energy, the

incremental operating and maintenance expense shall be deemed to be $21.94 per megawati-hour
for gas and oil fired steam units, $11.99 for all single cycle combustion turbines and $4.36 for all
combined cycle units. Any revision to the deemed incremental operating and maintenance
expense for gas and oil fired steam units, for combustion turbines, and for combined ¢ycle units
shall require a timely filing under Part 35 of the Code of Federal Regulations, together with cost
support which demonstrates that the proposed revisions are reasonable given APS’ costs. Within
three years of the Effective Date of this Agreement, the parties shall review the appropriateness

of the foregoing deemed values and make adjustments that are equitable.



1.3 Unused Cholla Capability. For all energy associated with either

Party's use of the other Party's Unused Cholla Capability, the incremental operating and
maintenance expense shall be deemed to be $3.56 per megawatt-hour. Any revision to the
deemed incremental operating and maintenance expense shall require a timely filing under
Part 35 of the Code of Federal Regulations, together with cost support which demonstrates
the proposed revisions are reasonable,

2.0 Incremental Fuel Cost. The incremental fuel cost associated with
Supplemental Energy and energy associated with either Party's use of the other Party's
Unused Cholla Capability shall be as follows:

2.1 Supplemental Coal Energy. For all Supplemental Coal Energy the
incremental fuel cost ($/MWHh) shall be determined by the APS dispatcher or scheduler
based on his best-efforts forecast of the incremental coal cost and the incremental heat
rate associated with the lowest cost generating unit(s) expected to be producing such
energy.

22 Other Supplemental Energy. For all other Supplemental Energy,
the incremental fuel cost ($/MWHh) shall be determined by the APS dispatcher or
scheduler based upon his best-efforts forecast of the incremental fuel cost, either Natural
Gas, Oil or Coal, utilizing the incremental heat rate associated with the lowest cost
generating unit(s) that is expected to be producing such energy.

2.3 Unused Cholla Capability. For all energy associated with either

Party's use of the other Party's Unused Cholla Capability, the incremental fuel cost
($/MWh) shall be determined by the Party's dispatcher or scheduler having such Unused
Cholla Capability based on his best-efforts forecast of the incremental coal cost utilizing

the incremental heat rate of the generating unit(s) that would produce such energy.



