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AMENDMENT NO.2 TO THE ARIZONA
TRANSMISSION SYSTEM PARTICIPATION
AGREEMENT
ARIZONA PUBLIC SERVICE COMPANY
IMPERIAL IRRIGATION DISTRICT
SAN DIEGO GAS & ELECTRIC COMPANY

PARTIES:

The Parties to this Transmission System Participation Agreement are: ARIZONA

PUBLIC SERVICE COMPANY, an Arizona corporation organized and existing under

the laws of the State of Arizona (hereinafter referred to as “APS”), IMPERIAL

IRRIGATION DISTRICT, organized under the Water Code of the State of California

(hereinafter referred to as “lID”) and SAN DIEGO GAS & ELECTRIC COMPANY, a

Callifornia corporation (hereinafter called "SDG&E") which are individually referred to

as 'Party,” and collectively as "Parties."

RECITALS:

This agreement is made with reference to the following facts, among others:

2.1

2.2

SDG&E was conducting environmental studies and actively planning the
construction of a 500kV transmission line from the SDG&E - Miguel Substation
to the Palo Verde Units 1, 2 & 3 Switchyard, via Imperial Valley, when it learned
that APS was also conducting environmental studies and actively planning the
construction of a 230kV transmission line from the APS Gila Bend Substation
to the Yuma area. Subsequent discussions between the Parties resulted in the
Parties entering into the "Arizona - San Diego 500kV Interconnection Letter of
Understanding," dated November 22, 1978, to jointly study, construct, own and
operate a 500kV transmission line which would meet the needs of all Parties.

The Parties recognize that there are mutual benefits which result from

cooperation and coordination in jointly planning, licensing, engineering,



2.3

24

2.5

26

2.7

constructing, owning and operating a transmission system as compared with

doing so separately.

The electrical systems of the Parties will be interconnected by the transmission
line constructed pursuant to this Participation Agreement and the Parties
intend to enter into a separate agreement to govern the exchange of Power
and Energy.

On June 24, 1981, the Parties entered into the Arizona Transmission System
Participation Agreement, providing for the terms and conditions relating to
interconnecting the Parties’ electrical systems.

On May 1, 1983, SDG&E and IID entered into an Arizona Transmission System
Assignment of Interests, providing for the terms and conditions relating to
assigning and transferring from SDG&E to IID an undivided interest in the
Arizona Transmission System.

On January 5, 1985, the Parties entered into Amendment No. 1 to the Arizona
Transmission System Participation Agreement (hereinafter referred to as
“‘“Amendment No. 1”) to reflect the Parties desire to accurately reflect the
components needed to calculate APS’ payroll load and administrative and
general load and to provide for APS’ software amortization charges.

On March 3, 2006, APS revised Appendices A&B to the Arizona Transmission
System Participation Agreement. These changes were acknowledged by the
parties. Appendices A&B were revised to reflect the following: 1) The change
in name from the Yuma Switchyard and 500 kV line to the North Gila
Switchyard and 500 kV line; 2) The addition of the Hassayampa 500 kV
Switchyard; 3) Metering point identifications; 4) The addition of the North Gila

Line Reactor Breaker; 5) The addition of APS’s second 500/69 kV transformer;



A change in cost responsibility for the Yuma (North Gila) 500 kV breaker yard

due to the addition of APS’s second 500/69 kV transformer.

2.8 On February 6, 2018, the Parties entered into Amendment No. 2 to the Arizona
Transmission System Participation Agreement (hereinafter referred to as
‘Amendment No. 2”) to reflect the following: 1) The adjustment of the
Ownership share of certain line segments and facilities included herein; 2) The
addition of the Hoodoo Wash Switchyard and related transmission line
segments constructed and in service as part of the Agua Caliente Large
Generator Interconnection Agreement, dated July 28, 2010; 3) The inclusion
of ANPP Switchyard Facilities at both the Palo Verde and Hassayampa
Switchyards; 4) The addition of the HANG 2 Line into the Yuma Switchyard, 5)
The addition of new definitions supporting the above-mentioned changes; and,
6) Grammatical changes supporting SDG&E’s assignment of interests to IID.

2.9 On June 15, 2023, the Parties entered into this Amendment No. 3 to the
Arizona Transmission System Participation Agreement (hereinafter referred to
as “Amendment No. 3”) to reflect the following: 1) The adjustment of the
Ownership share of certain line segments and facilities included herein; 2) The
addition of the Orchard Project 230kV interconnection into the Yuma (North
Gila) 500kV Switchyard; 3) The addition of new definitions supporting the

above-mentioned changes; and 4) Grammatical corrections.

AGREEMENT:
In consideration of the mutual benefits to be derived from this Amendment No. 3, the

Parties hereto agree as follows:

DEFINITIONS:



The following terms when used herein shall have the meanings specified:

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

Accounting Practice: Generally accepted accounting principles, in accordance

with FERC Accounts.

Administrative Representative: The representative designated by each Party

pursuant to Section 5.1.1.

ANPP Switchyard Facilities: shall collectively mean the Palo Verde Switchyard

and the Hassayampa Switchyard owned by the ANPP Participants and located
adjacent to the Palo Verde Nuclear Generating Station and as further defined
within and in the ANPP Switchyard Participation Agreement. The Parties,
whether individually or collectively, have rights to schedule and transfer power
and or energy through such facilities.

Appendix: An Appendix to this Participation Agreement, unless otherwise
stated.

Arizona _Transmission System: The transmission system described in

Appendix A.

CaliforniaTransmission System: The transmission system described in
Appendix A of the Imperial Irrigation District and San Diego Gas & Electric
Company California Transmission System Participation Agreement (CTSPA),
the CTSPA being effective on May 1, 1983.

Capacity: Electrical rating expressed in megawatts (MW) or megavolt-
amperes (MVA).

Capital Improvements: Any Units of Property, land or land rights which are

added to the Arizona Transmission, System, the betterment of land and land
rights or the enlargement or betterment of any Units of Property constituting a
part of the Arizona Transmission System, and the replacement of any Units of

Property for other Units of Property or the replacement of land or land rights
4



4.9

4.10

4.1

412

4.13

414

4.15

4.16

constituting a part of the Arizona Transmission System, irrespective of whether
such replacement constitutes an enlargement or betterment of that which it
replaces, which additions, betterments, enlargements, and replacements in
accordance with Accounting Practice would be capitalized.

Construction Account: An account used by the Project Manager's accounting

department to receive and disburse Construction Funds pursuant to Section
13.

Construction Coordinator: The representative designated by SDG&E pursuant

to Section 5.1.3.

Construction Costs: The costs of constructing the Arizona Transmission

System, as described in Section 11.

Construction Director: The representative designated by APS pursuant to

Section 5.1.2.

Construction Funds: Monies advanced to the Project Manager on behalf of the

Parties in accordance with this Participation Agreement.

Construction Insurance: Policies of insurance relating to the Arizona

Transmission System during the construction thereof as provided in Section
20.1.

Construction Schedule: The schedule of Construction Work as set forth in

Appendix C, or as revised pursuant to Sections 8.3.2 or 8.3.3.

Construction Work: All work undertaken by the Project Manager pursuant to

Section 8, including but not limited to, all engineering, design, construction,
contract preparation, purchasing, supervision, expediting, accounting,
inspection, testing and the placing in service of the Arizona Transmission

System.



417

4.18

4.19

4.20

4.21

4.22

4.24

4.25

Date of Approval: The date on which each Party has given written notice to the

other Parties that all approvals have been received without unacceptable
conditions in compliance with the provisions of Section 31.5.

Date of Firm Operation: The first day on which deliveries of Power and Energy

may be scheduled on a firm basis over the Arizona Transmission System as
designated by the Construction Director and the Construction Coordinator.
Division: A group of employees headed by a vice president consisting of all
persons on the APS organizational chart which report to him.

Energy: Kilowatt-hours (KWH).

FERC Accounts: The Federal Energy Regulatory Commission's "Uniform

System of Accounts Prescribed for Public Utilities and Licensees (Class A and
Class B)," in effect as of the date of this Participation Agreement, and as such
system of accounts may be in effect from time to time. References in this
Participation Agreement to any specific FERC Account number shall mean the
FERC Account number in effect as of the effective date of this Participation
Agreement or any successor FERC Account.

Final Completion Report: A complete summary of Construction Costs,

including surplus equipment disposal, a description of the Arizona
Transmission System as constructed and a summary of each Party's
contributions to Construction Costs.4.23 HANG2 Line — The Hassayampa
— North Gila 500kV transmission line that interconnects into the Yuma
Switchyard.

Hassayampa - Hoodoo Wash 500kV Line: A component of the Arizona

Transmission System described in Appendix A.

Hassayampa Switchyard: A high voltage switchyard which is associated with

the Palo Verde Nuclear Generating Station located west of Phoenix, Arizona.
6



4.26

4.27

4.28

4.29

4.30

4.31

4.32

4.33

4.34

4.35

The Hassayampa Switchyard is operated by Salt River Project and owned by
the Arizona Nuclear Power Project participants.

Hassayampa Termination (for Hassayampa to Hoodoo Wash 500kV Line): A

component of the Arizona Transmission System described in Appendix A.

Hoodoo Wash — Yuma (North Gila) 500kV line: A component of the Arizona

Transmission System described in Appendix A.

Hoodoo Wash Switchyard: A component of the Arizona Transmission System

described in Appendix A and depicted in Appendix B.

North Gila Switchyard: also known as the Yuma Switchyard (see Yuma

Switchyard definition).

Operating Agent: The Party responsible for the performance of Operating

Work, except scheduling Power and Energy deliveries over the Arizona
Transmission System pursuant to Section 15.4.

Operating Capability: The capability of the Arizona Transmission System to

transmit Power and Energy scheduled by the Parties in each direction between
the ANPP Switchyard Facilities and the Yuma (North Gila) Switchyard,
including the Hoodoo Wash Switchyard.

Operating Committee: The committee established pursuant to Section 5.1.4.

Also known as the Engineering & Operating Committee.

Operating Costs: The costs of performing Operating Work.

Operating Emergency: An unplanned event or circumstance caused by the

failure or threat of failure of the Arizona Transmission System facilities which
reduces or may reduce the Operating Capability of the Arizona Transmission
System.

Operating Funds: Monies advanced to the Operating Agent on behalf of the

Parties in accordance with this Participation Agreement.
7



4.36

4.37

4.38

4.39

4.40

4.41

4.42

4.43

Operating Insurance: Policies of insurance relating to the Arizona

Transmission System to be procured and maintained as provided in Section
20.2.

Operating Work: All work undertaken by the Operating Agent or the Scheduling

Agent pursuant to Project Agreements, including but not limited to, all
engineering, contract preparation, purchasing, repair, supervision, training,
expediting, inspection, testing, protection, facility operation, retirement,
maintenance, use, management, and making Capital Improvements to and for

the Arizona Transmission System.

Orchard Project: Shall mean the APS North Gila — Orchard 230kV Transmission
Line Project; a 230 kV transmission line originating at the APS Orchard 230 kV
Switchyard. The Orchard Project includes the associated termination facilities
at both ends of the transmission line, which includes, but not limited to, the
following facilities: (i) the North Gila - Orchard 230 kV transmission line; (ii) the
Orchard Project Interconnection Facilities located in the Orchard 230kV
Switchyard; (iii) the Orchard Project Participant's Interconnection Facilities
located in the North Gila 230kV Switchyard; (iv) any other system facilities
agreed to by the Parties.

Orchard Project Participant: Shall mean the participant in the North Gila to
Orchard 230kV Line, which is APS and their respective successors, individually
or as a group of any one or more.

Palo Verde Switchyard: The high voltage switchyard which is associated with

the Palo Verde Nuclear Generating Station located west of Phoenix, Arizona.

Palo Verde Termination: A component of the Arizona Transmission System

described in Appendix A.1.

Palo Verde - Yuma 500kV Line: Shall collectively mean the Hassayampa -

Hoodoo Wash 500kV Line and Hoodoo Wash — Yuma (North Gila) 500kV line
as described in Appendix A.

Palo Verde - Hassayampa 500kV #3 Line: A component of the Arizona

Transmission System described in Appendix A.

8



4.44

4.45

4.46

4.47

4.48

4.49

4.50

4.51

4.52

Participation Agreement: This agreement titled "Arizona Public Service

Company and Imperial Irrigation District and San Diego Gas & Electric
Company Arizona Transmission System Participation Agreement.”
Power: Kilowatts (KW) or megawatts (MW).

Project Agreements: This Participation Agreement and any agreement entered

into by the Project Manager in connection with the performance of Construction
Work, and any other agreement which the Parties agree to designate as a
Project Agreement, including those agreements listed in Appendix F, as such
agreements are originally executed or as they may thereafter be supplemented
or amended.

Project Insurance: Construction Insurance and Operating Insurance.

Project Manager: The Party responsible for the performance of Construction

Work.

Rated Capability: The transfer capability for resource and transmission

planning and reporting purposes of the Arizona Transmission System in either
direction between the ANPP Switchyard Facilities and the Yuma Switchyard,
including the Hoodoo Wash Switchyard, expressed in megawatts and
determined in accordance with Section 15.7.

Request for Funds: The written request of the Project Manager or Operating

Agent for funds required for Construction Work or Operating Work.

Request for Information: A request made in writing by one Party upon another

Party or Parties, specifying the records, documentation or information for which
the request is made.

Responsibility for Costs: The percentage of financial liability of each Party for

costs of Construction Work and Operating Work for each component of the



4.53

4.54

4.55

4.56

4.57

4.58

Arizona Transmission System, which is the same as the percentage ownership
established in Section 6.

Scheduled Date of Firm Operation: The target Date of Firm Operation

contained in Appendix C or its most recent revision.

Scheduling Agent: The Party responsible for scheduling Power and Energy

deliveries over the Arizona Transmission System pursuant to Section 15.4.
Section: A Section of this Participation Agreement, unless otherwise stated.

Sharable Units: Departments which incur costs that are part of the

administrative and general expenses which are sharable with the costs of the
Arizona Transmission System as defined in Exhibit E-1 to Appendix E.

Units of Property: Units of property as described in the Federal Energy

Regulatory Commission's "List of Units of Property for Use in Connection with

Uniform System of Accounts Prescribed for Public Utilities and Licensees’ in

effect as of the date of this Participation Agreement, and as such list may be

amended from time to time.

Willful Action: Action taken or not taken by a Party at the direction of its

directors or officers affecting its performance under this Participation

Agreement, which action:

4.58.1 Is knowingly or intentionally taken or not taken with conscious
indifference to the consequences thereof or with intent that injury or
damage would result or would probably result therefrom;

4.58.2 Has been determined by final arbitration award or final judgment or
judicial decree to be a breach of contract under this Participation
Agreement and which occurs or continues beyond the time specified in

such arbitration award or judgment or judicial decree for curing such

10



4.59

4.60

4.61

4.62

4.63

default or, if no time to cure is specified therein, occurs or continues
thereafter beyond a reasonable time to cure such default;

4.58.3 Is knowingly or intentionally taken or not taken with knowledge that such
action constitutes a breach of contract under this Participation
Agreement; or

4.58.4 Does not include any act or failure to act which is merely involuntary,
accidental or negligent.

Work Liability: Liability of any or all Parties for damage suffered by anyone

other than a Party, whether or not resulting from the negligence of a Party, its

directors, officers, employees or any person or entity whose negligence could
be imputed to such Party resulting from:

4.59.1 The performance of Construction Work or Operating Work; or

4.59.2 The use or ownership of the Arizona Transmission System.

Yuma - Border 500kV Line: A component of the Arizona Transmission System

described in Appendix A.8

Yuma 500kV Breaker Yard: A component of the Arizona Transmission System

described in Appendix A.7 4.

Yuma Interconnection Facilities: A component of the Arizona Transmission

System described in Appendix A.7.3.

Yuma Switchyard: A component of the Arizona Transmission System

described in Appendix A.7 Also known as the North Gila Switchyard.

ADMINISTRATION:

5.1

To secure effective cooperation and interchange of information and to provide
prompt and orderly consultation between the Parties concerning administrative

and technical matters which may arise in connection with the terms and

11



5.2

conditions of the Project Agreements, the Parties hereby establish the

following:

5.1.1 One Administrative Representative and an alternate shall be designated
by each Party.

5.1.2 A Construction Director and an alternate shall be designated by APS.

5.1.3 A Construction Coordinator and an alternate shall be designated by
SDG&E and IID.

5.1.4 An Operating Committee member and an alternate shall be designated
by each Party.

The Administrative Representatives shall, among other things:

5.2.1 Provide liaison between the Parties at the vice presidential level.

5.2.2 Supervise generally the Construction Director, Construction
Coordinator, and Operating Committee, and any other committee or
representative established pursuant to the Project Agreements.

5.2.3 Review, discuss and attempt to resolve all disputes referred to them by:
(i) the Construction Director or the Construction Coordinator, (ii) the
Operating Committee, or (iii) any other committee or representative
established by the Project Agreements.

5.2.4 Review and approve, modify or otherwise act upon recommendations
of the Project Manager, the Operating Agent, or the Scheduling Agent
made pursuant to the Project Agreements.

5.2.5 Approve budgets for Construction Work and Operating Work.

5.2.6 Approve the Final Completion Report.

5.2.7 Approve all revisions of Appendices A, F, |, and J.

5.2.8 Perform such other duties as may be designated in the Project

Agreements.
12



5.3

5.4

5.5

5.6

The Construction Director and the Construction Coordinator shall jointly,

among other things:

5.3.1

5.3.2

5.3.3

Provide liaison between the Parties with regard to Construction Work.
Perform such other duties as may be designated in the Project
Agreements or assigned by the Administrative Representatives.

Provide for the development of procedures for accounting and auditing
Construction Costs, and advancement of funds during construction
consistent with the provisions of Project Agreements and Accounting
Practice and develop procedures for making forecasts and Requests

for Funds pursuant to Sections 7 and 13.

The Operating Committee shall, among other things:

5.4.1

542

543

Provide liaison between the Parties with regard to Operating Work.
Perform such other duties as may be designated in the Project
Agreements or assigned by the Administrative Representatives.
Provide for the development of procedures for accounting and auditing
the costs of Operating Work, and advancement and disbursements of
Operating Funds consistent with the provisions of Project Agreements
and Accounting Practice and develop procedures for making forecasts

and Requests for Funds pursuant to Sections 13 and 18.

Within thirty (30) days after this Participation Agreement is executed, each

Party shall designate the representatives established pursuant to Sections

5.1.1 through 5.1.3, and give written notice thereof to the other Parties.

One year before the Scheduled Date of Firm Operation, each Party shall

designate its respective Operating Committee members established pursuant

to Section 5.1.4 and give written notice thereof to the other Parties.

13



5.7

5.8

5.9

5.10

5.11

5.12

5.13

Each Party shall notify the other Parties in writing promptly of any change of its
designated representatives.

On the Date of Firm Operation, control of the Arizona Transmission System
shall transfer from the Construction Director and Construction Coordinator to
the Operating Committee.

The Construction Director and Construction Coordinator shall have no
responsibilities or authority hereunder following the Administrative
Representatives' approval of the Final Completion Report.

All matters pertaining to Construction Work, which must be referred to the
Administrative Representatives pursuant to the Project Agreements, shall be
reviewed by the Construction Director and Construction Coordinator before
such referral to the Administrative Representatives.

All matters pertaining to Operating Work, which must be referred to the
Administrative Representatives pursuant to the Project Agreements, shall be
reviewed by the Operating Committee before such referral to the
Administrative Representatives.

Any Administrative Representative may upon sufficient advance notice call
meetings as he deems necessary and shall notify the other Administrative
Representative in writing and supply a written agenda for such meetings. The
Administrative Representatives or their designated alternates shall attend such
meetings and represent their respective Parties. Meetings may be conducted
in person or by telephone.

All decisions of the Administrative Representatives, the Construction Director
and the Construction Coordinator, and the Operating Committee must be

unanimous to be effective.

14



5.14

5.15

5.16

Unless otherwise specifically provided herein, this Participation Agreement
does not authorize the Administrative Representatives, Construction Director,
Construction Coordinator or Operating Committee to modify any of the terms,
covenants, or conditions of the Project Agreements.

The Administrative Representatives shall have the right to establish standing
or ad hoc committees needed to administer this Participation Agreement. The
authority and duties of any such committee shall be set forth in writing and
shall be subject to the provisions of the Project Agreements.

Any expenses incurred by any representative designated pursuant to this
Participation Agreement, or on any standing or ad hoc committees, in
connection with his duties on such committee shall be paid and borne by the
Party whom he represents and shall not be included in Construction Costs

or Operating Costs.

6. OWNERSHIP:

6.1

6.2

SDG&E shall own an 76.22%% undivided interest, APS shall own an 11%
undivided interest, and |ID will own a 12.78% undivided interest as tenants in
common in the following components of the Arizona Transmission System:
6.1.1 The Palo Verde Termination.

6.1.2 Palo Verde - Hassayampa 500kV #3 Line.

6.1.2 The Hassayampa - Hoodoo Wash 500kV Line.

6.1.3 The Hoodoo Wash Switchyard

6.1.4 The Hoodoo Wash - Yuma (North Gila) 500kV Line.

APS shall own a 75% undivided interest, SDG&E shall own a 21.41%
undivided interest, and 11D shall own a 3.59% undivided interest as tenants in

common in the Yuma 500kV Breaker Yard (4 breakers).
15



6.3

6.4

SDG&E shall own a 85.64% undivided interest and IID shall own a 14.36%
undivided interest as tenants in common in the following components of the
Arizona Transmission System.

6.3.1 The Yuma - Border 500kV Line Termination.

6.3.2 The Yuma - Border 500kV Line.

APS shall solely own the Yuma Interconnection Facilities.

7. CONSTRUCTION BUDGET:

7.1

7.2

7.3

The initial budget in Appendix G is approved, and upon determination that the
total estimated costs of construction exceed the most recently approved
budget by 10% or more, the Project Manager shall develop a revised budget
and submit it to the Administrative Representatives for their approval,
modification, or other action.
The initial cash flow is included in Appendix H and the Construction Director
shall develop and forward to the Construction Coordinator a revised cash flow
in similar form (i) on September 1 of each year during Construction Work, and
(i) within 30 days after a new budget is approved. Such cash flow shall be
divided by calendar months through the Scheduled Date of Firm Operation.
Revisions in the budget for Construction Work shall be accompanied by
supporting information whenever:
7.3.1 The revision for any work activity category exceeds 110% of the
previously approved budget for such work activity category, or

7.3.2 The revision is due to a change in scope of any work activity category.

8. CONSTRUCTION WORK:

8.1

8.2

The Project Manager for the Arizona Transmission System shall be APS.
SDG&E hereby appoints the Project Manager as its agent, and the Project

Manager shall undertake as SDG&E's agent and as principal on its own behalf,
16



8.3

to perform Construction Work and to carry out the duties and responsibilities

provided hereunder to be performed by it.

The Project Manager shall:

8.3.1

8.3.2

8.3.3

8.3.4

8.3.5

8.3.7

Submit any change in the description of the Arizona Transmission
System contained in Appendix A, to the Administrative Representatives
for their review and approval, modification, or other action.
Prepare and issue a quarterly progress report which shall contain at
least a trend report, a Construction Schedule, a forecast of expenditures,
a report of expenditures to date, and a report of construction progress
to date.
Submit any proposed change in the Scheduled Date of Firm Operation
to the Administrative Representatives for approval.
With respect to all aspects of Construction Work, subject to the
provisions of Sections 5.2, 5.3, 8.4, and 8.7 negotiate and enter into
any agreement for Construction Work, and purchase and procure such
equipment, apparatus, machinery, materials, tools, supplies and
services as it may deem necessary or useful for the performance and
completion of the Construction Work from any source or sources it may
select, including SDG&E.
Obtain all right-of-way for the Arizona Transmission System in
accordance with Appendices | and J. 8.3.6 Arrange for placement of
Construction Insurance pursuant to Section 20.1.
Determine which contractors, if any, shall be required to furnish any
portion of the Construction Insurance, other insurance and faithful

performance and payment bonds.

17



8.3.8

8.3.9

8.3.10

Assist any insurer in the investigation, adjustment and settlement of any
loss or claim arising out of Construction Work.

Present and prosecute claims against insurers and indemnitors
providing Construction Insurance or indemnities in respect of any loss
of or damage to any property of the Arizona Transmission System or
liability of any Party to third parties covered by Construction Insurance
or any indemnity agreement, and to the extent that any such loss,
damage or liability is not covered by Construction Insurance or by any
indemnity agreement, present and prosecute claims against any parties
who may be liable therefor. If the cost of repair, replacement or
correction of such loss or damage arising out of a single incident or
event exceeds $100,000 or such other amount as may be set by the
Administrative Representatives, the Project Manager shall not settle
any claims with respect thereto without the consent and approval of the
Administrative Representatives.

Subject to the provisions of Section 21 and except as provided in this
Section 8.3.10, investigate, adjust, defend and settle claims against any
or all Parties arising out of or attributable to Construction Work, or the
past or future performance or nonperformance of the obligations and
duties of any Party, including the Project Manager, under or pursuant
to the Project Agreements, including but not limited to any claim
resulting from death or injury to persons or damage to property, when
said claims are not covered by valid and collectible Construction
Insurance or other valid and collectible insurance carried by any Party,
and, whenever and to the extent warranted, present and prosecute

claims against any third party, including insurers, for any costs, losses
18



8.3.11

8.3.12

8.3.13

8.3.14

and damages incur-red in connection with said claims. The Project
Manager shall obtain the approval of the Administrative
Representatives before any said claim or combination of said claims
against any or all Parties arising out of the same transaction or incident
is settled for more than $100,000 or such other amount as may be set
by the Administrative Representatives, unless the entire amount of the
settlement in excess of said limit is recoverable from an insurer
providing Construction Insurance.

Execute, administer, perform and enforce all construction agreements
in the name of the Project Manager, acting as principal on its own behalf
and as agent for SDG&E, in which the Parties shall have undivided
interests as tenants in common in proportion to their Responsibility for
Costs in the Arizona Transmission System, and furnish a copy of any
such agreement to SDG&E upon request.

Comply with or with the approval of the Administrative Representatives,
administratively or judicially challenge (i) any and all laws applicable to
the performance of Construction Work, including without limitation all
applicable laws, rules, and regulations for protection of the health,
safety and welfare of the public and environment and all applicable
provisions of any worker's compensation laws; and (ii) the terms and
conditions of any contract, permit or license relating to the Arizona
Transmission System.

Expend the Construction Funds in accordance with the terms and
conditions of this Participation Agreement.

Keep and maintain records of monies received and expended,

obligations incurred, credits accrued, estimates of Construction Costs
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8.3.15

8.3.16

8.3.17

8.3.18

(excluding, subject to Section 17.3, ad valorem taxes or payments in
lieu thereof and allowance for funds used during construction) and
contracts entered into in the performance of Construction Work, and
make such records available for inspection and copying by SDG&E at
reasonable times and places.

Not suffer any liens to remain in effect unsatisfied against the Arizona
Transmission System, other than liens permitted under the Project
Agreements, liens for taxes or assessments not yet delinquent, liens
for labor and material not yet perfected, liens for worker's compensation
awards not yet perfected, or undetermined charges or liens incidental
to the performance of Construction Work; provided, however, that the
Project Manager shall not be required to pay or discharge any such lien
as long as it in good faith shall be contesting the same, which contest
shall operate during the pendency thereof to prevent the collection or
enforcement of such lien so contested.

Obtain or cause to be obtained necessary construction permits,
temporary access rights and other licenses and approvals requisite to
the performance and completion of Construction Work and initiation of
Operating Work.

Develop and negotiate such agreements as shall be required in order
to interconnect at the ANPP Switchyard Facilities. Such agreements
shall be approved and executed by the Parties.

Upon its Request for Information, provide SDG&E with copies of
records and information pertaining to the performance of Construction
Work. Notwithstanding any provisions in the Project Agreements to the

contrary, in the event that the information requested is voluminous, the
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8.3.19

8.3.20

8.3.21

8.3.22

8.3.23

8.3.24

8.3.25

8.3.26

information shall be made available for inspection and copying at rea-
sonable times and places.

Furnish SDG&E any assistance and information reasonably requested
and available pertaining to the construction of the Arizona Transmission

System.

Use its best efforts in performing its responsibilities hereunder to
complete Construction Work by the Scheduled Date of Firm Operation.
Keep SDG&E fully and promptly advised of significant developments in
connection with the progress, performance, cost and completion of
Construction Work.

Prepare and deliver the Final Completion Report to SDG&E as soon as
practicable, but not later than twenty-four (24) months after the Date of
Firm Operation, unless such time is extended by the Administrative
Representatives.

Upon his request, provide each representative established hereunder
with records and information for his use in performing his
responsibilities under the Project Agreements.

Construct the Arizona Transmission System so as to comply with the
Project Agreements.

Conduct tests to verify that specified characteristics of major equipment
items have been achieved and, if necessary, make or cause to be made
those final equipment modifications necessary to meet the specified
requirements.

Provide for and enforce any and all warranties on equipment, facilities,
materials and services sold to or furnished for the Arizona Transmission

System.
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8.4

8.3.27 Conduct such environmental studies as the Administrative
Representatives direct.

8.3.28 Approve all press releases concerning the construction of the Arizona
Transmission System before they are released.

8.3.29 Have full responsibility and authority for employing and organizing the
personnel and staff required to complete the Construction Work.

8.3.30 Prepare recommendations covering matters to be reviewed and acted
upon by the Administrative Representatives or the Construction
Director and the Construction Coordinator.

8.3.31 Carry out the directives of the Administrative Representatives with
respect to the matters set forth in the Project Agreements.

The Construction Director shall prepare and submit the following in a timely

manner to the Construction Coordinator for review and approval, modification

or other action:

8.4.1 The bidding, purchasing, and change order procedures to be used by
the Project Manager for Construction Work.

8.4.2 The design parameters which define the operating characteristics of the
Arizona Transmission System.

8.4.3 Any changes with regard to matters described in Sections 8.4.1, 8.4.2
and 8.4.5.

8.4.4 A bidders list for any request for bids on equipment or services which
are anticipated to cost more than $200,000 shall be submitted at least
15 days prior to mailing to the bidders. The insulators, tower steel,
conductors, 500kV breakers, and series and shunt line compensation
equipment are all anticipated to cost more than $200,000. Upon

receiving the bidders list, the Construction Coordinator shall have 15
22



9.

8.5

8.6

8.7

8.8

8.9

days to request any changes in the bidders list. After such time the
bidders list shall be deemed approved.
8.4.5 The bid evaluation procedure to be used for each of the equipment and
services listed in Section 8.4.4.
As soon as the design specifications are available for towers, conductors,
shield wires, insulators, breakers, and series and shunt line compensation, the
Construction Director shall forward the respective design specifications to the
Construction Coordinator for review and comment.
Contracts awarded on a cost reimbursable basis shall include audit clauses
providing for the right to audit by the Project Manager.
The Project Manager shall not enter into construction contracts nor make
commitments for equipment or material prior to the Date of Approval without
the approval of the Authorized Representatives.
SDG&E shall provide to the extent possible all assistance required by the
Project Manager in performing its obligations hereunder, and the Construction
Director and Construction Coordinator shall allocate SDG&E's appropriate
costs to Construction Costs according to Accounting Practice.
SDG&E shall, within sixty (60) days after this Participation Agreement
becomes effective, submit to the Project Manager in writing any special
requirements it may have regarding accounting, records, or information so that
all required records may be maintained in the same manner throughout the
construction of the Arizona Transmission System. The Project Manager shall

use its best efforts to accommodate said special requirements.

CONSTRUCTION LIAISON:
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10.

9.1

9.2

9.3

9.4

SDG&E may, at its option and entirely at SDG&E expense, assign one person
to the project. The person assigned by SDG&E shall be a working member of
the project and shall:

9.1.1 Report to a member of the Construction Director's staff.

9.1.2 Submit a monthly report of activities, findings, conclusions and
recommendations to the Construction Director.

9.1.3 Follow the Project Manager's rules and guidelines for conduct.

9.1.4 Send the Construction Director copies of all correspondence with
SDG&E.

9.1.5 Have access to all files and documents pertaining to the Arizona
Transmission System to the same extent as the Project Manager's
engineers and inspectors.

Upon written notice to SDG&E, the Construction Director may require SDG&E

to replace the assigned person. The grounds for such replacement shall be

reasonable and shall be clearly stated in the notice.

The Project Manager shall furnish the necessary office materials, services and

facilities. Long distance telephone costs of the person assigned by SDG&E

shall be charged to the Arizona Transmission System.

A project vehicle will be assigned to the person assigned by SDG&E for normal

project activities. Transportation to and from San Diego or for off duty use will

not be provided by the Project Manager.

OPERATING AGENT:

10.1

The Operating Agent for the Arizona Transmission System shall be APS.

10.2 SDG&E and IID hereby appoint the Operating Agent as its agent, and the

Operating Agent shall undertake as SDG&E's and IID’s agent and as principal
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10.3

10.4

on its own behalf, to perform Operating Work and to carry out the duties and

responsibilities provided hereunder to be performed by it.

The Parties recognize that Salt River Project Agricultural Improvement and

Power District is the operating agent of the ANPP Switchyard Facilities and will

operate the Palo Verde Termination and the Hassayampa Termination

pursuant to the interconnection agreement executed between the Arizona
Nuclear Power Project participants and the Parties.
The Operating Agent shall:
10.4.1 Prepare and submit recommendations to the Administrative
Representatives for their review and approval, modification or other
action with respect to each of the following matters:
10.4.1.1 The proposed Capital Improvements budget and proposed
operation and maintenance budget pursuant to Section 18.
10.4.1.2 The proposed form of written statistical and administrative
reports, written budgets, and information and other similar
records to be kept by the Operating Agent with respect to
Operating Work.
10.4.2 Prepare and submit the following in a timely manner to the Operating
Committee for review and approval, modification or other action:
10.4.2.1The proposed outages of the Arizona Transmission System for
scheduled maintenance.

10.4.2.2A proposed written statement of operating practices and
procedures.

10.4.2.3Proposed procedures for accounting for transmission losses.

10.4.2.4Proposed procedures for dealing with Operating Emergencies.
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10.4.3

10.4.4

10.4.5

10.4.6

10.4.7

10.4.8

10.4.9

Perform Operating Work in accordance with generally accepted
practices in the electric utility industry as such practices may be
affected by the design and, operational characteristics of the Arizona
Transmission System, the rights and obligations of the Parties under
this Participation Agreement, and any other special circumstances
affecting Operating Work.

Contract for, furnish and obtain from any sources it may select,
including SDG&E and IID, the services and studies necessary to
perform Operating Work pursuant to the Project Agreements. Contracts
awarded on a cost reimbursable basis shall include audit clauses
providing for the right to audit by the Project Manager.

Execute and enforce contracts necessary to perform Operating Work.

Furnish and train the necessary personnel to perform Operating Work.
Comply with or with the approval of the Administrative Representatives,
administratively or judicially challenge (i) any and all laws and
regulations applicable to the performance of Operating Work, including
all applicable provisions of any worker's compensation laws; and (ii) the
terms and conditions of any contract, permit or license relating to the
Arizona Transmission System.

Purchase and procure, through and from any source it may select, the
equipment, apparatus, machinery, tools, materials and supplies
necessary to perform Operating Work pursuant to the Project
Agreements.

Expend Operating Funds in accordance with the terms and conditions

of this Participation Agreement.

26



10.4.10

10.4.11

10.4.12

10.4.13

Keep and maintain records of monies received and expended,
obligations incurred, credits accrued, and contracts entered into in the
performance of Operating Work and make such records available for
inspection and copying by SDG&E and IID at reasonable times and
places.
Not suffer any liens to remain in effect unsatisfied against the Arizona
Transmission System, other than the liens permitted under the Project
Agreements, liens for taxes and assessments not yet delinquent, liens
for worker's compensation awards, liens for labor and material not yet
perfected, or undetermined charges or liens incidental to the
performance of Operating Work; provided, however, that the
Operating Agent shall not be required to pay or discharge any such
lien as long as it in good faith shall be contesting the same, which
contest shall operate during the pendency thereof to prevent the
collection or enforcement of such lien so contested.
Arrange for the placement and maintenance of Operating Insurance
pursuant to Section 20.2.
Present and prosecute claims against insurers and indemnitors
providing Operating Insurance or indemnities in respect of any loss
of or damage to any property of the Arizona Transmission System or
liability of any Party to third parties covered by Operating Insurance
or by any indemnity agreement, and to the extent that any such loss,
damage or liability is not covered by Operating Insurance or by any
indemnity agreement, present and prosecute claims against any
parties who may be liable therefor. If the cost of repair, replacement

or correction of such loss or damage arising out of a single incident
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or event exceeds $100,000 or such other amount as may be set by
the Administrative Representatives, the Operating Agent shall not
settle any claims with respect thereto without the consent and
approval of the Administrative Representatives.

10.4.14 Subiject to the provisions of Section 21 and except as provided in this
Section 10.4.14, investigate, adjust, defend and settle claims against
any or all Parties arising out of or attributable to Operating Work, or
the past or future performance or nonperformance of the obligations
and duties of any Party, under or pursuant to this Participation
Agreement, including but not limited to any claim resulting from death
or injury to persons or damage to property, when said claims are not
covered by valid and collectible Operating Insurance or other valid and
collectible insurance carried by any Party, and, whenever and to the
extent warranted, present and prosecute claims against any third
party, including insurers, for any costs, losses and damages incurred
in connection with said claims. The Operating Agent shall obtain the
approval of the Administrative Representatives before any said claim
or combination of said claims against any or all Parties arising out of
the same transaction or incident is settled for more than $100,000 or
such other amount as may be set by the Administrative
Representatives, unless the entire amount of the settlement in excess
of said limit is recoverable from an insurer providing Operating
Insurance.

10.4.15 Assist any insurer in the investigation, adjustment and settlement of

any loss or claim arising out of Operating Work.
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10.4.16

10.4.17

10.4.18

10.4.19

10.4.20

10.4.21

Keep SDG&E and IID fully and promptly advised of material changes
in conditions or other material developments affecting the
performance of Operating Work and furnish copies of any notices
given or received pursuant to the Project Agreements.

Upon its Request for Information, provide SDG&E and IID with all
written statistical and administrative reports, operating reports, written
budgets, accounting records and information and other records
relating to Operating Work which may be necessary for SDG&E and
IID to perform their responsibilities under the Project Agreements.
Upon its Request for Information, provide SDG&E and IID, in
reasonable quantity, a copy or copies of any report, record, list,
budget, manual, accounting or billing summary, classification of
accounts or other documents or revisions of any of the aforesaid
items pertinent to this Participation Agreement.

Prepare recommendations covering matters to be reviewed and
acted upon by the Administrative Representatives or the Operating
Committee.

Carry out the directives of the Administrative Representatives and the
Operating Committee with respect to the matters set forth in the
Project Agreements.

Perform Operating Work with the objective of permitting any Party to
use under normal operating conditions its share of Capacity in the
Arizona Transmission System in a manner which will not
unreasonably affect the operation of the Parties' electric systems or

the electric systems of inter-connected third parties. This Section
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11.

10.5

10.6

10.4.21 shall not be construed to create rights in or benefit any third
party.
10.4.22 Defend title to the Arizona Transmission System held by the Parties.
SDG&E and IID shall provide to the extent possible all assistance required by
the Operating Agent in performing its obligations hereunder, and the Operating
Committee shall allocate SDG&E's and 1ID’s appropriate costs to Operating
Costs according to Accounting Practice.
Materials, supplies and spare parts required for maintaining or making
emergency repairs on the Arizona Transmission System shall be taken from
the Project Manager's inventories and the charges for such equipment shall

include the Project Manager's normal warehouse loadings.

CONSTRUCTION COSTS:

11.1

Construction Costs of the Arizona Transmission System shall include all
payments made and obligations incurred by the Project Manager for or in
connection with Construction Work, including, but not limited to, those costs
specified in Section 11.2 and in Appendix D.

Construction Costs shall also include all payments made and obligations
incurred by the Project Manager pursuant to the Arizona - San Diego 500kV
Interconnection Letter of Under-standing dated November 22, 1978, including
any amendments thereto. Such costs shall include an A & G loading of 1% of
Construction Costs as calculated in Appendix D.1.13, booked up to and
including the month in which this Participation Agreement becomes effective.
Thereafter, the A & G loading on Construction Costs shall be the rate

determined in Appendix E.9.
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All Construction Costs, except as otherwise specifically provided in this
Participation Agreement, shall be shared by the Parties in proportion to their
Responsibility for Costs specified in Appendix B.
All original Construction Costs which cannot be allocated to a specific
component or components of the Arizona Transmission System shall be
shared by the Parties in proportion to the number of 500kV line miles and the
percent ownership as shown in the following example:
EXAMPLE:

The Palo Verde - Yuma 500kV Line = 118 Miles

The Yuma - Border 500kV Line - 6 Miles

The APS Cost Allocation = 118 Miles x 11% =10.47%
124 Miles

SDG&E Cost Allocation = 118 Miles x 89% + 6 Miles x 100% = 89.53%
124 Miles

The cost of land, fencing, site preparation and all other costs of constructing
the Yuma Switchyard which are not directly associated with a specific
component listed in Appendix A.5.1 through A.5.4, shall be allocated between
the Parties as follows:

APS - 60% SDG&E —-17.13% 1ID 2.87% HANG2 Line owners 20%

12. OPERATION AND MAINTENANCE COSTS:

12.1

Operation and maintenance costs of the Arizona Transmission System shall
include all payments made and obligations incurred by the Operating Agent for
or in connection with the performance of Operating Work, including (i) those
costs of Operating Work specified in Appendix E, and (ii) those costs specified
in Section 17 to the extent any tax or payment in lieu thereof is levied against

a Party in behalf of all Parties, and in Section 20.2 (excluding worker's
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13.

compensation expense for the Operating Agents employees); provided,
however, that Construction Costs and Capital Improvement costs shall not be

included in operation and maintenance costs.

12.2 Cost of operation and maintenance of the Arizona Transmission System shall

12.3

12.4

be shared in proportion to each Party's Responsibility for Costs as shown in

Appendix B.

All Operating Costs which cannot be allocated to a specific component or
components of the Arizona Transmission System shall be shared by the
Parties in the percentages calculated pursuant to Section 11.4.

All Operating Costs of the Yuma Switchyard which cannot be allocated to
specific components listed in Appendix A.7.1 through A.7.4, shall be allocated
between the Parties as follows:

APS -60% SDG&E -17.13% I1ID-2.87% HANG2 Line owners - 20%

ADVANCEMENT OF FUNDS:

13.1

The Parties shall, during the course of Construction Work, advance to the
Project Manager sufficient funds to enable it to pay Construction Costs so the
Project Manager in its capacity as such will not have to advance funds on
behalf of the Parties. This shall be accomplished as follows:

13.1.1 On or before the 20th of each month the Project Manager shall forward
to the Parties an estimate of the funds which will be required during the
following month and the estimated dates on which such funds will be
due. 13.1.2 A Request for Funds shall be forwarded to the Parties at
least five business days before funds are due. The Parties shall forward
the requested funds to the Project Managers checking account by a

bank wire transfer of funds on or before the due date.
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13.2

13.3

13.4

13.5

13.6

13.7

13.8

13.1.3 On or before the 20th of each month the Project Manager shall forward
to the Parties a statement of the balance of the Construction Account
at the end of the preceding month.

The minimum balance of the Construction Account shall be $0 (zero) before

the Date of Approval and shall be $50,000 thereafter unless revised by the

Administrative Representatives.

All payments for Construction Work shall be made from the Construction

Account.

The Operating Agent shall forward a Request for Funds to the Parties for their

costs of Operating Work each month on an estimated basis on or before the

first business day of each month and payment shall be due and payable by the
15th day of such month or within fifteen days of receipt of such bill, whichever
is later.

Funds not advanced to the Construction Account or the Operating Agent on or

before the due date shall be payable with interest accrued at one and one half

percent (1 1/2%) per month or the maximum legal rate, which ever is less,
pro—rated by days from the due date to the date of payment.

Adjustment for actual costs incurred each month shall be reflected in the

Request for Funds for the month following the date such actual costs are

determined.

If any Party shall dispute any portion of any amount specified in a Request for

Funds, it shall make the total payment specified in the Request for Funds under

protest pursuant to Section 22.3.

Upon 30 days written notice, APS shall make available to SDG&E and IID at

reasonable times and places its books and records necessary for SDG&E and

IID to audit or have audited such books and records with respect to
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14.

15.

Construction Work or Operating Work. To the extent such audits reveal over
or under payments by a Party an adjustment shall be made with the next

Request for Funds.

ADJUSTMENT FOR PAYMENT OF ACTUAL CONSTRUCTION COSTS:

Within 30 days after approval of the Final Completion Report pursuant to Section 5.2.6,

cash adjustments shall be made between the Parties so that each item of Construction

Costs shall be shared by each Party in proportion to its Responsibility for Costs. Any

Construction Costs which shall be attributable to more than one component of the

Arizona Transmission System shall be equitably allocated by the Project Manager to

the components of the Arizona Transmission System, subject to the review and

approval of the Construction Director and Construction Coordinator.

USE, SCHEDULING, AND LOSSES:

15.1

15.2

For resource and transmission planning and reporting purposes, the Parties
shall be entitled to schedule Power and Energy over the Arizona Transmission
System for their respective accounts at the ANPP Switchyard Facilities for
delivery to the Yuma Switchyard, or at the Yuma Switchyard for delivery to the
ANPP Switchyard Facilities, in the following percentage of Rated Capability:
15.1.1 APS - 11%

15.1.2 SDG&E - 76.22%

15.1.3 IID - 12.78%

For operating purposes, the Parties shall be entitled to schedule Power and
Energy over the Arizona Transmission System for their respective accounts at
the ANPP Switchyard Facilities for delivery to the Yuma Switchyard, or at the
Yuma Switchyard for delivery to the ANPP Switchyard Facilities, in the
following percentage of Operating Capability:

15.2.1 APS -11%
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15.3

15.4

15.2.2 SDG&E - 76.22%

15.2.3 IID - 12.78%

SDG&E and IID shall have the right to deliver Power and Energy in either

direction over the Yuma - Border 500kV Line in proportion to the line ownership

percentages specified in Appendix B.

The Scheduling Agent for the Arizona Transmission System shall be SDG&E.

The Scheduling Agent shall:

15.4.1 Schedule all Power and Energy deliveries over the Arizona
Transmission System.

15.4.2 Prepare and submit the proposed criteria for determining the Operating
Capability of the Arizona Transmission System to the Administrative
Representatives for their review and approval, modification or other
action. Such criteria shall recognize the necessity to maximize the
Operating Capability at all times, consistent with prudent electric utility
practice, and shall take into account loop flows, equipment outages,
emergency conditions and actual operating experience.

15.4.3 At least two months before the Scheduled Date of Firm Operation,
prepare and submit to the Operating Committee for review, approval,
modification or other action, the proposed procedure for Power and
Energy scheduling and accounting.

15.4.4 At least six months before the Scheduled Date of Firm Operation, and
from time to time as requested by the Operating Committee, prepare
and submit to the Operating Committee for its review, approval,
modification or other action, the practices, procedures and operating

studies required to determine the Operating Capability. Such practices,
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15.5

15.6

procedures and operating studies shall be developed pursuant to the
criteria approved pursuant to Section 15.4.2.

15.4.5 Establish and make known on an hourly basis the Operating Capability
based on the procedures approved pursuant to Section 15.4.4.

Power and Energy scheduled by the Parties over the Arizona Transmission

System between the ANPP Switchyard Facilities and the Yuma Switchyard

shall be scheduled and controlled by the Parties under practices and

procedures approved by the Operating Committee. The Scheduling Agent shall
receive and deliver or cause to be received and delivered all Power and Energy
which a Party has scheduled for its account (i) at the ANPP Switchyard

Facilities for delivery to the Yuma Switchyard and (ii) at the Yuma Switchyard

for delivery to the ANPP Switchyard Facilities; provided, however, that the

quantity of Power and Energy so delivered shall not exceed the Operating

Capability.

The procedure for accounting for transmission losses in the Arizona

Transmission System shall be developed and approved by the Operating

Committee five months prior to the Scheduled Date of Firm Operation as

follows:

15.6.1 A table of loss adjustments for actual Energy deliveries between the
ANPP Switchyard Facilities and the Yuma Switchyard 500kV billing
meters shall be approved by the Operating Committee prior to the Date
of Firm Operation so that net Energy schedules shall be made to reflect
average losses, taking into account the direction of actual Energy flows.
Such table of loss adjustments shall be based on power flow studies
conducted jointly by the Parties and shall take into account line,

transformer and shunt reactor losses. Losses shall be scheduled during
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15.7

15.8

15.9

similar load hours within seven days after such losses are incurred, or
in the alternative, by a procedure approved by the Operating
Committee, in accordance with Sections 10.4.2.2 and 10.4.2.3.

15.6.2 For Energy accounting purposes the Arizona Transmission System
shall be within the SDG&E accounting area and APS shall schedule to
SDGA&E losses based upon actual flows of Power and Energy at the
Yuma Switchyard 500kV metering point.

15.6.3 The table of transmission loss adjustments established by the Parties
shall be reviewed upon the request of any Party. Revisions to the table
shall be made only when justified by changes in electrical
characteristics of the Arizona Transmission System, or when operating
experience has demonstrated that the loss adjustments are incorrect.

At least five months before the Scheduled Date of Firm Operation the

Operating Committee shall prepare and submit to the Administrative

Representatives for their review and approval, modification or other action, a

recommended Rated Capability. The criteria for determining such capability

shall be based on the results of engineering studies. Rated Capability shall be
reviewed by the Operating Committee from time to time and approved by the

Administrative Representatives.

Each Party shall have the non-exclusive right to use the 500kV portion of the

Yuma Switchyard to transfer all Power and Energy scheduled on its share of

the Arizona Transmission System, as specified in Sections 15.1, 15.2 and 15.3.

Any Party may, at its expense and upon entering into an agreement with the

other Parties, make interconnections to the Yuma 500kV Breaker Yard. Such

agreement shall specify the terms and conditions under which such

interconnections may be made.
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15.10 Alltransactions between the Parties shall be deemed to take place at the ANPP
Switchyard Facilities unless the Parties otherwise agree. Upon mutual
agreement, the Parties may use the Yuma Switchyard 500kV metering point
as a transaction point.

15.11 Planned outages of the Arizona Transmission System for maintenance,
repairs, replacements, installation of equipment, investigation or inspection
shall be coordinated by the Parties and be scheduled as far in advance as
practicable. Planned outages of the Arizona Transmission System shall be
scheduled by and have the approval of the Operating Committee. Such
planned outages shall not commence without the prior approval of the Parties’
load supervisors, resource coordinators or schedulers as appropriate, which
approval shall not be unreasonably withheld.

15.12 Power flows over the Arizona Transmission System shall be measured by
metering equipment at the Hassayampa Termination and the Yuma
Switchyard. Such metering equipment shall be maintained by, or caused to be
maintained by, the Operating Agent.

15.13 The Operating Agent shall periodically calibrate and test all meters installed
pursuant to this Participation Agreement. In so doing, the Operating Agent shall
follow the practices and procedures approved by the Operating Committee.

15.14 Any Party may make non-firm use of unused Operating Capability in addition

to its entitlement under Section 15.2 to the extent that unused Operating
Capability is determined to be available by the Scheduling Agent; provided,
however, that no Party shall have the right to sell to a third party such non-
firm use of unused Operating Capability.

15.15 A Party which sells Power and Energy to a third party requiring use of

Operating Capability in excess of its entitlement listed in Section 15.2, shall
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16.

15.16

15.17

pay a wheeling charge to the other Party(ies) for use of such Capacity in
excess of its entitlement.

Parties making use of Operating Capability in excess of its entitlement
pursuant to Section 15.2, shall immediately reduce such schedules to the
extent required to accommodate schedules of the other Party(ies) and operate
within the Operating Capability.

An APS-SDG&E Communication Agreement shall be developed by the Parties
to provide for the communication system which will be required to properly
operate the Arizona Transmission System. Such agreement shall define the
ownership, rights to use, allocation of costs, and the operation and

maintenance of the communication equipment.

OPERATING EMERGENCY:

16.1

16.2

16.3

If an Operating Emergency occurs, the Operating Agent shall take all steps
reasonably necessary to end the Operating Emergency, in accordance with
generally accepted practices in the electric utility industry.

As soon as practicable after an Operating Emergency begins, the Operating
Agent shall advise SDG&E and IID of its occurrence and nature, the steps
taken or to be taken to end it, and an estimate of its duration.

The Operating Agent's costs incurred and charged to maintenance expense to
repair, restore, and reconstruct the Arizona Transmission System shall be
allocated to the Parties in proportion to their Responsibility for Costs for the
components of the Arizona Transmission System being repaired, restored, or
reconstructed. Costs incurred by the Operating Agent for Capital
Improvements shall be allocated to the Parties in proportion to their

Responsibility for Costs in the components of the Arizona Transmission

39



16.4

System to which such Capital Improvements are made, and the Operating
Agent shall bill the Parties therefor in accordance with Section 13.

After the Operating Emergency ends, the Operating Agent shall submit to
SDG&E and IID a summary of the costs incurred to repair, restore, reconstruct
or make Capital Improvements, and such other information as may be required

by the Operating Committee.

17. TAXES:

171

17.2

17.3

The Parties shall use their best efforts to have any authority levying any taxes,
assessments, or payments in lieu thereof, or making any valuations for the
purpose of levying any taxes, assessments, or payments in lieu thereof, on the
Arizona Transmission System, or any interest or rights therein, assess them
directly against the ownership or beneficial interest of any Party.

All taxes, assessments or payments in lieu thereof levied against any Party's
ownership or beneficial interest in the Arizona Transmission System, except
those taxes, assessments or payments in lieu thereof levied against an
individual Party in behalf of all Parties, shall be the sole responsibility of the
Party upon whose ownership or beneficial interest they are levied.

If any property taxes or payments in lieu thereof or any other taxes or
assessments are levied or assessed in a manner other than as specified in
Section 17.1, the Administrative Representatives shall establish equitable

practices and procedures for their apportionment between the Parties.

18. BUDGETS AND CAPITAL IMPROVEMENTS:

18.1

At least five months before the Scheduled Date of Firm Operation, and no later
than August 1 of each year thereafter, the Operating Agent shall prepare and
submit to the Administrative Representatives for their review and approval the

proposed budget for Operating Work for the following calendar year.
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18.2

18.3

18.4

18.5

18.6

18.7

18.8

18.9

At least three months before the Scheduled Date of Firm Operation and no
later than October 1 of each vyear there-after, the Administrative
Representatives shall approve a budget for Operating Work for the following
calendar year.

SDGA&E and IID shall supply any information the Operating Agent requires from
them to prepare the proposed budgets.

The Administrative Representatives may at any time approve revisions to the
budget for Operating Work.

All proposed expenditures for Capital Improvements, including a contingency
allowance for capital expenditures if necessitated by an Operating Emergency,
shall be included in the budget for Operating Work. After such budget has been
approved by the Administrative Representatives, each Party shall be obligated
for the costs incurred thereunder in proportion to its Responsibility for Costs.
All Capital Improvements which are for the sole use or benefit of one Party
shall be owned and paid for by such Party.

The Operating Agent shall submit to the Operating Committee annually a
forecast of cash requirements by month for the budget year for all Operating
Work. Said forecast shall be submitted annually within 30 days after final
budget approvals have been made. A revised forecast shall be submitted
whenever the budget for Operating Work is revised and approved, or whenever
significant changes in monthly expenditures from those previously forecast are
anticipated.

The Operating Agent shall be responsible for the design and construction of all
Capital Improvements.

The cost of Capital Improvements shall be determined in accordance with

Appendix E.
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19.

20.

18.10 Units of Property retired from service shall be disposed of by the Operating

Agent on the best available terms as soon as practicable, and the proceeds, if

any, received therefrom shall be credited or distributed to the Parties in propor-

tion to their Responsibility for Costs associated with such units.

APPENDICES:

Appendices A through J as they presently appear or as they may be revised are hereby

made a part of this Participation Agreement.

INSURANCE:

20.1

Unless otherwise specified by the Administrative Representatives, during the

performance of Construction Work the Project Manager shall procure and

maintain in force, or cause to be procured and maintained in force, policies of

Construction Insurance of the following types:

20.1.1

20.1.2

20.1.3

20.14

Comprehensive bodily injury, personal injury and property damage
liability insurance covering the Parties and contractors, including
automobile liability, contractual liability, owners' and contractors'
protective liability and liability for products and completed operations.
All Risk Builder's Risk Insurance, covering the Arizona Transmission
System and Construction Work. Such insurance shall apply to all
Construction Work and to materials while in transit and while stored at
the job site and shall afford coverage from the beginning of Construction
Work until the Final Completion Report is filed.

All Risk Contractor's Equipment Insurance, covering owned, hired or
furnished equipment used in connection with the performance of
Construction Work for which the Parties are responsible.

Employee Dishonesty Bond, covering employees of the Project

Manager while engaged in Construction Work.
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20.2

20.1.5 Worker's Compensation and Employer's Liability Insurance, including

all states endorsement covering employees of the Project Manager and
contractors engaged in the performance of Construction Work. The
Project Manager may at its option be a self-insurer in whole or in part

for worker's compensation for its own employees.

Unless otherwise specified by the Administrative Representatives, the

Operating Agent shall, on or before the date of firm operation of the first

component of the Arizona Transmission System to be completed and during

the performance of Operating Work, procure and maintain in force, or cause to

be procured and maintained in force, policies of Operating Insurance for the

Parties of the following types:

20.2.1

20.2.2

20.2.3

Physical damage insurance, covering all facilities except transmission
towers, conductors and ground wires. Coverage for facilities at the
ANPP Switchyard Facilities may include coverage for nuclear
contamination. Excepted property may be covered at the option of the
Operating Agent.

Comprehensive bodily injury, personal injury and property damage
liability insurance, including coverage for hazards of automobile liability,
contractual liability, owners' and contractors protective liability and
liability for products and completed operations.

Worker's Compensation and Employer's Liability Insurance, covering
employees of the Operating Agent performing Operating Work, in a
manner sufficient to satisfy applicable statutory requirements. The
Operating Agent may at its option be a self-insurer in whole or in part

for Worker's Compensation coverage.
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20.3

20.4

20.5

20.6

20.7

20.2.4 Employee Dishonesty Bond covering dishonest or fraudulent acts
committed by employees of the Operating Agent while performing
Operating Work.

Except for Project Insurance described in Sections 20.1.3, 20.1.4, 20.1.5,
20.2.3, and 20.2.4 each Party shall be a named insured, individually and jointly
with the other Parties, on all Project Insurance, and the policies of Project
Insurance referred to in Sections 20.1.1 and 20.2.2 shall include severability of
interest provisions.
In lieu of naming the Parties insured in policies described in Section 20.1.1,
the Project Manager may require contractors to procure owners' protective
liability coverage, naming the Parties insureds therein.
Any deductibles or self-insured retentions in Project Insurance shall be
apportioned between the Parties on the basis of the ownership in the
respective components of the Arizona Transmission System, except that the
deductible or self-insured retention under any worker's compensation
insurance carried for officers and employees of the Project Manager and
Operating Agent shall be apportioned in the manner specified in Section E.7
of Appendix E.
Each Party shall have the right to have any mortgagee, trustee or secured party
named on all or any of the Project Insurance policies as loss payee or
additional insured as its interest may appear, by notice to the Project Manager
or Operating Agent which shall specify the name or names of such mortgagee,
trustee or secured party and such additional information as may be necessary
to permit it to be included on the policy(ies) of Project Insurance.

The Project Manager or Operating Agent shall furnish SDG&E and 1ID with a

certificate of each Project Insurance policy, together with a line sheet therefor
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20.8

20.9

20.10

(and any subsequent amendments) naming the insurers and underwriters and
the extent of their participation. Said Project Insurance policies are subject to
the approval of SDG&E and IID and shall not be modified or changed by the
Project Manager or the Operating Agent without written approval of SDG&E
and 11D, except for minor or insubstantial modifications or changes.

Each of the Project Insurance policies shall be endorsed so as to provide that
all named insureds shall be given the same advance notice of cancellation or
material change as that required to be given to the Project Manager or
Operating Agent.

Project Insurance policies shall be primary insurance for all purposes and shall
be so endorsed. Any other insurance carried by a Party individually shall not
participate with Project Insurance as to any loss or claim for which valid and
collectible Project Insurance shall apply. Such other insurance shall apply
solely as to the individual interest of the Party carrying such other insurance;
provided, however, that such Party shall accept any reasonable restrictive
endorsement to its separate insurance policies as may be required by an
insurer as a condition precedent to the issuance of a policy of Project
Insurance.

Notwithstanding the provisions of Section 20.7, if the Parties are unable to
agree upon any matters relating to Project Insurance, the Project Manager or
Operating Agent, pending the resolution of such disagreement, shall procure or
cause to be procured, such policies of Project Insurance as in its judgment are
necessary to protect the Parties against the insurable risks set forth in Sections
20.1 and 20.2. During any period of negotiations with an insurer, or other
negotiations which are pending at the expiration of coverage of a Project

Insurance policy, or if a Project Insurance policy is cancelled, the Project
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21.

Manager or Operating Agent shall renew or bind policies as an emergency
measure or may procure policies of Project Insurance which are identical to
those which were cancelled, or may, to the extent possible, secure replacement
policies which will provide substantially the same coverage as the policy

expiring or cancelled.

LIABILITY:

21.1

21.2

213

21.4

Except for liability resulting from Willful Action and subject to the provisions of
Section 21.3 and 21.4, no Party, its directors, officers, or employees, shall be
liable to the other Party(ies) for any uninsured loss, damage, claim, cost,
charge, or expense of any kind or nature resulting from Construction Work,
Operating Work, use or ownership of that Party's electric system or the
performance or nonperformance of the obligations of a Party under this
Participation Agreement, and each Party releases and waives any or all right
of recovery against the other Parties, its directors, officers and employees
from any such liability.

Except as provided in Sections 21.3 and 21.4, the costs and expenses of
discharging all Work Liability imposed upon any Party for which payment is
not made by Project Insurance, shall be shared and paid for by the Parties in
proportion to their respective Responsibility for Costs.

Each Party shall be responsible for any direct, indirect, or consequential
damage, loss, claim, cost, charge, or expense that is not covered by Project
Insurance and results from its own Willful Action as defined in Section 4.47.2
and shall indemnify and hold harmless the other Parties, its directors, officers
and employees from any such damage, loss, claim, cost, charge or expense.
Except as provided in Section 21.3, no Party shall be obligated to discharge any

liability to another Party(ies) in excess of $10,000,000 per occurrence for
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22.

21.5

21.6

uninsured, indirect or consequential damage, loss, claim, cost, charge or
expense resulting from Willful Action. Each Party releases each other Parties,
its directors, officers, and employees from any such liability in excess of
$10,000,000 per occurrence. An occurrence shall be deemed for purposes of
this Section 21.4 to be any injury for which a separate claim could be brought
in an action at law.

Notwithstanding the provisions of Section 20.1.5, SDG&E and IID shall be
responsible for worker's compensation loss, costs and expenses associated
with the SDG&E assigned person and the IID assigned person and shall
indemnify and hold harmless APS, its directors, officers, and employees from
and against any claim, including legal fees, for such worker's compensation
benefit.

The provisions of this Section 21 shall not be construed so as to relieve any
insurer of its obligation to pay any insurance proceeds in accordance with the

terms and conditions of valid and collectible Project Insurance policies.

DEFAULTS AND COVENANTS REGARDING PROJECT AGREEMENTS:

221

22.2

Each Party hereby agrees that it shall pay all monies and carry out all other
duties and obligations agreed to be paid and/or performed by it pursuant to all
of the terms and conditions set forth and contained in the Project Agreements,
and a default by any Party(ies) in the covenants and obligations to be kept and
performed pursuant to the terms and conditions set forth and contained in any
of the Project Agreements shall be an act of default under this Participation
Agreement.

If any Party should default, the other Parties may give written notice of the

existence and nature of the default to the defaulting Party. The defaulting Party
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223

shall take all steps necessary to cure such default as promptly and completely
as possible.

If a Party disputes the existence or nature of a default asserted in a notice
given pursuant to Section 22.2, then such Party shall pay the payment or
perform the disputed obligation, but may do so under protest. The protest shall
be in writing, and shall accompany the disputed payment or precede the
performance of the disputed obligation, and shall specify the reasons upon
which the protest is based. Payments not made under protest shall be deemed
to be correct, except to the extent that periodic or annual audits may reveal
over or under payments by a Party, necessitating adjustments. If it is
determined that a protesting Party is entitled to a refund of all or any portion of
a disputed payment or payments, or is entitled to the reasonable equivalent in
money of non-monetary performance of a disputed obligation theretofore
made, then, upon such determination, the non-protesting Party(ies) shall pay
such amount to the pro-testing Party, together with interest thereon at the rate
of one and one-half percent (1 1/2%) per month or the maximum legal rate,
whichever is less, prorated by days, from the date of payment or from the date
of completion of performance of a disputed obligation to the date of

reimbursement.

NONPARTITIONMENT:

Each Party hereby waives any rights which it may have to partition any component of

the Arizona Transmission System or the Project Agreements, whether by partitionment

in kind or by sale and division of the proceeds, and further agrees that it will not resort

to any action at law or in equity to partition such component or the Project Agreements,

and it waives the benefits of all laws that may now or hereafter authorize such partition
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24.

25.

for a term (i) which shall be coterminous with this Participation Agreement, or (ii) which
shall be for such lesser period as may be required under applicable law.

SEVERENCE OF IMPROVEMENTS:

The Parties agree that all facilities, structures, improvements, equipment and property
of whatever kind and nature constructed, placed or affixed on the rights-of-way,
easements, patented and leased lands as part of or as a Capital Improvement to the
Arizona Transmission System, as against all parties and persons whomsoever
(including without limitation any party acquiring any interest in the rights-of-way,
easements, patented or leased lands or any interest in or lien, claim or encumbrance
against any of such facilities, structures, improvements, equipment and property of
whatever kind and nature), shall be deemed to be and remain personal property of the
Party(ies), not affixed to the realty.

RIGHT OF FIRST REFUSAL:

25.1 Except as provided in Section 37, should any Party(ies) desire to sell its
ownership in the Arizona Transmission System, or any portion thereof, to any
person or entity, the Party(ies) desiring to make such sale shall offer to sell it
to the other Party(ies) before offering to sell it to any third party(ies) at a price
and under terms and conditions as may be deemed appropriate by the selling
Party.

25.2 The Party(ies) receiving such an offer shall have 60 days to accept or reject
the offer. Acceptance of such an offer shall become effective upon receipt of
a written notice to that effect by the offering Party from the other Party(ies).

25.3 If (i) the Party(ies) receiving such an offer rejects the offer or (ii) no acceptance
has been received by the offering Party within 60 days of such offer, the offer
shall be deemed terminated and the offering Party may, subsequent to that

date, enter into an agreement for the sale of such ownership with any third
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26.

27.

28.

party(ies) at no less than the same price and under terms and conditions no
more favorable to the third party(ies) than those contained in the offer to the
other Party(ies).

ASSIGNMENT OF INTERESTS:

A Party that acquires in its name an interest in any real or personal property or contract
therefor which is part of the components of the Arizona Transmission System which
are designated in Section 6 to be jointly owned, shall transfer and assign an undivided
interest therein to the other Parties so that the ownership and rights of the Parties in
such property or contract shall be as provided for in this Participation Agreement and
the Project Agreements.

NOTICES:

Any notice, demand or request provided for in this Participation Agreement or any
other Project Agreement shall be in writing and shall be deemed properly served,
given or made if delivered in person or sent by registered or certified mail, postage
prepaid, to the persons specified below.

27.1  Arizona Public Service Company
Attn: Supervisor, Transmission Contracts and Services
2121 West Cheryl Drive
Mail Station 3293
Phoenix, Arizona 85021

27.2 San Diego Gas & Electric Company

c/o General Counsel

8330 Century Park Ct

- CP33A

San Diego CA 92123-1530

27.3 Imperial Irrigation District

Attn: Energy Manager

1653 W. Main Street, Bldg. 5
El Centro, California 92243
enrgycontracts@iid.com

DISPUTES:

50



28.1

28.2

28.3

28.4

28.5

28.6

If the Construction Director and the Construction Coordinator, or the Operating
Committee fail to agree with respect to any matter which they are authorized
to determine, approve or otherwise act upon, after 60 days such disagreement
shall be referred to the Administrative Representatives for resolution.

If the Administrative Representatives fail to agree with respect to any matter
which they are authorized to determine, approve or otherwise act upon within
such time as is specified herein, or if no time limit is specified, after 60 days of
such disagreement, any Administrative Representative may require that it be
referred to higher authority within each Party's organization for resolution.

If a budget is submitted to the Administrative Representatives for approval and
is not unanimously approved within 120 days, it shall be submitted to higher
authorities within each company for approval or resolution.

If a dispute is referred by the Administrative Representatives to higher authority
within each company for resolution and no resolution is reached within 30 days,
any Party may call for submission of the dispute to arbitration pursuant to
Section 29.

If a dispute between the Parties should arise under the Project Agreements
prior to the Date of Firm Operation, the Project Manager is authorized and
obligated to take such action, consistent with the Project Agreements and
generally accepted practice in the electric utility industry applicable to 500kV
transmission facilities, as is necessary or appropriate to continue Construction
Work consistent with the most recently approved Scheduled Date of Firm
Operation.

If a dispute between the Parties should arise under the Project Agreements

after the Date of Firm Operation concerning Capital Improvements, the
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29.

28.7

28.8

28.9

Operating Agent shall delay making such Capital Improvements until the
dispute is settled.

If a dispute between the Parties should arise under the Project Agreements
after the Date of Firm Operation, the Operating Agent is authorized and
obligated to take such action, consistent with the Project Agreements and
generally accepted practice in the electric utility industry applicable to 500kV
transmission facilities, as is necessary or appropriate to repair and maintain
the Arizona Transmission System.

The Project Manager or the Operating Agent shall give prior notice to the
Parties of any action to be taken pursuant to Sections 28.5 or 28.7.

Any funds which are advanced by the Parties to the Project Manager during
the pendency of a dispute shall not be subject to refund except upon a final
determination that the expenditures were not made in a manner consistent
with the Project Agreements and generally accepted practice in the electric

utility industry as such practices relate to electric transmission systems.

ARBITRATION:

29.1

29.2

If any Party shall call for submission of a dispute to arbitration pursuant to
Section 28.4, such request shall be binding upon the other Party(ies).

The Party calling for arbitration shall give written notice to the other Party(ies),
setting forth in such notice in adequate detail the nature of the dispute, the
amount or amounts, if any, involved in such dispute, and the remedy sought by
such arbitration proceedings, and, within twenty (20) days from receipt of such
notice, the other Party(ies) may, by written response, submit their own
statement of the matter at issue and set forth in adequate detail additional

related matters or issues to be arbitrated. Thereafter, the Party first submitting
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29.3

294

its notice of the matter at issue shall have ten (10) days after receipt of the
response in which to submit a written rebuttal statement.

Within forty (40) days after delivery of the written notice calling for arbitration
pursuant to Section 29.2, the Parties shall meet for the purpose of selecting
arbitrators. Each Party shall designate an arbitrator. The arbitrators so selected
shall meet within twenty (20) days after their selection and shall select one
additional arbitrator. If the arbitrators selected by the Parties shall fail to select
such additional arbitrator within said twenty (20) day period, then they shall
request from the American Arbitration Association (or a similar organization if
the American Arbitration Association should not at the time exist) a list of
arbitrators who are qualified and eligible to serve as hereinafter provided. The
arbitrators selected by the Parties shall take turns striking names from that list
and the last name remaining on the list shall be the additional arbitrator. All
arbitrators shall be persons skilled and experienced in the field which gives rise
to the dispute, and no person shall be eligible for appointment as an arbitrator
who is or has been an officer or employee of any of the Parties to the dispute
or is otherwise interested in the matter to be arbitrated.

Except as otherwise provided in this Section 29, the arbitration shall be
governed by the rules and practices of the American Arbitration Association
(or the rules and practice of a similar organization if the American Arbitration
Association should not at that time exist) from time to time in force, except that
if such rules and practice, as modified herein, shall conflict with state or
Federal laws then in force which are specifically applicable to such arbitration

proceedings, such laws shall govern.
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29.5

29.6

29.7

29.8

29.9

29.10

Included in the issues which may be submitted to arbitration pursuant to this
Section 29 is the issue of whether the right to arbitrate a particular dispute is
permitted under the Project Agreements.

The arbitrators shall hear evidence submitted by the respective Parties and
may call for additional information, which additional information shall be
furnished by the Party having such information. The decision of a majority of
the arbitrators shall be binding upon the Parties.

The award of the arbitrators shall contain findings relative to the materiality of
the default, the period of time within which the defaulting Party must remedy
the default or commence remedial action, and the remedies which may be
exercised by the non-defaulting Party(ies) in the event the default

is not remedied within such period of time.

This agreement to arbitrate shall be specifically enforceable, and the award and
findings of the arbitrators shall be final and binding upon the Parties to the extent
permitted by applicable law. Any award may be filed with the clerk of

any court having jurisdiction over the Party(ies) against whom the award is
rendered, and upon such filing, such award, to the extent permitted by the laws
of the jurisdiction in which said award is filed, shall he specifically enforceable
or shall form the basis of a declaratory judgment or other similar relief.

The fees and expenses of the arbitrators shall be shared by the Parties
equally, unless the decision of the arbitrators shall specify some other
apportionment of such fees and expenses. All other expenses and costs of
the arbitration shall be borne by the Party incurring the same.

If any Party shall attempt to carry out the provisions herein set forth in regard
to arbitration, and such Party shall not be able to obtain a valid and enforceable

arbitration decree, such Party shall be entitled to seek legal remedies in the
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30.

31.

courts having jurisdiction in the premises, and the provisions of the Project
Agreements referring to decision of a board of arbitration, to the extent
allowable by law, shall be then deemed applicable to final decisions of such

courts.

GOVERNING LAW:

This Participation Agreement shall be governed by and construed and enforceable

in accordance with the laws of the State of Arizona.

AUTHORIZATIONS AND APPROVALS:

31.1

31.2

31.3

Each Party shall be responsible for obtaining, at its own expense, its required

authorizations and approvals relating to its participation in the construction of

the Arizona Transmission System and to its performance of the provisions

of this Participation Agreement, from Federal, state or local regulatory

authorities having jurisdiction to issue such authorizations and approvals, and

each Party shall keep the other informed of its applications therefor.

The Project Manager shall use its best efforts to obtain the following prior to

March 1, 1982:

31.2.1 A Certificate of Environmental Compatibility for the Arizona
Transmission System issued by the Arizona Corporation Commission.

31.2.2 Approval of the Final Environmental Statement for the Arizona
Transmission System by the U. S. Bureau of Land Management.

SDGA&E shall use its best efforts to obtain the following prior to March 1,

1982:

31.3.1 A Certificate of Public Convenience and Necessity for the California
Transmission System issued by the California Public Utilities

Commission.

55



32.

33.

34.

31.3.2 Approval of the Final Environmental Statement for the California
Transmission System by the U. S. Bureau of Land Management.

31.4 The expenses incurred in acquiring the items described in Section 31.2 shall
be a part of Construction Costs.

31.5 Within ten (10) days after each approval in Sections 31.2 and 31.3 has been
issued to the requesting Party, such Party shall give written notice to the other
Party(ies) that it has received such approval and shall state whether or not such
approval has conditions which are unacceptable to it. Within ten (10) days of
receiving the notice from the first Party, the other Party(ies) shall likewise give
notice to the first Party whether or not such approval has conditions which are
unacceptable to it. If an approval has conditions unacceptable to any Party, the
Parties shall negotiate in good faith terms and conditions to mitigate such
unacceptable conditions; provided, however, that no Party shall be required to
agree to any term or condition which is unacceptable to it.

FEES:

The Project Manager or Operating Agent shall not receive any fee or profit

hereunder.

ENVIRONMENTAL PROTECTION:

The Project Manager shall design and construct the Arizona Transmission System in
conformance with the terms and conditions of any contract, permit, or license required
for the construction of the Arizona Transmission System.

UNCONTROLLABLE FORCES:

No Party shall be considered to be in default in the performance of any of its obligations
under the Project Agreements (other than obligations of said Party to pay costs and
expenses) when a failure of performance shall be due to an uncontrollable force. The

term "uncontrollable force” shall be any cause beyond the control of the Party affected,
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35.

including but not restricted to failure of or threat of failure of facilities, flood, earthquake,
tornado, storm, fire, lightning, epidemic, war, riot, civil disturbance or disobedience,
labor dispute, labor or material shortage, sabotage, restraint by court order or public
authority (whether valid or invalid), and action or non-action by or inability to obtain or
keep the necessary authorizations or approvals from any governmental agency or
authority, which by exercise of due diligence such Party could not reasonably have
been expected to avoid and which by exercise of due diligence it shall be unable to
overcome. It is the intent of the Parties that the principle of Ejusdem Generis shall not
be used as a limitation on the term "uncontrollable force" in interpreting or construing
this Participation Agreement. Rather the Parties intend a liberal interpretation of that
term, and accordingly intend that in questions of assumption of risk or contingencies,
whether foreseen or not, the presumption shall be that risks not explicitly assumed by
a Party are not assumed by said Party if, in fact, they are uncontrollable even with
foresight. Nothing contained herein shall be construed so as to require a Party to settle
any strike or labor dispute in which it may be involved. Any Party rendered unable to
fulfill any of its obligations under the Project Agreements by reason of an uncontrollable
force shall give prompt written notice of such fact to the other Party(ies) and shall
exercise due diligence to remove such inability with all reasonable dispatch. The term
"Party" as used in this Section 34 shall include the Project Manager, Operating Agent
and Scheduling Agent in their capacities as such.

BINDING OBLIGATIONS:

35.1  All of the respective covenants and obligations of each of the Parties set forth
and contained in the Project Agreements shall bind and shall be and become
the respective covenants and obligations of:

35.1.1 Each such Party;
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35.1.2 All mortgagees, trustees and secured parties under all present
and future mortgages, indentures and deeds of trust and security
agreements which are or may become a lien upon any of the interests
of the Parties in the Arizona Transmission System; provided, however,
that such covenants and obligations shall become binding upon such

parties only at the time of taking possession;

35.1.3 All receivers, assignees for the benefit of creditors, bankruptcy trustees

and referees of the Party;

35.1.4 All other persons, firms, partnerships or corporations claiming through

35.2

or under any of the foregoing; and 35.1.5 Any successors or assigns

of any of those mentioned in Sections 35.1.1 through 35.1.4.
All of the respective covenants and obligations of each of the Parties set forth
and contained in the Project Agreements shall be covenants and obligations
running with such Party's respective rights, titles and interests in the Arizona
Transmission System and in, to and under the Project Agreements, and shall
be for the benefit of the respective rights, titles and interests of the Parties and
their respective successors and assigns, in and to the Arizona Transmission
System. It is the specific intention of this provision that all such covenants and
obligations shall be binding upon any party which acquires any of the rights,
titles and interests of any such Party in the Arizona Transmission System or in,
to and under the Project Agreements and that all of the above-described
persons and groups shall be obligated to use such Party's rights, titles and
interest in the Arizona Transmission System and/or in, to or under the Project
Agreements for the purpose of discharging its covenants and obligations under
the Project Agreements; except that in the case of a partial assignment the

assignee shall only be required to share in the cost of fulfilling the covenants
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36.

37.

and obligations of the assigning Party in, to and under the Project Agreements

to an extent proportionate or attributable to such assignment.

NONDEDICATION OF FACILITIES:

The Parties do not intend to dedicate and nothing in this Participation Agreement or

the Project Agreements shall be construed as constituting a dedication by any Party

of its properties or facilities, or any part thereof, to the other Parties or to the customers

of the other Parties.

MORTGAGE AND TRANSFER OF INTEREST:

37.1

37.2

Each Party shall have the right to mortgage, create or provide for a security
interest in or convey in trust all or a part of its ownership share in the Arizona
Transmission System, together with an equal interest in the Project
Agreements, to a trustee or trustees under a deed of trust, mortgage or
indenture or to a secured party or parties under a security agreement, as
security for its present or future bonds or other obligations or securities, and to
any successors or assigns thereof, without need for the consent of the other
Parties and without such mortgagee, trustee or secured party assuming or
becoming in any respect obligated to perform any of the obligations of the Party.
Any mortgagee, trustee, or secured party under present or future deeds of
trust, mortgages, indentures or security agreements of any Party, and any
successor or assignee thereof, and any receiver, referee or trustee in
bankruptcy or reorganization of any Party, and any successor by action of
law or otherwise, and any purchaser, transferee or assignee of any of them
may, without the consent of the other Parties, succeed to and acquire all the
rights, titles and interests of such Party in the Arizona Transmission System
and the Project Agreements, and may take over possession of or foreclose

upon said property, rights, titles and interests of such Party, and in such
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37.3

37.4

event shall assume and be obligated fully to perform and discharge all of
the obligations of such Party hereunder and under any other Project
Agreement.

Except as provided in Section 25, each Party shall have the right to transfer
or assign all or part of its Rated Capability in the Arizona Transmission
System, together with an equal interest in the ownership of the Arizona
Transmission System and in the Project Agreements, to any person,
partnership, corporation, or governmental corporation or agency engaged in
the generation, transmission or distribution of energy.

Except as otherwise provided in Sections 37.1 and 37.2, any successor to the
rights, titles and interests of a Party in the Arizona Transmission System,
together with an equal interest in the Project Agreements, shall assume and
agree fully to perform and discharge all of the obligations here-under of such
Party, and such successor shall notify the other Parties in writing of such
transfer, assignment or merger, and shall furnish evidence of such transfer,
assignment or merger and thereupon shall be considered to be a Party in the
Arizona Transmission System and the transferring Party shall thereupon,
without the consent of the other Party(ies), be released from all obligations

under the Project Agreements so assumed and agreed to by such successor.

38. GENERAL PROVISIONS GOVERNING PROJECT AGREEMENTS:

38.1

38.2

The Parties agree to negotiate in good faith and to proceed with diligence to
obtain all of the Project Agreements between the Parties and between the
Parties and other entities.

Each Party agrees, upon request by the other Party(ies), to make, execute
and deliver any and all documents reasonably required to implement this

Participation Agreement and the Project Agreements.
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38.3

38.4

38.5

38.6

38.7

38.8

Each term, covenant and condition of this Participation Agreement and the
Project Agreements is deemed to be an independent term, covenant and
condition, and the obligation of each Party to perform any or all of the terms,
covenants and conditions to be kept and performed by it is not dependent on
the performance by the other Party(ies) of any or all of the terms, covenants
and conditions to be kept and performed by them.

If any of the terms, covenants or conditions of this Participation Agreement
or any of the Project Agreements, or the application of any such tern covenant
or condition, shall be held invalid as to any person or circumstance by any
court having jurisdiction in the premises, all other terms, covenants or
conditions of such agreements and their application shall not be affected
thereby, but shall remain in force and effect.

The Project Agreements shall be subject to filing with, and to such changes or
modifications as may from time to time be directed by, competent regulatory
authority, if any, in the exercise of its jurisdiction.

Except as otherwise specifically provided in this Participation Agreement or the
Project Agreements, the Parties do not intend to create rights in or to grant
remedies to any third party as a beneficiary of this Participation Agreement or
the Project Agreements or of any duty, covenant, obligation or undertaking
established therein.

Any waiver at any time by any Party of its rights with respect to a default or any
other matter arising in connection with this Participation Agreement or a Project
Agreement shall not be deemed a waiver with respect to any subsequent default
or matter.

All costs or expenses, including all taxes that the Operating Agent is required

to pay (but not specifically referred to in other sections of this Participation
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39.

38.9

TERM:

39.1

39.2

39.3

Agreement), which are incurred by the Operating Agent in connection with the
performance of its obligations under this Participation Agreement and which are
not specifically allocated to the Parties in accordance with this Participation
Agreement shall be equitably allocated among the Parties in a manner to be
mutually agreed upon by all Parties.

Should a change in circumstances, economic factors, or basic technology
occur which results or may result in a substantial increase or decrease in the
benefits to or expenses incurred by a Party, including the Operating Agent,
which such change was not within the reasonable contemplation of the Parties
at the time of the execution of this Participation Agreement, the Parties,
including the Project Manager or Operating Agent, shall negotiate in good faith
in order that an appropriate and equitable adjustment shall be made in the
payments to the Project Manager or Operating Agent and in the allocation of
expenses among the Parties. Such adjustment shall be fair and equitable as
to both the Project Manager or Operating Agent and the other Party(ies). Any

dispute under this Section 38.9 shall be subject to arbitration.

This Participation Agreement shall become effective when signed by the
Parties and shall have a term of seventy (70) years from its original effective
date unless terminated earlier pursuant to Section 39.3 or 39.4.

This Participation Agreement supersedes and cancels the Arizona - San
Diego 500kV Interconnection Letter of Understanding dated November

22, 1978.

This Participation Agreement shall terminate on March 1, 1982, unless the

Parties have given written notice that each certificate or approval in Sections
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40.

394

39.5

31.2 and 31.3 has been issued without conditions which are unacceptable to

the Parties.

If any certificate or approval in Sections 31.2 or 31.3 has been issued with

conditions which are unacceptable to a Party and the Parties have been unable

to agree within sixty (60) days after such issuance to terms and conditions to

mitigate the unacceptable conditions, then any Party may give written notice to

terminate this Participation Agreement. Thirty (30) days after such notice to

terminate, this Participation Agreement shall terminate.

Upon termination of this Participation Agreement, the Parties shall have no

further obligation to each other here-under except the following:

39.5.1 Each Party shall be responsible for its Responsibility for Costs incurred
up to the date of termination, and

39.5.2 The Project Manager or the Operating Agent shall sell the property
jointly owned by the Parties pursuant to this Participation Agreement
for the maximum reasonable value and the costs of such sale and all
income, if any, derived therefrom shall be shared by the Parties in

proportion to their respective ownership interests therein.

RELATIONSHIP OF THE PARTIES:

40.1

The covenants, obligations and liabilities of the Parties are intended to be
several and not joint or collective and nothing herein contained shall ever be
construed to create an association, joint venture, trust or partnership, or to
impose a trust or partnership covenant, obligation or liability on or with regard
to any of the Parties. Each Party shall be individually responsible for its own
covenants, obligations and liabilities as herein provided. No Party shall be under

the control of or shall be deemed to control the others. No Party shall be the
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40.2

agent of or have a right or power to bind the others without their express written
consent, except as expressly provided in this Participation Agreement.

The Parties hereby elect to be excluded from the application of Subchapter "K"
of Chapter 1 of Subtitle "A" of the Internal Revenue Code of 1954, or such
portion or portions thereof as may be permitted or authorized by the Secretary
of the Treasury or his delegate insofar as such Subchapter, or any portion or
portions thereof, may be applicable to the Parties under this Participation

Agreement.
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41. EXECUTION:
IN WITNESS WHEREOF, the Parties have caused this Participation Agreement

to be executed and effective as of the day of 2023.

San Diego Gas & Electric Company

By:

Title:

Date:

Imperial Irrigation District

By:

Title:

Date:

Arizona Public Service Company

By:

Title:

Date:
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A1

A2

A3

A4

A5

A.6

A7

APPENDIX A

Description of the Arizona Transmission System

The Arizona Transmission System consists of the following components:

The Hassayampa Termination (for the Hassayampa — Hoodoo Wash 500kV Line)

which consists of the shunt reactor, metering, protective equipment, communications

equipment, relaying and equipment associated with the Hassayampa — Hoodoo Wash

500kV Line to be located in the Hassayampa Switchyard. (For this section A.1, the

Parties have ownership of and cost responsibility for the shunt reactor only.)

The Hassayampa — Hoodoo Wash 500kV Line which consists of approximately 47

miles of 500kV line, including right-of-way, between the Hassayampa Termination (for

the Hassayampa — Hoodoo Wash 500kV Line) and the Hoodoo Wash Switchyard.

The Hoodoo Wash Switchyard which consists of breakers, associated buswork, control

building, and equipment as shown in Appendix B, including associated land.

The Hoodoo Wash — Yuma (North Gila) 500kV Line which consists of approximately

65 miles of 500kV line, including right-of-way, between the Hoodoo Wash Switchyard

and the Yuma (North Gila) Switchyard.

The Palo Verde Termination which consists of the breakers, metering, protective

equipment, communications equipment, relaying and equipment associated with the

Palo Verde - Hassayampa #3 500kV Line to be located in the Palo Verde Switchyard.

The Palo Verde - Hassayampa 500kV #3 Line which consists of approximately 3

miles of 500KV line, including right-of-way, between the Palo Verde Termination and

the Hassayampa Switchyard.

The Yuma Switchyard, which consists of:

A.71 The Hoodoo Wash — Yuma (North Gila 500 kV Line Termination, which
consists of series capacitors, shunt reactors, related control and

communication equipment, relaying and any other equipment which is
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A8

AT7.2

A.7.3

A74

located on the line side of the 500kV breakers as shown in Appendix B
including associated land.

The Yuma - Border 500kV Line Termination, which consists of metering,
related control and communication equipment, relaying and any other
equipment which is located on the line side of the 500kV breakers as shown
in Appendix B including associated land.

The Yuma Interconnection Facilities, which consist of associated breakers,
associated switches, metering, protective equipment, relaying and
associated equipment necessary for the interconnection of APS’s #1 and #2
500/69kV transformers, and #3 500/230kV transformer to the Yuma 500kV
Breaker Yard as shown in Appendix B including associated land.

The Yuma 500kV Breaker Yard, which consists of breakers, associated
buswork, control building and equipment as shown in Appendix B including

associated land.

The Yuma - Border 500kV Line, which consists of approximately 6 miles of 500kV line,

including right-of-way, between the Yuma Switchyard and the Arizona-California border

and includes the last tower on the Arizona side of the border. Facilities that extend into

California from the last tower on the Arizona side of the border are described in

Appendix A of the CTSPA.
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8/23/2017
Appendix B
ARIZONA TRANSMISSION SYSTEM OWNERSHIP INTERESTS

AND RESPONSIBILITY FOR COSTS
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ATS Yuma(North Gila)
500KV Switchyard

Appendix B 2122/2023
ARIZONA TRANSMISSION SYSTEM OWNERSHIP INTERESTS
AND RESPONSIBILITY FOR COSTS
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APPENDIX C
CONSTRUCTION SCHEDULE

Milestone Date

Transmission Line

Let Contract for Environmental Studies 06/01/79
Environmental Studies Completed 04/27/81
Centerline Survey Completed 05/01/81
Write Specifications & Solicit Bids 07/01/81
Tower Center Hubs Staked 08/01/81
Certificate from State Siting Committee 08/01/81
BLM Approval 11/01/81
Award Contract for Line 12/01/81
Initiate Line Construction 03/01/83
R/W Acquisition Completed 07/01/83
Line Construction Completed 04/01/84
Operational Testing Completed 05/01/84
Scheduled Date of Firm Operation 05/01/84

Palo Verde Switchyard

Engineering Completed 07/01/83
Material Delivered 11/01/83
Construction Completed 04/01/84

Yuma Switchyard

Engineering Completed 02/01/83
Material Delivered 08/01/83
Construction Completed 04/01/84
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APPENDIX D

CONSTRUCTION COSTS

Construction Costs shall consist of payments made and obligations incurred for or in

connection with Construction Work (excluding allowance for funds during construction

and, except as provided in Section 17.3, ad valorem taxes or payments in lieu thereof)

for the account of Construction Work and shall consist of the following:

D.1.1

D.1.2

D.1.3

D.14

All costs of labor, services and studies performed in connection with
Construction Work, if authorized and approved by the Project Manager.
Payroll and other expenses of the Project Manager's employees while
performing the Construction Work, including applicable allocated labor
loading charges, such as department overhead (allocated in accordance with
Appendix D.5), vacation, sick, holiday and other time-off allowances
(allocated in accordance with Appendix E.5.2), Payroll Taxes (allocated in
accordance with Appendix E.4), worker's compensation expenses (allocated
in accordance with Appendix E.7), retirement and death benefits and other
employee benefits (allocated in accordance with Appendix E.5.1).

Costs of temporary facilities, land and land rights, structures and
improvements, and equipment for the Arizona Transmission System as
set forth in the Electric Plant Instructions of the FERC Accounts.

Except for those matters pursuant to Section 31, all costs and expenses,
including those of outside consultants and attorneys, incurred by the Project
Manager or SDG&E with respect to the securing of licenses, permits,
certificates and any other authorizations required by law, compliance with
any applicable laws, rules or regulations respecting the environment,
conservation of the public health and safety, negotiation and litigation for and

acquisition of land or land rights, and to the preparation of agreements and
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D.1.5

D.1.6

D.A1.7

D.1.8

D.1.9

permits relating to Construction Work with entities other than the Parties.
Upon anticipating such costs and expenses, SDG&E shall submit an
estimate thereof to the Project Manager for authorization and approval.
SDG&E shall bill the Project Manager for such costs and expenses incurred
which have been authorized and approved. Such bills shall be due and
payable within 10 days of receipt of bill.

Applicable costs of materials, supplies, tools, machinery, equipment
apparatus, construction, power and energy, and rental charges.

All costs of Construction Insurance, except costs of worker's
compensation insurance included in Appendix D.1.2.

All costs of any loss, damage or liability arising out of or caused by
Construction Work which are not satisfied under the coverage of Construction
Insurance, and the expenses incurred in settlement of injury and damage
activities, (all as referred to in FERC Account 925, but excluding any costs or
expenses included in Appendices D.1.2 and D.1.13), because of any claim
arising out of or attributable to the construction of the Arizona Transmission
System, the past or future performance or nonperformance of the obligations
and duties of any Party or the past or future performance or nonperformance
of Construction Work, including but not limited to any claim resulting from
death or injury to persons or damage to property.

All Federal, state or local taxes of any character imposed upon
Construction Work, except any tax assessed directly against any Party
unless such tax was assessed to such Party in behalf of all Parties.
Expenses of SDG&E incurred in the performance of Construction Work, if

authorized and approved by the Project Manager, and the expenses of the
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D.1.10

D.1.11

D.1.12

D.1.13

Operating Agent incurred prior to the Date of Firm Operation of the Arizona
Trans-mission System, which are properly chargeable to Construction Costs.
All costs and expenses of enforcing or attempting to enforce the provisions
of Construction Insurance policies, payment and performance bonds,
contracts executed as Project Manager and warranties extended to facilities
constituting a part of the Arizona Transmission System except any costs or
expenses included in Appendix D.1.2.

All costs and expenses, including those of outside consultants and attorneys,
incurred by the Project Manager or SDG&E with respect to environmental
matters such as lawsuits, hearings and environmental studies related thereto
excluding those matters covered in Section 31. Upon anticipating such costs
and expenses SDG&E shall submit an estimate thereof to the Project
Manager for authorization and approval. SDG&E shall bill the Project
Manager for such costs and expenses incurred which have been authorized
and approved.

All costs for charitable contributions and public information programs, if
authorized and approved by the Administrative Representatives.

An allowance for the Project Manager's administrative and general expenses
incurred by it in the performance of Construction Work. Said expenses shall
be equal to the product of the Capital A & G Ratio (determined in accordance
with Appendix E.9) times the Construction Costs. The Construction Costs
used in calculating the Project Manager's administration and general
expenses shall not include; (i) any allowance for administrative and general
expenses provided for in this Appendix D.1.13, (ii) Actual amount of any

claims or settlements paid under Appendix D.1.7, or, (iii) Expenses in

73



D.2

D.3

D4

D.5

Appendices D.1.4, D.1.9 and D.1.11, when such expenses are incurred by
SDG&E.

D.1.14 Miscellaneous costs and expenses, consisting of any and all other types of
costs and expenses incidental to and necessary for the performance of
Construction Work. Such costs and expenses shall be itemized by the Project
Manager and shall require Administrative Representative approval for items
costing more than $10,000.

In cases where the allocation of a cost item is made between Construction Work

and the other work, such allocation shall be made on a fair and equitable basis by

mutual agreement of the Construction Director and the Construction Coordinator.

The Parties shall not be entitled to a fee, price, percentage or any other compensation

over and above the costs of services rendered by them in performance of

Construction Work.

Travel and other related expenses of employees of the Project Manager whose salary

costs are considered administrative and general expenses recoverable through the

administrative and general expense allowance specified in Appendix D.1.13 shall not
be charged directly to Construction Work as Construction Costs.

Department supervision and overhead expenses not charged directly to Construction

Work but incurred for direct labor charged to the Arizona Transmission System shall

be allocated to the project. Project Manager's employees charging directly to the

Arizona Transmission System shall not charge the same hours to any overhead

account which is also allocated to the Arizona Transmission System.

D.5.1  Such allocation shall be determined as follows:

D.5.1.1 Division supervision and overhead expenses will be allocated

to each department based on total labor in each department.
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D.6

D.5.1.2 Department supervision and overhead expenses and the
department's portion of division supervision and overhead
expenses, determined in Appendix D.5.1.1 will be allocated to
the Arizona Transmission System based on the ratio of total
department labor charged to the Arizona Transmission System
to total department labor charged directly to any project or
operating account.

D.5.2 The allocated supervision and overhead expenses determined in Appendix
D.5.1 shall include but not be limited to the following expenses.

D.5.2.1 Supervision and clerical support labor, including labor
overheads.

D.5.2.2 Office supplies.

D.5.3  The allocation determined in Appendix D.5.1.2 for any calendar year will be
the basis for the estimated allocation in the succeeding year. As soon as
practical after the end of each calendar year, the allocation for that year will
be determined. An adjustment to Construction Work costs will be made to
reflect the difference between the actual allocation for the calendar year and
the estimated allocation.

The Project Manager shall develop, or cause to be developed, and shall employ a

project planning control system which recognizes and contains the elements of

planning, scheduling, reporting, forecasting and analysis with the variables of time and
money. Such control system employed shall provide the tools for corrective action.

The accounting classifications employed for the Final Completion Report and any

supplement thereto shall be converted to the FERC Accounts.
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E.1

APPENDIX E

COSTS OF OPERATING WORK

Operation _and Maintenance Expenses. In determining the Arizona Transmission

System operating expenses, the Operating Agent shall include the following expenses,

including vacation, sick, holiday and other time-off allowances and materials and

supplies stores load, to the extent that they are chargeable to the Arizona Transmission

System in accordance with Accounting Practice: E.1.1 The operation expenses

chargeable to FERC Accounts 560, 561, 562, 563, 566 and 567.

E.1.2

E.1.3

E1.4

E.1.5

The maintenance expenses chargeable to FERC Accounts 568, 569,

570, 571 and 573.

All costs incurred by the Operating Agent directly associable with Operating
Work and directly chargeable to FERC Accounts 408 (except Payroll Taxes
which are allocated in accordance with Appendix E.1.5 and ad valorem taxes,
or payments in lieu thereof), 925 (except worker's compensation expense
allocated to the Arizona Transmission System pursuant to Appendix E.1.8)
and 928.

Overhead and project load dispatching expenses incurred by the Operating
Agent which are allocable to the operation and maintenance of the Arizona
Transmission System. Such overhead and project load dispatching expenses
shall be determined in accordance with Appendix E.3.

The portion of the Operating Agent's employee payroll taxes chargeable

to FERC Account 408 determined by applying the Payroll Tax Ratio
computed in accordance with Appendix E.4 to labor charges of the
Arizona Transmission System operation and maintenance expenses,

including without limitation the labor portion of expenses chargeable to the

76



E.1.6

E.1.7

E.1.8

Arizona Transmission System pursuant to Appendices E.1.1, E.1.2, E.1.3
and E.1.4

The portion of the Operating Agent's (i) employee pensions and benefits
expenses as defined under FERC Account 926 and (ii) vacation, sick, holiday
and other time-off allowances, as determined by applying the Benefits Ratio,
computed in accordance with Appendix E.5.1, and Time-off Allowance Ratio,
computed in accordance with Appendix E.5.2, to the total labor charges of the
Arizona Transmission System operation and maintenance expenses,
including without limitation the labor portion of expenses chargeable to the
Arizona Transmission System pursuant to Appendices E.1.1, E.1.2, E.1.3 and
E.1.4.

The portion of the Operating Agent's administrative and general expenses
determined by applying the Operation and Maintenance A & G Ratio
computed in accordance with Appendix E.6 to the total operation and
maintenance charges of the Arizona Transmission System as determined
pursuant to Appendices E.1.1, E.1.2 and E.1.4.

The portion of the Operating Agent's worker's compensation expense,
including premiums, payments and accruals, chargeable to FERC Account
925 (except amounts directly charged to the Arizona Transmission System
pursuant to Appendix E.1.3) and allocable to the Arizona Transmission
System which shall be determined by applying the Compensation

Insurance Ratio computed in accordance with Appendix E.7 to the total labor
charges of the Arizona Transmission System operating and maintenance
expense, including without limitation the labor portion of the expenses
chargeable to the Arizona Transmission System pursuant to Appendices

E.11,E1.2,E13and E.14.
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E.2

Cost of Capital Improvements. In determining the costs of Capital Improvements, the

Operating Agent shall include all costs, including vacation, sick, holiday and other time-

off allowances incurred by the Operating Agent (other than allowance for funds used

during construction) which conform to the provisions of Electric Plant Instruction 3 of

FERC Accounts entitled "Components of Construction Cost’; provided, that (i) charges

for insurance other than worker's compensation insurance for the Operating Agent's

officers and employees shall be limited to (a) the cost of Construction Insurance
obtained by the Operating Agent pursuant to Section 20.1 and (b) any increases in the
cost of Operating Insurance attributable to the construction of Capital Improvements,

(i) charges for injuries and damages not covered by insurance shall be limited to those

injuries or damages arising out of or in connection with and occurring in the course of

construction of the Capital Improvements, and (iii) charges for taxes shall not include
any taxes paid by any Party pursuant to Section 17. In making such cost determinations
the Operating Agent shall include the following:

E.21 Overhead expenses incurred by the Operating Agent which are allocable to
the cost of Capital Improvements. Such overhead expenses shall be
determined in accordance with Appendix E.3.

E.2.2  The portion of the Operating Agent's employee Payroll Taxes, chargeable
to FERC Account 408, determined by applying the Payroll Tax Ratio,
computed in accordance with Appendix E.4 to the sum of the Operating
Agent's labor charges included in the cost of Capital Improvements,
including the cost of Capital Improvements pursuant to Appendix E.3.

E.2.3  The portion of the Operating Agent's (i) employee pensions and benefits
expenses as defined under FERC Account 926 and (ii) vacation, sick, holiday
and other time-off allowances, as determined by applying the Benefits Ratio

and the Time-off Allowance Ratio, computed in accordance with Appendix
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E24

E.2.5

E.5, to the sum of the Operating Agent's labor charges included in the cost of
Capital Improvements, including the cost of Capital Improvements pursuant
to Appendix E.3.

The portion of the Operating Agent's administrative and general expenses
determined by applying the Capital A & G Ratio computed in accordance with
Appendix E.9, to the cost of Capital Improvements. The costs of Capital
Improvements used in calculating the Operating Agent's administrative and
general expenses for Capital Improvements shall not include any allowance
for administrative and general expenses provided for in this Appendix E.2.4.
The portion of the Operating Agent's worker's compensation expenses
determined by applying the Compensation Insurance Ratio computed in
accordance with Appendix E.7 to the sum of the Operating Agent's labor
charges included in the cost of Capital Improvements, including the cost of

Capital Improvements pursuant to Appendix E.3.

E.3 Allocation of Overhead and Project Load Dispatching Expenses

E.3.1

Overhead Expenses: Division and department supervision and overhead

expenses not charged directly to the Operating Work but incurred for direct
labor charged to the Arizona Transmission System shall be allocated to the
Arizona Transmission System. Operating Agent's employees charging
directly to the Arizona Transmission System shall not charge the same hours
to any overhead account which is also allocated to the Arizona Transmission
System.
E.3.1.1 Such allocation shall be determined as follows:

E.3.1.1.1 Division supervision and overhead expenses

shall be allocated to each department in the

division based on total labor in each department.
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E.3.1.1.2 Department supervision and overhead expenses
and the department's portion of division supervision
and overhead expenses, determined in Appendix
E.3.1.1.1 shall be allocated to the Arizona
Transmission System based on the ratio of total
department Ilabor charged to the Arizona
Transmission System to total department labor
charged directly to any project or operating account.

E.3.1.2  The allocated supervision and overhead expenses determined in
Appendix E.3.1.1 shall include, but not be limited to, the following
expenses which are not charged directly to any specific project or
operating account:

E.3.1.21 Supervision and clerical support labor
including labor overheads.

E.3.1.2.2 Office supplies.

E.3.1.3  The allocation determined in Appendix E.3.1.1 for any calendar
year shall be the basis for the estimated allocation in the
succeeding year. As soon as practical after the end of each
calendar year, but no later than 30 days following the filing of
FERC Form No 1, the allocation for that year will be determined.
An adjustment to the costs of Operating Work shall be made to
reflect the difference between the actual allocation for the

calendar year and the estimated allocation.

E.3.2 Project Load Dispatching Expenses: A portion of the load dispatching

expenses as defined in FERC Account 561 and incurred by the Operating
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E.4

Agent shall be allocated to the Arizona Transmission System. Such portion
shall be determined by multiplying the total expenses in FERC Account 561
by a ratio the numerator of which is 1 and the denominator of which is the
total number of substations being dispatched by the Operating Agent and

having power circuit breakers or circuit switchers above 69kV.

A=BXC
D
Where:
A = Allocated Cost
B = Expenses in FERC Account 561
C=1.0
D = Total number of substations dispatched by Operating Agent with power

circuit breakers or circuit switchers in excess of 69kV.

Payroll Tax Ratio

E.4.1

E4.2

The Payroll Tax Ratio set forth below shall be applied to the labor expense
portion of the Arizona Transmission System operation and maintenance
expenses, to the Operating Agent's labor charges incurred in Construction
Work and in effecting Capital Improvements, and to the labor expenses
included in the Operating Agent's supervisory and administrative and general
expense accounts. Estimated and actual Payroll Tax Ratios shall be deter-
mined, adjusted and used in the manner set forth in Appendix E.10.

Payroll Tax Ratio = T
P

Where: T = The Operating Agent's Payroll Tax expenses.
P = The Operating Agent's total labor distributed including accruals.

The following example sets forth the method to be employed by the

Operating Agent to determine the Payroll Tax Ratio:
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EXAMPLE COMPUTATION

OF PAYROLL TAX RATIO

(Based on Operating Agent's 1983 Expenses)

Total Payroll Taxes:

F.I.C.A. $ 14,583,074
F.UTA. 449,728
S.U.l 400,170
Total Payroll Taxes $ 15,432,972

Total labor charged to operation

and maintenance, construction and
miscellaneous general ledger accounts $231,100,275

Payroll Tax Ratio: $15,432,972 / $231,100,275 = 6.678%

E.5 Benefits Ratio and Time-off Allowance Ratio:

E.5.1 Benefits Ratio

E.5.1.1 The Benefits Ratio set forth below shall be applied to the labor
expense portion of the Arizona Transmission System operations and
maintenance expenses, to the Operating Agent's labor charges
incurred in Construction Work and in effecting Capital Improvements,
and to the labor expenses included in the Operating Agent's
supervisory and administrative and general expense accounts.
Estimated and actual Benefits Ratios shall be determined, adjusted and
used in the manner set forth in Appendix E.10.

Benefits Ratio = B
L

Where: B = The Operating Agent's total system employee
pensions and benefits (as defined in FERC Account
926), including Payroll Taxes and workers’
compensation expense on labor charged to
employee pensions and benefits.

L = The Operating Agent's total labor distributed
including accruals less labor charged to employee
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E.5.1.2

pensions and benefits and labor charged to
Compensation Insurance.

The following example sets forth the method to be employed by

the Operating Agent to determine the Benefits Ratio:

EXAMPLE COMPUTATION

OF BENEFITS RATIO

(Based on Operating Agent's 1983 Expenses)

Pensions and Benefits Labor Total
Employees Pensions and Benefits $1,121,381 $31,478,531
Payroll Taxes at 5.321% of labor
(See Example in Appendix E.4.2) 74,886
Compensation Insurance at .9471%
of labor (See Example in Appendix
E.7.2) 5,450
Total Pensions and Benefits $31,558,867
Labor Base

Labor charged to operation and maintenance,
construction and miscellaneous general

ledger accounts:

$231,100,275

Less total labor charged to Pensions and (1,121,381)
Benefits
Less total labor charged to Compensation Insurance (229,471)

Total Applicable Labor

$229,749,423

Benefits Ratio: $31,558,867 / $229,749,423 = 13.736%

E5.2 Time-off Allowance Ratio

E.5.2.1

The Time-off Allowance Ratio set forth below shall be applied to
the labor expense portion of the Arizona Transmission System
operations and maintenance expenses, and to the Operating

Agent's labor charges incurred in Construction Work and in
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making Capital Improvements. Estimated and actual Time-off
Allowance Ratios shall be determined, adjusted and used in the

manner set forth in Appendix E.10.

Time-off Allowance Ratio = A
P

Where: A = Operating Agent's time-off allowance expenses.
P = Operating Agent's total labor distributed including
accruals less executive payroll. Executive payroll

is for all officers and Managers of the Operating
Agent.

E.5.2.2  The following example sets forth the method to be employed by
the Operating Agent to determine the Time-off Allowance Ratio.

EXAMPLE COMPUTATION

OF TIME-OFF ALLOWANCE RATIO

(Based on Operating Agent's 1983 Expenses)

Total labor charged to operation and

maintenance, construction and

miscellaneous general ledger accounts $231,100,275
Less Executive Payroll (9,623,189)
Less Allowed Time-off (21,730,244)
Total Labor Base $199,746,842
Time-off Allowance Expenses $21,730,244

Time-off Allowance Ratio: $21,730,244 / $199,746,842 = 10.879%

E.6 Operation and Maintenance A & G Ratio

E.6.1 The Operation and Maintenance A & G Ratio shall be the percentage
computed by dividing (i) the sum of (a) the charges incurred for electric
operations by departments of the Operating Agent defined as Sharable Units,

(see Exhibit E-1 hereof), which are charged to FERC Accounts 920, 921, 923,
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931 (excluding all rents applicable to customer services offices) and 932, plus
(b) the product of the portion of the labor charges included within (a) multiplied
by the Payroll Tax Ratio, Benefits Ratio and Compensation Insurance Ratio
computed in accordance with Appendices E.4, E.5 and E.7 respectively, plus
(c) ad valorem taxes, depreciation and property damage insurance, computed
in accordance with Appendices E.8.1, E.8.2 and E.8.3 respectively, on the
Operating Agent's general plant (buildings, equipment and software) utilized
by departments of the Operating Agent defined as Sharable Units, less (d)
administrative and general expenses, recovered from subsidiary companies
of the Operating
Agent, by (ii) the sum of (a) all the electric operation and maintenance costs
incurred by the Operating Agent, including such costs incurred on behalf of
the Parties and other parties, less (b) the costs of fuel and purchased power,
less (c) electric operations administrative and general expenses, less (d)
operations and maintenance expenses paid to other parties.
E.6.2 The following example sets forth the method to be employed by the

Operating Agent to determine the Operation and Maintenance A & G Ratio:

EXAMPLE COMPUTATION

OF OPERATIONS AND MAINTENANCE A & G RATIO

(Based on the Operating Agent's 1983 Experience)

Labor Total

Sharable operation and maintenance

A&G salaries charged to FERC

ACCOUNT 920 $6,013,344 $6,013,344
Sharable operation and maintenance

office supplies and expenses

charged to FERC ACCOUNT 921 2,410,091
Sharable outside services charged
To FERC ACCOUNT 923 1,015,978

Rents charged to FERC ACCOUNT 931
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Excluding all rents applicable
(To customer service offices)

Sharable maintenance expense

Charged to FERC ACCOUNT 932 673,271
SUBTOTAL $6.686.615

Payroll Taxes at 6.678% (See example
in Appendix E.4.2)

Pensions and Benefits at 13.736%
See example in Appendix E.5.1.2)
Worker's Compensation Insurance at
.486% (See example in Appendix E.7.2)
Add other general plant costs
Ad Valorem taxes (See example
in Appendix E.8.1.2)
Depreciation (See example in
Appendix E.8.2.3)
Property damage insurance (See
example in Appendix E.8.3.2)
Less administrative and general
expenses recovered from Operating
Agents subsidiary companies.

Total administrative and general
expenses allocable to operations
and maintenance.

Operations and Maintenance Base

Total electric operation and maintenance
Expenses incurred by the Operating
Agent

Less fuel and purchased power

Less electric operations administrative
and general expenses

Less operation and maintenance
Expenses paid to other parties
(e.g. Navajo Project)

Total operations and maintenance base

Operation and Maintenance A & G Ratio
for 1983: $14,277,992 / $134,769,152 = 10.594%

E.7 Compensation Insurance Ratio
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429,519

1,599,039

$11,467,971

446,532

918,473

32,497

303,896
1,194,938

2,975

(89.290)

$14,277,992

$377,463,784
(191,957,119)

(42,306,218)

(8,431,295)
$134,769,152



E.7.1 The Compensation Insurance Ratio set forth below shall be applied to the
labor expense portion of the Arizona Transmission System operation and
maintenance expenses, to the Operating Agent's labor charges incurred in
Construction Work and in effecting Capital Improvements, and to the labor
expenses included in the Operating Agent's supervisory and administrative
and general accounts. Estimated and actual Compensation Insurance Ratios
shall be determined, adjusted and used in the manner set forth in Appendix
E.10.

Compensation Insurance Ratio = |
Where: | = The Operating Agent's tot; system worker's compensation
insurance premiums and accruals for self-insurance as
defined in FERC Account 925, including Payroll Taxes on

labor charged to the Worker’'s Compensation account.

P = The Operating Agent's total labor distributed including accruals,
less labor charged to compensation account.

E.7.2 The following example sets forth the method to be employed by the

Operating Agent to determine the Compensation Insurance Ratio:

EXAMPLE COMPUTATION

OF COMPENSATION INSURANCE RATIO

(Based on Operating Agent's 1983 Expenses)

Labor Total
Worker's Compensation Insurance premiums,
payments and accruals as defined in FERC
Account 925 $229,471 $1,106,224
Payroll Taxes at 6.678% of labor (See Example in Appendix E.4.2) 15,324
Total Worker's Compensation $1,121,548

Labor Base
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Total labor in operations and maintenance,
Construction and miscellaneous general

Ledger accounts: $231,100,275
Less labor charged to Compensation Account (229,471)
Total applicable labor $230,870,804

Compensation Insurance Ratio:
$1,121,548 / $230,870,804 = .486%

E.8 General Plant Ad Valorem Taxes, Depreciation, and Property Damage Insurance

Costs

E.8.1 General Plant Ad Valorem Taxes
E.8.1.1 The ad valorem taxes for general plant (buildings and equipment)
charged to electric operation or electric construction and used in
calculation of the Operation and Maintenance A & G Ratio or

Capital A & G Ratio shall be calculated as follows:

Ad valorem taxes
allocated to electric
(AxBxD)+(FxD)= operations or electric
C E E construction for Sharable Units.
Where: A = Ad valorem taxes for buildings occupied by
Sharable Units.

B = Square footage of buildings occupied by Sharable Units.

C = Total square footage of buildings used by Sharable
Units.

D = (i) Electric operations administrative and general salaries
of Sharable Units when determining the Operation and
Maintenance A & G Ratio, or (ii) Electric construction
administrative and general salaries of Sharable Units
when determining the Capital A & G Ratio.

E = Total administrative and general salaries of Sharable
Units.
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F = Ad valorem taxes related to equipment utilized by
Sharable Units. The equipment shall be the equipment
included in FERC Account 391.
E.8.1.2 The following example sets forth the method Employed by the

Operating Agent to determine ad Valorem taxes applicable to

operation and maintenance:

EXAMPLE COMPUTATION

OF GENERAL PLANT AD VALOREM TAXES

(Based on Operating Agent's 1983 Experience)

($236,035 x 143,156 sq. ft. x $6,686,615) +
296,567 sq. ft.$15,493,585

($168,376 x 14,948 sq. ft. x $6,686,615) +
146,000 sq. ft.$15,493,585

($181,859 x 7,439 sq. ft. x $6,686,615) +
58,000 sq. ft.$15,493,585

($70,699 x 17,662 sq. ft. x $6,686,615) +
44,000 sq. ft.$15,493,585

($18,633 x 27,675 sq. ft. x $6,686,615) +
41,768 sq. ft.$15,493,585

($508,891 x $6,686,615) = $303,896
$15,493,585

E.8.1.3 The following example sets forth the method employed by the
Operating Agent or Project Manager, as the case may be, to

determine ad valorem taxes applicable to construction:

EXAMPLE COMPUTATION

OF GENERAL PLANT AD VALOREM TAXES

(Based on Operating Agent's 1977 Experience)
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($236,035 x 143,156 sq. ft. x $6,688,059) +
296,567 sq. ft.$15,493,585

($168,376 x 14,948 sq. ft. x $6,688,059) +
146,000 sq. ft.$15,493,585

($181,859 x 7,439 sq. ft. x $6,688,059) +
58,000 sq. ft.$15,493,585

($70,699 x 17,662 sq. ft. x $6,688,059) +
44,000 sq. ft.$15,493,585

($18,633 x 27,675 sq. ft. x $6,688,059) +
41,768 sq. ft.$15,493,585

($508,891 x $6,688,059) = $313,051
$15,493,585

E.8.2 General Plant Depreciation

E.8.2.1 The depreciation and amortization for general plant (buildings,
equipment and software) charged to electric operations or electric
construction and used in calculation of the Operation and
Maintenance A & G Ratio or Capital A & G Ratio shall be calculat

ed as follows:

(AxBxD)+ (FxD) Depreciation and Amortization
C E E Costs allocated to electric
+ (G X D)= Operation or electric
E construction for Sharable Units.

Where: A = Depreciation related to buildings occupied by Sharable Units.
B = Square footage of buildings occupied by Sharable Units.
C = Total square footage of buildings used by Sharable Units.
D = (i) Electric operations administrative and general salaries of
Sharable Units when determining the Operations and
Maintenance A & G Ratio, or (ii) Electric construction
administrative and general salaries of Sharable Units when

determining the Capital A & G Ratio.

E = Total administrative and general salaries of Sharable Units.
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F = Depreciation related to equipment utilized by Sharable Units.
Such equipment shall be the equipment included in FERC
Account 391.
G = Amortization related to software utilized by Sharable units.
Such software shall be the software included in FERC
Account 303.
E.8.2.2 The depreciation and amortization rate used in the determination of
general plant depreciation shall be the rate approved by the Arizona

Corporation Commission for use in the Operating Agent's or Project

Manager's, as the case may be, books.

E.8.2.3 The following example sets forth the method employed by the Operating
Agent to determine depreciation and amortization applicable to

operation and maintenance:

EXAMPLE COMPUTATION

OF GENERAL PLANT DEPRECIATION

(Based on Operating Agent's 1983 Experience)

($226,999 x 143,156 sq. ft. x $6,686,615) +
296,567 sq. ft.$15,493,585

($166,166 x 14,948 sq. ft. x $6,686,615) +
146,000 sq. ft.$15,493,585

($179,669 x 7,439 sq. ft. x $6,686,615) +
58,000 sq. ft.$15,493,585

($66,526 x 17,662 sq. ft. x $6,686,615) +
44,000 sq. ft.$15,493,585

($17,802 x 27,675 sq. ft. x $6,686,615) +
41,768 sq. ft.$15,493,585

($1,498,090 X $6.,686,615) +
$15,493,585
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($1,082,533 x $6,686,615) = $1,194.938
$15,493,585

E.8.2.4 The following example sets forth the method employed by the
Operating Agent to determine depreciation and amortization

applicable to construction.

EXAMPLE COMPUTATION

OF GENERAL PLANT DEPRECIATION

(Based on Operating Agent's 1977 Experience)

($226,999 x 143,156 sq. ft. x $6,688,059) +
296,567 sq. ft.$15,493,585

($166,166 x 14,948 sq. ft. x $6,688,059) +
146,000 sq. ft.$15,493,585

($179,669 x 7,439 sq. ft. x $6,688,059) +
58,000 sq. ft.$15,493,585

($66,526 x 17,662 sq. ft. x $6,688,059) +
44,000 sq. ft.$15,493,585

($17,802 x 27,675 sq. ft. x $6,688,059) +
41,768 sq. ft.$15,493,585

($1,498,090 X $6,688,059) +

$15,493,585
($1,082,533 x $6,688,059) = $1,233,937
$15,493,585

E.8.3 General Plant Property Damage Insurance
E.8.3.1 The property damage insurance for general plant (buildings and
equipment) charged to electric operations or electric construction and
used in calculation of the Operation and Maintenance A & G Ratio or
Capital A & G Ratio shall be calculated as follows:

Costs of property damage insurance
92



AxBxD= allocated to electric operations or
C E electric construction for Sharable Units.

Where: A = Property damage insurance for buildings, and contents thereof, occupied
by Sharable Units.

B = Square footage of each building occupied by Sharable Units.
C = Total square footage of each building occupied by Sharable Units.
D = (i) Electric operation administrative and general salaries of Sharable
Units when determining the Operations and Maintenance A & G Ratio,
or (ii) Electric construction administrative and general salaries of

Sharable Units.

E = Total administrative and general salaries of Sharable Units.

E.8.3.2 The following example sets forth the method employed by the
Operating Agent to determine property damage insurance costs

applicable to operation and maintenance:

EXAMPLE COMPUTATION

OF PROPERTY DAMAGE INSURANCE

(Based on Operating Agent's 1983 Experience)

($11,090 x 143,156 sq. ft. x $6,686,615) +
296,567 sq. ft.$15,493,585

($3,091 x 14,948 sq. ft. x $6,686,615) +
146,000 sq. ft.$15,493,585

($2,917 x 7,439 sq.ft. x $6,686,615) +
58,000 sq. ft.$15,493,585

($1,389 x 17,662 sq. ft. x $6,686,615) +
44,000 sq. ft.$15,493,585

($442 x 27,675 sq. ft. x $6,686,615) = $2,975
41,768 sq. ft.$15,493,585
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E.8.3.3 The following example sets forth the method employed by the
Operating Agent to determine property damage insurance costs

applicable to construction:

EXAMPLE COMPUTATION

OF GENERAL PLANT PROPERTY DAMAGE INSURANCE

(Based on Operating Agent's 1983 Experience)

($11,090 x 143,156 sq. ft. x $6,688,059) +
296,567 sq. ft.$15,493,585

($3,091 x 14,948 sq. ft. x $6,688,059) +
146,000 sq. ft.$15,493,585

($2,917 x 7,439 sq.ft. x $6,688,059) +
58,000 sq. ft.$15,493,585

($1,389 x 17,662 sq. ft. x $6,688,059) +
44,000 sq. ft.$15,493,585

($442 x 27,675 sq. ft. x $6,688,059) = $3,065
41,768 sq. ft.$15,493,585

E.8.4 The ratios and costs determined in this Appendix E.8 shall be adjusted and

used in the manner set forth in Appendix E.10.

E.9 Capital A & G Ratio

E.9.1 The Capital A & G Ratio shall be the percentage computed by dividing (i) the sum
of (a) the charges incurred for electric construction by departments of the
Operating Agent or Project Manager, as the case may be, defined as Sharable
Units, (see Exhibit E-1 hereof), which are charged to FERC Accounts 920 and
921, plus (b) the product of the portion of the labor charges included within (a)

multiplied by the Payroll Tax Ratio, Benefits Ratio and Compensation Insurance
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Ratio computed in accordance with Appendices E.4, E.5 and E.7 respectively,
plus (c) ad valorem taxes, depreciation, amortization and property damage
insurance, computed in accordance with Appendices E.8.1, E.8.2 and E.8.3
respectively, on the Operating Agent's or Project Manager's, as the case may
be, general plant (buildings, equipment and software) utilized by departments
of the Operating Agent or Project Manager, as the case may be, defined as
Sharable Units, by (ii) the sum of all the construction costs of the projects

managed by the Operating Agent or Project Manager, as the case may be.

E.9.2 The following example sets forth the method employed by the Operating Agent

or Project Manager, as the case may be, to determine the Capital A & G Ratio:

EXAMPLE COMPUTATION

OF CAPITAL A & G RATIO

(Based on the Operating Agent's 1983 Experience)

Labor Total

Sharable construction A & G salaries
charged to FERC Account 920 $6,888,059 $6,888,059
Sharable construction office
supplies and expenses charged
to FERC Account 921 - 3,032,078

Subtotal $6.888,059 $9,920,137
Payroll Taxes at 6.678% (See
Example in Appendix E.4.2) 459,985
Pensions and Benefits at 13.736%
(See Example in Appendix E.5.1.2) 946,144
Compensation Insurance at .486%
(See Example in Appendix E.7.2) 33,476

Add other general plant costs
Ad Valorem Taxes (See Example
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in Appendix E.8.1.3) 313,051

Depreciation and Amortization (See Example in

Appendix E.8.2.4) 1,230,937
Property Damage Insurance (See

Example in Appendix E.8.3.3) 3.065
Total $12,906,795
Construction Cost Base $1,038,718,867

Capital A & G Ratio: $12,906,795 / $1,038,718,867 = $1.243%

E.10 Use and Adjustment of Estimated Ratios

E.10.1 At the start of each calendar year an estimated Payroll Tax Ratio, Benefits
Ratio, Time-off Allowance Ratio, Operation and Maintenance A & G Ratio,
Compensation Insurance Ratio, Capital A & G Ratio and general plant and ad
valorem taxes, depreciation, amortization and property damage insurance costs
shall be used, and such ratios and costs shall be determined in accordance with
the methods set forth in Appendices E.4, E.5.1, E.5.2, E.6, E.7. E.8 and E.9,
respectively. Such rates shall be based on the Operating Agent's or Project
Manager's, as the case may be, system-wide expenses for the preceding
calendar year; provided, that by agreement of the Construction Director and the
Construction Coordinator or the Operating Committee, as the case may be,
such rates may be adjusted to more nearly reflect the expenses of the current
year because of tax legislation, labor contract negotiations, or other factors not
reflected in the prior year's costs.

E.10.2 As soon as practicable after the end of each calendar year, but no later than
30 days following the filing of FERC Form 1, the actual Payroll Tax Ratio,
Benefits Ratio, Time-off Allowance Ratio, Operation and Maintenance A & G

Ratio, Compensation Insurance Ratio, Capital A & G Ratio and general plant
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ad valorem taxes, depreciation, amortization and property damage insurance
costs for such year shall be determined in accordance with the method set
forth in Appendices E.4, E.5.1, E.5.2, E.6, E.7, E.8, and E.9 respectively, by
using said year's actual system-wide expenses of the Operating Agent or
Project Manager, as the case may be. Using said actual ratios the portions of
(i) the Operating Agent's Payroll Taxes, worker's compensation expenses,
employee pensions and benefits expenses, time-off allowances, and
administrative and general expenses for costs of Operating Work and making
Capital Improvements and (ii) the Project Manager's Payroll Taxes, worker's
compensation expenses, employee pensions and benefits expenses, time-off
allowances, and administrative and general expenses for Construction Work
shall be determined for such year. To the extent that such expenses are more
than or less than those already paid by 1ID and SDG&E during said year, the
Operating Agent shall bill or reimburse 11D and SDG&E for the amount of such
difference.

11 Modifications of Rate Computations and Application

E.11.1 If the Construction Director, the Construction Coordinator or an Operating
Committee Member believes that the application of or the method used in
determining the Pay-roll Tax Ratio, Benefit Ratio, Time-off Allowance Ratio,
Operation and Maintenance A & G Ratio, Compensation Insurance Ratio,
Capital A & G Ratio or general plant ad valorem taxes, depreciation,
amortization and property damage insurance results in an unreasonable burden
on any Party, such Party may request that such application or method be sub-
mitted to the Administrative Representatives for review. The Administrative
Representatives shall review such application or method and shall endeavor to

agree upon whether or not said believed unreasonable burden does actually
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exist. If after such review, the Administrative Representatives determine that
such application or method does result in an unreasonable burden they shall
determine and approve a modified application or method.

E.11.2 If the Administrative Representatives are unable to agree on any matter
brought before them under Appendix E.11.1, then the disputed matter shall
be settled pursuant to Section 28.

E.11.3 Any modified method adopted by the Administrative Representatives or
determined pursuant to Appendix E.11.2 shall be retroactive to the first day of
the month in which the unreasonable burden began except that the retroactive
period can be no more than two (2) years from the date of the requested review.
Said modified method shall stay in effect until a new modified method is
approved, but in no event less than two (2) years from the date of such adoption

or determination.
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EXHIBIT E-1

EXE.1 Sharable Units. In determining the Operation and Maintenance A & G Ratio and Capital A & G

Ratio, certain departments within the Operating Agent’s or Project Manager’'s organization
have been deemed to be departments that incur costs that are a part of the administrative and
general expenses which are sharable with the costs of the Arizona Transmission System. As
of the date of the Participation Agreement these departments are:
EXE.1.1 General Administration
EXE.1.1.1 President and Chief Executive Officer
EXE.1.1.2 Executive Vice-President Operations
EXE.1.1.3 Vice-President Resource Planning
EXE.1.1.4 Vice-President Finance and Corporate
EXE.1.1.5 Vice-President Research and Development
EXE.1.1.6 Vice-President Employee Relations
EXE.1.1.7 Vice-President Corporate Relations
EXE.1.1.8 Vice-President Administration and Economic Planning
EXE.1.2 Public Affairs
EXE.1.3 Legal Department
EXE.1.4 Audit Services
EXE.1.5 Communications
EXE.1.6  Financial Services — (Includes only portion of department concerned with
handling joint project finances).
EXE.1.7  Corporate Records
EXE.1.8 Risk Management
EXE.1.9 Computer Services
EXE.1.10 Personnel Services

EXE.1.11 Placement
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EXE.1.12 Property Services
EXE.1.13 Distribution Services
EXE.1.14 Security Services (Includes only general security and not specific property
security).
EXE.1.15 Engineering Services Administration
EXE.1.16 Resources Planning
EXE.1.17 Budget Services
EXE.1.18 Productivity Services
EXE.1.19 Accounting Services
EXE.1.20 Electric Operations Administration

EXE.2 The responsibilities of the departments in Section EXE.1 may vary from time to time in such a
manner that departmental titles and functions may vary. It is the intent of the Parties that the
administrative and general costs for the basic responsibilities of the departments in Appendix
EXE.1 are sharable costs among the Parties, based on the allocation formulas in Appendix E,
notwithstanding any reorganization by the Operating Agent or Project Manager.

EXE.3 The functional responsibilities of certain existing or new departments of the Operating Agent
or Project Manager may from time to time be deemed to be Sharable Units. The responsibili-
ties and administrative and general costs associated with such Sharable Units shall be
presented by the Project Manager or Operating Agent to the Administrative Representatives
for review and approval for inclusion of such costs in the computation of the Operation and
Maintenance A & G Ratio and Capital A & G Ratio and upon such presentation the
administrative and general costs of such Sharable Units shall be included in the computation
of such ratios. After final determination of such review and approval by the Administrative
Representatives, or higher authority if required, the computation of the Operation and
Maintenance A & G Ratio and Capital A & G Ratio shall be based on such final determination

and any refunds due SDG&E and/or IID shall be retroactive to the date of first
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implementation by the Operating Agent or Project Manager or one (1) year from the date of
final determination, whichever is the lesser.

EXE.4 Occasionally a department of the Operating Agent or Project Manager defined as a
Sharable Unit may perform a special service for the Arizona Transmission System. The
cost of these special services will be a direct charge to the Arizona Transmission System
whenever such special service is not normally available or usable by other departments
within the Operating Agent’s or Project Manager’'s organization, and if costs of such
special services would be capitalized or charged directly to the department requesting
such services. The cost of such special services shall not be included in calculating A &

G ratios.
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APPENDIX F

List of Project Agreements

Title
APS — SDG&E Communication Agreement
Palo Verde Switchyard Interconnection Agreement
Environmental Studies for the APS-SDG&E Inter-
connection Project (by Wirth Associates)

Agua Caliente Solar, LLC LGIA

North Gila Switchyard Interconnection Agreement
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APPENDIX G

INITIAL BUDGET FOR CONSTRUCTION WORK ark Activity Category

Line $54,181,000
Environmental 1,648,000
Communications. 497,000
Substation 20,736,000

TOTAL $77,062,000
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APPENDIX H

Initial Cash Flow

Work Activity 1981 1982
Category APS SDG&E APS SDG&E
1.Line $69,000 586,000 $2,234,000 19,052,000
2.Environmental 67,000 631,00
3.Communications 30,000
4 Substation 318,000 180,000
1983 1984
APS SDG&E APS SDG&E
1. Line $2,906,000 24,841,000 $432,000 3,697,000
2. Environmental
3. Communications 140,000 327,000
6. Substation 8,606,000 6,899,000 460,000 392,000
1985 1986
APS SDG&E APS SDG&E
1. Line
2. Environmental
3. Communications
4. Substation $425,000 3,421,000 $3,000 32,000
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APPENDIX|

RIGHT-OF-WAY ACQUISITION PRACTICES & PROCEDURES

[.1 RIGHT OF WAY AGENT:

The Project Manager shall provide a team of right-of-way agents who shall be assigned to
work on the Arizona Transmission System. These agents will, perform the required work to
acquire easements/fee, permits or legal rights for the Arizona Transmission System on both
private and public lands following receipt of survey notes. The required work includes title
report review, easement preparation, land value analysis and negotiation work as outlined in
Appendix J.

TITLE REPORT:

Title reports shall be obtained for all privately owned parcels. Consents or subordinations shall
be obtained on items listed in the title reports which are in conflict with the right-of-way to be
acquired unless otherwise agreed by the Administrative Representatives. Title insurance shall
be obtained for the amount of the easement purchase. The policy of title insurance shall be
issued in the names of the Parties as vestees.

APPRAISAL:

A staff prepared land value analysis shall be performed for the route based on sales and listing
of comparable lands in the area, including valuation of buildings or structures which may be
located within the right-of-way. Appraisal of individual right-of-way parcels may be performed
at Project Manager's discretion. The analysis data shall be kept on file by the Project Manager
and available for review by the Parties. Negotiations with the landowners shall be based on
the value analysis. If an impasse is reached with a landowner regarding the easement value,
then appraisal by an independent appraiser may be suggested. Generally, the owner will be
given the option of selecting an appraiser who is acceptable to the Project Manager. Normally,

the Parties will pay the cost of the appraisal.
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1.4 ACQUISITION:

A 200-foot wide right-of-way shall be acquired. For easements or parcels which are estimated
to cost less than $2,000, the Project Manager may purchase an easement or upon the
insistence of the owner purchase the parcel in fee simple. Prior to the Date of Approval, any
right-of-way estimated to cost more than $2,000 shall be acquired by purchasing options for
easements exercisable after the Date of Approval. After the Date of Approval, any right-of-way
estimated to cost more than $2,000 shall be acquired by purchasing easements. Any
exceptions to the foregoing procedure shall be reviewed and approved in advance by the
Construction Director and the Construction Coordinator. Payment for an easement shall not
exceed 120% of the value determined by the land value analysis without prior approval of the
Construction Director and the Construction Coordinator. The precise alignment of the right-of-
way shall be selected so as to minimize disturbance to existing structures where economically
and physically feasible. Any negotiations involving relocation of families, farms or businesses
shall be conducted so as to meet all applicable relocation assistance laws and shall be in
accordance with this Appendix I.

[.5 CONDEMNATION:

APS has the right of Eminent Domain but not the right of immediate possession.
Condemnation shall be used when it is deter-mined by Project Manager that further
negotiations will not produce an agreement. The Project Manager shall attempt to identify all
parcels requiring condemnation at an early date so that construction scheduling will not be
affected. When necessary, the Project Manager shall try to obtain a right of entry from the
condemnee allowing design and construction to proceed as scheduled.

1.6 CONSTRUCTION/CROP DAMAGES:

Construction damages shall be paid on a cost to cure basis. The Project Manager shall have
the option of repairing the damage to prior condition or paying for the damages. Crop damages

shall be handled in one of two ways:
106



1.6.1 Potential damages shall be estimated at the time of easement negotiation and the cost
based on crop prices at that time. No additional crop damages shall be paid at a later
date.

1.6.2 Actual damages shall be paid after construction. The amount shall be based on the

actual extent of damage and the current crop prices at time of damage.

ASSIGNMENT:

APS shall assign to SDG&E and IID the appropriate portion of all rights and interest as tenant
in common in easements acquired for the Arizona Transmission System. An assignment of

interest to SDG&E and IID shall be recorded and title insurance shall be issued at that time.

1.8 ACQUISITION TRUST:

The Parties agree that. it is convenient and expedient to establish a Trust for acquisition,
assignment and distribution of all fee purchases, including revenues therefrom. As soon as
practicable following fee purchases, easement shall be conveyed by the Trust to the Parties
in their respective interests. That portion of the fee that is excess to the right-of-way, and the
underlying fee in the right-of-way, shall be held by the Trust for disposal by fair market value
sale as may be agreed upon by the Construction Director and the Construction Coordinator.

Title insurance shall be issued at the time fee title is conveyed to the Trust.

.9 PROGRESS REPORTS:

The Project Manager shall prepare a monthly progress report on acquisition activities. This
report shall include the current month's activities and those activities anticipated in the next
month plus any Arizona Transmission System milestones. The actual expenditures vs.
budgeted shall be part of the report. A listing of right-of-way parcels shall be prepared and
updated monthly to include for each parcel the acreage to be acquired, land value, option
price and easement price to be paid. A progress meeting shall be held each quarter as a

minimum to evaluate progress, procedures and problems, if any.

[.10 REVIEW OF ACQUISITIONS:
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The Project Manager shall provide the Parties, upon request, any and all documentation
regarding purchases made hereunder. The Parties may review the purchases from time to
time. If the justification for the amount paid for an acquisition is considered questionable by a
Party, an outside appraisal may be requested. At any time, the Project Manager may contact
the Construction Director and the Construction Coordinator for review and prior written
approval of an acquisition. If such prior approval is granted, no additional justification at a later

date shall be necessary.
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APPENDIX J

RIGHT-OF-WAY ACQUISITION PLAN

The Project Manager shall act on behalf of the Parties to acquire a 200-foot wide easement for the
Arizona Transmission System. Outlined herein are the planned activities as they are projected to
occur.

JULY TO DECEMBER 1981

1.  Determine the precise route of the Arizona Transmission System.

2. Determine property ownership and the number of parcels involved along the preferred route.
3.  Order title reports for the private parcels as the route information becomes available.

4. Prepare land value analysis for the private parcels.

5. Continue negotiations with private landowners for easement/options.

6. Prepare drawings and file for state and Federal right-of-way grants.

7. ldentify problem parcels and initiate condemnation proceedings.

JANUARY TO JUNE 1982

1.  Exercise options acquired during 1981. Options exercised prior to the Date of Approval shall
require the approval of the Administrative Representatives.
2. Continue to identify parcels requiring condemnation and serve notice of intended litigation.
JULY TO DECEMBER 1982
Follow up contact on all parcels served of pending litigation in an attempt to negotiate settlement
prior to the court date.

JANUARY TO JUNE 1983

1. Complete condemnation proceedings.
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