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November 28, 2006

William J. Post

Chairman of the Board & Chief Executive Officer
Pinnacle West Capital Corporation

400 N. 5th Street

Phoenix, AZ 85004 (delivered by Federal Express)

Dear Mr. Post:

We are writing regarding Arizona Public Service Company’s potential investment in the
TransWest Express (TWE) transmission project and associated generating resources.

Our organizations are active across the West and have a common interest in promoting
more efficient use of energy and developing a more sustainable and diversified resource
mix while protecting the region’s environment. We have been following developments on
the TWE project and want to express our appreciation to Ed Fox, Bob Smith and others at
the company who have openly and forthrightly shared information about the project.
While we do not yet have enough information to formally take a position either in
support of or in opposition to the TWE project, based on the information we have seen,
we have some serious concerns.

First, we are concerned that APS is moving rapidly ahead on the TWE project before
completing a comprehensive, objective analysis of alternative strategies for meeting its
customers’ energy needs. At the recent Salt Lake City meeting of the Western Regional
Transmission Expansion Partnership, APS indicated that it fully supports the TWE
project and announced that by December 31 it anticipates concluding a multi-party
contract to design and acquire right-of-way options for the proposed transmission lines.
This decision by APS appears to be a commitment to a huge new generation and
transmission project prior to fully evaluating and carefully considering alternative
strategies. Such alternatives would include energy efficiency and renewable energy
resources that could save APS ratepayers money and create lesser impact on the region’s
air, land, and water. We believe that a comprehensive alternatives analysis with



public input and review is needed before APS commits to the multi-billion dollar
TWE transmission project.

Second, all indications are that pulverized coal power plants without carbon capture and
sequestration are intended to anchor the TWE project. We are gravely concerned that
acquiring large amounts of new coal capacity without carbon capture and sequestration
will foreclose Arizona’s ability to slow and reverse its greenhouse gas emissions for
decades to come. Although there are currently no federal regulatory limits on greenhouse
gas emissions, the prospect of a market-based system that will require emissions
reductions and increase the cost of electricity from pulverized coal plants is growing.
Additionally, Arizona’s Climate Change Advisory Group, comprising 35 diverse
stakeholders, has recommended strategies that would enhance opportunities for energy
efficiency and renewable energy development, which would sharply reduce the need for
pulverized coal generation. Over the years, APS has consistently been a leader on clean
air issues. The company supported efforts in the 1990’s to install pollution equipment at
the Navajo Generating Station. It has provided leadership in regional partnerships to
reduce haze and protect the West’s spectacular vistas. More recently it has worked to
reduce emission at the Four Corners and Cholla power plants. We need APS to deploy
this same tradition of leadership in tackling the pressing issue of global warming
and would welcome the opportunity to work with company to develop alternatives
to TransWest, as currently envisioned, that will result in lowering the company’s
overall emissions of carbon dioxide, while still ensuring that APS is able to reliably
and affordably satisfy its customer’s energy needs.

Third, our organizations have significant concerns about any transmission and generation
proposal that would affect sensitive public lands or other sensitive natural areas. In the
transmission corridors that appear to have been suggested in Utah and Colorado, for
instance, there are sensitive animal populations, important view corridors and critical
wildlife habitat that could be significantly impacted, causing fundamental concern among
western conservation organizations. We are interested in gaining a better
understanding of how this major interstate proposal will affect public lands, wildlife
habitat, communities, water resources, and protected and ecologically sensitive
areas.

In addition to the above concerns, the TWE project raises other important issues and
potential risks for APS and its customers that we expect will be the focus of future public
deliberations. We are interested in understanding the company’s perspectives on these
issues, including:

e The risk to APS’s reliability of having so much of its generation subject to
outages along the TWE line, especially if an outage occurs during the
summer.

e APS’s ability to obtain financing for the project in light of APS’ financial
concerns expressed in the current rate case.

® The risk of higher coal prices in the future.



e The risk of incurring additional costs to comply with greenhouse gas

regulations.

e The risk of investment in conventional coal generation becoming stranded

under future greenhouse gas regulations.

e The prospect of higher-than-necessary costs to APS and its customers due to

the above issues.

We recognize the challenges Arizona and the West face in meeting our energy and
infrastructure needs and would like to thank you in advance for your attention to the
concerns and issues raised in this letter. A representative group from our organizations
would like to meet with you and your senior staff to discuss these issues further in the
near future. We will contact you soon to see if we can arrange such a meeting.

Sincerely,

John Nielsen, Energy Program Director
Western Resource Advocates

2260 Baseline Road, Suite 200
Boulder, CO 80302

Howard Geller, Executive Director
Southwest Energy Efficiency Project
2260 Baseline, Suite 200

Boulder, CO 80302

Pamela Pride Eaton
Deputy Vice President
The Wilderness Society
1660 Wynkoop, Suite 850
Denver, CO 80202

Roger Clark

Air and Energy Program Director
Grand Canyon Trust

2601 N. Fort Valley Road
Flagstaff, AZ 86001

Roger Hamilton, Project Director
West Wind Wires

511 Brookside Drive

Eugene, OR 97405

Ned Farquhar

Mountain West Energy/Climate Advocate
Natural Resources Defense Council

1414 Camino Amparo NW

Albuquerque, NM 87107
nfarquhar@nrdc.org

Johanna Wald, Sr. Attorney
Natural Resources Defense Council
111 Sutter St. 20" Floor

San Francisco, CA 94104

Bill Hedden, Executive Director
Grand Canyon Trust

2601 N. Fort Valley Road
Flagstaff, AZ 86001

V. John White, Executive Director
Center for Energy Efficiency and

Renewable Technology (CEERT)
916-442-7785

Kenneth Langton, Chair

Sierra Club — Grand Canyon Chapter
202 E. McDowell Rd., Suite 277
Phoenix, AZ 85004



Vickie Patton, Sr. Attorney
Environmental Defense
Rocky Mountain Office
(303) 440-4901

Mike Eisenfeld

San Juan Citizens Alliance
New Mexico Chapter
Farmington, NM 87401

Peggy Utesch, Team Chair

Western Organization of Resource Councils
Responsible Energy Development Campaign
2401 Montana Avenue, #301

Billings, MT 59101

Matt Baker, Executive Director
Environment Colorado

1536 Wynkoop St., Suite 100
Denver, CO 80202

Ben Luce

Coalition for Clean Affordable Energy
Santa Fe, NM

BenLuce @nmccae.org

cc: Jack Davis, President

Steve Wheeler, Executive Vice President

Don Robinson, Vice President
Ed Fox, Vice President

Governor Janet Napolitano
Chairman Jeff Hatch-Miller
Commissioner William Mundell
Commissioner Mike Gleason
Commissioner Kris Mayes
Commissioner Barry Wong

Sarah Wright, Director
Utah Clean Energy

1014 2™ Ave.

Salt Lake City, UT 84103

Tim Wagner

Director, Utah Smart Energy Campaign
Utah Chapter, Sierra Club

2120 So. 1300 E., Suite 204

Salt Lake City, UT 84106

Stephen Bloch, Staff Attorney
Southern Utah Wilderness Alliance
425 East 100 South

Salt Lake City, UT 84111

Diane E. Brown, Executive Director
Arizona Public Interest Research Group
130 N. Central, Suite 311

Phoenix, AZ 85004

David Berry, Sr. Policy Advisor
Western Resource Advocates
2260 Baseline Road

Boulder, CO 80302

Stephen Ahearn, Arizona Residential Utility Consumer Office



