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MUDGE ROSE GUTHRIE ALEXANDER & FERDON

180 MAIDEN LANE 2121 K STREELT, N. W,
WASHINGTON, D.C. 20037

NEW YORK, N. Y. 10038 202-429-935%

SUITE 2020
333 SOUTH GRAND AVENUE
LOS ANGELES, CALIF, 90071
213- 613112

12, RUE DE LA PAIX
78002 PARIS, FRANCE
261-57-71

212-810-7000

CABLE ADDRESS: BALTUCHINS “NEW YORK
TELEX: WU 703729; WU 127889
TELLCOPRICR: 212+ 248-2688

August 13, 1986

Director of Nuclear Reactor Regulation )

Attention: Mr. George W. Knighton, Project Director ’
PWR Project Directorate #7
Division of Pressurized Water Reactor
Licensing-B

Nuclear Regulatory Commission

Washington, D.C. 20555

Re: Application in Respect of Sale
and Leaseback Transactions
by Arizona Public Service Company
Dated May 2, 1986 -
Palo Verde Nuclear Generating Station Unit 2
(Docket No. STN 50-529)

Dear Mr. Knighton:

Reference is made to the following letters and
submissions with respect to the above-captioned
Application (the Application): the letter of the under-
signed dated July 30, 1986 with respect to matters
raised at the meeting with the Staff on July 24, 1986;
| the letter of Arthur C. Gehr of Snell & Wilmer dated
. August 2, 1986 submitting "Additional Information with
Respect to the Application in Respect of Sale and
1 Leaseback Transactions by Arizona Public Service Company
dated May 2, 1986"; the letter\of the undersigned dated

| August 6, 1986 with respect to the final equity investor SP

list; the letter of the undersigned date August 7, 1986 AM

with respect to duration of basic lease term; and the
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letter of the undersigned dated August 8, 1986 with
respect to the revised final equity investor 1list.
Following are certain clarifications of or modifications
to the information presented in the Application.

Page
‘ Clarification/Modificati

2 No part of APS' interest in PVNGS common
facilities and the real property related
thereto (excluding the PVNGS ‘site) will
be sold. Such property will (assuming
APS does not exercise its option to
repurchase the Unit 2 Facilities) be
subject to the "support agreements"
referred to in Section 3.8 of the
Application (see p. 13) and made avail-
‘able to the Lessor and its successors and
assigns after (i) termination of the
lease, (ii) the issuance of a Commission
license to such person and (iii) the
qualification of such person as a

| "Pransferee” under Section 15.10 of the

- ANPP Participation Agreement.

2,n.1 An undivided interest in the PVNGS site
‘ will be sold and under a "fee simple
determinable" deed and leased back under

the lease.

4 The statement is made: "As.shown below,

" the transactions described in the trans-

‘ actions described in this Application are

T ; Ry to

the transactions entered into by PNM with

respect to the Unit 1 Facilities...."
[Emphasis added.]

The phrase "similar in all significant
respects" was intended to refer only to
the description of the proposed Unit 2
transactions thereafter set forth in the
Application. This phrase does not mean
that the terms of the transaction docu-
ments, as finally negotiated and exe-
cuted, for the proposed APS transactions
will be the same as the terms of the PNM
Unit 1 documents.
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. If requested, we will supply you with a

‘ » description of the material differences
between the two sets of transaction docu-
ments after the APS documents have been
finally negotiated and executed.

9 The fair market value of APS's 29.1%
interest in PVNGS Unit 2 (exclusive of
the PVNGS site and common facilities and
related real property interests) is
approximately $1.1 billion.

19 The proposed sale and leaseback transac-
tions can occur subsequent to August 18,
1986, but only at the risk of such prop-
erty not constituting "transition )
property" as defined in the House tax '
‘bill (H.R. 3838, 99th Congress). One .
-consequence of not being transition prop- ‘
erty is a possible adverse impact on the ’
tax benefits available to the Equity
Investors under the proposed §
transactions. » Cos

11; 25-26 On each of these pages statements are
made which, if taken out of context, may
be subject to 'the construction that the
Lessors, the Equity Investors and their ,
respective successors and assigns have no
control of, or ability to realize the
value of, their respective interests
except as passive owners of such inter-
ests under the leases. These statements
were not intended, nor should they be
construed, to relate to rights of the
Lessor and the Equity Investors in the
residual values of the Unit 2 Facilities
after termination of the leases. Rather,
these statements were intended to
describe the rights of such persons
during the term of the leases, when the
Lessor and the Equity Investors are
neither licensees of the Commission nor
Participants under the ANPP Participation
Agreement. Upon (i) the termination of
R the Lease, (ii) the issuanceé of a license .
‘ or a license amendment by the Commission ,
and (iii) the qualification of the Lessor "
or its successor as a Participant under '

-3~
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the ANPP Participation Agreement . in

respect of the Unit 2 Facilities, or any
part thereof, such person would have full
rights in respect of such Unit 2
Facilities and could then realize all
values which may be derived therefrom.
The Application is not meant to preclude
such person, in appropriate circumstances
and subject to due compliance with the
Commission's regulations, from realizing
the residdal values of the Unit 2
Facilities. :

14-15 In the Application, a debt funding mecha-
nism utilizing Funding Corporation is
described. This constitutes only one
debt funding mechanism that APS is cur-
rently considering. APS may, for exam-
.ple, forgo the use of Funding Corporation
,in favor of privately-placed separate

{ long-term loans to each Lessor. In addi-
tion, interim financing will be provided
by as many as 18 banks pending placement
of long-term financing or sale of long-
term debt. The description of the nature
and amount of the debt is otherwise as
set forth in the Application.

None of the clarifications set forth above and modifica-
tions alter the representations made in Section 13 of
the Application (pages 30-33); i.e., the representations
and conditions that are material to the Commission's
action on the Application, including, specifically, the
acknowledgment by the Lessors and the Equity Investors
that none of them may take possession of their respec-
tive interests in the Unit 2 Facilities upon termination
of the lease for any cause until the Commission's
licensing requirements have been met. At such time any
Lessor; Equity Investor or a transferee or assignee of
any of them who may take possession of such interests
will be subject to the Commission's jurisdiction in
respect thereof.
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If I can be of further assistance, please do
not hesitate to call.

Sincerely,

T T ,
Timothy Michael Toy

Copies with enclosure to:

Edward S. Christenbury, Esq.

Assistant General Counsel for Hearings
Nuclear Regulatory Commission :
7735 01d Georgetown Road

Bethesda, ‘Maryland 21930

Edwin J. Reis, Esq.

Deputy Assistant General Counsel
Nuclear Regulatory Commission
7735-01d Georgetown Road
Bethesda, Maryland 21930

Oreste R. Pirfo, Esq.
Attorney- ’

Nuclear Regulatory Commission
7735 014 Georgetown Road
Bethesda, Maryland 21930

Arthur C. Gehr, Esq.
Snell & Wilmer

3100 Valley Bank Center
Phoenix, Arizona 85073

Jon S. Cohen, Esq.
Snell & Wilmer

3100 Valley Bank Center
Phoenix, Arizona 85073

Mr. Paul A. Williams

Vice President and Treasurer
Arizona Public Service Company
411 North Central Avenue
Phoenix, Arizona 85072
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