o« 3 N

O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

DRIGINAL MDA flll

1Y f

BEFORE THE ARIZONA CORPORATION Cu.vaivisonw. -

COMMISSIONERS /e
W CEC 10 P 347
MARC SPITZER, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
MIKE GLEASON
KRISTIN K. MAYES

IN THE MATTER OF THE APPLICATION OF Docket No. E-01345A-03-0437
ARIZONA PUBLIC SERVICE COMPANY FOR A
HEARING TO DETERMINE THE FAIR VALUE
OF THE UTILITY PROPERTY OF THE
COMPANY FOR RATEMAKING PURPOSES, TO NOTICE OF FILING
FIX A JUST AND REASONABLE RATE OF LATE FILED EXHIBITS
RETURN TEHREON, TO APROVE RATE
SCHEDULES DESIGNED TO DEVELOP SUCH
RETURN, AND FOR APPROVAL OF
PURCHASED POWER CONTRACT.

Commission Staff hereby gives Notice of Filing additional information requested by one or
more of the Commissioners during the hearing in the above-referenced docket.

RESPECTFULLY SUBMITTED this 10th day of December, 2004.

X222 A
Christppher C. Kempley, Clajef Counsel
Jgnet Wagner, Attorney
Jason Gellman, Attorney

Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007
(602) 542-3402

Original and 13 copies of the foregoing

filed this 10" day of December, 2004, with: Arizona Corporation Commission

Docket Control DO C KETED
Arizona Corporation Commission
1200 West Washington DEC 1 0 2004

Phoenix, AZ 85007

DOCKETED BY
Copy of the foregoing sent by electronic
and first class mail this 10™ day of
December, 2004, to:
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Thomas L. Mumaw
Karilee S. Ramaley
Pinnacle West Capital Corporation

P. O. Box 53999, MS 8695
Phoenix, AZ 85072-3999

Jeffrey B. Guldner
Kimberly Grouse

Snell & Wilmer

One Arizona Center

400 East Van Buren
Phoenix, AZ 85004-0001

Jana VanNess

Manager, Regulatory Compliance
Arizona Public Service

Mail Station 9905

P. O. Box 53999

Phoenix, AZ 85072

Jay L. Shapiro

Patrick J. Black

Fennemore Craig, P.C.

3003 N. Central, Suite 2600
Phoenix, AZ 85012

Attorneys for Panda Gila River

Raymond S. Heyman

Michael W. Patten

Roshka Heyman & DeWulf

One Arizona Center

400 E. Van Buren, Suite 800

Phoenix, AZ 85004

Attorneys for UniSource Energy Services

Deborah R. Scott

Unisource Energy Services

One South Church Street, Suite 200
Tucson, Arizona 85702

Lawrence V. Robertson, Jr.
Munger Chadwick, P.L.C.
National Bank Plaza

333 North Wilmot, Suite 300
Tucson, AZ 85711

Attorneys for Southwestern Power Group II,
Bowie Power Station and Mesquite Power

Walter W. Meek, President

Arizona Utility Investors Association
2100 N. Central, Suite 210

Phoenix, AZ 85004

Scott S. Wakefield

Chief Counsel

RUCO

1110 W. Washington, Suite 220
Phoenix, AZ 85007

C. Webb Crockett

Fennemore Craig, P.C.

3003 N. Central, Suite 2600

Phoenix, AZ 85012

Attorneys for AECC and Phelps Dodge

Theodore E. Roberts
Sempra Energy Resources
101 Ash Street, HQ 12-B
San Diego, CA 92101-3017

Greg Patterson

Arizona Competitive Power Alliance
5432 East Avalon

Phoenix, AZ 85018

Major Allen G. Erickson

AFCES A/ULT

139 Barnes Drive, Suite 1

Tyndall AFB, Florida 32403-5319
Attorney for FEA

Michael L. Kurtz

Boehm, Kurtz & Lowry

36 E. Seventh Street, Suite 2110
Cincinnati, OH 45202
Attorneys for Kroger Company

Bill Murphy

Murphy Consulting

2422 E. Palo Verde Drive

Phoenix, AZ 85016

Consultant for Arizona Cogeneration Assn.

Robert W. Geake
Arizona Water Company
P. O. Box 29006
Phoenix, AZ 85038-9006
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Michael A. Curtis

William P. Sullivan

Larry Udall

Martinez & Curtis, P.C.

2712 North Seventh Street
Phoenix, AZ 85006

Attorneys for Town of Wickenburg

Timothy M. Hogan

Arizona Center for Law in the Public Interest

202 E. McDowell Road, Suite 153

Phoenix, AZ 85004

Attorneys for Western Resource Advocates
and Southwest Energy Efficiency Project

S. David Childers

Low & Childers, P.C.

2999 North 44™ Street, Suite 250
Phoenix, AZ 85018

Cynthia Zwick

Executive Director

Arizona Community Action Association
2627 North Third Street, Suite 2
Phoenix, AZ 85004

Coralette Hannon

AARP Department of State Affairs
6705 Reedy Creek Road

Charlotte, NC 28215

Rebecca C. Salisbury

56" Fighter Wing JA

7383 N. Litchfield Road

Luke AFB, AZ 85309-1540

Attorney for Federal Executive Agencies

Eric C. Guidry

Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, CO 80302

Jeff Schiegel

SWEEP Arizona Representative
1167 West Samalayuca Drive
Tucson, AZ 85704-3224

Jay 1. Moyes

Moyes Storey, Ltd.

3003 N. Central Avenue, #1250

Phoenix, AZ 85012

Attorneys for PPL Sundance and PPL
Southwest Generation Holdings

Andrew W. Bettwy

Bridget A. Branigan
Southwest Gs Corporation
5241 Spring Mountain Road
Las Vegas, NV 89150

J. William Moore
Attorney at Law
1144 East Jefferson
Phoenix, AZ 85034

David Berry

Western Resource Advocates
P. O. Box 1064

Scottsdale, AZ 85252-1064

Daniel W. Douglass

Law Offices of Daniel W. Douglass, APC
6303 Owensmouth Avenue, 10" Floor
Woodland Hills, CA 91367-2262

James M. Van Nostrand

Stoel Rives, LLP

900 SW Fifth Avenue, Suite 2600
Portland, OR 97204

Jon Poston

AARP FElectric Rate Project
6733 East Dale Lane

Cave Creek, AZ 85331

Katherine McDowell

Stoel Rives, LLP

900 SW Fifth Avenue, Suite 2600
Portland, OR 97204

George M. Galloway

Arizona Competitive Power Alliance
900 SW Fifth Avenue, Suite 2600
Portland, OR 97204

Nicholas J. Enoch

Lubin & Enoch, P.C.

349 North Fourth Avenue

Phoenix, AZ 85003

Attorneys for IBEW Locals 387, 640 and 769
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Jesse A. Dillon

PPL Services Corporation
Two North Ninth Street
Allentown, PA 18101

Paul R. Michaud

Michaud Law Firm, P.L.C.

23 Crimson Heights Road
Portland, CT 06480

Dome Valley Energy Partners

Robert Annan

Annan Group

6605 E. Evening Glow Drive
Phoenix, AZ 85062

Marvin S. Cohen

Sacks Tierney, P.A.

4250 N. Drinkwater Blvd., 4" Floor

Scottsdale, AZ 85251-3693

Attorneys for Contellation NewEnergy, Inc.
And Strategic Energy, LLC

Sean Seitz

President

Arizona Solar Energy Industries Association
5056 South 40™ Street, Suite C

Phoenix, AZ 85040
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Status of WREGIS

Western Renewable Energy Generation Information System (WREGIS) is envisioned to
operate as an independent accounting system and database that will track renewable energy
generation and ownership of renewable energy certificates (RECs) within the Western
Interconnect (11 states, 2 Canadian provinces, and northern Baja). WREGIS is currently being
funded by the Western Governors' Association (WGA), the Western Regional Air Partnership
and the California Energy Commission (CEC).

WREGIS is intended to be a tracking system and registry similar to a banking system that
will enable the registration of generators and other account holders, the tracking of REC transfers
in and out of the system, and the creation of public and private reports. The goals of WREGIS
are the following:

1. Establish a single institution in the West that will record renewable energy
generation information and issue, register, and track RECs for use in verification
of compliance with state regulatory and voluntary market programs;

2. Develop standard definitions, rules, and operating guidelines for participants in
WREGIS;

3. Improve economics for the region's renewable energy resources; and

4. Support state renewable energy policies as well as regulatory programs.

WREGIS does not define what technologies are "renewables." The states set their own
policies regarding what is acceptable as "renewables" for their own programs.

In December 2003, CEC and WGA issued a needs assessment report, documenting the
basic functions and capabilities of WREGIS. The WREGIS Working Group was formed in
January 2004. The WREGIS Operational Rules Committee issued WREGIS Interim Operating
Rules: Functional Requirements in July 2004. Also in July 2004, the Western Electricity
Coordinating Council agreed to be the institutional home for WREGIS. The WREGIS
Institutional Committee issued its report on WREGIS governance and fee structures in
November 2004.

The tentative schedule for the further development of WREGIS is the following:

Feasibility Study Report approved - Winter 2004
Request for Proposals released - Spring 2005
Contractor Selected - Spring/Summer 2005
WREGIS operational - Late 2005




American Jobs Creation Act of 2004!

In regard to renewable energy, the American Jobs Creation Act of 2004 (signed into law
on October 22, 2004) extended and expanded the renewable energy tax credit under Section 45
of the Internal Revenue Code. Before the Act, Section 45 provided power producers a 10-year
production tax credit (PTC) equal to 1.5 cents (indexed for inflation, currently 1.8 cents) per
kWh of electricity produced from qualified energy resources at qualified facilities placed in
service before January 1, 2004.2 Qualified energy resources only included wind, closed-loop
biomass, and poultry waste.

The Act expanded the definition of qualified energy resources to include open-loop
biomass (such as mill and harvesting residues, certain wood wastes, and agricultural livestock
waste), geothermal energy, solar energy, small irrigation power, and municipal solid waste
(landfill gas and trash combustion facilities). The credit amount is reduced in half for open-loop
biomass, small irrigation, landfill gas, and trash combustion facilities.

The Act provides an additional credit of $4.375 per ton of refined coal produced and sold
to third parties for the production of steam. Refined coal is defined as a liquid, gaseous, or solid
synthetic fuel produced from coal or high-carbon fly ash that when burned emits 20 percent less
nitrogen oxide and either sulfur dioxide or mercury compared to feedstock or comparable coal
available in the marketplace as of January 1, 2003, and that sells for at least 50 percent more than
the feedstock coal. The credit for refined coal is subject to inflation adjustments and a phase-out
based on market prices.

To qualify for the PTC, open-loop biomass, geothermal, solar, small irrigation, landfill
gas, and trash combustion facilities must be placed in service after the date of enactment of the
Act and before January 1, 2006. The credit period for those technologies will be limited to five
years. A refined coal facility must be placed in service after the date of enactment and before
January 1, 2009.

In addition, the Act limits the cutback of the PTC for state and local grants, tax-exempt
bond financing, subsidized energy financing, and other state and local tax credits.

Section 701 of the Act puts the U.S. Environmental Protection Agency in charge of a
demonstration program to provide up to $2 billion in tax-exempt financing to green building and
sustainable design projects on brownfields. The aggregate goal for the program is to reduce
electric consumption from traditional sources by 150 MW, reduce daily sulfur dioxide emissions
by 10 tons, expand the solar photovoltaic market by 75 percent (compared to the market growth
from 2001 to 2002), and generate at least 25 MW of power from fuel cells. The projects must be
partly supported by state or local governments and must be nominated by state or local
governments within six months.

! Sources include www.perkinscoie.com, www.martinandalex.com, www.stoel.com, and www.newrules.org.
2 The Working Families Tax Relief Act of 2004 extended the date to December 31, 2005.



http://www.perkinscoie.com
http://www.martinandalex.com
http://www.stoel.com
http://www.newrules.org

Staff Response to Commissioner Mundell’s Request for Additional PSA Scenarios

Attached are sheets showing the PSA accounting and customer bill impacts for the three
scenarios requested by Commissioner Mundell. The scenarios work off the information
contained in Scenario 11 contained in the previously provided Staff Response to Request for
Analysis of How the Various Proposals for APS Rates Will Impact an Average Customer Bill.
All three scenarios project customer bill impacts and PSA annual accounting through 2009 and
assume 3 percent load growth with all load growth being met with additional natural gas-fired
generation. Regarding the price of natural gas, Scenario 11A uses the base case cost of $5.78 per
MMBtu through 2009. Scenario 11B uses the natural gas prices cited by APS during the
hearing, $5.94 per MMBtu in 2006, $5.50 per MMBtu in 2007, and $5.08 per MMBtu in 2008.
Scenario 11C reflects rising natural gas prices in the coming years, with the price increasing five
percent annually, to $6.07 per MMBtu in 2006, $6.37 per MMBtu in 2007, and $6.69 per
MMBtu in 2009. All other adjustors and inputs are held constant with how they were reflected
in Scenario 11.
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Automatic Enrollment of Low-Income Customers

At the hearing, Commissioner Mayes asked the parties to analyze the issue of
automatically enrolling low-income customers in utility programs when they apply for other
income-based financial assistance programs such as Food Stamps.

At first blush, the concept appears desirable. One-stop shopping may enable low-income
customers to enroll in more programs for which they are eligible, more quickly, and without as
much hassle.

However, Staff has not had an opportunity to evaluate implementation issues that may
arise from an automatic process. Staff has talked with a representative from Arizona Community
Action Association (ACAA) for information on the subject. ACAA will be filing comments in
this docket that we understand to be generally supportive of the concept of automatic enrollment.




Marketing Costs for Low-Income Discount Programs

Company Annual Expenditures

Arizona Public Service (proposed Settlement) $150,000 (includes $75,600 for DES)
Southwest Gas (10/03-9/04) 5,163

Tucson Electric Power (2004) 46,508

UNS Electric (2004) 15,404

UNS Gas (2004) 73,549




