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L.AND AND WATER FUND OF THE ROCKIES
RESPONSES TO COMMISSIONERS” QUESTIONS ON ELECTRIC COMPETITION
FEBRUARY 25, 2002

BACKGROUND

On January 14, 2002, Commissioner Mundell docketed a letter in which he stated that
“... it is necessary to determine if changed circumstances require the Commission to take
another look at electric restructuring in Arizona.” He attached a set of questions to the
letter aimed at providing information to assist the Commission’s review of competition
issues and on January 30, 2002 issued supplemental questions. On January 22, 2002,
Commissioner Spitzer docketed questions regarding environmental aspects of retail
electric competition in Arizona. On February 7, 2002, Commissioner Irvin docketed
several questions as well.

The Land and Water Fund of the Rockies’ (LAW Fund’s) responses to selected questions
are set forth below. The LAW Fund is responding only to those questions where it has
special expertise. Questions bearing on related issues are grouped together so that the
responses are not repetitive.

The LAW Fund appreciates the opportunity to provide information to the Commission on
these critical issues. The Commission is a nationally recognized leader in promoting
renewable energy, through the Environmental Portfolio Standard, and in balancing the
environmental impacts of new electric generation facilities with the need for those
facilities, through its review of applications for Certificates of Environmental
Compatibility. At this time, the Commission has the opportunity to examine competition
issues in light of the benefits of renewable energy, cost-effective demand side
management, energy efficiency, and distributed generation and to steer the course that
will benefit all of Arizona over the long run.

RESPONSES TO COMMISSIONER MUNDELL’S QUESTIONS

Question 1. A. 1. and 3. What are the possible goods and services traditionally
provided by the electric utility for which retail competition is possible? You may
address the following categories of goods and services: ... green power, ....,
demand side management,[and] energy efficiency....

A. Utilities in Arizona have offered green power and demand side management (DSM)
services. In theory, these services could be offered competitively and some are
offered competitively today. DSM for large commercial and industrial consumers is
offered competitively by energy service companies. However, competitive provision
of DSM for residential and smaller commercial and industrial consumers has been
only marginally viable in the absence of supporting utility DSM programs. The
transaction costs of selling DSM services to small consumers are very high relative
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to the profits which can be made selling more efficient lighting, more efficient
motors, more efficient space cooling appliances, shade trees, insulation, etc. Further,
many consumers are not well educated on energy efficiency so that they can make
conscious trade offs between capital costs and long term savings. The education
problem is compounded by the perceived risk that the energy savings may not be
real.

Similarly, green power programs could be offered competitively and competitive
green power has been sold in states with active retail electric competition. However,
much of that green power is derived from existing hydropower, geothermal or
biomass projects rather than from new renewable energy power plants. Consumers’
willingness to pay for renewable energy may not cover the costs of the more
expensive renewable energy technologies, thereby restricting deployment of those
technologies. The costs need to be recovered from more consumers than just those
who want green energy and the competitive market alone cannot assure such cost
recovery.

In conclusion, the ability of competition to foster DSM, energy efficiency, and green
power is at best marginal. Relying solely on a competitive market to deploy cost
effective DSM and renewable energy projects at this time will probably slow the
progress made on DSM and renewable energy through regulatory intervention.

Question II1. F. How does current Commission regulation promote or deter the
ability of (1) renewables, (2) distributed generation, and (3) energy efficiency and
demand side management to compete with traditional generation resources?

Current Commission regulation generally promotes the development of renewable
energy resources through the Environmental Portfolio Standard (EPS).1 This policy
is or should be independent of the continuation, delay, or abandonment of retail
electric competition. If the Commission decides to suspend retail electric
competition, the EPS should remain in place. As will discussed in our response to
Commissioner Spitzer’s questions 1-6, it is possible to pursue a renewable portfolio
standard with or without retail electric competition. The Corporation Commission’s
authority to regulate public service corporations (AZ Constitution, Article 15, § 3) so
as to require a renewable portfolio standard is not restricted by whether the
Commission does or does not pursue a policy of retail electric competition.

As aresult of the EPS, the LAW Fund expects that significant renewable energy
generation capacity will be deployed and that this deployment will give the
renewable energy industry the opportunity to pursue economies of scale and new
technologies in the manufacture and installation of renewable generation equipment.
Further, the EPS increases the options available to consumers to support

' A.A.C.R-14-2-1618.
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environmentally friendly power generation, avoids air emissions that would
otherwise be produced by conventional generation of electricity, and encourages
Arizona manufacturing and assembly of renewable energy generation equipment.

Several aspects of the Commission’s regulation do deter renewable energy, however.
First, buy-back rates paid to qualifying facilities are inappropriately low. At present,
the avoided costs used to set buy-back rates are predicated on avoided conventional
generation costs (about $0.03 per kWh). But energy produced by qualifying

~ facilities eligible under the EPS enables the utility to avoid obtaining renewable
energy from resources required to meet the EPS. Ultilities must meet 50 to 60
percent of their EPS requirements from solar generation of electricity. The required
solar electricity can be produced by the utility or purchased by the utility. A buy-
back rate reflecting the market cost of generating electricity from solar electric
facilities is, therefore, appropriate. That is, the avoided costs for electricity produced
by photovoltaics and other eligible technologies need to reflect the costs of those
technologies in meeting EPS requirements, not the costs of conventional generation
which cannot be used by the utility to meet the EPS requirements. For solar
electricity produced from photovoltaics, the avoided generation costs are about $0.30
per kWh. The Commission should review all tariffs with buy-back rates for energy
derived from eligible technologies within the next three months and require utilities
to interpret avoided cost in these cases as the cost of meeting the EPS requirement
with eligible technologies.

Second, in addition to fixing the buy-back rate, the Commission should ensure that
the utilities have uniform net metering tariffs and implement them properly. These
tariffs apply to consumer owned qualifying facilities and indicate how the utility will
measure excess energy produced by the consumer from photovoltaics or other
qualifying facilities that feeds back into the grid and how the utility will measure and
charge for energy purchased from the utility. Ideally, the net metering tariffs should
require bi-directional meters. Net metering provisions depend on buy-back rates and
the two issues should be reviewed simultaneously.’

With regard to distributed generation, the Commission’s current policies may need
revision to promote distributed generation. In particular, the Commission may need

2 The competitive environment is about customer choice. Commission and utility policies and
practices should encourage grassroots energy resource options such as small-scale renewable energy.
The Commission must avoid increasing the transaction costs of small scale renewable energy to the
point of killing this important market. Net metering (allowing the meter to run backwards) is the low-
cost and simple solution to encouraging renewable resources. Moreover, 29 states have sponsored net
metering programs (two are in the proposal stage). Nearly all states limit the size of the generator
subject to net metering to 100 kW, with about one-fourth limited to under 10 kW. Perhaps the key net
metering policy issue is the treatment of excess generation, i.e., generation that exceeds the load of the
host facility. There are two broad categories of treatment. The first involves reconciliation of any
excess generation at the end of each monthly billing cycle. The second allows excess generation
credits to be carried forward to offset energy consumption in the following month, with reconciliation
occurring at the end of a twelve month period to allow for seasonal variations.
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to provide direction to distribution utilities to provide interconnection rules that
protect grid reliability and worker safety without imposing barriers to distributed
generation such as extreme insurance requirements or extended periods for review of
plans to install distributed generation. The Commission should direct Staff to review
current utility interconnection policies, conduct a public workshop on the issues, and
then, if necessary, start a rulemaking process to expedite interconnection between
utilities and owners of distributed generation. The entire process should be
completed within one year.

The Commission currently does not emphasize demand side management and energy
efficiency (DSM/EE) programs. As a result, Arizona suffers from a sub-optimal
deployment of cost effective DSM/EE measures. Many residential and commercial
consumers and their suppliers pay little attention to the net benefits of DSM/EE,
resulting in too little application of DSM/EE and too much reliance on power plants.
(Some very large industrial and commercial consumers do take advantage of
DSM/EE measures through energy service companies, however).

The LAW Fund believes that utilities should not only provide supply side resources
but also provide cost effective demand side resources where such resources are not
already being deployed. While such an obligation imposes costs on the utility which
are then passed along to ratepayers, the total cost to society of meeting the demand
for electric energy services is lower when cost effective DSM/EE is implemented
than when cost effective DSM/EE opportunities are foregone.

Utilities are in the energy business, have recurring contact with consumers, are
generally regarded as reliable by consumers, and are subject to the regulation of the
Commission. Therefore, utilities can serve as vehicles for deploying DSM/EE
programs. The Commission can promote cost effective DSM/EE by requiring
utilities to implement, on a large scale, a mix of: (i) installation programs, (ii) rebate
or other subsidy programs to reduce up-front costs to consumers, and (ii1) market
transformation programs aimed at educating consumers and suppliers and at
providing incentives to suppliers to promote energy efficient appliances and
buildings to their customers. The costs of such programs should be borne by the
general body of ratepayers and by program participants in an equitable manner.’

Finally, to execute the proposals set forth above, the Commission must have a staff
that is knowledgeable about interconnection, renewable energy, and DSM/EE. Staff
resources must be devoted to developing a vision, working with utilities, evaluating
programs and program alternatives considering economic principles, and enforcing
the Commission’s commitment to renewable energy, interconnection, and DSM/EE.

3 The Commission should avoid the trap of paying utilities for “lost net revenues” associated with
DSM/EE programs because the utilities’ responsibility extends to meeting energy service needs at lowest
cost, not just generating electricity.
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Question IV. B. 8. Does the transmission and distribution system facilitate or deter
(a) the development of renewable energy technologies, (b) the development of
distributed generation, and (c) the development of demand-side management and

energy efficiency?

A. At present transmission and distribution system conditions both facilitate and deter
the development of renewable energy technologies and distributed generation.
Current conditions facilitate development of renewable energy technologies and
distributed generation in the sense that congestion on transmission lines coming into
Phoenix and Tucson increases the value of generation located near load centers, i.€.,
in the Phoenix and Tucson metropolitan areas. Because of the environmental and
other difficulties of siting new conventional power plants in metropolitan areas,
distributed renewable energy resources, such as photovoltaics and landfill gas
facilities, can play an important role in serving metropolitan area consumers.
Similarly, DSM/EE measures are more valuable if the cost of bringing power into
metropolitan areas is high due to transmission line congestion.

The most likely response to transmission congestion appears to be construction of
more transmission capacity. The Commission’s review of proposed transmission
investments should include a comparison of the costs (including environmental
costs) of such investments with the costs of DSM/EE and renewable energy
generation distributed within load centers. If DSM/EE and renewable energy are
given full consideration, the result may be scaling back or rejection of some
transmission capacity plans.

With regard to deterrence of generation from renewable energy resources and DSM,
transmission planning still overlooks cost effective applications of renewable energy
and DSM that defer investments in transmission and distribution facilities. For
example, photovoltaics can be used in lieu of distribution system upgrades to
promote voltage stability. Increased capacity at transmission substations can also be
deferred by generating electricity at the substation with photovoltaics. The
Commission should ensure that distribution system planning systematically and
routinely seeks out cost effective use of renewable energy and DSM as an
alternative to investments in system upgrades. Such a process will also help secure
currently uncaptured benefits of peak shaving and voltage stability produced by
renewable energy projects and DSM. These efforts can build on analyses conducted
by APS and Navopache Electric Cooperative.*

* Arizona Public Service Company, Distributed Photovoltaic Generation: A Comparison of System Costs
vs Benefits, prepared for the Arizona Corporation Commission, Decision No. 57589, October 1992.
Navopache Electric Cooperative has analyzed the potential for a photovoltaic facility to improve voltage
levels on a long, remote distribution line and may help meet the EPS requirements with that facility.
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Third, the uncertain future planning and pricing policies for transmission service
adversely affect generation from large scale renewable energy projects (and from
conventional power plants as well). The details of pricing and planning should be
monitored by the Commission to ensure that renewable energy projects are not 1
adversely affected.

Finally, some renewable energy generation technologies may be located in remote
areas with no access to transmission because that is where the energy resource is
located (e.g., some wind or geothermal resources). Lack of access to transmission
facilities is not yet a hindrance to development of renewable energy in Arizona.
However, the costs of building new transmission lines to obtain power from remote
renewable energy projects may, in the future, become a significant issue.

Question VII. Please provide your vision for how viable competitive wholesale and
retail electric markets will or will not develop in Arizona. Please be specific
regarding dates, the development process, and measures for determining at various
stages how successful the process has been.

A. Retail electric competition is a process without a particular intended outcome other
than efficiency. In general, there are many material benefits to a competitive
economy including economic growth and development and the potential to provide
new services as has been recently witnessed in the telecommunications and computer
industries. A major feature of capitalism is the creation and destruction of economic
institutions,” which may manifest itself in new institutions and technologies in the
electric industry.

With regard to the process of competition, the LAW Fund believes that wholesale
competition is viable in Arizona as numerous independent power plants currently
and will in the future sell electricity to retail utilities. The market is already
competitive and is expected to remain so. However, wholesale competition has not
resulted in any “creative destruction” associated with dramatic cost savings or
technological breakthroughs, but appears to have resulted in “creative accounting.”

Retail competition is not very viable. Experience to date indicates that residential
and small commercial and industrial consumers are not interested in shopping around
unless they are heavily subsidized to do so or are coerced into shopping around.
They are further dissuaded from seeking out competitive suppliers if they have to
change their consumption habits to get lower bills resulting from “real time pricing”
that competitive suppliers might wish to offer. On the supply side, competitive
energy suppliers do not want to incur the transaction costs of signing up, serving, and
billing thousands of small consumers on whom the profit margin is tiny.

In contrast, large industrial and commercial consumers like to have the additional
bargaining power of shopping around when they negotiate power supply contracts.

* Joseph Schumpeter, Capitalism, Socialism and Democracy, New York: Harper Colophon Books,
originally published 1942; see chapter VII, “The Process of Creative Destruction.”
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However, the LAW Fund does not know whether industrial consumers as a group are
happy with their experiences in competitive retail markets.

With regard to outcomes, the LAW Fund believes that society would be better off
with greater deployment of renewable energy, distributed generation, and demand
side management. The benefits include lower long run costs of meeting the demand
for electric energy services and improved environmental quality. The most direct
and dependable path to greater deployment of renewable energy, distributed
generation, and demand side management at this time is government intervention in
the electricity marketplace, regardless of whether that market is open to competition.
The Corporation Commission is well situated to take on the task of benefiting
Arizona by continuing to pursue policies in these areas.

RESPONSES TO COMMISSIONER SPITZER’S QUESTIONS

Questions 1 — 6. In a vertically integrated utility model, what incentives

(regulatory, financial and ratemaking) exist for the expanded use of renewable
energies? In a competitive electric market model, what incentives exist for the
expanded use of renewable energies? In a vertically integrated utility model, what
disincentives (regulatory, financial and ratemaking) exist for the expanded use of
renewable energies? In a competitive electric market model, what disincentives exist
for the expanded use of renewable energies? During Arizona’s period of reliance of
the vertically integrated utility model, what renewable energy programs were
enacted in Arizona? Since Arizona’s adoption of a competitive electric market
model, what renewable energy programs have been enacted in Arizona?

A. Arizona first adopted a competitive electric market model in December 1996.
However, that model was revised several times by the Commission before a
competitive framework was finally adopted in September 1999. Despite the
adoption of a retail competition model, there is little or no retail electric competition
in Arizona.® There is wholesale electric competition throughout the west.

From 1989 through 1996, the Commission addressed renewable energy policy
through its integrated resource planning process. Figure 1 shows the amount of
renewable energy generating capacity installed or under construction in Arizona in
1996, including projects sponsored by utilities, the U.S. Army, John F. Long (a
central station photovoltaic project in West Phoenix), and private business
(biomass/cogeneration projects associated with agriculture or agricultural
processing).” The integrated resource planning process encouraged utilities to start

¢ Most of the support for retail choice came from large industrial and commercial consumers.

7 Data from The Electric Industry in Arizona, Staff Report on Resource Planning, October 1996, page C-
16.
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implementing renewable energy projects and utility sponsored projects (including
SRP) accounted for about 170 kW of photovoltaics (PV) applications.

The 1996 version of the Commission’s rule on retail electric competition contained a
solar portfolio standard starting at one half of one percent of retail kWh sold
competitively and increasing to one percent. Subsequently, the Commission
removed the portfolio standard from its competition rule and later included a
modified environmental portfolio standard that expands the eligible technologies and
allows for a variety of extra credit multipliers.

Figure 2 shows renewable
energy projects of 10 kW or
larger capacity installed in
Arizona by year.® There are
over 13 MW of such projects

in place. Figure 3 shows the 400

mix of projects in 2001. The 300

motivations behind these 200

projects include the 100 :. l
Environmental Portfolio 0. , . ‘
Standard and utility Utility US Army  JF Long Private
management initiatives, Project Sponsor

especially in the case of ‘
Tucson Electric Power

Company and Salt River
Project.

Arizona Renewable Energy Generating
Capacity 1996

500
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Figure 1

Renewable Energy Electric Generating Capacity
Additions by Year in Arizona
(projects 10 kW or larger)
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Figure 2

¥ Data from utility reports, the National Renewable Energy Laboratory’s REPiS database, and the 1996
Staff Report on Resource Planning. Solar hot water projects are excluded from the graph.
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Mix of Renewable Energy Electric
Generating Capacity in Arizona
(projects 10 kW or larger)
10000
8000
6000
2
4000
0 : - .
PV Landfill Gas Other
Figure 3

Adoption of a renewable portfolio

standard is independent of whether v
a state adopts retail electric CA v (suspended)
.. . .. TX v va
competition or retains a traditional
regulated environment. The table’ & Y Renewable energy fund
. MI v
shows that some states which have -5 7
adopted retail electric competition VA 7
have adopted renewable portfolio PA v Via settlements
standards and some have not. MD v
Conversely, some states which DE v
have adopted renewable portfolio NJ 4 v
standards have pursued retail NY ": v
electric competition and some have Ic\:'l,l‘f‘ e —
not. RI 7
NH v
In a vertically integrated utility ME v v
model with traditional utility WI v
regulation, the incentives for NV v
expanding the use of renewable HI Y
energy are: MN Renewable energy fund
NM postponed Under consideration
. uUT Under consideration
© Renewable portfolio CcO Under consideration

standards which require that
a specified amount of generating capacity be renewable energy technologies

® Sources for Table: Ryan Wiser, Kevin Porter, and Mark Bolinger, “Comparing State Portfolio Standards
and System-Benefits Charges under Restructuring,” Lawrence Berkeley National Laboratory and National
Renewable Energy Laboratory, October 23, 2000. Energy Information Administration, “Status of State
Electric Industry Restructuring Activity as of January 2002.” Information modified by current initiatives in
Utah, Colorado, Nevada, and New Mexico.
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©

©

or that a specified amount of kWh be derived from renewable energy
technologies.

Reasonable assurances of cost recovery for investments in renewable energy
generating capacity or purchases of energy from renewable resources.
Requirements for utilities to purchase energy at the utility’s avoided cost from
qualifying facilities under the Public Utility Regulatory Policies Act. This has
been especially evident in California.

Tax incentives. For example, tax incentives were instrumental in encouraging
the LUZ solar trough projects in California in the 1980s and the withdrawal or
uncertainty of continuation of these incentives contributed to termination of
further investment in the technology.

Financial incentives such as federal government programs to help pay for the
costs of renewable energy (e.g., TEAM-UP for photovoltaic projects) and
loans for investments in renewable energy projects (e.g., RUS loans for
renewable energy projects for cooperatives).

Demand by some consumers for green energy and a concomitant willingness
to pay for green energy.

Public relations benefits for utilities who do pursue renewable energy projects.

The result of these incentives for the nation as a whole is shown in Figure 4."

In a competitive electric market
model, the same incentives for US Renewable Energy Generating Capacity
expanding the use of renewable 1999

energy are applicable, assuming
that electricity derived from

renewable energy costs more than z'ggg
conve.nt.lonally generated 8,000
electricity. 2 6000
4,000

With regard to disincentives for 2,000 J
0

expanded use of renewable
energy, the following factors

apply:
®

@

(Excluding Hydropower)

geothermal
biomass
solar/pv
wind

In both competitive and
regulated markets, the high  Figure 4

cost of renewable energy.

In both competitive and regulated markets, lack of information about currently
cost effective applications of renewable energy technologies, such as wind
power, which may be cost competitive today in some locations. In addition,
distribution utilities often overlook the application of renewable energy
technologies, such as photovoltaics, which are cost effective where line

! The data on US renewable energy generating capacity are from EIA, Renewable Energy Annual 2000,

Table S.

11
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extensions (often less than 1 mile long) or upgrades are more expensive than
installing renewable energy technologies.

® In both competitive and regulated markets, failure to consider the value of
stable prices for energy from renewable resources or energy savings from
DSM in an environment in which fossil fuel prices and spot market electricity
prices are highly volatile. _

® Primarily in competitive markets, the risk that the utility will not recover its
costs because the level of demand for renewable energy does not support
energy production from renewable energy technologies.

@ In both competitive and regulated markets, utility perceptions that because
some renewable energy technologies are not dispatchable, they should not be
used. Experience with photovoltaics and wind power indicate that utilities can
integrate large quantities of such generation into their systems without adverse
effects, however.

Questions 7-10: Under the vertically integrated utility model, what incentives exist
to build newer plants that are less damaging to the environment to replace older,
dirtier plants? Under the competitive electric market model, what incentives exist to
build new plants that are less damaging to the environment to replace older, dirtier
plants? Under the vertically integrated utility model, what disincentives (regulatory,
financial and ratemaking) exist to build newer plants that are less damaging to the
environmental to replace older, dirtier plants? Under the competitive electric
market model, what disincentives exist to build newer plants that are less damaging
to the environment to replace older, dirtier plants?

A. In general, there are no incentives under either the traditional regulated model or the
competitive electric market model for generator owners to replace older, dirtier
plants. No power plants serving Arizona are scheduled for replacement. Indeed,
“older, dirtier” plants (presumably coal plants and old combustion turbines burning
oil) are attractive to generators because they have been largely or completely paid
for, often use inexpensive fuel, and some have not been subject to environmental
review. There is a strong financial disincentive to replace any of these plants.

Under the regulated model, SRP and the co-owners of the Navajo generating plants
agreed (in response to a lawsuit) to retrofit the plants to reduce sulfur dioxide
emissions. It is uncertain whether they would be as willing to do so in a competitive
market since their costs would increase, placing the power plant at a competitive
disadvantage.

In a competitive market, investment decisions are motivated by expected financial
returns. The types of power plants constructed under a competitive market model
and a traditional regulated market model may be different. In a competitive
wholesale environment, natural gas fired units predominate over coal plants for
several reasons:

12
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= Lower risk of not recovering the investment. Gas fired power plants have
lower capital costs per KW of generating capacity.

< Qreater efficiency of gas fired combined cycle units (i.e., fewer Btus of fuel
per kWh generated).

<= Ability to use natural gas fired units for peaking, intermediate, or baseload
purposes (the last applying to combined cycle units).

= Lower emissions of carbon dioxide and sulfur dioxide per kWh generated and

lower emissions control costs.

Shorter construction lead times.

9

These same factors also apply to the regulated market model. However, under a
regulated system, utilities have typically planned for baseload, intermediate, and
peaking plants as distinct facilities. Baseload plants typically exhibit high capital
costs, high capacity factors, lower fuel costs, and long useful lives over which capital
costs are recovered. Baseload plants in Arizona have traditionally been coal fired or
nuclear plants. Recovery of the capital costs of traditional baseload plants, while not
guaranteed, has been sufficient to keep regulated utilities in business.

Questions 13-14: During Arizona’s period of reliance on the vertically integrated
utility model, what amount of excess generating capacity existed in Arizona? Since
Arizona’s adoption of a competitive electric market model, what amount of excess
generating capacity existed in Arizona?

A. Both the traditional regulatory model

and a competitive market model can Reserve Margins in 1990
result in excess power generation
capacity.
50%
During the late 1980s and early 40%
1990s, excess generating capacity 30%
existed in Arizona for several years. 20% -
That excess capacity included APS’ 10% t
share of Palo Verde Unit 3 (or Cholla 0% | ' _
Unit 4), and portions of TEP’s APS TEP SRP  AEPCO
Springerville Units 1 and 2. SRP

suspended its plans to add to the

Coronado generating station in the Figure 5

late 1980s to avoid any excess

capacity that it might otherwise create. Flgure 5 shows reserve margins for Arlzona
generatml% utilities in 1990. Reserve margins above about 15 percent suggest excess
capacity.

The generating capacity added after 1996 was put in place largely to serve
competitive wholesale markets and possibly to serve retail electric competition in

"' Source of data: Staff Report, Resource Planning, November 9, 1990, page 55. The reserve margins are
calculated as the utility’s capacity minus peak demand expressed as a percentage of peak demand.

13
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California (now suspended). The southwest appears to be entering a period of excess
generating capacity. Western Systems Coordinating Council (WSCC) projections of
reserve margins are shown in Figure 6 and these projections suggest excess capacity
from 2003 through 2008 or later. Further, spot market prices for electricity have
fallen to low levels, again suggesting that additional generating capacity is not
needed at this time. And the trade press indicates that the power generation industry
is facing a bust period after the boom period of the past few years. Investors are
expected to respond to excess capacity by cutting back on construction of new power
plants.

Applicants for Certificates of Environmental Compatibility should not be able to
“store” their Certificates for long periods while waiting for the impending excess
capacity to abate. In five years, environmental conditions could well be different and
there could be better understanding of water supply and air quality issues. Therefore,
the LAW Fund recommends that if the Commission grants a Certificate of
Environmental Compatibility, the associated power plant must be under construction
within 3 to 5 years. Otherwise the Certificate should lapse and the generator would
have to reapply if he or she wants to construct a power plant at that site in the future.

Summer Reserve Capability as Percent of Firm
Peak Demand
Source: WSCC 10 Year Coordinated Plan Summary 2001-
2010
60%
50% DA
’ R .
40% = _ -
30% -
20% - ,' \\
10% +—=—
0% ¥ T T + 1 T T 4 T T
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Region
AZ-NM-S. NV ~ = = = CA - Mexico
Figure 6
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Respectfully submitted this 22nd day of February 2002,

A DM

Rick Gilliam

LAW Fund Energy Project
2260 Baseline Rd., Suite 200
Boulder, CO 80302

(303) 444-1188 x218

(303) 786-8054
rgilliam@lawfund.org

David Berry

Land and Water Fund of the Rockies
P.O. Box 1064

Scottsdale, AZ 85252-1064
480-990-7209 (fax is the same)
azbluhill@aol.com
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Renaissance One

Two North Central

Phoenix AZ 85004-2391

Steven J. Duffy

Ridge & Isaacson

3101 N. Central, Suite 1090
Phoenix AZ 85012

Steve Lavigne

Director of Regulatory Affairs
Duke Energy

4 Triad Center, Suite 1000
Salt Lake City UT 84180

Robert S. Lynch

Arizona Transmission Dependent
Utility Group

340 East Palm Lake, Suite 140
Phoenix AZ 85004-4529

Dennis L. Delaney

K.R. Saline & Associates
160 N. Pasadena, Suite 101
Mesa AZ 85201-6764

Thomas L. Mumaw
Jeffrey B. Guldner
Snell & Wilmer
One Arizona Center
Phoenix AZ 85004

Michael L. Kurtz

Borhn Kurtz & Lowry

36 E. Seventh Street, Suite 2210
Cincinnati OH 45202

Kevin C. Higgins

Energy Strategies

30 Market Street, Suite 200
Salt Lake City UT 84101

Charles T. Stevens

Kevin C. Higgins

Electric Choice & Competition
245 Roosevelt Street

Phoenix AZ 85003

David Berry

Land and Water Fund of the Rockies
P.O. Box 1064

Scottsdale, AZ 85252

William P. Inman

General Counsel

Arizona Department of Revenue
1600 West Monroe, Room 911
Phoenix AZ 85007

Lawrence V. Robertson. Jr.
Munger Chadwick, PLC
National Bank Plaza

333 North Wilmot, Suite 300
Tucson AZ 85711

Randall H. Warner, Esq.

Jones, Skelton & Hochuli, PLC
2901 Central, Suite 800
Phoenix AZ 85012

Robert Baltes, President

Arizona Cogeneration Association
Baltes/Valentino Associates Limited
7250 North 16th Street, Suite 102
Phoenix AZ 85020-5270

Mark Sirois

Executive Director

Arizona Community Action Assn
2627 North Third Street #2
Phoenix AZ 85004

Michael A. Curtis
Martinez & Curtis, P.C.
2712 North 7th Street
Phoenix Arizona 85006

Terry Frothun

Arizona State AFL-CIO

5818 N. 7th Street, Suite 200
Phoenix Arizona 85014-5811 -

Norman J. Furuta

Department of the Navy

900 Commodore Drive, Bldg 107
San Bruno California 94066-5006

Christopher J. Emge

Arizona Community Action Assn.
2627 N. 3rd Street, Suite 2
Phoenix Arizona 85004

A.B. Baardson

Nordic Power

4281 N, Summerset
Tucson Arizona 85715

Barbara S. Bush

Coalition for Responsible Energy
Education

315 West Riviera Drive

Tempe Arizona 85252

Sam Defraw (Attn. Code 001)

Naval Facilities Engineering
Command

Building 212, 4th Floor

901 M Street SE

Washington, DC 20374-5018

Rick Lavis

Arizona Cotton Growers Association
4139 East Broadway Road

Phoenix, Arizona 85040
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Steve Brittle

an’t Waste Arizona, Inc.
6205 South 12th Street
Phoenix Arizona 85040

Columbus Electric Cooperative, Inc.
P.O. Box 631
Deming, New Mexico 88031

Continental Divide Electric
Cooperative

P.O. Box 1087

Grants New Mexico 87020

Dixie Escalante Rural Electric
Association

CR Box 95

Beryl Utah 84714

Garkane Power Association, Inc.
P.O. Box 790
Richfield. Utah 84701

Arizona Dept of Commerce

Energy Office

3800 North Central Ave., 12th Floor
Phoenix Arizona 85012

Jessica Youle

PAB300

Salt River Project

P.O. Box 52025

Phoenix Arizona 85072-2025

Joe Eichelberger

Magma Copper Company
P.O.Box 37

Superior Arizona 85273

Craig Marks

Citizens Utilities Company

2901 N. Central Avenue, Suite 1660
Phoenix Arizona §5012-2736

Barry Huddleston

Destec Energy

P.O.Box 4411

Houston Texas 77210-4411

Steve Montgomery
Johnson Controls
2032 West 4th Street
Tempe Arizona 85281

Terry Ross

Center for Energy and Economic
Development

P.O. Box 288

Franktown Colorado 80116-0288

Clara Peterson

AARP

HC 31, Box 977

Happy Jack Arizona 86024

Carl Robert Aron

Executive Vice President and COO
ITRON, INC.

2818 N. Sullivan Road

Spokane Washington 99216

Douglas Nelson

Douglas C. Nelson, PC

7000 N. 16th Street, Suite 120-307
Phoenix Arizona 8§5020-5547

Larry McGraw

USDA-RUS

6266 Weeping Willow

Rio Rancho, New Mexico 87124

Jim Driscoll

Arizona Citizen Action

5160 E. Bellevue Street, Apt. 101
Tucson AZ 85712-4828

William Baker

Electrical District No. 6

7310 N. 16th Street, Suite 320
Phoenix, Arizona 85020

John Jay List

National Rural Utilities Cooperative
Finance Corp.

2201 Cooperative Way

Herndon Virginia 21071

Robert Julian

PPG

1500 Merrell Lane
Belgrade Montana 59714

K.R. Saline

K.R. SALINE & ASSOCIATES
Consulting Engineers

160 N. Pasadena, Suite 101
Mesa Arizona 85201-6764

Bradford A. Borman
PacifiCorp

201 S. Main, Suite 2000
Salt Lake City, Utah 84140

Timothy M. Hogan

Arizona Center for Law in the Public
Interest

202 F. McDowell Rd., Suite 153

Phoenix Arizona 85004

Marcia Weeks
18970 N. 116th Lane
Surprise Arizona 85374

Albert Sterman

Arizona Consumers Council
2849 East 8th Street

Tucson Arizona 85716

Michael Grant

Gallagher & Kennedy

2575 East Camelback Road
Phoenix Arizona 85016-9225

Suzanne Dallimore

Antitrust Unit Chief

Arizona Attorney General’s Office
1275 West Washington Street
Phoenix, Arizona 85007

Raymond S. Heyman
Michael Patten

Roshka Heyman & Dewulf
400 N. 5th Street, Suite 1000
Phoenix, Arizona 85004

Jay I. Moyes

Moyes Storey

3003 N. Central Ave., Suite 1250
Phoenix Arizona 85012

Stephen L. Teichler

Duane Morris & Heckscher
1667 K Street NW, Suite 700
Washington DC 20006

Kathy T. Puckett
Shell Oil Company
200 N. Dairy Ashford
Houston, Texas 77079

Andrew N. Chau

Shell Energy Services Co.
1221 Lamar, Suite 1000
Houston Texas 77010

John T. Travers

William H. Nau

272 Market Square, Suite 2724
Lake Forest, Illinois 60045
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Timothy Michael Toy

Winthrop, Stimson, Putnam & Roberts
One Battery Park Plaza

New York New York 10004-1490

Stephanie A. Conaghan
Duane, Morris & heckscher
1667 K Street NW, Suite 700
Washington DC 20006-1608

Chuck Miessner

NEV SOUTHWEST LLC

P.O. Box 711, Mailstop-DA308
Tucson, Arizona 85702-0711

Billie Dean

AVIDD

PO Box 97

Marana Arizona 85652-0987

Raymond B. Wuslich
Winston & Strawn
1400 L Street NW
Washington DC 20005

Steven C. Gross

Porter Simon

40200 Truckee Airport Road
Truckee California 96161-3307

Peter Q. Nyce, Jr.

Department of the Army
JALS-RS Suite 713

901 N. Stuart Street

Arlington Virginia 22203-1837

Michelle Ahlmer

Arizona Retailers Association
137 F. University Drive
Mesa, Arizona 85201

Holly F. Chastain

Schlumberger Resource Management
Services

5430 Metric Place

Norcross Georgia 30092-2550

Leslie Lawner

Enron Corp.

712 NorthLea

Roswell New Mexico 88201

Dan Neidlinger
Neidlinger & Associates
3020 N. 17th Drive
Phoenix, Arizona 85015

Chuck Garcia

PNM Law Department

Alvardo Square, MS 0806
Albuquerque New Mexico 87158

Sanford J. Asman
570 Vinington Court
Dunwoody Georgia 30350-5710

Patricia Cooper
AEPCO/SSWEPCO
1000 South Highway 80
Benson, Arizona 85602

Steve Segal

Leboeuf, Lamb, Greene & Macrae
633 17th Street, Suite 2000
Denver Colorado 80202-3620

Donald R. Allen

John P. Coyle

DUNCAN & ALLEN

1575 Eye Street NW, Suite 300
Washington DC 20005

Ward Camp

Phaser Advanced Metering Services
400 Gold SW, Suite 1200
Albuquerque New Mexico 87102

Theresa Drake
Idaho Power Company
P.O. Box 70

‘Boise, Idaho 83707

Libby Brydolf

California Energy Markets Newsletter
2419 Bancroft Street

San Diego California 92104

Paul W. Taylor

R W BECK

2201 E. Camelback Rd, Suite 115-B
Phoenix, Arizona 85016-3433

James P. Barlett
5333 N. 7th Street, Suite B-215
Phoenix Arizona 85014

Kevin McSpadden

Milbank, Tweed, Hadley and McCloy
601 S. Figueroa, 30th Floor

Los Angeles California 90017

Alan Watts

Southern California Public Power
Agency

529 Hilda Court

Anaheim California 92806

Frederick M. Bloom
Commonwealth Energy Corporation
15991 Red Hill Avenue, Suite 201
Tustin California 92780

Margaret McConnell

Maricopa Community Colleges
2411 W. 14th Street

Tempe Arizona 85281-6942

Chris King

Utility.com Inc.

5650 Hollis Street
Emergyville, CA 94608-2508

Christopher C. Kempley, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 W. Washington

Phoenix AZ 85007
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