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IN THE MATTER OF THE APPLICATION OF | Docket No. E-01345A-05-0816
ARIZONA PUBLIC SERVICE COMPANY |

FOR A HEARING TO DETERMINE THE Arizona Corporation Commission
FAIR VALUE OF THE UTILITY PROPERTY DOCKETED
OF THE COMPANY FOR RATEMAKING

PURPOSES, TO FIX A JUST AND DEC _ 6 2007
REASONABLE RATE OF RETURN

THEREON, TO APPROVE RATE DOCKETED BY QM
SCHEDULES DESIGNED TO DEVELOP

SUCH RETURN, AND TO AMEND
DECISION NO. 67744

IN THE MATTER OF THE INQUIRY INTO | Docket No. E-01345A-05-0826
THE FREQUENCY OF UNPLANNED
OUTAGES DURING 2005 AT PALO VERDE
NUCLEAR GENERATING STATION, THE
CAUSES OF THE OUTAGES, THE
PROCUREMENT OF REPLACEMENT
POWER AND THE IMPACT OF THE
OUTAGES ON ARIZONA PUBLIC SERVICE
COMPANY'S CUSTOMERS.

IN THE MATTER OF THE AUDIT OF THE | Docket No. E-01345A-05-0827
FUEL  AND PURCHASED POWER
PRACTICES AND COSTS OF THE
ARIZONA PUBLIC SERVICE COMPANY.

RUCO’S RESPONSE TO
COMMISSIONER MAYES’ LETTER

The Residential Utility Consumer Office (*RUCO") provides this response to

Commissioner Mayes’ November 28, 2007 letter requesting responses from RUCO and others
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1 |[to questions about Arizona Public Service Company’s (“APS”) recent proposal to treat funds
2 || collected under its Tariff Schedule 3 as revenue for ratemaking purposes.

3 RUCO appreciates Commissioner Mayes’ concerns regarding APS’ request that the

4 || Commission predetermine the ratemaking treatment it will ultimately afford any monies
5 || generated as a result of the proposed changes to APS Tariff Schedule 3. RUCO agrees that
6 |[this is too important of an issue to decide without an evidentiary record and a full vetting.
7 || That is why RUCO also agrees with the November 2, 2007 Staff report that opposes
8 || embedding resolution of a ratemaking issue in a routine compliance filing.! The ratemaking
9 ||treatment that ultimately is afforded the line extensions that are the subject of Tariff Schedule 3
10 || will materially affect the both the Company and its ratepayers and, as a result, should not be
11 || determined outside of a proceeding that fully analyzes the issue. The process afforded for
12 || review of a compliance filing is inadequate to address an issue of this magnitude and
13 || importance. The Commission is already exploring the issue of hook-up fees for electric and i
14 || gas utilites in a generic proceeding, Docket No. E-00000K-07-0052. The issue of whether
15 ||funds received from any such hook-up fees should be treated as revenues is under
16 || consideration in that proceeding.
17 Further, the details of APS’s proposal are unclear, making a complete analysis difficult.
18 || Specifically, it is unclear whether APS proposes that its Tariff Schedule 3 revenues would be in
19 || addition to the revenues collected pursuant to its current tariffs (which were designed to collect
20 |{the revenue requirement authorized by the Commission in Decision No. 69663), or if the

21

22 || Decision No. 69663 granted APS variances to A.A.C. R14-2-207.C.1 and C.2 which require an
electric utility to provide a specified footage of distribution line at no charge, and required APS to file, “as a
23 |} compliance item,” a revised line extension tariff that eliminates any free footage or free equipment allowance,
and removes any requirement for any economic feasibility analysis in its line extension policy. (Decision No.
24 ||69663 at 97, 156). APS’ original and amended filing of its revised Tariff Schedule 3 were in response to
those provisions of Decision No. 69663.
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remaining tariffs would be adjusted downward such that the total dollars collected under all
APS’ tariffs would be equal the approved revenue requirement. APS’ statements in support of
its Tariff Schedule 3 proposal appear contradictory in this respect. For example, APS’
November 16, 2007 exceptions includes a numerical example demonstrating that its proposal
to treat the payments received under Schedule 3 as revenues is more tax advantageous than
Staff's suggestion to treat those funds as Contributions in Aid of Construction (CIAC). APS’
numerical analysis portrays its “revenue” proposal as having zero tax consequences. This
could only be the case if the currently-authorized tariffs are reduced to accommodate the
revenue recovered via Schedule 3. However, APS’ October 24, 2007 amended filing indicates
that its “revenue” proposal would “mitigate future rate increases,” suggesting that it would not
result in a decrease in the rates currently in effect pursuant to Decision No. 69663. Further,
the October 24 filing suggests that treating the Schedule 3 funds as revenue “enhances the
Company’s ability to finance its remaining construction requirements at a reasonable cost
because of the FFO/Debt improvement.” From this language, it appears that APS expects that
treating Schedule 3 funds as debt would immediately result in a higher FFO figure, which
would only be possible if revenues from other tariffs are not reduced.?

Finally, the only data that APS has provided that would allow any analysis to its revenue
proposal is in its November 16, 2007 exceptions to the Recommended Order and confidential
data provided on November 21, 2007 in a letter to Commission Staff member, Steve Olea.
Thus, by necessity any analysis RUCO could provide would be limited to the scope of data

from these two documents.

2 RUCO would question the lawfulness of treating the Schedule 3 funds as revenues at this time

without a corresponding decrease in other tariffs’ revenues, as it would allow the Company to
recover revenues in excess of the revenue level authorized by Decision No. 69663.
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For all of these reasons, RUCO believes that the ratemaking treatment to be afforded
the monies generated through the Tariff Schedule 3 changes should not be addressed in this
proceeding. That being said, RUCO will do its best to offer the analysis requested by
Commissioner Mayes’ letter.

Commissioner Mayes’ letter refers to a comment by APS President Don Brandt,
suggesting that APS would receive $50 million to $150 million in additional funds from the
removal of the free footage allowance. The confidential data provided with APS’ November 21
letter to Steve Olea is consistent with that suggestion (although it does indicate that the
amount recovered would vary by year). However, as noted above, if APS’ other tariffs are
reduced so that all the tariffs together generate only the operating income authorized by
Decision No. 69663, it is not clear that there would be any incremental revenue above the
current rates. Further, it is not clear whether the $50 million to $150 million range considers
any increased income tax liability that would result from any increased revenue level.

APS alleges in the November 16, 2007 exceptions that treating the Tariff Schedule 3
monies as revenues will benefit customers in future years in the form of lower rates. First, this
is true only if growth holds out indefinitely. |f growth dries up, so will this revenue stream.
Unlike a CIAC that is amortized over the life of the plant thereby providing benefits even after
growth slows, under APS’ proposed treatment the benefit tapers off if growth slows. Second,
as discussed earlier, ratepayers will receive no benefit from this revenue treatment until such
time as the existing rates are adjusted for the additional Tariff Schedule 3 revenue stream.

As discussed earlier, APS claims that one benefit of treating Tariff Schedule 3 monies
as revenues would be an improved FFO/debt ratio. However, the FFO/debt ratio would only
increase if APS’ existing rates were not adjusted to account for the additional revenue

generated by the Tariff Schedule 3 changes. As noted above, RUCO questions the lawfulness
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of authorizing tariffs that permit the Company to recover more than the authorized revenue
requirement. Thus, it is doubtful whether such a benefit could be achieved.

APS’ November 21, 2007 letter to Staff provides three years of projections of Tariff
Schedule 3 revenues, projected returns on equity, and projected FFO/Debt ratios under its
proposed treatment of Tariff Schedule 3 as revenue. The data was provided to RUCO
pursuant to the terms of a protective agreement, and thus RUCO is not free to disclose it
publicly. The data is apparently already in the possession of the Commission’s Staff, and
therefore RUCO presumes that the Commissioners themselves will have access to it
However, RUCO cannot assess either the accuracy or reasonableness of these projections
since APS has not revealed all the assumptions used, the source of the data used, or the
algorithms used to derive these amounts.

In summary, RUCO cannot at this time reach a conclusion on whether it would be
appropriate to treat the funds APS receives from Schedule 3 as CIAC or as revenue. There is
little data available to RUCO at this time to permit a sufficient examination of the matter, but
the question is currently under consideration in the Commission’s generic docket on hook-up
fees. However, if the Commission were to permit APS to treat the Schedule 3 funds as
revenue, APS should also be required to re-file its other tariffs to provide a corresponding
decrease in the Company'’s total revenue, consistent with the revenue requirement established
in Decision No. 69663. Because this would negate what appears to be the short-term benefit
APS hoped to achieve by its proposal, RUCO recommends that the Commission defer making
such an important policy shift at this time, and instead address the question in the generic

proceeding, or in a subsequent APS rate case.
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RESPECTFULLY SUBMITTED this 6™ day of December 2007.

AN ORIGINAL AND SEVENTEEN COPIES
of the foregoing filed this 6™ day
of December 2007 with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

COPIES of the foregoing hand delivered/

)

Scott S. Wakefield
Chief Counsel

mailed or *emailed this 6™ day of December 2007 to:

Lyn Farmer

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Christopher Kempley, Chief Counsel
Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Ernest Johnson, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

*Thomas L. Mumaw

*Deborah R. Scott

Pinnacle West Capital Corporation
Law Department

P. O. Box 53999

Mail Station 8695

Phoenix, Arizona 85072-3999

Kimberly A. Grouse

Snell & Wilmer L.L.P.

400 East Van Buren

Phoenix, Arizona 85004-2202

*Barbara Klemstine

*Brian Brumfield

Arizona Public Service

P. O. Box 53999

Mail Station 9708

Phoenix, Arizona 85072-3999
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*Bill Murphy

Murphy Consulting
5401 N. 25" Street
Phoenix, Arizona 85016

*Douglas V. Fant

Law Offices of Douglas V. Fant
3655 W. Anthem Dr.

Suite A-109 PMB 411

Anthem, AZ 85086

*Dan Austin

Comverge, Inc.

6509 W. Frye Road, Suite 4
Chandler, AZ 85226

Jim Nelson
12621 N. 17" Place
Phoenix, AZ 85022

*Michael W. Patten, Esq.
*Laura E. Sixkiller, Esq.

*J. Matthew Derstine, Esq.
Roshka, DeWulf & Patten, PLC
400 East Van Buren Street
Suite 800

Phoenix, Arizona 85004

*Michelle Livengood, Esq.
UniSource Energy Services

One South Church Street, Suite 200
Tucson, Arizona 85702

*Timothy M. Hogan

Arizona Center for Law in the
Pubilic Interest

202 E. McDowell Road, Suite 153

Phoenix, AZ 85004

*Jeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Dr.
Tucson, AZ 85704-3224

*David Berry

Western Resource Advocates
P. O. Box 1064

Scottsdale, AZ 85252-1064

Tracy Spoon, Executive Director
Sun City Taxpayers Association
12630 N. 103™ Avenue, Suite 144
Sun City, AZ 85351

*Gary Yaquinto

Arizona Investment Council

2100 N. Central Avenue, Suite 210
Phoenix, Arizona 85004

*The Kroger Co.
1014 Vine Street, G-07
Cincinnati, Ohio 45202

*Michael L. Kurtz, Esq.

*Kurt J. Boehm, Esq.

Boehm, Kurtz & Lowry

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202

*Robert W. Geake

Vice President & General Counsel
Arizona Water Company

P. O. Box 29006

Phoenix, AZ 85038-9006

*Steven B. Bennett
Deputy City Attorney
3939 N. Drinkwater Blvd.
Scottsdale, AZ 85251

*C. Webb Crockett

*Patrick J. Black

Fennemore Craig

3003 N. Central Avenue, Suite 2600
Phoenix, AZ 85012-2913

*Greg Patterson, Director

Arizona Competitive Power Alliance
916 West Adams, Suite 3

Phoenix, AZ 85007
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George Bien-Willner
3641 N. 39" Avenue
Phoenix, AZ 85014

*Lawrence V. Robertson, Jr.
P. O. Box 1448
Tubac, AZ 85646

*Lieutenant Colonel Karen S. White
Chief, Air Force Utility Litigation Team
AFLSA/JACL-ULT

139 Barnes Drive

Tyndall AFB, FL 32403

*Sean Seitz, President
Arizona Solar Energy
Industries Association
3008 N. Civic Center Plaza
Scottsdale, Arizona 85251

*Michael M. Grant

Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, Arizona 85016-9225

*Jay I. Moyes, Esq.

Moyes Storey Ltd.

1850 N. Central Avenue, Suite 1100
Phoenix, AZ 85004

*Kenneth R. Saline, P. E.
K.R. Saline & Assoc., PLC
160 N. Pasadena, Suite 101
Mesa, AZ 85201

*Karen S. Haller

Assistant General Counsel
Legal Affairs Department
Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada 89150

*Debra S. Jacobson

Director

Government & State Regulatory
Affairs

Southwest Gas Corporation

5241 Spring Mountain Road

Las Vegas, Nevada 89150

*Amanda Ormond
Interwest Energy Alliance
7650 S. McClintock

Suite 103-282

Tempe, AZ 85284

*David C. Kennedy
Attorney at Law

818 E. Osborn Road
Suite 103

Phoenix, Arizona 85014

Joseph Knauer, President
Jewish Community of Sedona
100 Meadowlark Drive

P. O. Box 10242

Sedona, AZ 86339

Tammie Woody
10825 W. Laurie Lane
Peoria, AZ 85345

*Coralette Hannon

AARP Government Relations &
Advocacy ‘

6705 Reedy Creek Road

Charlotte, NC 282215

Michael F. Healy

Morgan, Lewis & Bockius

1111 Pennsylvania Avenue, NW
Washington, DC 20004

*Gary L. Nakarado
24657 Foothills Drive N
Golden, CO 80401
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*Jon Poston

AARRP Electric Rate Project
6733 East Dale Lane

Cave Creek, AZ 85331

Byl ImuZyet) M
Errfestine Gamble
Secretary to Scott Wakefield




