
`KETEL) ay

i

000007901 6

BEFORE THE ARIZONA CORPORATION COMMISSION

Arizona Coro0raiion Commission

DOCKETED

MIKE GLEASON
Chairman

WILLIAM A. MUNDELL
Commissioner

JEFF HATCH-MILLER
Commissioner

KRISTIN K. MAYES
Commissioner

GARY PIERCE
Commissioner

JUL -»32008

IN THE MATTER OF THE APPLICATION
OF SOUTHWEST GAS CORPORATION
FOR APPROVAL OF ITS SPECIAL GAS
PROCUREMENT AGREEMENT WITH
YUMA COGENERATION ASSOCIATES

DOCKET NO. G-01551A-08-0143

DE C IS IO N n o .

O R DE R

70404

Open Meeting
July 1 and 2, 2008
Phoenix, Arizona

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 F INDING S  O F  F AC T

16 S ou thwe s t Ga s  Corpo ra tion  ("S ou thwe s t") is  e nga ge d  in  p rovid ing  na tu ra l ga s

17 within portions  of Arizona , purs ua nt to a uthority gra nte d by the  Arizona  Corpora tion Commis s ion.

18 2. On Ma rch 10, 2008 S outhwe s t file d a n a pplica tion with the  Commis s ion in  Docke t

19 No. G-01551A-08-0143 for a pprova l of a  ne w s pe cia l ga s  procure me nt a gre e me nt ("S GP A") with

20 Yu m a  C o g e n e ra tio n  As s o c ia te s  ("Yu m a  C o h e n " o r "th e  fa c ility"). S ou thwe s t is  c u rre n tly

21 de live ring ga s  to  Yuma Cohe n unde r the  te rms  of a n S GP A a pprove d by the  Arizona  Corpora tion

22 Commis s ion on Ma y 21 , 2007, in De cis ion No. 69572

23 On Ma rc h  ll.  2008 , S ou thwe s t a ls o  file d  a  motion  to  c on tinue  p rovid ing  s e rvic e

24 unde r the  te rms  of the  2007 S GP A with Yuma  Cogon, pe nding a  Commis s ion de cis ion re ga rding

25 the  propos e d  ne w S GP A, or un til J u ly 31 , 2008 . On April 24 , 2008 , the  Commis s ion  a pprove d

26 S outhwe s t's  motion to continue  s e rvice  (De cis ion No. 70296)

27 Yuma  Coge n  is  a n  a pproxima te ly 57  MW coge ne ra tion  fa c ility loca te d  in  Yuma

28 S outhwe s t ha s  provide d  na tura l ga s  to  the  fa c ility th rough S GP As  for a pproxima te ly 15  ye a rs

BY THE  C O MMIS S IO N:
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Yuma  Cohe n ha s  a  30-ye a r powe r purcha s e  a gre e me nt with  S a n Die go Ga s  & Ele c tric  for up to

56.5 MW, a nd a  30-ye a r a gre e me nt with a  ne a rby indus tria l compa ny, S ha w Dive rs ifie d S e rvice s ,

for up to 15,000 pounds  pe r hous e  of proce s s  s te a m a nd 35,000 pounds  pe r hour of chilling s te a m.

5. Yu m a  Co h e n  wa s  fo rm e d  in  1 9 9 1  a n d  is  o p e ra te d  b y Fa lc o n  P o we r Op e ra tin g

Compa ny ("Fa lcon"), which  e mploys  13  e mploye e s  a t the  fa c ility. Yuma  Coge n is  a n  Arizona

ge ne ra l pa rtne rs h ip ,  c ons is ting  o f Ca lifo rn ia  Ene rgy De ve lopme nt Corpora tion  ("CEDC") a nd

Ca lifo rn ia  E ne rgy Yum a  Corpo ra tion  ("CE YC"). CE DC, CE YC a nd  Fa lc on  a re  who lly-owne d

s ubs id ia rie s  o f CE  Ge ne ra tion  LLC ("CEG"), which  is ,  in  tu rn , owne d  e qua lly by MidArne rica n

Ene rgy Holding Compa ny ("MidAme rica n") a nd Tra ns Alta  Corpora tion  ("Tra ns Alta ").

6. Unde r the  p ropos e d  S GP A, S ou thwe s t would  purcha s e  na tu ra l ga s  s upp lie s  fo r

11 Yuma  Cohe n  a nd  us e  its  in te rs ta te  p ipe line  ca pa c ity to  de live r the  ga s  to  Yuma  Cohe n . The

13

14
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16

17
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20

2 1

23

12 na tura l ga s  s upplie s  purcha s e d for Yuma  Cohe n would be  s pe cific  a nd s e pa ra te  firm S outhwe s t's

purcha s e s  for its  core  cus tome rs , a nd a ccounte d for s e pa ra te ly.

The  Compa ny ha s  s ta te d tha t it ha s  s uffic ie nt pipe line  ca pa city a nd othe r rights  to

s e rve  its  core  cus tome rs  a nd Yuma  Coge n on non-pe a k da ys . During e xtre me  cold we a the r, Yuma

Coge n a nd othe r lowe r priority cus tome rs  would be  curta ile d a s  ne ce s s a ry to s e rve  P riority 1 a nd 2

cus tome rs . (A s m a ll a m o u n t o f Yu m a  Co g e n t's  lo a d  g o e s  to  a  m a n u fa c tu rin g  fa c ility a n d  is

de s igna te d a s  P riority 2 , while  the  la rge r powe r ge ne ra tion loa d is  de s igna te d a s  P riority 3 . Any

curta ilme nt would  ta ke  th is  mix in to  a ccount.) The  propos e d S GP A a ls o  continue s  to  inc lude  a

provis ion a llowing S outhwe s t to  dive rt ga s  s upplie s  a nd ca pa city from Yuma  Coge n for up to te n

da ys  from Octobe r through April, to  a ccommoda te  core  cus tome r s e rvice  ne e ds . S outhwe s t ha s

22 not, to da te , made  any s uch dive rs ion. 1

Unde r a  contra ct cla rifica tion a pprove d in De cis ion No. 68851, S outhwe s t ha s  be e n

24 pa s s ing through cha rge s  a nd pe na ltie s  from El P a s o Na tura l Ga s  Compa ny ("El P a s o") tha t a re

a ttribu ta b le  to  Yuma  Coge n . Unde r the  p ropos e d  S GP A, S ou thwe s t wou ld  c on tinue  to  pa s s

26 through the s e  cha rge s  a nd pe na ltie s  to Yuma  Cohe n.

25

27
1 Southwest state that, although the interruptible nature of this service is considered in determining Yuma Cohen's
margin rate, the primary driver in setting the margin rate is the facility's ability to bypass Southwest.28
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Fe a s ibility QfBvpa ss

Southwes t's  filing in this  applica tion reques ts  approva l of a  new SGPA with Yuma  Cogen.

S outhwe s t's  S GP A s e rvice  to Yuma  Cogon is  purs ua nt to S che dule  G-30, which provide s  ga s

4 se rvice  a t a  lowe r ra te  tha n would be  a va ila ble  unde r the  G-60 ra te  usua lly a pplica ble  to e le ctric

genera tion facilitie s . Schedule  G-30 is  ava ilable  to cus tomers  who can demonstra te  tha t bypass ing

Southwes t is  "economica lly, ope ra tiona lly and phys ica lly fea s ible  and imminent."

With re spect to economic feas ibility, Southwes t has  supplied informa tion indica ting

tha t the  G-60 ra te  would cos t Yuma  Cohe n a pproxima te ly 44% more  tha n the  G-30 ra te , with a n

a ve ra ge  incre a s e  of more  tha n $1 million pe r month. S outhwe s t doe s  not be lie ve  tha t se rvice

unde r the  G-60 ra te  would be  via ble  for Yuma  Coge n, a nd tha t the  fa cility would, ins te a d, utilize

e ithe r tra nsporta tion se rvice  or phys ica l bypa ss . Yuma  Cogon informe d S ta ff tha t it is  willing a nd

a ble  to bypa s s  S outhwe s t if it doe s  not re ce ive  the  ra te  propos e d in the  S GP A, a nd tha t it ha s

"sufficient credit support to immedia te ly bypass  Southwest Gas

Als o with re s pe ct to e conomic fe a s ibility, unde r the  te rms  of the  J une  30, 1993

Ma s te r Agre e me nt, Yuma  Cohe n ha s  the  right to  purcha s e  the  on-s ite  d is tribution  s ys te m

cons tructe d by S outhwe s t for $300,000 a nd to re ce ive  a cce s s  to the  El P a s o ta p. Give n Yuma

Cogen's  therm usage , Southwest estimates  tha t Yuma Cogen could achieve  s imple  payback on the

1 8 cost of acquiring the  dis tribution sys tem in less  than four months

12. Re ga rding phys ica l a nd ope ra tiona l fe a s ibility, El P a so's  Yuma  la te ra l is  ca pa city

2 1

23 S outhwe s t be lie ve s  tha t Yuma

20 cons tra ine d, ra is ing some  que s tion a s  to whe the r a  bypa ss  is  ope ra tiona lly fe a s ible . S outhwe s t

addressed this  issue  in its  applica tion, s ta ting tha t, if Southwest no longer used pa rt of its  capacity

22 to se rvice  Yuma  Cohe n, the  re sulting ca pa city on the  El Pa so la te ra l could be  ma de  a va ila ble  to

a nothe r s hippe r for us e  on a n a lte rna te  or inte rruptible  ba s is .

24 Cohe n would the n ha ve  a  "fa irly re lia ble  opportunity to re ce ive  s e rvice  dire ctly from El P a s o

Also a ddre s s ing the  is sue  of cons tra ine d ca pa city, Yuma  Coge n s ta te s  tha t the  Yuma  la te ra l is

26 cons tra ine d only with re s pe ct its  contra ctua l ca pa city, a nd is  ope ra ting we ll within its  phys ica l

25

27 capacity

28

9.
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1 13. Anothe r cons ide ra tion conce rning phys ica l/ope ra tiona l fe a s ibility is  tha t Yuma

2 Cohe n 's  fa cilitie s  a re  only a pproxima te ly 100 fe e t a wa y from El P a s o 's  la te ra l. Southwest

3 be lie ve s  tha t little  or no a dditiona l work would be  re quire d to e ffe ct a  bypa ss , once  Yuma  Cohe n

5 14.
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4 purchased the  dis tribution sys tem.

Inte rruptible  S e n/ice  /Alte rna te  Fue l Ca pa bility

Southwes t s ta te s  tha t it ma inta ins  an inte rruptible  contract with Yuma  Cohen because  the

facility is  a  la rge  cus tomer and Southwes t wants  a  mechanism in place  tha t would a llow dive rs ion

of the  fa cility's  ga s  supplie s  to P riority l a nd 2 cus tome rs , if ne ce ssa ry, to me e t pe a k-da y or ne a r

9 peak-day requirements . Southwest a lso indica tes  tha t be ing able  to se ll unused capacity under the

SGPA offse ts  capacity and margin costs  to core  customers . Under the current and proposed

SGPAs, Southwest is  a llowed to inte rrupt gas  se rvice  to Yuma Cohen for up to ten days  each year.

12 Yuma Cogen and Southwest have  both informed Sta ff tha t, during the  14 to 15 years  Yuma Cogen

has  rece ived se rvice  from Southwest, its  gas  supplie s  have  never actua lly been inte rrupted. Yuma

Cohen has  a lso acknowledged tha t the  risks  of inte rruption a re  grea te r if the  facility takes  se rvice

directly from El Paso.2

15.
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23

The  a pplica tion a s s e rts  tha t Yuma  Cohe n's  a bility to s witch to a n a lte rna te  fue l

s upports  the  fe a s ibility of bypa s s . While  this  would mitiga te  the  incre a s e d ris k of inte miption,

S ta ff note s  tha t the  fa cility would not be  a ble  to ma ke  the  s witch on a n imme dia te  ba s is . Yuma

Cogon mainta ins  a  525,000-ga llon fue l oil s torage  tank, and opera tiona l pumps, but does  not keep

20 a lte rna te  1'L1e l supplie s  on-s ite . The  Yuma  Cogene ra tion facility could be  recommiss ioned to run

on fue l oil in approxima te ly two weeks , but tha t once  this  process  was  comple te  the  facility would

22 be  a ble , in the  future , to s witch Eue ls  imme dia te ly in the  e ve nt of a n inte rruption in na tura l ga s

Yuma  Coge n a ls o ma inta ins  the  re quire d pe rmit from the  Arizona  De pa rtme nt of

24 Environme nta l Qua lity ("ADEQ") to use  Me l oil for e le ctric ge ne ra tion

se rvice

25

26

27

If Yuma  Cohen is  interrupted, the primary financia l consequence would be the los s  of norma l energy and capacity
revenues , however, should the facility fa il to genera te 80% of the peak hours  during each peak month (May through
September) Yuma Cohen could be placed on proba tionary s ta tus  and face the poss ibility of contractua l default under
its  purchase power agreement with San Diego Gas  and Electric

De cis ion No. 70404
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1 16.

3

The  increased risk of inte rruption and the  time  required for Yuma  Cohen to conve rt

2 to fue l oil ra is e  s ome  que s tion a bout the  difficulty a nd pote ntia l cons e que nce s  of bypa s s ing

S outhwe s t. Ne ve rthe le s s , S ta ff be lie ve s  tha t Yuma  Cohe n's  ma inte na nce  of the  e quipme nt a nd

4 pe rmit re quire d to conve rt to fue l oil support the  conte ntion tha t the  fa cility would be  willing a nd

able  to bypass  Southwest, pa rticula rly in light of the  increase  in cos t it would experience  under the

G-60 ta riff

5

6

7 IN.
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S tqffAna lvs is

Ba se d on the  a pplica tion, da ta  re sponse s  a nd communica tions  with both Southwe s t a nd

9 Yuma  Cohe n, S ta ff be lieves  tha t bypass  is  feas ible  in accordance  with the  requirements  of the  G-

30 ta riff. S ta ff a lso be lieves  tha t se rvice  to Yuma  Cohen unde r the  G-30 ta riff is  re a sonable , both

in light of the  pote ntia l for bypa s s  a nd be ca use  Yuma  Cohe n ma ke s  s ignifica nt contributions  to

12 margin and capacity cos ts , benefits  to core  cus tomers  tha t would be  los t should Yuma Cohen s ta rt

taking se rvice  directly from El Paso.

lb .

1 3

1 4 Charges  under the  SGPA would include  a  monthly bas ic se rvice  cha rge , applicable

1 5

1 6

ups tream pipe line  cos ts , and volumetric cha rges  including the  gas  cos t. The  proposed agreement

for ca s hing out da ily imba la nce s  e xpe rie nce d by Yuma  Cohe n.a ls o conta ins  provis ions In

1 7 a ddition, the  a gre e me nt conta ins  provis ions  de ta iling how Yuma  Cohe n a nd S outhwe s t would

1 8

1 9

20

coordina te  va rious  opera tiona l issues . S ta ff has  reviewed the  ra te s  and te rms of se rvice  under the

SGPA and be lieves  tha t they a re  consis tent with the  G-30 ta riff.

The  proposed SGPA would se t a  primary te rm of two yeas  for the  agreement, and

would continue  on a  month-to-Month ba s is  the re a fte r. The  month-to-month e xte ns ions  would be

19.

2 1

22

23

subje ct to te nnina tion by e ithe r pa rty upon nine ty da ys  notice . S ta ff ha s  re comme nde d tha t the

Commis s ion a pprove  S outhwe s t's  ne w S GP A with  Yuma  Cohe n for a  pe riod of two ye a rs

24 e ffe ctive  on the  firs t of the  month following a pprova l a nd e xte nding for two ye a rs , but ha s  a lso

re comme nde d tha t month-to-month e xte ns ions  be  limite d to no more  tha n twe lve  a dditiona l25

26 months  without Commis s ion a pprova l. Limiting the  pe riod for e xte ns ions  would  a llow the

27

28

Commis s ion the  opportunity to de te rmine  whe the r bypa s s  is , in fa ct, s till fe a s ible  following the

end of the proposed agreement

De cis ion No. 70404
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20. Unde r the  propose d S GP A, Yuma  Cohe n would pa y the  El P a so FT-1 re se rva tion

ra te . S outhwe s t ha s  indica te d tha t the  ca pa city a nd othe r E1 P a so cha rge s  tha t it re ce ive s  a re

cre dite d to the  ba nk ba la nce .. S ta ff ha s  re comme nde d tha t the  ca pa city cos ts  cre dite d to the

Purchased Gas Adjustor bank balance  continue  to be  equivalent to EL Paso's  FT-1 reservation ra te .

21. Be ca us e  core  cus tome rs  s hould not be a r the  ris ks  of this  a gre e me nt, S ta ff ha s

recommended tha t Southwest be  prohibited Hom passing any nega tive  margin tha t may result from

this  agreement to SouthWest's  core  customers in any future  proceeding.

CONCLUS IONS  OF LAW8

9 1. S outhwe s t is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Article

10 XV, Se ction 2, of the  Arizona  Cons titution.

The  Commiss ion has  jurisdiction over Southwest and over the  subject ma tte r of the11 2 .

12 a pplica tion.

13

16

17

The  Commiss ion, ha ving re vie we d the  a pplica tion a nd S ta ffs  Me mora ndum da te d

14 ]une l7, 2008, conclude s  tha t it is  in the  public inte re s t to a pprove  the  S pe cia l Ga s  P rocure me nt

15 Agreement between Southwest Gas and Yuma Cohen.

ORDER

IT IS  THEREFORE ORDERED tha t the  S pe cia l Ga s  P rocure me nt Agre e me nt be twe e n

Southwest and Yuma Cohen be  and Herby is  approved, for a  pe riod of two yea rs , e ffective  on the

19 firs t of the  month following approva l and extending for two yea rs , with the  modifica tions  indica ted

20 be low.

18

21 IT IS  FURTHE R O RDE RE D th a t mo n th -to -mo n th  e xte n s io n s  o f th e  S p e c ia l G a s

22 Procurement Agreement be  limited to no more  than twe lve  additiona l months  without Commiss ion

approva l.23

IT IS  FURTHER ORDERED tha t the  ca pa city cos ts  cre d ite d  to  the  P urcha s e d  Ga s

25 Adjustor bank ba lance  continue  to be  equiva lent to EI Paso's  FT-1 reserva tion ra te .

24

26

27

28

3.
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1 IT IS  FURTHER ORDERED tha t S outhwe s t be  prohibite d from pa s s ing a ny ne ga tive

2 ma rg in  tha t ma y re s u lt from th is  a g re e me nt to  S ou thwe s t's  co re  cus tome rs  in  a ny fu tu re

3 proceeding.

4 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

5

6

7

8

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

9

10

7 *@ Is s 1ONER COMMISSIONER / / coi0uv 4s*§1OnER

IN WITNESS WHEREOF, 1, BRIAN c. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at  the Capitol in the City of
Phoenix, this 4 3 r t i  d ay of \  J LL >2008.

12

13
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15

16

17

18

19
20 DISSENT:

21

22 DISSENT:

23 EGJ:JMK:1hm\JMA
24

25

26

27

28

. ' l /

B C c NE I
EXEC WE D CTOR

i
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1 SERVICE LIST FOR: Southwest Gas Corporation
DOCKET no. G-01551A-04-0876

2
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Ms. Debra  S . Jacobsen
Dire ctor, Gove rnme nt & S ta te
Re gula tory Affa irs
Southwest Gas  Corpora tion
5241 Spring Mounta in Road
Las  Vegas , Nevada  89150-0002

7

8

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007

9

10
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12

13

Ms . J a n ice  M. Alla rd
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007
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