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DIRECT TESTIMONY OF PATRICK DINKEL
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY

(Docket No. E-01345A-07-0420)

Q- PLEASE STATE YOUR NAME AND POSITION WITH APS.

My name is Patrick Dinkel. I am the Director of Resource Acquisit ions and

Renewable Energy fo r  Ar izo na  Public Service Company ("APS" or

"Company"). I lead the APS team responsible for conducting long-term power

procurement for both renewable and conventional supply-side resources. It  is

my responsibility to ensure that the solicitation process is conducted in a fair and

transparent manner, and that the negotiations result in the best resource to meet

our customer's needs.

Q- WHAT IS YOUR
BACKGROUND?

EDUCATIONAL AND PROFESSIONAL

I  received a Bachelors of Science degree from Marymount  College and a

Masters of Business Administration from Northern Arizona University. I joined

APS in 1986.  Befo re  beco ming Direc t o r  o f Reso urce  Acquis it io ns  and

Renewable Energy, I was the Manager of Corporate Planning and the Manager

of Business Unit Analysis and Reporting. Before that, I held various positions

within APS and Pinnacle West  Capit al Corporat ion,  pr imarily within the

financial planning and budgeting areas.

Q- HAVE YOU PREVIOUSLY TESTIFIED BEFORE
CORPORATION COMMISSION ("COMMISSION")?

THE ARIZONA
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Yes, I have. I testified in support of APS's requests to both acquire the

Sundance generation assets (Docket No. E-01345A-04-0407), and to include

those assets in rate base in APS's last general rate case (Docket No. E-01345A-

05-0816). I also testified in support of APS's request for authorization to

A.

A.

A.
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a cquire  a dditiona l ge ne ra tion re source s  in Yuma , Arizona  ("Yuma  Asse ts ") in

Docke t No. E-01345A-06-0464 ("Yuma  Acquis ition Docke t"). The  Yuma

Acquis ition Docket was  the  firs t time  APS sought approva l to acquire  genera tion

asse ts  in accordance  with the  se lf-build provis ions  of Commiss ion Decis ion No

67744. My te s timony in the  Yuma  Acquis ition Docke t a ddre s s e d the  Yuma

Re que s t for P ropos a l ("RFP") a nd the  e va lua tion proce s s  tha t re s ulte d in the

request for authorization to acquire  the  Yuma Assets

Q- WHAT IS  THE  P UR P O S E  O F  YO UR  DIR E C T TE S TIMO NY IN THIS
P ROCEEDING?

The key message of my testimony is to express APS's support for the self-build

provisions of Commission Decision No. 67744 and the Settlement Agreement

adopted by that Decision. These provisions were developed as part of the

negotiations between the parties in the rate case proceeding that culminated in

Decision No. 67744. In this proceeding, APS is only seeking to improve the

efficiency of the approval process required by those provisions. To that end, the

Company is requesting that the Commission adopt a timetable for self-build

proceedings to facilitate certainty in the bidding process

Q. PLEASE EXPLAIN THE SELF-BUILD PROVISION INCLUDED IN
COMMISSION DECISION NO. 67744

Paragraph 74 of the Settlement Agreement addressed "self-build" as follows

A.

A.

APS will not pursue any self-build option having an in-service
date prior to January 1, 2015, unless expressly authorized by
the Commission. For purposes of this Agreement, "self-build
does not include the acquisition of a generating unit or interest
in a generating unit from a non-affiliated merchant or utility
generator, the acquisition of temporary - generation needed for
system reliability, distributed generation of less than fifty MW
per location, renewable resources, or the up-rating of APS



o

gene ra tion, which up-ra ting sha ll not include  the  ins ta lla tion of
new units .

In De cis ion No. 67744, the  Commis s ion modifie d the  Se ttle me nt Agre e me nt's

de finition of "s e lf-build" to  include  "the  a cquis ition of a  ge ne ra ting unit or

in te re s t in  a  ge ne ra ting  unit from a ny me rcha nt or u tility ge ne ra tor", a nd

specified tha t s e lf-build did not include  the  acquis ition of tempora ry gene ra tion

ne e de d for s ys te m re lia bility, dis tribute d ge ne ra tion of le s s  tha n fifty MW pe r

loca tion, renewable  re sources , or up-ra ting of APS gene ra tion, which up-ra ting

s ha ll no t inc lude  the  in s ta lla tion  o f ne w un its .1 As  a  re s u lt  o f th e s e

modifica tions , "s e lf-build" a s  de fine d by De cis ion No. 67744 ca n be  ge ne ra lly

tra ns la te d to me a n a s s e t owne rs hip, re ga rdle s s  of whe the r the  fa cilitie s  a re

constructed or acquired.

Q. COMMISSION DECISION NO. 67744 SPECIFIED CERTAIN
REQUIREMENTS THAT APS MUST MEET IF IT PROPOSES TO SELF-
BUILD OR OWN GENERATION. WHAT ARE THESE
REQUIREMENTS?

Paragraph 75 of the  Se ttlement Agreement addre s sed those  requirements , a s

follows :

As  part of any APS reques t for Commiss ion authoriza tion to se lf-build
genera tion prior to 2015, APS will address :

a . The  Compa ny's  spe cific unme t ne e ds  for a dditiona l long-
term resources.

b. The  Company's  e fforts  to secure  adequate  and reasonably-
price d long-te rm resources from the compe titive
wholesale market to meet these needs.

c. The  re a s ons  why AP S  be lie ve s  thos e  e fforts  ha ve  be e n
unsuccessful, e ither in whole  or in part.
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1 Commission Decision No. 67744, Page 25.
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d. The  extent to which the  reques t to se lf-build gene ra tion is
cons is te nt with a ny a pplica ble  Compa ny re source  pla ns
a nd compe titive  re s ource  a cquis ition  ru le s  or orde rs
re sulting from the  works hop/ru le ma king  proce e ding
described in paragraph 79.

e . The  a nticipa te d life -cycle  cos t of the  propos e d s e lf-build
option in compa rison with suita ble  a lte rna tive s  a va ila ble
from the  compe titive  ma rke t for a  compa ra ble  pe riod of
time .

The s e  provis ions  of the  S e ttle me nt Agre e me nt we re  not cha nge d by the

Commiss ion in Decis ion No. 67744.

Q- DOES APS BELIEVE THAT, PROVISIONS IN COMMISSION
DECISION NO. 67744 PROHIBIT APS FROM MEETING ITS FUTURE
NEEDS THROUGH SELF-BUILD OR OWNERSHIP OPPORTUNITIES?

No. The  s e lf-build provis ions  in De cis ion No. 67744 s imply re quire  AP S  to

acquire  the  Commiss ion's  approva l prior to acquiring new gene ra tion facilitie s

tha t would be  placed into se rvice  prior to January 1, 2015, but these  provis ions

do not re s trict APS 's  opportunitie s . In a ddition, De cis ion No. 67744 cle a rly

a ffirme d the  Compa ny's  obliga tion  to  me e t its  cus tome rs ' e ne rgy ne e ds .

Pa ragraph 76 of the  Se ttlement Agreement specifica lly s ta te s  tha t APS has  an

obliga tion to prude ntly a cquire  ge ne ra ting re source s , which include s  s e e king

Commiss ion authoriza tion to se lf-build prior to 2015. The  practica l e ffect of the

se lf-build provis ions  is  to tes t the  marke t to ascerta in whether needed resources

can be  acquired through a  compe titive  process . In those  circums tances  whe re

the  marke t is  unable  to provide  reasonably priced gene ra tion, APS can pursue

the acquisition of generating resources.
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Q- WHAT ARE THE CONCERNS THAT THE COMPANY HAS ABOUT
THE TIMING OF COMMISSION AUTHORIZATIONS FOR SELF-
BUILD PROCEEDINGS?

A.
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A. The self-build provisions provide no timetable for Commission action, yet the

timetable is a key factor in contracting for generation resources because it can

materially affect the price of generation. The timing of all regulatory approvals

must be factored into the bidder's  proposal, particularly when the bid requires

new construction. Additionally, if there is  uncertainty about regulatory review,

the n AP S  a nd bidde rs  mus t build e xtra  time  into the  procure me nt a nd

development schedule. An extended process requires APS to go to the market in

advance of its  preferred schedule, and in certain circumstances, requires it to

make commitments earlier than it might otherwise prefer. In short, uncertainty

regarding the timing of Commission action creates uncertainty that negatively

affects bidders, APS, and ultimately, APS customers.

Q. WHAT ARE THE RISKS TO THE BIDDER?
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Bidde rs  propos ing to cons truct ne w fa cilitie s  ge ne ra lly will not ma ke  the

significant investments needed to move forward with a project until regulatory

approval is obtained. For instance, a bidder may not be able to obtain financing,

secure a plant site, or order equipment until a fully binding contract is in place.

If the contract is premised upon regulatory approval, as is required by the self-

build provisions of Decision No. 67744, then the bidder must wait until APS has

obtained final approval from the Commission. Currently, bidders  must make

assumptions about the timeframe for Commission approval in the proposals .

They can either price premiums into their bids to cover the uncertainty, or, when

the  actua l timeframe for Commiss ion approval varies  s ignificantly from the

expected timeframe, the bid provided to the Company may need to be refreshed

due to fluctuations in commodity prices, labor prices, resource availability, or

interest rates. This  increased risk associa ted with unknown timeframes for

A.
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re gula tory a pprova l will ultima te ly be  fa ctore d into  the  price  pa id by the

Company, which in turn impacts the rates our customers pay.

When a  bid is  ba sed upon an exis ting facility, whe the r a  sa le  or a  purchased

power agreement, bidders  a re  concerned about how the  marke t va lue  of the ir

resources  changes  over time. Regardless  of whether a  bid is  for an exis ting or

ne w fa cility, the  le ngth of the  procure me nt s che dule  is  a  funda me nta l fa ctor

a ffe cting risk, be ca use  the re  is  a  gre a te r e xposure  to such things  a s  ma rke t

changes, commodity price movements, and inflation as time goes on.

Q. WHAT ARE THE IMP ACTS  TO THE COMP ANY?

The  impacts  to the  Company a re  two-fold: APS  is  exposed to uncerta intie s  in

bidde r pricing, a s  we ll a s  in the  timing of re source  a dditions . Ce rta inty in the

timing for the  Commis s ion a pprova l proce s s  a llows  the  Compa ny to more

e fficie ntly ma na ge  the  ove ra ll procure me nt proce s s , a nd e ffe ctive ly ta ke

advantage  of marke t opportunitie s  so tha t it can acquire  the  mos t pre fe rable

generation resources. It a ls o improve s  the  e fficie ncy of the  pla nning a nd

procurement process, which provides APS with greater price certainty.

Q- THE COMMIS S ION RECENTLY AP P ROVED "BES T P RACTICES  FOR
P ROCUREMENT" ("BES T P RACTICES "). DO THES E P RACTICES
P ROVIDE THE C OMMIS S ION WITH CERTAIN ASSURANCES
REGARDING THE INTEGRITY OF THE P ROCUREMENT P ROCES S ?
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Yes. The  Commis s ion a dopte d Be s t P ra ctice s  (Commis s ion De cis ion No.

70032, is sued December 4, 2007), which address  the  acceptable  methods  of

procurement and the  role  of an Independent Monitor ("IM"). These  procurement

guide line s , a s  we ll a s  the  us e  of a n IM, will provide  the  Commis s ion a nd

stakeholders with assurances that the process for obtaining new resources is  fair,

transparent, and results in the most preferable resources being selected. With the

A.

A.
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assurances provided by these Best Practices, APS is requesting that applications

for approval of self-build opportunities should be approved in a defined

timeframe.

Q. WHAT DO ES  AP S  P RO P O S E IN REG ARDS  TO  A TIMETABLE FO R
S ELF-BUILD P ROCEEDINGS ?

APS believes that the Commission should establish two paths with different

timeframes for Commission approval of APS self-build or ownership

applications in response to an RFP solicitation. The first path would stipulate a

90-day timeframe for a Commission decision, and would apply to applications

the Company files where APS has complied with Best Practices, and the

application includes a written an acknowledgement of such compliance by the

IM. In those cases, the Company would file for approval and provide the

supporting documents, including the IM report, so an evidentiary hearing would

not be necessary. The second path would adopt a 180-day timeframe. The 180-

day timeframe would apply in the event that the IM or an intervening bidder

identified material concerns regarding the fairness of the procurement process,

or if an IM is not involved in the process. Under these circumstances, an

evidentiary hearing may be necessary, making a 180-day timeframe for a

decision more appropriate. To assure certainty for all interested parties, within

thirty (30) days of the Company's filing, the Hearing Division should issue a

procedural order that indicates which timeframe applies.

Q, DOES  THAT CONCLUDE YOUR DIRECT TES TIMONY?
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Ye s , it doe s .A.
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