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IN THE MATTER OF THE CONSIDERATION | Docket No. E-01345A-07-0420
PURSUANT TO A.R.S. § 40-252, TO
MODIFY DECISION NO. 67744 RELATING

TO THE SELF-BUILD OPTION.

The Residential Utility Consumer Office (*"RUCQO”) hereby files its Closing Brief in this

matter.
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BACKGROUND

The Arizona Corporation Commission’s (“Commission”) Decision No. 67744 adopted,
with modifications, a Settlement Agreement regarding a 2003 rate application by Arizona
Public Service Company (“APS”). The Settlement Agreement included a partial restriction on
APS putting into service any self-built generation prior to January 1, 2015 without the prior
approval of the Commission (the “Self-Build Moratorium”)." The Settlement Agreement
outlined what APS was to include in any application for such authorization to self-build,? and
indicated that certain acquisitions by APS would not be considered “self-build” for purposes of
the restriction.?

The Settlement Agreement also included a term whereby APS was permitted to include
in its rate base, at a significant discount from their construction costs, generation facilities that
had been constructed by its affiliate Pinnacle West Energy Corporation (“PWEC").* According
to Decision No. 67744, the Self-Build Moratorium was designed to address the potential anti-
competitive effects that could be associated with including the PWEC assets in APS’ rate
base.’

The Self-Build Moratorium was not meant to be an absolute ban on APS constructing its
own generation facilities through 2014. There were a number of relatively narrow types of
resources that were specifically excluded from the Moratorium (for example, temporary
resources for system reliability and renewable resources).® Additionally, the Settlement

Agreement explicitly permitted APS to seek exceptions to the Moratorium.  In the event the

! Decision No. 67744, Settlement Agreement at | 74.

2 Id. atq 75.

8 Id. at § 74. In adopting the Settlement Agreement, the Commission narrowed this exception slightly. See
Decision No. 67744 at 25.

4 Decision No. 67744, Settlement Agreement at ] 6, 7.

° Decision No. 67744 at 25.

8 Decision No. 67744 at 25 and Settlement Agreement at [ 74.
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wholesale market did not develop adequately, and that APS therefore was not able to meets
its resource needs cost-effectively from that market, APS was given the opportunity to build its
own generation resources. Prior to any such efforts to self-build, however, APS was required
to demonstrate to the Commission that the wholesale market had, in fact, failed to produce
resources that were cost-effective when compared with APS’ costs to self-build. The
Settlement Agreement explicitly stated that the Moratorium “shall not be construed as relieving
APS of its existing obligation to prudently acquire generating resources,” including seeking the
permitted authorization to self-build.’

In Docket No. E-01345A-06-0464, APS sought Commission approval to purchase a new
generation resource in APS’ Yuma load pocket. The Commission held a hearing in January
2007 and granted approval of APS’ request in Decision No. 69400 (March 30, 2007). While the
Commission did hold four days of hearing in that proceeding, it indicated in its Decision that an
evidentiary hearing may not be necessary for every application for authority to self-build, and
the Commission declined to impose specific procedural requirements for any future disputes
regarding the requirements of the Settlement Agreement related to self-building of generation.?

In 2005, after the Commission approved the Settlement Agreement in Decision No.
67744, APS filed another rate application. That application went to hearing in the Fall of 2006.
While that hearing was underway, Commissioner Hatch-Miller issued a letter in that
proceeding expressing concern that, because of the Self-Build Moratorium, APS may face
challenges in procuring additional power supplies and that volatile natural gas prices and
potential gas supply and delivery constraints might make competitive procurement

problematic.

7 Decision No. 67744, Settlement Agreement at | 76.
& Decision No. 69400 at 18.
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Between the conclusion of the 2005 rate case hearing in December 2006 and the Open
Meeting to resolve it in June 2007, the Commission heard the Yuma self-build application and
adopted Decision No. 69400. At the Open Meeting on the 2005 rate case the Commission
discussed an amendment to the Recommended Opinion and Order that would have
streamlined the procedure by which APS could seek an exception to the Self-Build
Moratorium. Ultimately, the Commission instead adopted an amendment that required its
Hearing Division to initiate this proceeding to consider modifying Decision No. 67744 relating
to the self-build option.

In December 2007, the Commission adopted Recommended Best Practices for
Procurement (“Best Practices”) in Decision No. 70032. While the Best Practices are not, by
their own terms, mandatory,® APS has indicated that it fully supports the Best Practices and
recognizes that it is in the Company’s best interest to comply with them.”® APS further
indicated that it does not believe that compliance with the Best Practices, by itself, would not
provide a sufficient basis for the Commission to determine whether APS acted prudently and

the asset should be included in rate base."

DISCUSSION

RUCO has not proposed any modifications to the Moratorium, and RUCO would
vigorously oppose an outright prohibition on APS self-building generation. The Settlement
Agreement and Decision No. 67744 established an appropriate balance betwéen reliance on
the wholesale electric market and requiring APS to meset its load by using the most cost-

effective resource—regardless of who owns those resources. RUCO strongly supports the

° Exh. S-1 at 6.
10 Exh. APS-2 at 4.
" Tr. at 98-99.
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Commission’s statement in Decision No. 69400 that APS must be permitted to pursue self-
building generation resources if that is the most prudent option.' The obligation that APS has
to seek an exemption from the Self-Build Moratorium if reasonably priced resources are not
available in the wholesale market is the key aspect of the Settlement Agreement that makes
the Self-Build Moratorium, as a whole, appropriate.

The opportunity to self-build generation resources is one arrow in the quiver of options
APS has to meet its customers’ load. That arrow is essential to provide the opportunity to
acquire the lowest cost mix of resources for the benefit of its customers.’”> The Commission
should leave in place the opportunity for APS to self-build under the conditions outlined in

Decision No. 67744.

RESPECTFULLY SUBMITTED this 31% day of March 2008

4O A

Scott S. Wakefield
Chief Counsel

<

AN ORIGINAL AND THIRTEEN COPIES
of the foregoing filed this 31 day
of March 2008 with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

12 See Decision No. 69400 at 17-18.
18 Tr. at 174.
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COPIES of the foregoing hand delivered/
mailed this 31 day of March 2008 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
P. O. Box 53999 - Mail Station 8695
Phoenix, Arizona 85072-3999

Douglas V. Fant

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

Suite A-109 PMB 411

Anthem, AZ 85086

Michael W. Patten, 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
Public 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

Steven Michel

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

Gary Yaquinto

Arizona Investment Council

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

Patrick J. Black

C. Webb Crockett

Fennemore Craig, P.C.

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

Greg Patterson
13358 E. Del Timbre
Scottsdale, AZ 85259

Lawrence V. Robertson, Jr.
Munger Chadwick

P. O. Box 1448

Tubac, AZ 85646
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Michael M. Grant

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

Jay |. 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

Joseph Paul

Dynergy

4140 Dublin Boulevard, Suite 100
Dublin, CA 94568

Daniel Musgrove
DEAA

Universal Entech LLC
Phoenix, Arizona 85041

Michael A. Curtis

William P. Sullivan

Larry K. Udall

Curtis, Goodwin, Sullivan, Udal
& Schwab, P.L.C.

501 East Thomas Road

Phoenix, Arizona 85012-3205

B ' ngm@&_
Etnestine Gamble
Secretary to Scott Wakefield




