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1 BE IT REMEMBERED that the above-entitled and
2 numbered matter came on regularly to be heard before the
3 Arizona Corporation Commission, in Hearing Room 1 of said
4 Commission, 1200 West Washington Street, Phoenix, Arizona,
5 commencing at 9:05 a.m., on the 28th of August, 2009.
6
7 BEFORE: LYN A. FARMER, Chief Administrative Law Judge
8
9
10 Note: No roll call taken. The following is a list
of the parties of record.
11
12
13 PARTIES OF RECORD:
14 For Arizona Public Service Company:
15 PINNACLE WEST CAPITAL CORPORATION LAW DEPARTMENT
By Mr. Thomas L. Mumaw and Ms. Meghan H. Grabel
16 400 North Fifth Street
Phoenix, Arizona 85004
17
18 For Arizona Corporation Commission Staff:
19 Ms. Maureen Scott, Ms. Janet Wagner
and Mr. Charles H. Hains
20 Staff Attorneys, Legal Division
1200 West Washington Street
21 Phoenix, Arizona 85007
22
23
24
25
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1 PARTIES OF RECORD:
2
For the Residential Utility Consumer Office:
3
RESIDENTIAL UTILITY CONSUMER OFFICE
4 By Mr. Daniel Pozefsky
1110 West Washington, Suite 220
5 Phoenix, Arizona 85007
©
For the Arizona Investment Council:
7
GALLAGHER & KENNEDY, P.A.
8 By Mr. Michael M. Grant
2575 Fast Camelback Road
9 Phoenix, Arizona 85016
10

For Freeport-McMoRan and Arizonans for Electric Choice &
11 Competition:

1273

12 FENNEMORE CRAIG, P.C.
By Mr. C. Webb Crockett
13 3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012
14
15 For Mesquite Power, LLC; Southwestern Power Group II, LLC;
and Bowie Power Station, LLC:
16

MR. LAWRENCE V. ROBERTSON, JR.
17 P.O. Box 1448
Tubac, Arizona 85646

18
19 For the AZ-Ag Group:
20 MOYES, SELLERS & SIMS
By Mr. Jay Moyes
21 1850 North Central Avenue, Suite 1100
Phoenix, Arizona 85004
22
23 For the Intervenor Barbara Wyllie-Pecora:
24 In Propria Persona
27458 North 129th Drive
25 Peoria, Arizona 85383
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1 PARTIES OF RECORD:
2 For the Town of Wickenburg:
3 CURTIS, GOODWIN, SULLIVAN, UDALL & SCHWARB, P.L.C.
By Mr. Michael Curtis and Mr. William P. Sullivan
4 501 East Thomas Road
Phoenix, Arizona 85012
5
6 For Western Resource Advocates, Southwest Energy
Efficiency Project, Arizcona School Boards Association, and
7 Arizona Association of School Business Officials:
8 ARIZONA CENTER FOR LAW IN THE PUBLIC INTEREST
By Mr. Timothy M. Hogan
9 202 East McDowell Road, Suite 153
Phoenix, Arizona 85004
10
11 For the Intervenor Cynthia Zwick:
12 In Propria Persona
1940 East Luke Avenue
13 Phoenix, Arizona 85016
14
For the Department of Defense:
15
Air Force Utility Litigation & Negotiation Team
16 AFLOA/JACL-UTL
By Ms. Karen S. White, Lt. Col. retired
17 139 Barnes Drive
Tyndall AFB, Florida 32403
18
19 For IBEW Locals 387, 640 and 769
20 LUBIN & ENOCH, P.C.
By Mr. Nicholas J. Enoch and Mr. Jarrett Hasakovec
21 349 North Fourth Avenue
Phoenix, Arizona 85003
22
23
24
25
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PARTIES OF RECORD:

For

For

The Kroger Company

BOEHM, KURTZ & LOWRY

By Mr. Kurt J. Boehm

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202

Interwest Energy Alliance:

LAW OFFICES OF DOUGLAS V. FANT

By Mr. Douglas V. Fant

3655 West Anthem Drive, Suite A-109, PMB 411
Anthem, Arizona 85068

MICHELE E. BALMER, CR No. 50489
COLETTE E. ROSS, CR No. 50658
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1 CALJ FARMER: Let's go ahead and go on the
2 record. Good morning. Welcome back.
3 A few housekeeping matters before we start with
4 the witnesses. Yesterday, we marked several exhibits for
5 Commissioner Mayes, 1, 2, 3, 4, and 5. Are there any
6 objections to their admission?
7 MR. CROCKETT: No objection.
8 MR. MUMAW: No, Your Honor.
9 CALJ FARMER: Hearing no objections, Mayes
10 Exhibits 1, 2, 3, 4, and 5 are admitted.
11 (Exhibits Mayes-1, Mayes-2, Mayes-3, Mayes-4, and
12 Mayes-5 were admitted into evidence.)
13 CALJ FARMER: And also, good news. Judge Nodes
14 has agreed to give us the hearing room for September 10
15 and 11. So we can start, and we'll talk about this a
16 little bit more later. But in addition to that, I think I
17 said the 14th and 18th before. We've got those two days,
18 too.
19 Are there any other procedural issues that we
20 need to talk about before we start with the next witness?
21 Hearing none, Mr. Hogan.
22 MR. HOGAN: Thank you, Your Honor. Western
23 Resource Advocates calls Dr. David Berry to the stand.
24
25
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1277
1 DAVID BERRY, Ph.D.,
2 called as a witness on behalf of Western Resource
3 Advocates, having been first duly sworn by the Certified
4 Reporter to speak the truth and nothing but the truth, was
5 examined and testified as follows:
6
7 DIRECT EXAMINATION
8
9 Q. (BY MR HOGAN) Would you state your name for the
10 record, please.
11 A. My name is David Berry.
12 Q. And it's Dr. Berry, correct?
13 A. Yes.
14 Q. On whose behalf are you providing testimony
15 today?
16 A. Western Resource Advocates.
17 Q. And what is your position with Western Resource
18 Advocates?
19 A. I'm a senior policy advisor.
20 0. Did Western Resource Advocates file direct
21 testimony in connection with this matter last December?
22 A. Yes. Testimony was filed by Carolyn Stewart.
23 MR. HOGAN: Your Honor, I have to confess, I'm
24 not sure I've been paying attention. I've had that
25 testimony marked as Exhibit 1, WRA Exhibit 1.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 CALJ FARMER: And the name was Carol Stewart?
2 MR. HOGAN: Carolyn Stewart.
3 CALJ FARMER: Carolyn. Thank you.
4 Q. (BY MR HOGAN) And just so the record is clear,
5 Dr. Berry, you did not provide testimony on behalf of WRA
6 last December?
7 A. That is correct.
8 Q. But you have provided testimony in support of the
9 settlement agreement?
10 A. Yes.
11 MR. HOGAN: - And, Your Honor, that's been marked
12 for identification as WRA No. 2.
. 13 Q. (BY MR HOGAN) And so with regard to the
14 testimony that you did file in support of the settlement
15 agreement, you're adopting that testimony, that prefiled
16 written testimony, as your sworn testimony here today?
17 A. Yes.
18 Q. Dr. Berry, can you provide us with a brief
19 summary of your testimony in support of the settlement
20 agregment?
21 A. Yes. In my prefiled testimony, I covered
22 primarily issues related to renewable energy. The
23 settlement agreement does contain Section 15 dealing with
24 renewable energy commitments by APS. And my testimony is
25 in support of that section of the settlement agreement and
. Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 the entire settlement agreement.
2 Q. Well, that was very brief. We're going to go
3 real quick. Let me ask you a couple of other questions
4 that have arisen during the course of the proceedings.
5 You have been listening in to the proceedings,
6 correct?
7 A. Yes.
8 Q. You're aware that Chairman Mayes has expressed
9 some concerns about the level of obligation or commitment
10 contained in the agreement with respect to renewable
11 energy on the part of APS?
12 A. Yes, I have heard that discussion.
13 Q. Can you address those concerns generally, and
14 then I'1l1l ask you some specific guestions about it.
15 A. Certainly. 1In general, I believe that Section 15
16 does commit or obligate APS to pursue an additional
17 1,700,000 megawatt hours of renewable energy be put in
18 place by the year 2015. So that is the basic overview of
19 that section.
20 Q. Well, let me -- do you have the settlement
21 agreement with you there?
22 A. Yes.
23 Q. Let me have you turn to Section 15.1 of the
24 settlement agreement. There's been some discussion about
25 the language used in that provision, "best efforts."
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 A. Yes.
2 Q. Can you address from WRA's standpoint what that
3 terms conveys to you?
4 A. Yes, I can. When APS is to make its best
5 efforts, it is to undertake a diligent effort to fulfill
6 the obligations of Section 15.
7 Now, the term 'best efforts' recognizes that
8 there are uncertainties that may occur and that would
9 delay meeting the requirements in Section 15. For
10 example, a supplier with whom APS has entered into a
11 contract may experience delays in obtaining equipment or
12 in obtaining financing. Or APS under Section 15 is to
13 submit specific projects for Commission review; the
14 Commission may not approve them.
15 So any of those events could occur, and that's --
16 the term "best efforts" should take into account these
17 unicertainties and excuse APS from meeting the requirements
18 on the schedule indicated in the section.
19 Q. Now, with regard to getting past Section 15.1,
20 which uses the term "best efforts,"” the remaining
21 provisions of Section 15 discuss various other renewable
22 energy projects that APS is obligated to undertake,
23 correct?
24 A. Yes.
25 Q. And those are in-state wind, utility-scale
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 photovoltaic, and the schools projects as well, correct?
2 A. Yes. Plus there's a government institutes
3 project.
4 Q. And I think you may have already mentiocned this,
5 but can you, with respect to those provisions, state your
6 understanding of what APS's level of obligation or
7 commitment is?
8 A. Well, for each of those, APS has to submit to the
9 Commission a project plan for the Commission to review,
10 and there's specific times when APS is supposed to submit
11 those projects or plans.
12 Q. Okay. Finally, Dr. Berry, there was some
13 discussion yesterday, I think it was yesterday, about the
14 possible sale of CO2 credits associated with renewable
15 resources. Do you recall that?
16 A. Yes.
17 Q. Do you have any comments about APS's ability to
18 sell COZ2 credits from renewable resources?
19 A. Well, the Renewable Energy Standard contains
20 within it a provision dealing with specifically that kind
21 of sale, and I'll simply read it, or a summary of it.
22 Section 18.04.E states that -- and this is from
23 my prefiled testimony, Page 11, Footnote 11.
24 Section 18.04.E states that: If an affected
25 utility trades or sells environmental pollution reduction
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 credits or any other environmental attributes associated
2 with kilowatt hours produced by an eligible renewable
3 energy resource, the affected utility may not apply
4 renewable energy credits derived from those kilowatt hours
5 to satisfy the RES requirements.
6 What this means is if APS were to sell some of
7 those carbon dioxide credits, it would not be able to
8 count the associated kilowatt hours towards meeting its
9 Renewable Energy Standard requirements; therefore, I don't
10 think APS would be likely to be selling those carbon
11 dioxide allowances.
12 Q. Do you have anything else to add to your summary
. 13 and the testimony that you have provided?
14 A. No, I don't think so.
15 MR. HOGAN: Dr. Berry is available for cross-
16 examination.
17 CALJ FARMER: Thank you, Mr. Hogan. I do have a
18 question. ©On the 17th of August, WRA filed revised
19 exhibits. Are those in the -- did you substitute those
20 pages in your direct testimony or do we need --
21 MR. HOGAN: That's a good question, and I will
22 figure that out and take care of it.
23 CALJ FARMER: Okay, thank you.
24 Are there any objections to the testimony of
25 either Carolyn Stewart or David Berry? They were
. Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 prefiled.
2 MR. GRANT: None.
3 MR. MUMAW: No.
4 CALJ FARMER: We'll go ahead and admit those,
5 WRA-1 and 2.
6 (Exhibits WRA-1 and WRA-2 were admitted into
7 evidence.)
g CALJ FARMER: Okay. Any questions from the
9 parties for this witness?
10 MR. MUMAW: Just a handful, Your Honor.
11 CALJ FARMER: Mr. Mumaw.
12
13 CROSS-EXAMINATION
14
15 Q. (BY MR. MUMAW) Good morning, Dr. Berry.
16 A. Good morning, Mr. Mumaw.
17 Q. Dr. Berry, am I correct in my memory that WRA was
13 also a signatory to the company's last settlement, which
19 was signed in 2004, and approved by the Commission in the
20 spring of 20057
21 A. That is correct.
22 Q. Am I also correct that that settlement agreement
23 also contained a number of provisions concerning renewable
24 enerqgy?
25 A. Yes, it did.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 Q. First of all, would it be fair to state that they
2 were not as ambitious as those in this settlement?
3 A. That is correct. I believe that APS was
4 obligated to acquire about 100 megawatts.
5 Q. And lastly, Dr. Berry, are you aware of any
6 commitment made by the company in that 2004 settlement
7 with regard to renewable energy that they have not
8 fulfilled?
9 A. As far as I know, APS has fulfilled all of those
10 commitments and gone well beyond them.
11 Q. And Dr. Berry, would you have that same
12 expectation with regard to this settlement if it were
13 approved by the Commission?
14 A. Yes, I do.
15 MR. MUMAW: Thank you, Dr. Berry. I have nothing
16 further.
17 CALJ FARMER: Any other party have gquestions for
18 the witness?
19 Mr. Robertson.
20 MR. ROBERTSON: Thank you, Your Honor.
21
22 CROSS-EXAMINATION
23
24 Q. (BY MR. ROBERTSON) Good morning, Dr. Berry.
25 A. Good morning, Mr. Robertson.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1285

1 Q. You and I, before this morning's hearing began,

2 had discussed one or two areas in which I wanted to pose

3 some questions to you. But listening to Mr. Hogan's

4 direct examination of you, there's another area that has

5 occurred to me and I'll address that first.

6 I think your testimony regarding your

7 understanding of the best efforts language as it appears

8 in Paragraph 15.1 of the settlement agreement is very,

9 very important, and I think it goes a long ways towards
10 addressing Chairman Mayes' concern about the extent and
11 the level of APS's commitment to implement the various
12 obligations set forth in Section 15 of the settlement
13 agreement. So I would like to ask you a couple of
14 questions to expand upon the context and background in
15 which you're testifying in that regard.

16 Could you briefly describe the nature and the

17 mission, if you will, of Western Resource Advocates as it
18 relates to this subject of renewables and the

19 organizations interested in that subject.

20 A, Western Resource Advocates works in the interior
21 west states of the United States. So we work in Arizona,
22 New Mexico, Nevada, Colorado, Utah, and Wyoming.

23 One of our programs is the energy program, and
24 one of its goals is to reduce emissions from power

25 generation such as carbon dioxide emissions, sulphur
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 dioxide emissions, and nitrogen oxide emissions, and so
2 forth. And renewable energy is one means to accomplish
3 that, as 1is energy efficiency.
4 Q. Now, against that background, Mr. Mumaw
5 established during his examination of you that you did
6 participate in previous APS settlement agreement
7 negotiations; is that correct?
8 A. Yes.
9 Q. And you were very active in the settlement
10 negotiations which resulted in the settlement agreement
11 currently before the Commission, were you not?
12 A. Yes. 1 participated in nearly every meeting,
13 usually in person.
14 Q. That's correct. You were in that regard
15 particularly involved with regard to the negotiations
16 surrounding what has become Section 15 of the settlement
17 agreement, weren't you?
18 A. Yes.
19 Q. Would you describe those negotiations as vigorous
20 and truly in the nature of arm's length?
21 A. Yes. In fact, many parties participated in
22 crafting Section 15 and were actively engaged in doing so.
23 And from WRA's perspective, we have no financial interest
24 in any of the projects that might be built under
25 Section 15.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 Q. But I gather by the fact that you're testifying

2 in support of the settlement agreement today that the end

3 result of the negotiations, WRA was satisfied with the

4 substantive content of Section 15; is that correct?

5 A. Yes.

6 Q. Now, do you have a copy of the settlement

7 agreement in front of you?

8 A. Yes.

9 0. Let me direct your attention to Paragraph 15.5.
10 And I would like to ask you a few questions, and I'm now
11 moving to the area that you and I discussed previously
12 this morning.

13 Earlier this week, Dr. Berry, during the course
14 of its Open Meeting, the Commission spent a good part of
15 the day discussing an Arizona Public Service Company

16 docket. The last six digits are 09-0263, or what is known
17 as the performance-based incentive or PBI docket.

18 And in that docket, at the end of the day, the

19 Commission adopted a Staff order with one amendment that's
20 not material to my gquestion, that provides, among other

21 things, that it is therefore ordered that Arizona Public
22 Service Company can recover the cost of incentive payments
23 that are incurred to meet Arizona Public Service Company's
24 obligation for PBIs up to $220 million for all PBIs

25 entered into through 2010, under the following conditions.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 And then there were a few conditions that really, again, I
2 don't believe are pertinent to my question.
3 Let me ask you, to the extent you're in a
4 position to have an opinion, do you believe that the
5 Commission's order of earlier this week in the PBI docket
6 would have an impact on Paragraph 15.5 of the settlement
7 agreement?
8 A. I'm not intimately familiar with the docket that
9 you were describing, but 15.5 is fairly general in how APS
10 is to craft the schools program. So any specific
11 requirements that might have come in the docket that you
12 described probably wouldn't have any effect on how APS --
13 on how this settlement agreement is to be implemented
14 directly, but it may influence the way APS designs the
15 program to meet the requirements of 15.5.
16 Q. Let me ask you a follow-up question, again, to
17 the extent you're in a position to have an opinion.
18 During the course of the Open Meeting to which I
19 made reference earlier this week, there was a great deal
20 of discussion about the importance of federal stimulus
21 funds available under ARRA, or I believe it's the American
22 Recovery and Reinvestment Act, that are available through
23 the end of this year, and there was an expressed sense of
24 urgency to try to access those funds.
25 Now, as we look at Paragraph 15.5, this provides
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 that APS shall file the program or plans contemplated by
2 this paragraph within 120 days after the Commission's
3 order approving the settlement agreement, if the
4 settlement agreement is approved. In all likelihood, that
5 would suggest that will probably be sometime in 2010 as

6 opposed to 2009.

7 Against that background, in your opinion, would
8 the lack of availability of federal stimulus funds under
9 ARRA impact this particular paragraph and what is
10 contemplated?
11 A. I really don't know whether it would impact it or
12 not. The paragraph does indicate that school programs
. 13 executed with stimulus funding leveraging REST funds would
14 qualify toward the program goal. That doesn't require
15 that the stimulus funding would have to be available in
16 order to implement Section 15.5.
17 Q. Okay. One last question, Dr. Berry. Do you have
18 any thoughts you would like to offer at this time as to
19 the sort of programs or program considerations that you
20 believe APS should take into account as it is formulating
21 the new program that it would file pursuant to this
22 Paragraph 15.57?
23 A. I don't have any specific suggestions. The
24 paragraph does contain a sentence that says: In designing
25 the program, APS shall consider among its options a
L
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1 request for proposal by developers to implement and
2 install solar energy systems on multiple schools.
3 The idea there was that APS would consider having
4 a small number of contractors, maybe even only one,
5 implement the entire program. And that might be a cost
6 effective way to do it, but it certainly doesn't require
7 them to dc that.
8 MR. ROBERTSON: Dr. Berry, that's all I have.
9 Thank you.
10 CALJ FARMER: Okay. Does any other party have
11 questions for the witness?
12 MR. CROCKETT: No questions.
13 CALJ FARMER: I have a few from Chair Mayes for
14 you, and I believe Commissioner Pierce's office will be
15 bringing some questions down in a moment, tooc. So let's
16 start with questions from Chair Mayes.
17
18 EXAMINATION
19
20 Q. {(BY CALJ FARMER) And some of these your counsel
21 may have asked you in your direct testimony, but I'm going
22 to go ahead and read them. And if you could provide your
23 best answer, I would appreciate it.
24 What is WRA's interpretation of the words, quote,
25 make its best efforts, in the settlement agreement
Arizona Reporting Service, Inc. WWwWw.az-reporting.com (602) 274-9944
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1 provisions -- after "efforts" was the close quotes -- in
2 the settlement agreement provisions calling for APS to
3 make its best efforts to procure 1.7 million megawatts of
4 renewable energy by 2015? 1Is the provision mandatory or
5 merely permissive?
6 A. My interpretation of the term "best efforts™
7 means that APS is to undertake a diligent effort to
8 fulfill the obligations set forth in Section 15. The
9 section does recognize that APS may encounter unforeseen
10 events which could make it -- which could delay meeting
11 the requirements of Section 15.1. And to that end,
12 Section 15.1 requires APS to submit reports to the
13 Commission on plans and progress if it does encounter any
14 difficulties, and then the Commission and APS can figure
15 out what to do at that time.
16 So to me, this is a mandatory requirement, but it
17 is also a realistic requirement that recognizes that we
18 cannot forecast with certainty everything that might
19 happen, and it allows for some latitude in dealing with
20 problems that might arise.
21 Q. Okay. Why shouldn't the Commission order APS to
22 reach this level, understanding that the company could
23 seek a waiver if it becomes impossible?
24 A. Well, I can't speak for APS, but I would think,
25 in general, if the Commission wanted to order APS to meet
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944
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1 the 1,700,000 megawatt goal, it would also have to include
2 in its order an effective way to identify and deal with
3 problems that might cause delays, and I indicated what
4 those problems might include. For example, the developer
5 with whom APS is contracted might experience delays in
6 acguiring equipment or might experience delays in
7 obtaining financing.
8 Q. And the next question from Chair Mayes: Given
9 the time frames laid out in Sections 15.2 and 15.3, isn't
10 it possible that the projects described therein would not
11 be voted on by the current Commission, and, therefore,
12 could be disapproved by another Commission?
. 13 A. I suppose it's possible. But it is possible that
14 a future Commission could change just about anything in
15 the settlement agreement.
16 Q. Okay. If so, then what could be done to allow
17 that the current Commission, which will be voting on this
18 rate increase proposal, also has an opportunity to vote on
19 these projects?
20 A. Well, short of going faster than the speed of
21 light, I suppose APS could file these plans and projects
22 more quickly, but I don't know whether that is possible.
23 APS would have to provide you with the information on how
24 quickly it could actually prepare the plans and implement
25 the projects.
o
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1 Q. Okay. Next question. Do you believe Section
2 15.8 of the settlement agreement would require APS to meet
3 the REST in future years should for some reason the REST
4 be struck down?
5 A. It clearly requires APS to meet the obligations
o such as the 1,700,000 megawatt hours through 2015. 1It's
7 not real clear whether APS would be required to meet the
8 RES requirements if the Goldwater Institute's position is
9 upheld and the Commission rules somehow are held to be
10 invalid.
11 Q. What do you interpret the word "commitment™ to
12 mean?
13 A. Is the question pertaining to the commitment set
14 forth in Section 15, or is it a more general question?
15 Q. Well, she's referring to 15.8, and I see that
16 word is in there, so maybe in the context of 15.8.
17 A. Well, I think the commitment -- those commitments
18 are the specific goals, 1,700,000 megawatt hours by 2010,
19 and the specific projects which APS has identified, and
20 that APS will achieve those goals with the exceptions that
21 I indicated about events outside of their control, and
22 will submit each of the four projects that are identified
23 for the Commission's review.
24 It is mandatory on APS to do those things, but
25 Section 15.1 does recognize that there could be events
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1 outside of APS's control that might delay the process.
2 Q. What do you believe the words, quote, APS
3 reiterates and renews its support for the REST rules, end
4 guote, means from a legal standpoint?
5 A. I shouldn't be giving any legal advice. I'm not
6 an attorney.
7 Q. Okay. Those are all of the questions from Chair
38 Mayes. I might have a few for myself, and I know
9 Commissioner Pierce's office is preparing some.
10 Do you have your testimony in front of you?
11 A. Yes, Your Honor.
12 0. Okay. Typically, do renewable resources -- you
13 say on Line 22 that they typically have fixed or stable
14 costs.
15 A. What page are you on?
16 Q. I'm sorry. Page 2. Line 22 on Page 2 says:
17 Renewable resources typically have fixed or stable costs.
18 By that do you mean their 0&M costs are fixed and
19 stable?
20 A. Well, let me explain that in two cases. In one
21 case, the utility may be purchasing energy from a
22 developer or project owner over a term of a contract, like
23 a 20- or 30-year contract. Those contracts typically
24 price the electricity with a schedule that is laid out in
25 the contract. It may have some escalation clauses in it
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1 such as reflecting the rate of inflation. The escalation

2 may be specified, or it may be tied to an index like the

3 inflation rate. But for purchased power contracts of that

4 sort, the price is fixed, or it's stable, and is known

5 ahead of time.

6 If the utility were to own the project, then its

7 costs would be fixed or stable in the sense that nearly

8 all of the costs are the capital costs of the project.

9 Most of these technologies do not use a fuel that you have
10 to pay for. The only exception being some biomass where
11 you might have to gather wood from a forest, for example.
12 But for sunshine or wind, there's no fuel cost. So most

. 13 of the costs are fixed. There are some operating and
14 maintenance costs. And while those may fluctuate, they
15 are a small percentage of the total costs.
16 Q. Thank you. Turning to Page 3, that first
17 paragraph says: The agreement provides that APS obtain
18 about 10 percent of its, in bold, energy needs from
19 renewable resources by 2015. This 1s approximately double
20 the Renewable Energy Standard requirement that 5 percent
21 of retail sales, in bold, can be obtained from renewable

22 resources by 2015.

23 Can you explain to me why the agreement has a

24 percentage of energy needs and the RES requirement is on
. 25 retail sales, and what that difference is?
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1 A. The settlement agreement speaks in terms of the
2 amount of megawatt hours APS is to acquire from renewable
3 resources. Now, we're going to compare that to two
4 possible other numbers. One would be the amount of energy
5 needs that APS has, and that would include retail sales
6 plus losses, and it may be defined even in a slightly
7 different way.
8 The reason I used energy needs at the beginning
9 of that paragraph is that the number I was comparing it to
10 is a number out of APS's resource plan, which is a number
11 that is a forecast of APS's energy sales plus losses. The
12 RES is framed in terms of a percentage of retail sales
13 without the losses.
14 Q. Okay.
15 A. I do not have a forecast of APS's retail sales
16 that I could have used to make this comparison more exact,
17 so this was as close as I could come.
18 Q. Thank you. Could you turn to Page 6 of your
19 testimony, please. On Line 23 to the end of the page, you
20 talk about an optional super-peak time-of-use rate for
21 residential, and then an optional critical peak pricing
22 program. Can you explain those programs and how they
23 would work?
24 A. I'll do my best. And you may get a more complete
25 answer out of APS's witnesses.
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1 The super-peak program is a kind of time-of-use

2 rate, but it identifies a specific time period in the late

3 afternoon in the summer that is separate from -- well,

4 that is in addition to the regular on-peak time period.

5 So if the on-peak -- I don't remember exactly what APS's

6 on-peak time periods are, but it's a fairly long period

7 that runs through the afternoon into the evening.

8 APS tends to hit its peak demand in the late

9 afternoon to early evening. And under the super-peak

10 pricing rate, there would be a higher charge for

11 electricity consumption during the super-peak hours.
12 Then, during the rest of the on-peak period, there would
13 be the regular on-peak charge. And then during the

14 off-peak period, to make this tariff more -- or this rate
15 more attractive, the off-peak rate is a bit lower than it
16 would be under the regular time-of-use rate.

17 So it's a kind of time-of-use rate, but instead
18 of just on-peak and off-peak, it has three time periods:
19 Super-peak, the rest of the on-peak, and then off-peak,

20 and then it's also broken down by season.

21 The critical peak pricing rate, APS can call a

22 critical event during specified hours of the day during

23 the summer, and they have to alert the customer that there
24 will be a critical event the next day. And the customer
25 can and should reduce its consumption during those hours
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1 in order to save money, because there's a very high charge
2 for consumption during the hours when the critical peak
3 event occurs. APS is restricted in the amount of critical
4 events that it can call during a year.
5 I think these would both be classified as demand
6 response type programs.
7 Q. Okay. Are these pilot programs, or do you know
38 whether they're open to all customers?
9 A. Well, there's a minimum number of customers that
10 APS is supposed to seek out. I think they were originally
11 represented as pilot programs. Whether APS would still
12 consider them to be pilots, I'm not sure.
. 13 Q. Can you explain to me what a feed-in tariff is?
14 A. Yes. A feed-in tariff is a standardized contract
15 for purchases of energy from specified types of renewable
16 resources. They're used, for example, in Germany and in
17 Spain where the government sets a rate that will be for
18 purchasing electricity from qualified renewable energy
19 resources. For example, the rate might be 20 cents per
20 kilowatt hour for all of the kilowatt hours produced and
21 sold back to the utility from a photovoltaic technology.
22 And this is a standardized contract so that an
23 individual customer doesn't have to negotiate a rate with
24 the utility. There is a prespecified rate that will apply
. 25 in all cases.
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1 Q. And your recommendation about a feed-in pilot
2 program -- and I'm looking on Page 11 -- is that if the
3 Commission is interested in that, that APS should submit
4 something with its July 2010 RES implementation plan?
5 A. Yes. I think some thought needs to go into the
6 design of a feed-in tariff if the Commission desires to
7 pursue that type of an approach. You have to pick out
8 what customers it's going to apply to. You have to figure
9 out what the rate is going to be, and figuring that out is
10 fairly tricky.
11 There's an asymmetry of information here in that
12 the suppliers know what their costs are, but neither APS
13 nor the Commission knows what the costs are. And so
14 there's a danger that you would end up paying more than --
15 that the utility would pay a higher rate on the feed-in
16 tariff than it would have to to attract that level of
17 renewable energy resources.
18 So if the Commission wants APS to pursue a
19 feed-in tariff, I think we need to do so with some caution
20 and with a great deal of analysis, and the Commission
21 should consider it in a separate proceeding.
22 Q. Okay. Your revised Exhibit DB-2 --
23 CALJ FARMER: And Mr. Hogan, maybe we could just
24 have that marked, when you have a copy of it, WRA-3.
25 Q. (BY CALJ FARMER) =-- could you explain to me what
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1 the revision was between this one and the one that you
2 filed with your testimony?
3 A. Yes, Your Honor. 1In the first version, the
4 second footnote had some extraneous verbiage in it which I
5 have removed from the revised version. The numbers are
o the same. The intent of the exhibit is the same. It's
7 just that one of the footnotes was incorrect.
8 Q. Thank you. I have some questions for you from
9 Commissioner Pierce.
10 Are you familiar with the Commission's Renewable
11 Energy Standard and Tariff rules?
12 A. Yes.
. 13 0. Were you involved in the proceedings leading up
14 to the adoption of the REST rules?
15 A. Yes.
16 Q. Did some people and entities advocate for a
17 specific carve-out for wind and/or solar in connection
18 with the adoption of the REST rules?
19 A. I'm not sure. I don't recall whether anybody had
20 a specific proposal for wind or solar per se. The
21 discussions quickly focused on a carve-out for distributed
22 generation or distributed resources.
23 0. When the REST rules were being formulated, did
24 APS advocate in opposition to specific renewable resource
25 carve-outs in preference of renewable resource neutrality?
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1 A. T don't recall APS's position.
2 Q. Did the WRA advocate for renewable resource
3 neutrality?
4 A. No. We focused our efforts on central station
5 resources, recognizing that there were other parties who
6 were more -- who were very strongly interested in
7 distributed resources. And so we restricted our analysis
8 and presentations primarily to central station or
9 nondistributed types of resources.
10 Q. Did it advocate for carve-outs?
11 A. I don't think we advocated for them, but we
12 recognized that other parties were strongly in favor of
. 13 them. And in the interest of producing a mutually
14 acceptable result, we just did not enter into the
15 discussion of the carve-out. That's my recollection.
16 Q. Okay. Do you continue to hold the same position
17 in this case?
18 A. Well, we're taking the RES as a fait accompli and
19 that the utilities are supposed to abide by it. So we're
20 not advocating a change in the Renewable Energy Standard
21 through the settlement agreement.
22 Q. I think maybe the guestion might go to do you
23 hold the same position regarding carve-outs in this case?
24 A. Well, I guess the answer would be yes, because we
25 didn't have a specific position in the RES docket. We
@
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1 could see that there was going to be -- that there was
2 strong interest in a carve-out for distributed resources,
3 and we did not in any way attempt to oppose that.
4 Q. Okay. Did you advocate that position during the
5 settlement negotiations?
6 A. The settlement negotiations dealt primarily with
7 APS's acquisition of additional resources above and beyond
8 the RES requirements. And there was no discussion that I
9 can recall off the top of my head about not meeting any --
10 not meeting the requirements of the RES with regard to
11 distributed resources. Clearly, APS is proposing some
12 additional distributed projects in the settlement
. 13 agreement.
14 Q. Would you agree that the Commission ultimately
15 adopted REST rules that are facially neutral between
16 renewable energy resources? For example, solar, wind,
17 biomass, biogas, geothermal.
18 A. Yes. It's up to the utility to select the mix of
19 resources that it would like to use to meet the
20 requirements of the RES. There's no requirement, for
21 example, that APS or anybody else obtain X amount of
22 geothermal resources, for instance.
23 0. Do you remember what the Commission's rationale
24 was in explaining its decision in this regard?
. 25 A. I don't recall what the Commission's rationale
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1 was, but the general rationale for not specifying specific
2 technologies is that -- well, there's several rationales.
3 One is the relative cost of them may change over time.
4 Secondly, some of them are commercially available today;
5 some technologies are not and would require early adopters
6 to pursue those technologies.
7 The utility might want to try to minimize its
8 costs, in which case they might have a very different mix
9 than a utility that wanted to include some emerging types
10 of resources. It's left up to the utilities to figure out
11 how to do that, and they're reviewed by the Commission.
12 We supported that very general type of an approach.
13 Q. Would you say that the settlement agreement is
14 consistent with the principle of renewable resource
15 neutrality that was encompassed in the Commission's REST
16 rules?
17 A. Yes. There was -- yes, the settlement agreement
18 does, in fact, incorporate several types of technologies,
19 and APS has acquired resources, geothermal, wind, biomass,
20 and solar technologies. So the settlement agreement
21 continues APS's policy of diversity of resources.
22 Q. Doesn't the settlement agreement require certain
23 types of resources to be used? Isn't that a carve-out?
24 A. No, that's not a carve-out. That was an attempt
25 to identify specific projects that APS and the other
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1 parties thought were worth pursuing. And the specific
2 projects that are identified in the settlement agreement
3 are some solar projects for governmental institutions and
4 schools, an in-state wind project, and a photovoltaic
5 project.
6 I think it might be appropriate to try to put my
7 answer in some context with Exhibit DB-3, which is the pie
8 chart. And Mr. Hogan has extra copies of that, and he can
9 pass them out in case the parties don't have my testimony

10 handy.

11 I think you can see from the pie chart -- well,
12 I'1ll wait a moment for Mr. Hogan to pass them out.

. 13 CALJ FARMER: I think I have it.
14 MR. HOGAN: Do you have it, Your Honor?
15 CALJ FARMER: It's not in color, but yes, I do.
16 THE WITNESS: I'm sorry. We only had black and
17 white copies.
18 CALJ FARMER: That's okay.
19 THE WITNESS: The pie chart here shows what APS
20 is committing to through 2015. It shows the mix of
21 renewable resources that APS is intending -- has acquired
22 or is committed to acquire and will acquire. The total
23 amount of resources would amount to about 3,428,000
24 megawatt hours by 2015.
25 The slices of pie on the right are the resources
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1 which APS had committed to by the end of 2008. The ones
2 on the left side of the chart are the ones that are to be
3 acquired or have been committed to after 2008. And you
4 can see there's guite a variety of resources there. There
5 is no specific carve-out for any particular technology.
6 APS has entered into contracts for two large
7 concentrated solar projects. Those are the Solana and the
8 Starwood projects. And very roughly, they would
9 constitute about half of the total amount that APS is
10 seeking.
11 APS has two large wind projects in place now,
12 Aragonne Mesa and High Lonesome Wind, about 190 megawatts.
13 In addition to that, they are seeking to acquire the
14 in-state wind energy project. There's some biomass
15 projects on there, Snowflake and Sexton. Snowflake is in
16 place. Sexton is under construction. There is a small
17 geothermal project, CE Turbo.
18 Then, we don't know the size of the central
19 station PV project or the in-state wind project or the
20 government programs project, but they will be in that
21 slice that's up in the upper left-hand corner. The
22 schools program is a distributed resource program, and
23 then there are a number of other smaller distributed
24 resources shown in the pie as well.
25 There's no specific carve-out for a specific
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1 technology. APS has a diversity of technologies, but
2 clearly likes solar.
3 Q. (BY CALJ FARMER) All right. Moving on,
4 Commissioner Pierce says that he finds much to like and
5 much to dislike in the provisions in the settlement
6 agreement dealing with renewable energy. He thinks he
7 likes Paragraph 15.1 and 15.4, but is not sure about
8 Paragraphs 15.2 and 15.3, and he's intrigued by Paragraphs
9 15.5 and 15.6. So there's some questions that he has
10 about some of these paragraphs.
11 If you could go to paragraph 15.1. Paragraph
12 15.1 of the settlement agreement requires APS to make its
13 best efforts to acquire 1,700,000 MWh of new renewable
14 energy resources, does it not?
15 A. That is correct.
16 Q. Does Paragraph 15.1 dictate which renewable
17 resources APS will acgquire to meet that goal?
18 A. It does not by itself specify which renewable
19 resources APS will acquire. If you recall back to the pie
20 chart, they've already acquired the Starwood or entered
21 into a contract with Starwood for a large solar energy
22 project, and that's a big chunk of the 1,700,000 megawatt
23 hours.
24 Q. In that regard, is Paragraph 15.1 consistent with
25 or inconsistent with the principle of renewable resource
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1 neutrality embedded in the REST rules?

2 A. This paragraph does not specify any particular

3 technologies. The only constraint being that APS has

4 already entered into a contract with Starwood, so that

5 identifies one. We already know what one of the projects

6 will be prior to the settlement negotiations.

7 Q. So would you say it was consistent or

8 inconsistent?

9 A. Oh, it's quite consistent.

10 Q. Okay, thanks. All right. Paragraph 15.2. This
11 paragraph requires APS to issue a new request for proposal
12 for in-state wind generation, correct?
13 A. Yes.
14 Q. Is Paragraph 15.2 consistent with the principle
15 of renewable resource neutrality? And if so, how?

16 A. Well, APS has to propose some kind of a

17 technology and a project, and it has to identify what it
18 is. The settlement agreement does identify some specific
19 projects that will be part of APS's renewable energy
20 portfolio.
21 Looking back at the pie chart again, you can see
22 that whatever this proiject turns out to be, it will be a
23 relatively small portion of the total amount of renewable
24 resources that APS will have in place by 2015. So I don't
25 believe that in any way violates the neutrality, the
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1 technological neutrality inherent in the RES. APS does
2 have to select specific projects. And once it has
3 selected them, there's the technology there. You can't
4 disguise it as something else.
5 Q. Is it better for the Commission to establish the
6 goal and then step back and let APS achieve the goal in a
7 manner that minimizes costs to ratepayers, or is it better
8 for the Commission to not only adopt the goal but command
9 and control provisions that prescribe exactly which
10 renewable resource acquisitions APS should make to achieve
11 the goal?
12 A. Well, neithexr one, but close to the first one. I
. 13 believe it is best for the Commission to specify the
14 overall goal and give the utility the responsibility and
15 authority to fulfill that goal in a reasonable way.
16 A reasonable way is not just trying to find the
17 lowest cost resources. Part of the overall policy of
18 seeking renewable resources is to commercialize emerging
19 technologies. And to do that, as APS has done, requires
20 being an early adopter of some of these technologies. The
21 concentrating solar power technologies with thermal
22 storage, I believe, fall in that category.
23 Companies like APS are leading the way by being
24 the early adopters. Those are not the least cost
25 resources they could have found, but over the long run it
®
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1 is gquite important to help get those technologies
2 commercialized because of their great promise, especially
3 due to the thermal storage capability of those projects
4 that increases their capacity factor and allows APS to
5 generate electricity when it needs it.
6 Q. Okay. Why is it in the public interest for the
7 Commission to approve a provision that specifically calls
8 for an in-state wind RFP, as opposed to allowing
9 competition from additional renewable resources, including
10 out-of-state wind resources?
11 A. Well, let's go back to the pie chart again. You
12 can see on that pie chart there are two large wind energy
13 projects that are located in New Mexico. So APS has
14 already done that.
15 The parties agreed that it would be desirable to
16 seek an in-state wind energy project and bring that to the
17 Commission for the Commission's review. That was a
18 specific technology that the parties agreed was a
19 technology that they wanted APS to seek to acquire.
20 And Arizona has some good wind resources up in
21 the northern part of the state, and I think that the
22 parties -- some of the parties, anyway, would like to try
23 to see 1f those resources could be developed.
24 0. Is there a reason why in-state wind projects
25 cannot and should not be expected to compete in the larger
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1 renewable arena?

2 A. It's obviously going to depend on the specifics

3 of the wind project. A site with a capacity factor of

4 around 35 percent would be pretty competitive. And

5 according to the Northern Arizona University study that

6 was done for APS a couple of years ago, there are such

7 sites within Arizona that could be developed. So I would

8 expect those would be competitive.

9 The other issue is one of transmission access.
10 And given the current constraints on transmission access
11 from New Mexico, some Arizona projects might again be
12 competitive. Looking out over the next 10 to 15 years,
13 there may be additional transmission capability coming in
14 from New Mexico that might make the New Mexico projects
15 even more competitive. But there may also be additional
16 transmission capability in Arizona to make the good
17 Arizona sites competitive as well.

18 So I would not assume off the top of one's head
19 that the Arizona site is inferior. It may very well be
20 cost competitive i1if its capacity factor is high enough.
21 Q. Assuming no other party objects, would WRA view
22 the removal of Paragraph 15.2 a material change? And if
23 so, why?

24 A. I haven't thought about whether removing that

25 would be a material change. I can't answer the question
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1 right now.
2 Q. Are there any other parties that would likely
3 object to the removal of Paragraph 15.2 from the
4 settlement agreement? And if so, who are they, and what
5 would be their likely reasons for objecting?
6 A. I don't know whether any other party would regard
7 that as a material change. And under the terms of the
8 settlement agreement, we're not supposed to kiss and tell
9 here and say who opposed or didn't oppose a specific
10 provision, or how they wanted that provision crafted.
11 Q. Okay. Let's move to Paragraph 15.3. Is that
12 paragraph consistent with the principle of renewable
13 resource neutrality?
14 A. This is the paragraph pertaining to the utility-
15 scale photovoltaic generation project. It's a project
16 that APS has identified that it would like to pursue, and
17 it seems to me that is entirely consistent with the idea
18 of a neutrality among technologies.
19 As I indicate in my prefiled testimony, many
20 utilities are now acquiring large utility-scale
21 photovoltaic generation projects. Prices are coming down.
22 These projects have many good features in producing
23 electricity during the afternoon in the summer when the
24 utility's demand is high.
25 So we're beginning to see now projects that are
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1 20, 30, 50, or even 60 megawatt size photovoltaic projects
2 throughout the world. APS apparently believes that this
3 technology at that scale would be useful to them, and I
4 think that's probably a good assessment.
5 Q. Okay. I think you might have answered the next
6 question, which is why is it in the public interest for
7 the Commission to approve a provision that specifically
8 calls for consideration of a utility-scale photovoltaic
9 generation project?
10 A. A utility-scale photovoltaic project will produce
11 electricity, most of its electricity during the afternoon
12 in the summer when APS needs it the most. This is a
. 13 technology that in a portfolio of technologies would help
14 APS meet its demand over the course of the day or over the
15 course of the year. It wouldn't produce electricity at
16 night, obviously, without storage, but it's part of a
17 portfolio. And the whole portfolio consists of a
18 diversity of technologies, which taken together can
19 produce and will produce electricity throughout the year,
20 throughout the day.
21 Q. Is there a reason why we need such a provision,
22 as opposed to allowing APS to bring a utility-scale
23 photovoltaic project to the Commission for consideration
24 when APS feels that such a project is the optimum resource
25 alternative?
@
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1 A. Well, I suppose the settlement agreement could
2 have been written without identifying any specific
3 projects, but this gives the Commission some specificity
4 as to what APS has in mind over the coming months to meet
5 the overall goal that the parties have agreed to.
6 I think these specific projects give some
7 definition to what it is that the portfolio will look like
8 and help the Commission to understand the diversity of
9 technologies that APS is acquiring. They could have been
10 written generically, but then I suppose one could argue
11 that the Commission wouldn't be knowing what it was
12 buying.
13 Q. Okay. Assuming no other party objects, would WRA
14 view the removal of Paragraph 15.3 a material change? And
15 if so, why?
16 A. Well, I think it's important for APS to get some
17 experience with a large-scale photovoltaic generation
18 project. I don't know whether we would regard that as a
19 material change and fall on our swords, but it is an
20 important component of this settlement agreement to us.
21 0. Are there other parties that would likely object
22 to the removal of that paragraph from the settlement
23 agreement? Do you know?
24 A. The same answer. I don't know how they would
25 feel, and I'm not at liberty to discuss what other parties
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1 have expressed during the course of the negotiations.
2 Q. All right. Continuing with Commissioner Pierce's
3 questions. This goes to Paragraph 3.11.
4 What happened between the time that the parties
5 filed the term sheet and the time that the parties filed
6 the settlement agreement that changed the parties' mind
7 with respect to the issue of collecting all DSMAC costs
8 through a single source?
9 A. Well, we had further discussions on this issue,
10 and I guess —-- I don't recall what was in the May 4
11 document, but apparently -- originally the parties were
12 thinking that all of the DSM costs would be recovered
. 13 through the adjustment clause, and we discussed it further
14 and decided to leave it the way it 1is.
15 Q. When you say leave it the way it is, do you mean
16 the way the rates are designed currently?
17 A. Yes, Your Honor, with the $10 million in base
18 rates.
19 Q. In her July 1 testimony in support of the
20 settlement agreement, Amanda Ormond argues on behalf of
21 maintaining $10 million in base rates for DSM. She argues
22 that splitting DSM costs between base rates and the DSM
23 adjustor enhances transparency.
24 Do you agree with her?
25 A. Yes, I do. And let me explain why I think that
@
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1 position is correct. DSM is a mainstream resource just
2 like any other of APS's resources, gas-fired power plants,
3 coal-fired power plants, its distribution system, its
4 transmission system.
5 It seems to me that's just part of the total
0 portfolio of resources which APS uses to serve 1its
7 customers. And much of its costs ought to be treated in
8 exactly the same way as the Commission treats the charges
9 for power plants, distribution lines, transmission lines.
10 It's just all a bundled service.
11 Now, we do know that we cannot predict exactly
12 how much APS will spend on DSM in a given year. We know
13 they're going to spend a lot. So we do need an adjustment
14 clause to help come out with exactly the right amount of
15 cost recovery, just as we have an adjustment clause for
16 power supply. But there's power supply costs in base
17 rates, and so DSM costs should be treated the same way and
18 included in base rates.
19 With regard to the transparency issue, I think
20 it's most untransparent to simply report to the customers,
21 here is what the DSM costs are, and say nothing more. I
22 think if you're going to tell the customers, well, you're
23 paying $2 a month for DSM, APS also ought to be telling
24 you, and here is what you got for it, here is how many
25 kilowatt hours we saved over the last year because of the
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1 DSM programs. There's no information like that being
2 provided. It's just the costs.
3 Q. So you don't think it would be more transparent
4 if all DSM costs were collected from a single source?
5 A. Well, transparent would certainly not be the word
6 I would use to report the costs without also reporting the
7 benefits. And if -- so no, I can't agree that it's more
8 transparent, whatever that might actually mean.
9 The customers would have a clearer idea of what
10 they're paying for DSM, but they have no idea what they're
11 paying for nuclear power and no idea what they're paying
12 for coal generation. So I don't see that this adds
. 13 anything to consumers' understanding. If anything, it
14 just gives them some partial information that may mislead
15 them.
16 Q. Okay. Let's go to Paragraph 20.6. Continuing
17 with Commissioner Pierce's questions, this paragraph
18 requires APS to study the impact of its super-peak and
19 critical peak pricing on the energy mix, air emissions,
20 and energy use by program participants.
21 Is there any reason why the study should not
22 evaluate APS's entire demand response program on the
| 23 foregoing issues, including its new time-of-use rates for
24 schools approved in Paragraph 21.27
25 A. In principle, I would not object to that. But I
®
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1 think APS should also have an opportunity to say whether
2 it would like to expand the scope of the study.
3 CALJ FARMER: Okay. I'm going to hand out a
4 document that we'll mark as Pierce No. 1.
5 Let's go off the record.
6 (A recess was taken from 10:13 a.m. to 10:15 a.m.)
7 CALJ FARMER: Let's go ahead and go back on the
8 record. And we are getting some more copies for anyone
9 who would like a color copy.
10 Q. (BY CALJ FARMER) Continuing with Commissioner
11 Pierce's guestions. In her June 9 letter to the parties
12 to the docket, Chairman Mayes asked if the REST rules
13 should be adopted by the settlement agreement.
14 Are you familiar with APS's 2009 REST
15 implementation plan that was adopted by the Commission?
16 A. Only vaguely. I have not looked at it recently,
17 Your Honor.
18 Q. Commissioner Pierce has prepared a chart -- that
19 we've marked as Pierce-1l —-- that graphically summarizes
20 the major cost components of APS's 2009 implementation
21 plan.
22 The blue slice of pie, do you see that?
23 A. Yes, I do.
24 Q. It looks like the largest slice for someone that
25 doesn't have a color copy, correct?
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1 A. That would be the slice that is eating the little
2 green slice.
3 Q. Okay. The blue slice of the pie depicts
4 85 percent of renewable energy that will come from
5 utility-scale projects. The light green slice represents
6 the 7.5 percent of renewable energy that will come from
7 commercial distributed generation. The dark green slice
8 represents the 7.5 percent that fepresents residential
9 distributed generation.

10 Have you had a chance to look at the slide?

11 A. Yes, I have, Your Honor.

12 Q. Do these numbers generally match your

. 13 understanding of APS's 2009 implementation plan?

14 A. In general, yes. I caﬁ't testify to the veracity
15 of the numbers, but one would expect that the central

16 station or nondistributed portion would be most of the

17 megawatt hours and that it would -- on a per megawatt hour
18 basis would cost the least, yes.

19 Q. Does anything jump out at you as you look at the

20 slide?

21 A. Well, what I just said. Most of the megawatt
22 hours come from the central station project. And on a per
23 megawatt hour basis, they are the least costly resource.
24 There's no surprise there. That's the way the RES was set
25 up.

®
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1 Q. Your testimony in support of the settlement
2 agreement indicated that one of the reasons you support
3 renewable energy is because of reduced air emissions,
4 particularly carbon; is that correct?
5 A. Yes, it 1is.
6 Q. Do you believe that increasing our use of
7 renewable energy is important to address climate change?
8 A. Yes.
9 Q. Are you familiar with the term "opportunity
10 cost"?
11 A, Yes.
12 Q. Looking at the slide, what do you believe is the
13 opportunity cost of allocating $57.6 million towards the
14 objective of obtaining 7.5 percent of the overall
15 renewable energy in 20097?
16 A. Well, this is a policy question for the
17 Commission. But the economics of it is that there's
18 $57 million being spent, according to this diagram, on
19 residential distributed projects. One could reallocate
20 that entire amount to some other classes of projects and
21 get more megawatt hours for the same amount of money.
22 Q. Okay. I'm deviating from the questions.
23 I'm not familiar -- what does opportunity cost
24 mean? And did you answer the question of the opportunity
25 costs of allocating $57.6 million for the objective of
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1 obtaining a 7.5 percent of the renewable energy?
2 A. Yes, I did answer the question. And the
3 opportunity cost is what you give up by doing something
4 here. So 1f the Commission -- the Commission's policy is
5 to require a certain amount of resources to come from
6 residentially sited distributed projects, so in this case
7 $57 million goes to pay for that.

38 If you reallocated that money to some other type
9 of project, you would be able to get more megawatt hours,
10 presumably, of renewable energy, but you would give up the

11 residential siting of those projects. The opportunity

12 cost idea is that what do you give up when you do

13 something? What was the alternative that has been

14 forgone, and what is its wvalue?

15 Q. Okay. So would it be possible to double, triple,
16 or perhaps even quadruple the amount off emissions

17 reductions APS achieved in 2009 simply by reallocating a
18 portion of the funds currently allocated towards

19 residential DG?

20 A. Well, mathematically, yes. But as I indicated

21 previously, there's a policy decision here that the

22 Commission has made that deals with the advanced -- well,
23 that deals with the location of renewable resources.

24 There are some benefits of locating renewable resources on
25 customer-sited premises. And the Commission has reviewed
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1 those benefits and is trying to push the market toward
2 greater adoption of customer-sited projects.
3 Q. Okay. Thank you. Continuing with Commissioner
4 Pierce's questions, turning to Paragraphs 15.5 and 15.6.
5 Do you have those?
6 A. Yes, 1 do.
7 Q. And the provisions relating to solar projects for
8 schools and public buildings, who will ultimately pay for
9 these projects?
10 A. Well, the cost is distributed among many parties,
11 but primarily -- let me back up. Let's take the schools
12 program as an example. The schools pay part of the costs,
. 13 APS's general body of ratepayers pays part of the costs,
14 and the general body of taxpayers pays a part of the costs
15 because there are tax incentives associated with these
16 projects. So there's a tax expenditure.
17 The customers clearly pay part of the costs. And
18 there's an incentive to be -- an unspecified incentive
19 that would be provided by APS, and that is paid for by the
20 general body of ratepayers. So there's at least -- there
21 are many parties who pay for these projects.
22 Q. Okay. The next guestion was: Would it be fair
23 to say that APS's ratepayers, including its residential
24 ratepayers, will be the ones who pay for these solar
. 25 projects?
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1 A. No, that's not a correct interpretation at all.
2 The tax incentives are fairly important. And so if
3 somebody's taxes go down as a result of federal or state
4 government policy to subsidize solar energy, somebody
5 else's taxes are going to go up.
6 The schools, in the case of Paragraph 15.5, do
7 pay for part of the project. It's not free to them. It's
8 just that they don't pay up front but they pay over time.
9 And so who pays for that? Well, the schools pay for it,
10 and then ultimately residents of the school district pay
11 for it, and perhaps the state government contributes to
12 some of that indirectly.
13 So the costs are spread around. The costs do not
14 fall exclusively on APS's ratepayers. I don't even know
15 if the majority of the costs fall on APS's ratepayers. I
16 don't know what the mix is.
17 Q. So do you believe that those paragraphs are
18 unfair to residential ratepayers? In other words, is it
19 unfair to residential ratepayers to use REST surcharge
20 money collected from them to install solar systems on
21 schools and public buildings?
22 A. Well, I don't think you can say that a particular
23 customer dollar went for a particular project. Commercial
24 customers pay a REST surcharge as well. So the schools
25 are paying for this in their electric bills. And the
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1 schools, through paragraph 15.5, would have a specific
2 program aimed at them. But I can't say that a specific
3 dollar from a specific customer is supporting a specific
4 project.
5 Q. Isn't it true that because schools and public
6 buildings are owned by all residential ratepayers, placing
7 distributed energy systems on them is perhaps the fairest
3 way to allocate residential surcharge money?
9 A. I don't understand the question. Would you ask
10 it again?
11 Q. Okay. I'll read exactly what it says.
12 In fact, isn't the opposite true? This was a
13 follow-up to the question before that said: Is it unfair
14 for residential ratepayers to use REST surcharge money
15 collected from them to install solar systems on schools
16 and public buildings. Why not?
17 In fact, isn't the opposite true, because schools
18 and public buildings are owned by all residential
19 ratepayers, placing distributed energy systems on them is
20 perhaps the fairest way to allocate residential surcharge
21 money? Everyone benefits when the schools' utility
22 expenses go down. Agree?
23 A. Well, I guess I don't have enough information to
24 agree or disagree. Clearly, it's beneficial for the state
25 of Arizona to be able to -- for schools to be able to
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1 reduce their expenditures on power, or on anything else,

2 so that the monies can be used more directly for

3 instructional purposes. But I just don't have enough

4 facts to be able to say whether a particular outcome or

5 procedure is more or less fair than another one.

6 Q. Do you agree that everyone benefits when the

7 schools' utility expenses go down?

8 A. If one is locking solely at the cost borne by

9 schools, the answer would be yes.

10 Q. Continuing with the last few questions from
11 Commissioner Pierce.
12 In 2010, APS's distributed generation requirement
13 increases from 15 percent to 20 percent. Should the
14 Commission consider reserving the entire additional
15 5 percent DG requirement for school projects? If not, why
16 not?

17 A. Your Honor, I have done no analysis of that issue
18 and have no conclusions to offer.

19 Q. Is it something that the Commission should
20 consider?
21 A. As I said, I haven't thought about the issues, so
22 I don't —— I can't even answer that question. Clearly, if
23 the Commission wants to consider it, it will.
24 Q. Okay. With respect to the 50/50 split between
25 residential and commercial DG in the REST rules, is it
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1 realistic to expect the residential and commercial DG

2 markets to develop at exactly the same pace year after

3 year?

4 A. Well, I haven't done an analysis of it to know

5 what would happen, but clearly both -- in general, both

6 are developing fairly rapidly. We're getting a lot more

7 installations in both residential and nonresidential

8 projects. Nonresidential projects tend to be bigger on a
9 project-by-project basis.
10 Q. Given the improbability of complete symmetry
11 between the residential and commercial DG markets, what is
12 the opportunity cost of strong enforcement of the 50/50
13 split?
14 A. Well, I can't answer the gquestion very

15 specifically, but clearly there's a short-run and a

16 long-run aspect to the issue. 1In the short run, I suppose
17 you would -- if you concentrated most of the money on the
18 larger projects, you would get more kilowatts and kilowatt
19 hours. But there's the long-run issue, too, and that is
20 the development of distributed generation on residential
21 sites.
22 And if that's a Commission policy goal, then you
23 are going to go through a period of early adoption and
24 relatively high costs until that market becomes more
25 mature and large and can take advantage of economies of
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1 scale; and can lower its costs through learning by doing
2 and technological improvements.
3 Q. Okay. Wouldn't such an approach by the
4 Commission delay the deployment and raise the costs of
5 distributed generation?
6 A. What is the "such an approach"?
7 Q. I think it's the strong enforcement of the 50/50
8 split.
9 A. It goes back into the issue of whether you're
10 looking short term or long term. If the Commission's
11 policy is to have distributed generation on residential
12 sites, then you're going to go through a period of early
13 adoption and relative high costs until those costs come
14 down, and until the industry matures to the point where it
15 can install projects more efficiently than it can do so
16 today.
17 Q. If the Commission were to adopt the REST rules in
18 this settlement agreement, would the Commission still
19 retain the ability to waive rules that it finds
20 counterproductive in the transition towards renewable
21 enerqgy?
22 A. Well, you're asking me a legal question. About
23 the only answer I can give you is it depends on exactly
24 how the Commission would adopt the REST rules in the
25 settlement agreement order, because they're not in the
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| 1 settlement agreement as it stands. But if you put them in
‘ 2 the settlement agreement, I guess it depends on how the
3 wording was crafted as to when the Commission could waive
4 the provisions it just incorporated.
5 Q. Okay. A few more guestions. How would you
6 describe the renewable energy provisions in Paragraph 157
7 A. I'm not sure I understand that question.
8 Q. Do you think that the provisions are ambitious?
9 A. In 15.17?
10 Q. I think it means the whole section of all of the
11 15 paragraphs.
12 A. It's relatively ambitious, yes.
. 13 0. If you were to compare the costs associated with
14 Paragraphs 15.1, 2, 3, 4, 5, and 6, how would you rank
15 them in terms of cost? Which is the most expensive and
16 which is the least expensive?
17 A. Paragraphs 15.2 through 15.67 Well, wait a
18 minute.
19 Q. 15.1 through 6.
20 A. Well, 1 doesn't specify particular technologies.
21 And again, we have to keep in mind whether we're talking
22 today, whether we're just trying to look at short-run
23 costs as the cost of technologies as we buy them today, or
24 whether we're embarking on a program, one of whose
. 25 purposes is to encourage early adoption and encourage
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1 emerging technologies to become commercialized,
2 encourages economies of scale and learning by doing, all
3 of which will reduce the costs. I think APS has a very
4 good mix of low cost resources today and emerging
5 technology resources.
6 This particular package, wind generation is a
7 relatively low cost technology. Again, it depends on the
8 capacity factor of the specific project, but the higher
9 capacity factors result in lower costs.
10 The photovoltaic projects, relatively expensive
11 today. Prices seem to be falling rather rapidly. And as
12 utilities begin to adopt these technologies on huge
. 13 scales, the costs ought to fall much more dramatically.
14 The distributed projects, it depends on how APS
15 delivers them as to how quickly the costs will fall and
16 what the costs will be on these specific programs.
17 As I indicated previously, if you just look at
18 the costs today and assume that APS's activities and other
19 utilities' activities have no effect on costs, then these
20 would be relatively expensive. But as we learn by
21 installing distributed projects, and as we increase the
22 economies of scale, and as we improve the technology over
23 time, those costs will fall. And those costs will not
24 fall as fast if nobody buys the technology to begin with.
25 0. In the short-term, then, would you tell me which
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1 is likely to be the most expensive and which is likely to
2 be the least expensive?
3 A. Expensive in -- with the distributed projects,
4 there's the utility's portion of the cost and the
5 customer's portion of the cost. And I'm not sure which of
6 those you're referring to, or whether it's both of those
7 together.
8 Q. I would put both of them together.
9 A. Okay. Well, let's take a look at one of my
10 exhibits, which is DB-4, which is a table which has the
11 costs, to the extent that we can estimate them, for
12 central station projects, and then I'll comment on
13 distributed projects.
14 If you look at Exhibit DB-4, you can see that
15 wind and geothermal and some biomass projects today are
16 among the most cost competitive resources APS or another
17 utility could acguire. They are cost competitive with any
18 conventional technology new project.
19 Photovoltaics, I don't have a very large database
20 to draw upon. Xcel Energy in Colorado is paying about
21 21 cents a kilowatt hour for an 8.8 megawatt project that
22 was put in place a couple of years ago. I suspect prices
23 have fallen and will continue to fall.
24 CSP projects are in the range of about $140 to
25 $163 a megawatt hour. Today, they are relatively
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1 expensive. These technologies have great promise because
2 of their ability to store energy, and we would expect
3 costs to fall over the long-run.
4 So the cheapest ones today are wind, geothermal,
5 and some biomass. Then you go up to the utility-scale
6 photovoltaic and CSP projects.
7 Distributed projects would be, relatively
8 speaking, would tend to be at the higher end of that
9 range. Numbers I have seen on industrial-sized projects,
10 large PV projects, would be in the range of 21 cents a
11 kilowatt hour, and those are probably falling, too, as the
12 technology improves.
. 13 So today's prices, the distributed technologies
14 generally are among the more expensive ones. That's

15 probably not universally true. Daylighting is probably

16 pretty cheap. That's an eligible technology under the
17 rules. And solar hot water may be relatively inexpensive.
18 Q. Okay. Could you just rank them?
19 A At today's prices?
20 Q. Correct. Just for today's prices.
21 A The cheapest ones are wind, geothermal, and some
22 biomass. Those would be utility-scale projects. The next
23 cheapest ones, very generally speaking, would be utility-
24 scale solar projects, photovoltaic or CSP. And very

. 25 generally speaking, distributed photovoltaic projects
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1 would be the most expensive today. Now, you could
2 probably find some exceptions, but that's the general
3 pattern.
4 Q. Thank you. Specifically, could you look at those
5 paragraphs, 15.1 through 15.6, and put those in order?
6 A. Well, 15.1 does not specify technologies, so I'm
7 not sure I can answer that one.
8 15.2, in-state wind, it depends on the capacity
9 factor of the project that APS picks. If it has a
10 capacity factor of around 35 percent, then it would
11 probably be the cheapest project.
12 Q. Okay. So that would probably be the number one?
13 A. That would probably be the least expensive today.
14 Q. And what would be -- come right after that as
15 being the least expensive?
16 A. Well, not having seen any bids on this, this is
17 just my educated guess, so you can take it for what it's
18 worth. I would expect that the utility-scale photovoltaic
19 project would probably be the next.
20 Q. And which paragraph is that?
21 A. That's 15.3.
22 Q. Okay.
23 A. And then we end up with the schocols and
24 governmental institutions projects. Assuming that those
25 are photoveltaic projects on the order of 100 to 500 or
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1 600 kilowatts each, those would be the most expensive of
2 this group.
3 Q. That's --
4 A. 15.5 and 15.6, the technologies would presumably
5 be the same.
6 But we also know that solar hot water and
7 daylighting are eligible technologies here. And to the
8 extent that those projects are included, the average cost
9 would go down. I don't know specifically what those would
10 cost, and I don't know what the mix would be.
11 Q. Okay. Last question. In a separate docket, APS
12 has asked the Commission to approve a new green tariff
. 13 rate. In that docket, APS has indicated that the premium
14 for renewable energy has declined from 1 cent per kWh to
15 .004 per kWh.
16 In light of this information, is it possible to
17 place a fixed number on the cost of the increased
18 renewable energy requirement in Paragraph 15.17?
19 A. Well, the information that APS used to calculate
20 the premium for the Green Power prices would be the same
21 kind of information that would be used to determine what
22 the costs are of a general mix of central station
23 projects. But the technologies that APS is using to
24 calculate the cost of the current Green Power rates is
25 probably a different mix than what we're going to have
@
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1 five years from now.
2 APS is, I suspect, using wind and gecthermal to
3 price its current Green Power premium, and we're going to
4 be adding CSP to that mix, as well as some others to.
5 Q. So what do you think would happen to the number?
6 A Well, the number being the premium?
7 Q. Yes.
8 A The premium depends on two things. Tt depends on
9 the cost of the renewable energy and it depends on the
10 cost of the conventional generation. Right now, natural
11 gas is fairly cheap. But two years from now or five years
12 from now, that may no longer be the case.
. 13 So the premium is to reflect the relative costs
14 of conventional generation and the mix of renewable
15 resources which APS is using to serve its Green Power
16 customers. That will change over time. That's why that
17 rate is supposed to change over time.
18 Q. So it's not possible to place a fixed number on
19 the costs of the increased renewable energy requirement in
20 that paragraph?
21 A. Well, it 1is possible to calculate what the cost
22 of the renewable energy would be. I thought you were
23 asking about the premium on the Green Power.
24 But if you're talking about the cost of renewable
25 energy, yes, it's possible to go through a calculation,
@
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1 make assumptions about how many kilowatt hours APS is
2 going to get from each technology and assumptions about
3 what the costs of those are, and multiply them out and add
4 them up. I have not done that.
5 CALJ FARMER: Thank yoﬁ. That concludes the
6 questions from the bench. Are there any additional
7 guestions from any of the parties, or, Mr. Hogan, do you
8 have any redirect?
9 MR. HOGAN: No, Your Honor.
10 MR. MUMAW: I had just a few.
11 CALJ FARMER: Mr. Mumaw.
12 MR. MUMAW: Hopefully that won't cause you to
13 have any redirect.
14
15 CROSS-EXAMINATION
16
17 Q. (BY MR. MUMAW) Dr. Berry, just quickly, some of
18 the terminology that you have used in your testimony, T
19 think we need a brief explanation on the record.
20 What is daylighting?
21 A. Well, I'm not an expert on this. It's my
22 understanding that under the RES, use of -- it's use of
23 sunlight through some kind of special -- I don't know
24 quite what you call it -- penetrations in the roof with
25 reflectors on them to let sunlight in to light a building
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1 during the day so they cut down on use of electricity for
2 lighting purposes. It's not a technology that I have any
3 hands~on experience with.
4 Q. Okay. And what does the term "early adopter"”
5 mean?
6 A. If you think about how a technoleogy is deployed
7 over time, a new technology is deployed, not everybody
8 rushes out to buy it as soon as you can make it available.
9 Early adopters are those customers who are the early --
10 among the first purchasers of a new technology or
11 technological improvement.
12 And over time, in general, 1f those technologies
13 work out, you will find that many other customers then
14 follow along them and also purchase the technology. You
15 can see that with just about anything that's been recently
16 introduced like cell phones. 20 years ago, very few
17 people had them. Those were the early adopters. And
18 today, everybody has them.
19 Q. Dr. Berry, for technology to advance, must there
20 be early adopters?
21 A. Yes. You need to have customers buy the
22 technology, the new technology. And as I indicated, not
23 everybody buys new technologies immediately. Some wait
24 for the technology to develop, for the costs to come down.
25 But there are companies or customers, very generally
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1 speaking, who are willing to be early adopters to begin
2 the process of learning by doing and to begin the process
3 of creating economies of scale.
4 Q. Dr. Berry, in Section 15.3 of the settlement
5 agreement, there's the use of the adjective
6 "utility-size." In WRA's opinion, did they have any
7 particular size of plant in mind when they agreed to that
8 provision?
9 A. Well, our understanding was that this would be a
10 project of at least 10 megawatts, probably more on the
11 order of 30 to 50 megawatts. It could even be larger than
12 that.
. 13 0. Do you have still a copy of Pierce Exhibit No. 17?
14 A. Yes, I do.
15 Q. Is it your understanding, Dr. Berry, that for the
16 company's incentive for commercial distributed generation,
17 that they essentially pay that incentive over time?
18 A. Yes. The larger customers tend, in general -- I
19 shouldn't say the larger customers. The larger projects,
20 in general, receive an incentive paid out over a number of
21 years, as opposed to the smaller projects which tend to
22 receive an upfront incentive.
23 Q. In fact, the residentials are all kind of
24 upfront, one-and-done incentives; is that correct?
. 25 A. That's my understanding of the current process.
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1 Q. In the amount shown there for commercial, DG
2 would be just that year's payment for what might be a 10-
3 or 20-year contract, correct?
4 A. I'm not sure what Commissioner Pierce included in
5 his diagram. But if you were simply to look at one year
6 of APS's budget, then that budget would reflect one year's
7 worth of payments for a performance-based incentive, but
38 all of the payments for the projects that were put in and
9 paid for with the upfront incentive.
10 Q. There was, I believe earlier on, a question about
11 feed-in tariff. Do you recall that?
12 A. Well, I recall the discussion about feed-in
13 tariffs, yes.
14 Q. Do you have any familiarity with the experience
15 of other states with that mechanism?
16 A. I don't know the outcomes of them. I know some
17 other states have feed-in tariffs. As I indicated in my
18 prefiled testimony, there are feed-in tariffs in
19 California and a utility in Florida, but I don't know what
20 their experience has been with those.
21 Q. But you did indicate that there is a concern that
22 that sort of mechanism would result in overpaying -- my
23 word —-- overpaying for renewable energy?
24 A. Yes. That is the major drawback with a feed-in
25 tariff. As indicated, there's an asymmetry of
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1 information. Neither the Commission nor the utility knows
2 what the real cost of these projects is. And if we want
3 to attract large numbers of customers, you could pay a
4 lot. The payment under the feed-in tariff could be quite
5 high, but you may have been able to get the same amount of
6 generation for a lower cost, but there was -- with a
7 feed-in tariff, there's no way to discover that lower
8 cost.
9 MR. MUMAW: Thank you, Dr. Berry.
10 CALJ FARMER: Any further questions for this
11 witness?
12 Mr. Robertson.
13 MR. ROBERTSON: Yes. Thank you, Your Honor.
14
15 FURTHER CROSS-EXAMINATION
16
17 Q. {BY MR. ROBERTSON) Dr. Berry, with reference to
18 Exhibit DB-3, which is the pie chart attached to your
19 testimony, the first question, does it assume
20 implementation of the various renewable projects which are
21 the subject of Section 15 in the settlement agreement?
22 A. It assumes that APS will meet the reguirements of
23 Section 15.1, which is the addition of 1,700,000 megawatt
24 hours to the amount that was already in place or committed
25 to as of the end of 2008.
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1 The pie chart does have a slice for the school
2 solar program, because we know how many megawatt hours
3 that one is supposed to be. But we don't know the
4 megawatt hours for the other three programs, so they are
5 just part of that gray slice up at the top left corner.
6 Q. Let me be more specific and be sure I understand
7 you. Would the school solar program be the program which
8 is the subject of Paragraph 15.57
9 A. The school solar program that's shown in the pie
10 chart is the school solar program that's in the settlement
11 agreement, vyes.
12 Q. Okay. And to the left of that where we have the
13 dashed line box that says other renewable resources,
14 including central station PV, in-state wind, and
15 government program, would that include the programs which
16 are the subject of Paragraphs 15.2, 15.3, and 15.6 of the
17 settlement agreement?
18 A. Yes, but they would -- those three programs would
19 probably not encompass the entirety of that slice of the
20 pie.
21 MR. ROBERTSON: No. I understand that. That's
22 all I have. Thank you, Dr. Berry.
23 CALJ FARMER: Okay. Anything further for this
24 witness?
25 (No response.)
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CALJ FARMER: Thank you, sir, for your testimony

Let's take a break here and come back at 10 after

(A recess was taken from 10:51 a.m. to 11:10 a.m.)

CALJ FARMER: Let's go back on the record.

Before we call the next witness, the previous

witness had a revised Exhibit DB-2, which was a summary of

APS renewable resources. Mr. Hogan will be providing a

copy to the court reporter, and we will mark that as

WRA-3.

Do any of the parties have any objections to its
admission?

MR. GRANT: None.

MR. MUMAW: No.

CALJ FARMER: Exhibit WRA~3 will be admitted.

(Exhibit WRA-3 was admitted into evidence.)

CALJ FARMER: What about any objections to Pierce
No. 17

MR. CROCKETT: No.
MR. MUMAW: None.

CALJ FARMER: Hearing no objections, Pierce No. 1

is also admitted.

(Exhibit Pierce-1 was admitted into evidence.)

MR. HOGAN: Your Honor, with respect to WRA-3,
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1 that will be both of the revised exhibits that I'11
2 provide to the court reporter.
3 CALJ FARMER: Okay, that's fine. Thank you.
4 Mr. Hogan, are you ready to call your next witness?
5 MR. HOGAN: Yes, Your Honor. Southwest Energy
6 Efficiency Project calls Jeff Schlegel.
7
8 JEFF SCHLEGEL,
9 called as a witness on behalf of Southwest Energy
10 Efficiency Project, having been first duly sworn by the
11 Certified Reporter to speak the truth and nothing but the
12 truth, was examined and testified as follows:
13
14 DIRECT EXAMINATION
15
16 0. (BY MR HOGAN) Will you state your name, please.
17 A. My name is Jeff Schlegel. S-c-h-l-e-g-e-1l.
18 Q. And you're here testifying on behalf of Southwest
19 Energy Efficiency Project?
20 A. That's correct. I'm testifying on behalf of
21 SWEEP, Southwest Energy Efficiency Project.
22 Q. And what is your position at SWEEP?
23 A. I am the Arizona representative for SWEEP.
24 CALJ FARMER: Could you move your microphone a
25 little closer to you, please? Thanks.
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1 0. (BY MR HOGAN) And I know it's in your testimony,
2 but why don't you just briefly tell us who SWEEP is and
3 what they do.
4 A. SWEEP is a public interest organization dedicated
5 to increasing enerqgy efficiency in Arizcona and six
6 southwest states.
7 Q. You provided direct testimony in connection with
8 this case back in December?
9 A. Yes, I did.
10 MR. HOGAN: And, Your Honor, I think we'wve had
11 that marked as SWEEP No. 1.
12 0. (BY MR. HOGAN) And have you also provided
13 testimony, prefiled written testimony in support of the
14 settlement agreement?
15 A. Yes, I did.
16 MR. HOGAN: And, Your Honor, we've had that
17 marked as SWEEP No. 2.
18 0. (BY MR. HOGAN) And you adopt the testimony that
19 you have filed previously in connection with this matter
20 as your sworn testimony here today?
21 A. Yes.
22 Q. Mr. Schlegel, I wonder if you could give us a
23 brief summary of your testimony in support of the
24 settlement agreement.
25 A. Yes, I can. I participated in the settlement
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1 negotiations on behalf of SWEEP. SWEEP attended or was
2 represented in a majority of the meetings. We focused
3 primarily on the DSM and energy efficiency provisions,
4 those provisions covered in Section 14 of the agreement.
5 I recommend the Commission approve the settlement
6 agreement. In my testimony, I summarize the benefits of
7 increasing energy efficiency in the APS service territory,
8 and demonstrate that increasing energy efficiency is in
9 the public interest. I also address the DSM and energy
10 efficiency provisions of the agreement, and I provide
11 responses to Chair Mayes's questions in her June 9, 2009
12 letter on those issues.
. 13 The energy efficiency provisions in the
14 settlement agreement, one, set enerqgy efficiency goals for
15 APS; two, they modify the existing performance incentive
16 to encourage APS to achieve or exceed those goals; three,
17 require APS to file an energy efficiency implementation
18 plan for the Commission's review and approval; four,
19 include several specific new or expanded programs or
20 program elements to help achieve the agreement's energy
21 efficiency goals; five, allow large commercial or large
22 industrial customers to self-direct DSM program funding
23 under specific parameters; and six, modify the company's
24 demand-side management adjustment clause to better match
. 25 program expenditures and cost recovery.
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; 1 These provisions are a major step forward for
2 cost effective energy efficiency in Arizona and are in the
3 public interest. For example, the agreement sets energy
4 efficiency savings goals defined as annual energy savings
5 of 1 percent in 2010, 1.25 percent in 2011, and
6 1.5 percent in 2012, expressed as a percent of total
7 energy resources needed to meet retail load. This will
8 significantly increase the savings, the energy savings and
9 the cost savings that customers achieve and experience.
10 Also, there are several proposed new or expanded
11 DSM energy efficiency program enhancements and program
12 elements to help achieve the settlement agreement's goals,
. 13 and many of these new program enhancements are aimed at
14 increasing energy efficiency for schools, municipalities,
15 residential consumers, and low income customers.
16 Finally, I want to address the energy efficiency
17 implementation plan, both the plan itself and the timing
18 of it. APS filed details on the 2010 DSM energy
19 efficiency programs in the 2010 energy efficiency
20 implementation plan on July 15, 2009, for the Commission's
21 review and approval. That was filed in this docket. The
22 implementation plan provides substantially more
23 information on the 2010 programs, program elements and
24 program enhancements, as well as the savings, benefits,
. 25 and costs associated with those programs.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1345
1 SWEEP will provide specific comments on the
2 details of the energy efficiency program enhancements and
3 program elements in its comments on the 2010
4 implementation plan. We have not submitted such comments
5 yet, but we do intend to submit such comments.
6 The settlement agreement states that Staff shall
7 review the 2010 implementation plan and provide its
8 recommendation to the Commission in sufficient time so
9 that the Commission may consider the implementation plan
10 at its November Open Meeting, November 2009 Open Meeting.
11 SWEEP and all signatories to the agreement urge
12 the Commission to take action on the implementation plan
13 on or before the date the Commission takes action on the
14 settlement agreement itself. The reason is simple.
15 Timely approval and implementation of the program
16 enhancements will ensure that the APS customers receive
17 the benefits of cost effective energy efficiency programs
18 in a timely manner, the benefits being reductions in
19 energy costs and energy usage.
20 That concludes my summary.
21 Q. Thank you. Let me ask you a couple other
22 questions. You were here for Dr. Berry's testimony,
23 correct?
24 A. Yes.
25 Q. And you heard questions posed by me and also
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1 Commissioner Mayes about the company's level of commitment
2 to achievement of the objectives outlined and described in
3 the agreement, correct?
4 A, Yes. I heard those today, and I also listened in
5 to the opening statements and heard similar questions from
6 Chair Mayes at that time.

7 0. Let me.have you turn to the settlement agreement
8 for a second, Mr. Schlegel.

9 A. I have that.

10 Q. Specifically, Section 14.1 on Page 27. Do you

11 have that?

12 A, Yes, I do.

13 Q. That section states that energy efficiency goals
14 shall be established at the very beginning of that

15 section, right?

16 A. Yes.

17 Q. Now, I think Chairman Mayes brought this up

18 earlier. The agreement just establishes goals, correct?
19 A. That's correct.

20 Q. What is it -- well, tell me your view about the
21 level of commitment or obligation that the agreement

22 imposes on APS to achieve those goals.

23 A. I believe that APS is obligated to meet the

24 energy efficiency goals, specifically, to achieve the

25 levels of annual energy savings by year as set forth in
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1 the agreement in Section 14.1.
2 Further, I believe and understand that APS is
3 committed to achieving those energy efficiency goals as
4 set forth in the agreement. In addition, APS is required
5 to file the energy efficiency implementation plan each
6 year for Commission approval. And the Commission has the
7 opportunity in its review of each of those plans to
8 further act on the specifics underlying the achievement of
9 those goals.
10 Q. So you're satisfied that absent the kind of
11 circumstances that Dr. Berry described, perhaps outside
12 the company's control, that there is a requirement to
13 achieve these goals in the settlement agreement and the
14 mechanism that it establishes for approval of the
15 implementation plans?
16 A. Yes, I'm satisfied. I believe there's a clear
17 obligation. I believe that there's clear provisions to
18 support that obligation. And the company has committed,
19 as a signatory to the agreement, to meeting the goals. So
20 I'm satisfied that they will be met.
21 Q. One other area, Mr. Schlegel, and it is
22 concerning the collection of certain DSM costs through
23 base rates, through the $10 million reflected in base
24 rates. I think that's Section 3.11 of the settlement
25 agreement.
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1 A. I have that.
2 0. Which is on Page 14.
3 A. Yes.
4 Q. Can you explain for us the significance of this
5 provision to SWEEP?
6 A. The provision in 3.11 that addresses the
7 10 million of DSM costs recovered in base rates is an
8 important provision to SWEEP. It's an important provision
9 agreed to by all of the signatories to the agreement.
10 There were significant discussions amongst the
11 parties in the settlement negotiations. And after such
12 discussions, the signatories reached the agreement set
13 forth in the settlement agreement, which I support. The.
14 Signatories acknowledged discussion, and they
15 reached the agreement as set forth in the document.
16 Quote, the signatories agree that it's appropriate to
17 retain the 10 million in base rates and address this issue
18 in APS's next general rate case, unquote.
19 This is the agreement that all signatories
20 support as signatories to the agreement, and I expect that
21 all signatories will honor that agreement.
22 The issue itself was discussed in the prior APS
23 settlement as well. And in that settlement, after
24 significant discussion, the agreement reached was the
25 same, that that $10 million of funding for DSM was
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1349
1 included in base rates. That's the agreement in the last
2 settlement agreement, and that's the agreement in this
3 settlement agreement.
4 The substance behind this is that there are many
5 resources to meet customer needs that are funded
6 ultimately by customers either entirely or significantly
7 through base rates. Energy efficiency, the least
8 expensive resource for customers, should also be
9 significantly funded in base rates and it should not be
10 singled out or ghettoized in any way.
11 If, for example, one's objective is disclosure,
12 then I suppose all resources could be disclosed more
13 directly on customer's bills. For example, the cost of
14 each new and existing resource, each power plant, each
15 transmission line, the gas costs, the coal costs, the
16 nuclear costs, those could all be disclosed.
17 However, under a principle of resource neutrality
18 and the general principle of fairness, it is certainly not
19 resource neutral, nor is it fair and nor is it fransparent
20 to simply disclose the cost of DSM resources, while all
21 other significant portions of the cost of other resources
22 are included in base rates and not disclosed to customers.
23 It certainly is not transparent to report the cost of one
24 resource while not reporting the cost of other resources.
25 And as others have noted, it's not transparent to just
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1 report DSM costs. One would also need to report DSM
2 benefits.
3 So in conclusion, it's an important provision
4 supported by all signatories. And again, I expect that
5 all signatories will honor that agreement.
6 MR. HOGAN: Thank you, Mr. Schlegel.
7 Mr. Schlegel is available for cross-examination.
8 CALJ FARMER: You want to move his exhibits?
9 MR. HOGAN: Yeah. Move SWEEP-1 and 2, Your
10 Honor.
11 CALJ FARMER: Both of those were prefiled and no
12 objections were received, so SWEEP-1 and 2 will be
13 admitted.
14 (Exhibits SWEEP-1 and SWEEP-2 were admitted into
15 evidence.)
16 CALJ FARMER: Are there questions for this
17 witness from the parties supporting the settlement
18 agreement?
19 Mr. Crockett.
20 MR. CROCKETT: Thank you, Your Honor. I do have
21 just one question to ask Mr. Schlegel.
22
23 CROSS-EXAMINATION
24 |
25 Q. (BY MR. CROCKETT) Mr. Schlegel, referring to
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1 Paragraph 3.11 on Page 14 of the settlement agreement,
2 does SWEEP consider that to be a material provision of the
3 settlement agreement?
4 A. It is an important provision and a material
5 provision to us, yes.
6 Q. And 1is it your understanding that other parties
7 to the settlement agreement would also consider that to be
8 a material provision in the settlement agreement?
9 A. I cannot speak for other parties, but I would
10 assume that it would -- if the parties agreed to the
11 provision that they would -- that that was an important or
12 material provision to them as well.
13 Q. And it was the subject matter of the settlement
14 agreement, or considerable discussion, I think that you
15 had previously testified, among the parties concerning
16 that particular provision; 1is that correct?
17 A. I did. And it was a considerable discussion, and
18 this is the agreement that the parties reached.
19 Q. And so the settlement agreement does reflect that
20 agreement that was reached among the parties as a result
21 of those discussions?
22 A. Yes, it does.
23 MR. CROCKETT: Thank you, Mr. Schlegel.
24 That's all the questions that I have, Your Honor.
25 CALJ FARMER: Thank you.
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1 Mr. Robertson.
2 MR. ROBERTSON: Thank you, Your Honor.
3
4 CROSS-EXAMINATION
5
6 Q (BY MR. ROBERTSON) Good morning, Mr. Schlegel.
7 A Good morning.
8 Q. How are you?
9 A Fine.
10 Q. You indicated that you participated throughout
11 the settlement negotiations that resulted in the
12 settlement currently before the Commission, correct?
. 13 A. Yes, I did.
14 Q. You are also a veteran, if I may use that term,
15 of settlement negotiations in the two preceding APS rate
16 cases, are you not?
17 A. I am.
18 Q. And you're also a veteran of the settlement
19 agreement in the Tucson Electric Power rate case the
20 Commission approved late last year, correct?
21 A. Yes, I am.
22 Q. Let me ask you against that background, as a
23 veteran of settlement negotiations, would you characterize
24 the settlement negotiations which occurred in connection
25 with this settlement agreement, and not just in relation
|
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1 to the subject of energy efficiency but with regard to
2 many of the subjects that are encompassed in the
3 agreement, as vigorous and spirited throughout?
4 A. Yes, it was certainly vigorous and spirited,
5 extensive. There were large numbers of meetings, very
0 long and thorough discussions. All of that would
7 characterize the settlement negotiations.
8 Q. And there were a number of parties involved in
9 those settlement negotiations throughout, correct?
10 A. That's correct.
11 Q. Would you also characterize the settlement
12 negotiations as being truly arm's length in nature among
. 13 the various parties?
14 A. My perception on that is that they were truly
15 arm's length. Certainly they were for SWEEP. We had no
16 direct financial interest in the outcome.
17 Q. And would you agree that the final content of the
18 settlement agreement in no way suggests a proposal that
19 was simply submitted by APS and the other parties simply
20 acquiesced in it?
21 A. Yes. I would agree with that statement.
22 Q. And finally, do you feel that from your
23 perspective, and based on your own personal knowledge of
24 the settlement negotiations, the settlement agreement
25 represents a balanced resolution of the many issues and
@
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1 the many interests that were the subject of the settlement
2 negotiations?
3 A. Yes. This is a balanced agreement, a balanced
4 document, as represented in the agreement, between many,
5 many issues and many, many interests that were, you know,
6 discussed in the settlement negotiations, and therefore I
7 support it.
8 MR. ROBERTSON: That's all I had, Mr. Schlegel.
9 Thanks very much. Thank you, Your Honor.
10 CALJ FARMER: Thank you. Any other party have
11 questions for this witness?
12
. 13 EXAMINATION
14
15 0. (BY CALJ FARMER) 1 do have some questions for
16 you, sir, from Chair Mayes.
17 Does SWEEP believe the demand response provisions
18 go far enough given the findings of the FERC demand
19 response study for Arizona?
20 A. In terms of the demand response in general, SWEEP
21 has supported demand response and increasing demand
22 response in Arizona. The demand response provisions that
23 are set forth in the settlement agreement I do think are
24 appropriate and are positive. We support those.
. 25 In terms of whether they go far enough, if
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1 there ~- there are other specific proposals that -- this
2 doesn't prevent APS or any other party from bringing
3 forward other specific proposals outside of the settlement
4 agreement for consideration at any time.
5 We consider the settlement agreement and the
6 demand response proposed in there to be what is agreed to
7 through the settlement agreement, subject to Commission
8 approval, would be adopted through the settlement
9 agreement. But that doesn't mean it's the only thing that
10 APS should consider for the next three years, or the only
11 thing that the Commission may be interested in.
12 So we support the demand response efforts --
13 excuse me -- the demand response provisions and the
14 efforts forthcoming that are in the agreement, but we
15 would also be willing to consider additional ones through
16 some other docket or mechanism, if the Commission so
17 desired.
18 Q. Would SWEEP support an amendment requiring APS to
19 do 300 additional megawatts of demand response?
20 A. I suppose that would depend on the nature of the
21 amendment. We would not be able to support it as part of
22 the settlement agreement clearly. We would not support it
23 as a revision to the settlement agreement. If the parties
24 reviewed that and saw it as beneficial and the parties
25 agreed, I guess people could decide what they wanted to do
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1 with the settlement agreement.
2 In terms of a Commission decision, the Commission
3 is always able to order companies to undertake certain
4 actions. And SWEEP's position on that explicit proposal
5 would depend on the nature of the proposal. What type of
6 demand response; what benefits would it provide; what
7 would be the costs associated with that; how would the
8 costs be recovered.
9 So we would consider supporting such a proposal
10 once we had a chance to review it. But again, it would be
11 outside of the settlement agreement.
12 Q. Are the DSM targets outlined in the settlement
. 13 agreement merely goals, or are they mandatory? And if
14 they are only goals, why should the Commission view them
15 as ratepayer benefits?
16 A. I must admit to being somewhat confused by the
17 questions about goals. The goals and the language in the
18 settlement agreement, as I read it, I believe it is an
19 obligation on APS and that APS must -- is obligated to
20 meet the energy savings levels as set forth in the
21 document by year in that section.
22 So as I testified earlier in response to
23 questions from Mr. Hogan, I believe that the goals as set
24 forth in the agreement are obligations, that APS is
25 obligated to meet them, and that APS, from our perspective
@
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1 and understanding, APS is committed to achieving those as
2 well.
3 Q. Okay. Why shouldn't we codify in any order in
4 this case the Commission's energy efficiency rulemaking?
5 A. The energy -- which energy efficiency rulemaking
o is she referring to? Do you know? Is it the draft rules
7 from several years ago, or the energy efficiency standard
8 workshop process that's underway in parallel?
9 Q. I imagine she's talking about the workshops which
10 will result in some rulemaking, I believe.
11 A. Well, SWEEP has participated in other rulemakings
12 before the Commission on energy efficiency. And we tend
13 to think that generic dockets, rulemakings are the
14 appropriate place to address policies, rules, procedures,
15 for resources that bridge across many service territories
16 and many public service corporations.
17 In rate cases, we tend to focus more on specific
18 provisions, goals, specific programs that are appropriate
19 for that utility. So for us, the scope and focus of this
20 rate case were things that were appropriate and directed
21 towards APS and towards APS customers.
22 In the rulemaking dockets or in other generic
23 dockets, we tend to believe that the appropriate focus
24 there is on policies and rules and procedures that would
25 bridge across service territories. So we did not propose
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1 or attempt to address broad statewide policies or
2 Commission-wide policies in this particular docket.
3 We did, though, try to represent, as you can see
4 in the goals, we tried to be reasonably consistent with
5 the discussions that were going on in other places and in
6 various rulemaking dockets with the discussions that were
7 going on here. An example of that is the goals. We
8 tried -- there were a lot of discussions about goals, and
9 we tried to have the goals that were discussed and agreed
10 to in the settlement agreement that applied directly and
11 only to APS to be similar to or consistent with the goals
12 that many of the parties were discussing in other dockets.
13 We made attempts to be reasonably consistent there, even
14 though that docket is ongoing.
15 Q. Please describe why having some level of DSM in
16 base rates is appropriate. Is this because you believe
17 that DSM and renewables should be increasingly treated as
18 other generation resources are? I think you've talked
19 about this some, but -- and(also, do you view this as a
20 material provision in the settlement agreement?
21 A. I answered yes to the last question in terms of
22 this being important and a material provision. All
23 parties support it and agreed to it. I expect that all
24 parties will honor that agreement.
25 On the issue of why, I also testified to that a
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1 little bit earlier, as you noted. I think it's a
2 combination of two reasons. One, we do think that DSM and
3 energy efficiency specifically should -- you know, those
4 resources are and they should be mainstream resources

5 within the consideration of the mix of resources that are
6 going to be used and funded to meet customer needs.
7 As such, to the extent that we fund mainstream
8 resources through base rates, whether they be conventional
9 power plants or other resources, then I think it's
10 appropriate to also fund DSM through base rates. That
11 seems to be, you know, a reasonable and consistent policy.
12 And as I noted earlier, i1f one wants to treat
13 resources fairly and in a neutral manner, then if other
14 resources get significant funding through base rates, then
15 DSM should as well as a mainstream resource.
16 Again, the other concern I have is sort of the
17 flip side of that. I don't want to ghettoize or single
18 out DSM. It dcoesn't seem reasonable to me to have the
19 least expensive and the most cost effective resource that
20 can meet customer needs to simply highlight on the
21 customer bill the total cost of DSM, while at the same
22 time we don't communicate the benefits in any way to
23 customers in terms of transparency and disclosure. Nor do
24 we disclose the costs associated with other resources,
25 which are much more expensive per unit of resource value
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2099
1360
1 than DSM is.
2 So it's both a concern about DSM should be a
3 mainstream resource and should be treated fairly similar
4 to other resources, and a concern that we shouldn't single
5 out DSM for some special treatment, special highlighting,
6 under the guise of disclosure or transparency.
7 Q. Thank you. Those are all of Chair Mayes'
8 questions. I just have maybe one question for you on
9 Page 5 of your testimony.
10 A. Yes.
11 Q. One of the new programs in the settlement
12 agreement is the ability for large customers to
13 self-direct. Could you explain that program to me?
14 A. Yes. Self-direction -- well, first of all, the
15 program 1s described in a lot more detail in the agreement
16 itself, and then also in the implementation plan. Well,
17 actually, two parts in the agreement. In the body of the
18 agreement, and then there's an attachment that sets forth
19 some of the provisions that the parties negotiated and
20 agreed to. And it's also described in the implementation
21 plan that was filed by APS on July 15.
22 The self-direction provision itself -- I want to
23 make sure I get the numbers right -- allows a customer, in
24 this case a large industrial or a large commercial
25 customer that uses more than 40 million kilowatt hours per
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1 year, it allows that customer, after they notify APS, to
2 take 85 percent of the DSM customer contribution that they
3 would make to the cost of the portfolio of DSM programs
4 and to reserve that funding for tracking purposes for the
5 customer's energy efficiency projects.
6 S0 a customer would say, I've got, you know, a
7 big retrofit project that I want to do six months from
8 now. I notify APS that I'm going to -- I've got a desire
9 to self-direct. I've got a project coming up, and I want
10 to take -- I essentially want to direct the funding that
11 I'm paying into the pool of funding to support the
12 portfolio, I want to direct my portion that I'm paying in
13 to that project. And in this case, 85 percent of what I
14 pay 1in would be dedicated to that project.
15 And then if the project is completed, it would be
16 funded by those revenues. If the project is not completed
17 within two years of the election date, when someone
18 elects -- a customer elects to do a self-directed project,
19 then the self-directed funds from the first calendar year
20 would not be available to the customer and would revert
21 back to the program account.
22 So it gives the customer an opportunity to elect,
23 to notify, to self-direct and spend the money on a
24 project, and to plan ahead to be able to do so. But if
25 for some reason the project doesn't go through, then the
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
. 1362
1 money would revert back to the account.
2 This is a provision that's used commonly, SWEEP
3 and large commercial and industrial parties in other
4 states. For example, we have a similar provision in Utah
5 that we agreed to. This allows a customer who has
6 significant costs associated with DSM to take those costs
7 and dedicate them to a project in their own facilities,
8 which we support.
9 CALJ FARMER: Okay, thank you. I believe those
10 are the only questions from the bench.
11 Any additional questions for this witness?
12 MR. MUMAW: Your Honor, I just have a couple
. 13 based on the examination.
14
15 CROSS-EXAMINATION
16
17 Q. (BY MR. MUMAW) Mr. Schlegel, just to follow up
18 on the question that the Chief Administrative Law Judge
19 asked you, 1is kind of the theory behind self-direction
20 that for certain large industrial customers they might
21 possibly understand their own industrial processes better
22 than APS and be able to devise more targeted and hopefully
23 more efficient programs?
24 A. I don't know whether they understand better or
. 25 worse than some experts at APS, but I do know they would
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1 like the ability to be able to direct it to their own
2 facilities and have that opportunity to do so, because the
3 costs can be significant at some of the large facilities.
4 Q. And let me ask you this, Mr. Schlegel. Do you
5 know whether there are 300 megawatts of additional cost
6 effective demand response available on the APS system?
7 A. I do not know.
8 Q. If in the course of consideration of either the
9 2010 energy efficiency implementation plan or subsequent
10 years' implementation plans, if there were such evidence,
11 could demand response be added to such plans?
12 A. The demand response, from my perspective, could
13 be added to the energy efficiency plans in subsequent
14 years.
15 The provision —-- the settlement agreement
16 explicitly calls it an energy efficiency implementation
17 plan. But, in fact, in its implementation to date, for
18 example, in the July 15 implementation, there are sections
19 of the implementation plans that address demand response.
20 For example, the cost recovery mechanism for the demand
21 response programs is through the same DSM adjustment
22 clause as the energy efficiency programs.
23 And the sections of the implementation plan that
24 address the budget and the DSMAC, they address the demand
25 response —-- the costs of demand response as well. So I
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1 think the implementation plan could be a vehicle to
2 consider other demand-side resources, demand response, or
3 energy efficiency.
4 Q. But you would agree that should be done only when
5 there's evidence that such additional demand response was
6 cost effective for APS customers?
7 A. Yeah, that's correct. We would review any such
8 proposal and look at the costs and the savings, benefits.
9 And any such demand response proposal should be cost
10 effective before being adopted by the Commission.
11 MR. MUMAW: Thank you, Mr. Schlegel. I don't
12 have any further questions.
13 CALJ FARMER: Any further questions for the
14 witness?
15 Hearing none, thank you, sir, for your testimony
16 today.
17 It's getting close to the noon hour. Mr. Hogan,
18 you have two other witnesses, I believe. Were you
19 intending to call them this morning?
20 MR. HOGAN: No, Your Honor. Neither one of them
21 is here.
22 CALJ FARMER: Okay. Well, there's some people in
23 the room that T don't know so —--
24 MR. HOGAN: Well, I haven't completely -- the one
25 who was here left, and I told him to come back later
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1 today. But there are -- we had talked about kind of going
2 out of order here anyway. So Mr. Hoover and Ms. Ormond is
3 here as well, so whatever your preference is.
4 CALJ FARMER: I think -- why don't we take
5 Ms. Ormond. Is she here?
6 MS. ORMOND: Your Honor, I am. My attorney
7 stepped out.
8 CALJ FARMER: Let's just go off the record for a
9 moment.
10 (A brief off-the-record discussion ensued.)
11 CALJ FARMER: Back on the record.
12 We're ready for the witness now from IBEW.
13 MR. HASAKOVEC: Thank you, Your Honor. And we
14 thank you for the scheduling accommodation and all of the
15 parties. The IBEW Locals would call Sam Hoover at this
16 time.
17
18 SAMUEL ELLIOTT HOOVER,
19 called as a witness on behalf of IBEW, having been first
20 duly sworn by the Certified Reporter to speak the truth
21 and nothing but the truth, was examined and testified as
22 follows:
23
24
25
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| 1 DIRECT EXAMINATION
2
3 0. (BY MR. HASAKOVEC) Good morning.
4 A. Good morning.
5 Q. Please state your name.
6 A. Sam Hoover.
7 Q. On whose behalf are you here today?
8 A. IBEW Local 387.
9 Q. Do you have a position with Local 38772
10 A. Yes, sir.
11 Q. What is that position?
12 A. President.
. 13 Q. How long have you been in that position?
14 A. Going on six years now.
15 Q. Do you also work at APS?
16 A. Yes, sir.
17 Q. About how long have you worked there?
18 A. Going on 30 years.
19 0. Do you also have a trade?
20 A. Yes. Journeyman lineman.
21 Q. And you work in that capacity at APS?
22 A. Yes.
23 Q. Mr. Hoover, have you filed prefiled testimony in
24 this case?
. 25 A. Yes.
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1 Q. Does such prefiled testimony include the
2 testimony marked as IBEW-1 that was filed in this matter
3 on December 19, 20087
4 A. Yes.
5 Q. Does such testimony alsc include testimony marked
6 as IBEW-2 that was filed in this matter on December 30,
7 20087
8 A. Yes.
9 Q. And finally, does such testimony marked as --
10 include testimony marked as IBEW-3 that was filed in this
11 matter on June 30, 20092
12 A. Yes.
13 Q. Do you have such testimony, those exhibits in
14 front of you?
15 A. Yes, I do.
16 Q. Okay. Does the prefiled testimony represent your
17 view on the matters discussed therein-?
18 A. Yes.
19 Q. Do you have any additions, deletions, or
20 modifications to the prefiled testimony you have
21 submitted?
22 A. No, I do not.
23 Q. If you were asked the same questions here today,
24 would your answers change?
25 A. Yes, they -- no, they would not.
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1 Q. And do you adopt your previously filed testimony?
2 A. Yes.
3 Q. Okay. Could you please briefly summarize your
4 testimony.
5 A. I, myself, as president of the Local 387 and its
6 2,000 members support the APS rate increase.
7 Q. And I take it the settlement agreement as well?
8 A. Yes, sir.
9 MR. HASAKOVEC: Your Honor, I move at this time
10 for admission of IBEW-1, 2, 3.
11 CALJ FARMER: All of those exhibits were prefiled
12 and no objections were received, so IBEW-1, 2, and 3 are
. 13 admitted.
14 (Exhibits IBEW-1, IBEW-2, and IBEW-3 were
15 admitted into evidence.)
16 MR. HASAKOVEC: Thank you, Your Honor.
17 Q. (BY MR. HASAKOVEC) Mr. Hoover, would you
18 characterize and briefly discuss the current state of IBEW
19 Local 387's relationship with APS?
20 A. We have a very good relationship with Arizona
21 Public Service company and a very unique relationship with
22 the company.
23 Q. Okay. What do you mean by that?
24 A. That we are continuously working together to
25 drive down costs and improve efficiencies, work methods
@
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1 and practices throughout the bargaining unit.
2 Q. Mr. Hoover, what is your vision of where APS will
3 be in 25 to 50 years, and what role do you see the
4 unionized workforce having at that time?
5 A. I think that Arizona and Arizona Public Service
6 Company, along with this Commission, is going to be a
7 pioneer in developing new renewable technologies and also
8 a workforce, a workforce that is going to be required
9 to =-- a core group to maintain the current system that we
10 currently have in place, and then alsc with new
11 technologies and renewables, we'll have to have a much
12 more educated, skilled, compensated workforce to meet
13 those needs whether we construct it, and also maintain it.
14 Q. Throughout these proceedings and the ones that
15 have preceded them, some constituencies have questioned
16 the overall efficiency of APS's operations, and in
17 particular its workforce. Can you provide the Commission
18 with your view on this topic?
19 A. Yes. Both company and union have continuocusly
20 worked towards improving our efficiencies, reducing the
21 amount of our crews, and not fill in jobs in these tough
22 economic times. We also have committees and groups that
23 collectively work together to improve our efficiencies.
24 And also, once we improve those efficiencies, then we
25 quickly implement them to inevitably reduce cost.
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1 Q. Okay. Let's talk specifically for a second about
2 the number of employees at any given work site. Just
3 generally speaking, could you discuss that point?
4 A. Yes. When we're given orders to go out to do a
5 particular job, sometimes it's one job during the day, and
6 sometimes it's multiple jobs during the day. We are sent
7 out with appropriate manpower and equipment to go do the
8 various jobs throughout the day. It doesn't make sense
9 for us not to send that out when we go out to do these
10 jobs and then ferry people back and forth and drive up
11 fuel costs and wear and tear on vehicles and also on
12 manpower. So in the morning when our work orders are sent
13 out, we go out there with appropriate manpower and
14 equipment to meet the customers' needs.
15 Q. When you testified before this Commission on
16 December 17, 2008, you explained how APS had downsized its
17 workforce through severance packages. Do you remember
18 that?
19 A. Yes.
20 Q. While jointly agreed severance packages may still
21 be the preferred way to reduce a workforce as opposed to a
22 layoff of junior employees, please explain to the
23 Commission what happens when your most experienced workers
24 leave the company en masse?
25 A. If we lose too many experienced workers en masse,
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1 it takes a long time to develop a person's knowledge and
2 skill set in the trade that we're trained. Then you start
3 dipping into your most junior people that the company's
4 investment is in those people's future to run this
5 company.
6 Once they complete their apprenticeship program,
7 they are then out in the field working in their skilled
8 trade positions, and it takes many years to learn the
9 techniques and the system out there in order to be a
10 proficient worker out there.
11 Q. And would you say it's fair to say that it takes
12 them time in order to learn the skills and to gain enough
. 13 experience to lead a crew?
14 A. Absolutely.
15 Q. I believe you mentioned that by trade you're a
16 journeyman lineman; is that right?
17 A. Yes.
18 Q. And you have worked during your career on high
19 voltage electricity. Is that fair to say?
20 A. Yes, sir.
21 Q. How about line extensions in particular?
22 A. Yes, sir.
23 Q. Okay. Have you done a significant amount of work
24 on line extensions?
. 25 A. Yes, sir.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1372
1 Q. Would it be fair to say that you have worked on
2 hundreds of line extension projects?
3 A. That would be correct.
4 Q. Which aspects of such projects have you worked
5 on?
6 A. Worked from them all, from the customer to the
7 retail customer, into all aspects of the line extension.
8 So from A to Z, 1 have worked on them all.
9 Q. And specifically which aspects of the
10 installation have you done yourself?
11 A. All of them.
12 Q. Okay. What does it mean to be a journeyman in
13 terms of training and experience?
14 A. A journeyman is, is that we have to serve a
15 four-year apprenticeship, 8,000 hours' worth of on-the-job
16 training. So that means that along with a constituted
17 line crew that we have apprentices, based off their
18 various progression steps in their apprenticeship, working
19 with the crews, getting the proper techniques, knowledge,
20 skills, safety, along with the line crew. So they have to
21 work 8,000 hours of on-the-job training.
22 Q. And that's just to qualify. That's a minimum
23 threshold to become a journeyman, correct?
24 A. Correct.
25 Q. Is it fair to say that many journeymen out there
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ

.



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1373
1 in the field have far greater experience than that?
2 A. Yes.
3 Q. Given your experience in dealing with such crews
4 that do line extension work, would it be 'fair to say
5 that -- could you here today express that you have
6 confidence in such crews?
7 A. Absolutely, especially when it comes to the
8 safety and reliability of that. Also, it's very critical
9 ’in our rural areas where -- Arizona Public Service
10 services the whole state of Arizona. We have designated
11 docks throughout the whole state. Those set crews, there
12 may be two crews, depending on the size of the community,
13 or there may be six crews. They do all of that. They
14 build, maintain, construct line extensions.
15 And it just makes sense to keep those crews
16 within those communities that they reside and live, rather
17 than have a central headquarters here in Phoenix and we
18 have to ferry equipment and men into those areas. Because
19 now it's costing revenue, plus it's taking a lot longer to
20 restore power to our customers, which is critical.
21 Q. Okay. And so it's fair to say that APS has vyards
22 throughout the state for this purpose; is that right?
23 A. Yes, sir.
24 0. How does the union feel about the possibility of
25 customers being able to use third-party contractors for
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1 the construction of line extensions?
2 A, We preferably do it ourselves due to, like I
3 mentioned just before, the safety and reliability.
4 Q. Do you feel that the journeyman status for many
5 people in these crews is a useful feature of what APS's
6 employees can offer for such construction projects?
7 A. Absolutely. When APS senﬁs a crew out there,
8 we're skilled, knowledgeable, and trained to build the
9 whole system. So you have knowledgeable, experienced
10 people out there building it from Point A to Point B, and
11 then energizing that system that now we have to maintain.
12 0. And is it fair to say that any given crew has a
13 significant amount of experience doing precisely this,
14 repeatedly?
15 A. Yes.
16 Q. Could you Jjust briefly comment on the safety
17 record for such crews constructing line extensions.
18 A. Rest of my knowledge, impeccable safety record.
19 0. Would you agree with the notion that when APS
20 performs the work, the utility foreman is charged with
21 ensuring that the work conforms to all governmental and
22 utility codes, ordinances, and standards, and inspection
23 is integrated into the construction process?
24 A. Yes, because we're all trained to meet the specs
25 and standards of the company. So yes.
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1 Q. And also, I take it, in addition to the specs of

2 the company, just generally the ordinances and code that

3 might apply to that?

4 A. Correct.

5 Q. If applicants for line extensions were to elect

6 to have the work performed elsewhere, so that is a

7 third-party contractor performed the work, the utility

3 really would have no choice but to inspect the work to

9 ensure the public is protected from unsafe conditions that
10 could result from improperly installed facilities; isn't
11 that right?

12 A. Yes, sir.
13 0. And APS would also want to ensure that ratepayers
14 are protected from the maintenance costs that would flow
15 from defectively installed facilities, right?

16 A. Yes, sir.

17 Q. If third-party contractors were to be allowed as
18 an option here for all customers, how would the inspection
19 process work?
20 A, The company would have to hire more inspectors, I
21 would imagine, to go out there and inspect this work.
22 It's not feasible for a company to hire one inspector to
23 go out and manage that one project. They've got multiple
24 job inspections that they have to go do. So that's an
25 additional cost.
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1 When you have our crews doing it, you're sending
2 a three-man crew out there to build, construct the whole
3 thing. We're the inspector, we're the constructer, and
4 then we are also the maintainer of that system.
5 Q. Mr. Hoover, please explain to the Commission who
6 are the people who actually construct these line
7 extensions.
8 A. Local 387 members that are skilled, qualified,
9 competent and safe workers.
10 Q. Okay. Specifically, when it comes to line
11 extension work, where are they physically located?
12 A. If it's here in the Phoenix area, we've got docks
13 scattered throughout the Phoenix area. So the company
14 would send the closest crew or crews off that dock to
15 perform those line extensions.
16 Q. And if it's outside of Phoenix?
17 A. If it's outside Phoenix, it depends. In the
18 smaller communities, those set crews on that dock would go
19 do those.
20 Q. Are there crews that are wholly dedicated to
21 constructing line extensions?
22 A. No. Our crews do line extensions, we also do
23 maintenance, we also do storm restoration, and anything
24 else that is presented under our classification. As a
25 journeyman, you're skilled and trained in a very diverse
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1 realm of what the company has to offer. So we cover the
2 gamut from A-to Z. So no, we don't have a designated
3 crew. We also use them for storm restoration,
4 emergencies, or anything else that comes up.
5 So no, we do not have just a designated crew that
6 sits around waiting to do a liﬁe extension.
7 Q. Okay. And in those situations, emergency power
38 restoration or picking up, you know, the pieces after an
9 extreme storm would take precedent, right? That would be
10 more important?
11 A. BAbsolutely. And customer restoration is key.
12 Q. And you believe it's important for APS to have
13 those folks out there to do that at any given time; is
14 that correct?
15 A. Absolutely. I take pride in what I do and I get
16 great satisfaction, and so do the rest of the members who
17 restore power. And you can see your end project as soon
18 as all of the customers' lights come back on.
19 MR. HASAKOVEC: Your Honor, that's it for my
20 questions at this time.
21 CALJ FARMER: Do any parties supporting the
22 agreement have questions for the witness?
23 MR. MUMAW: No, Your Honor. Thank you.
24 CALJ FARMER: Okay. Mr. Robertson.
25 MR. ROBERTSON: Thank you, Your Honor.
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1 CROSS-EXAMINATION
2
3 Q. (BY MR. ROBERTSON) Good afternoon, Mr. Hoover.
4 A. Good afternoon.
5 Q. I have one question, perhaps two, and then an
6 analogy that I wanted to suggest to you listening to your
I testimony.
8 In introducing yourself this afternoon, you
9 indicated you were testifying on behalf of IBEW Local 387,
10 correct?
11 A. Correct.
12 Q. But I notice looking at the signature page on the
13 settlement agreement that for IBEW it was executed on
14 behalf of Locals 387, 640, and 769.
15 So my question to you would be: Do you have any
16 reason to believe that Locals 640 and 769 would not share
17 your views with regard to the settlement agreement?
18 A. No. They would absolutely share my views.
19 0. Okay. That's what I thought, but I wanted to
20 confirm that for the record.
21 The analogy I want to suggest for your
22 consideration was occasioned by your testimony describing
23 the joint vision and endeavor of IBEW and the company to
24 streamline your operations moving forward to better equip
25 yourself to deal with the future. I found that very
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1379
1 interesting.
2 And it took me down memory lane to 43 years ago
3 when I spent a year in the maritime industry in California
4 in labor relations. And at that time, Harry Bridges, the
5 president of the International Longshore and Warehouse
6 Union had the vision to agree to a collective bargaining
7 agreement that would automate the longshore industry. And
8 the purpose of that was to facilitate the introduction of
9 containers both for shipping from overseas and transport
10 by rail within the United States.
11 And Mr. Bridges felt at that time that it was in
12 the long-term best interests of the union and that the
13 union would actually prosper as a result of those
14 fundamental changes, and I see you nodding your head. We
15 know the end result. The Union has prospered in
16 containerization and it's now very much a fabric of this
17 country.
18 So its an analogy that immediately came to mind
19 as I listened to you. I wish you luck on that joint
20 vision. Thank you.
21 THE WITNESS: Thank you.
22 CALJ FARMER: Okay. Ms. Pecora, did you have
23 questions for this witness?
24 MS. WYLLIE-PECORA: Yes, I do, Your Honor. Just
25 two.
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1 CROSS-EXAMINATION
2
3 Q. (BY MS. WYLLIE-PECORA) Hi, Mr. Hoover.
4 A. How are you doing?
5 Q. Just two questions. Would the Union like to see
6 more line extension orders to keep their members employed?
7 A. Right now we are at reduced staffing levels due
8 to the severe economic downturn. We have not filled a lot
9 of our positions to do our cost-cutting. So obviously,
10 when the growth comes back, then we would be looking to --
11 if we can't currently maintain those line extensions, then
12 we would either be looking at bidding and creating more
13 jobs within the company.
14 Q. Okay. And have there been or are there other
15 companies that can do the construction for APS to APS's
16 standards?
17 A. Yes. We have a list of bona fide contractors
18 that the company has approved that will do this.
19 Q. And that is available to anyone who wants to
20 apply for that?
21 A. To the best of my knowledge, correct.
22 MS. WYLLIE-PECORA: Okay. Thank you.
23 THE WITNESS: You're welcome.
24 CALJ FARMER: Okay. I have a few questions, sir.
25 These I'm going to read on behalf of Chair Mayes who is
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1 not here today.

2

3 EXAMINATION

4

5 Q. (BY CALJ FARMER) Would IBEW still support the

6 settlement agreement if it were possible that none of the

7 renewable energy projects would be built, and what if only

8 some are built?

9 A. Well, I think it's to the best interests that we
10 explore these ideas to reduce the cost. And we would be
11 in support of any renewable energies, because it's
12 obviously going to give us an opportunity to maintain,

13 construct that type of work.

14 Q. What is IBEW's interpretation of the words "make
15 its best efforts,”™ in the settlement agreement's provision
16 calling for APS to make its best efforts to procure

17 1.7 million megawatts of renewable energy in 2015? Do you
18 think that provision is mandatory?

19 A. I would say yes.

20 Q. And do you think the Commission should order APS
21 to reach this level, understanding that the company could
22 seek a walver if it becomes impossible?

23 A. Yes, as long as it doesn't create an adverse or a
24 harsh reality for the company and put it in a financial

25 obligation that it cannot meet.
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1 Q. Would the IBEW support an amendment that would
2 make the renewable energy provisions in the settlement
3 mandatory?
4 A. We would have to take that up for consideration.
5 CALJ FARMER: Those are all of the questions from
6 Chair Mayes, and I don't have any questions for you, sir.
7 Are there any other further questions from the
8 parties?
9 (No response.)
10 CALJ FARMER: All right. Well, thank you, sir,
11 for your testimony today.
12 THE WITNESS: Thank you very much.
13 CALJ FARMER: Let's go ahead and take our lunch
14 break here. We'll start up again at 1:30.
15 Mr. Hogan?
16 Oh, I had planned to have the witness Amanda
17 Ormond come on at 1:30.
18 MR. HASAKOVEC: Your Honor, I'm sorry. Just
19 whenever it's appropriate, we would request to be excused
20 from much of the rest of the proceedings at this point.
21 CALJ FARMER: That's fine. You don't have to be
22 here. 1If for some reason something comes up, if a
23 Commissioner has a question or something, we'll try to
24 contact you.
25 MR. HASAKOVEC: Thank you.
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CALJ FARMER: Thank you.

Mr. Hogan.

MR. HOGAN: Yeah. Just for your information,
Your Honor, my remaining two witnesses I hope will be back
here at 2:00.

CALJ FARMER: All right. That sounds good.
We'll take our break and come back at 1:30.

(TIME NOTED: 12:15 p.m.

(Michele E. Balmer, Certified Reporter, was
excused from the proceedings.)

(A recess was taken.)
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1 (The afternoon session resumed at 1:35 p.m.,
2 reported by Colette E. Ross, Certified Reporter.).
3
4 CALJ FARMER: Let's go back on the record.
5 Before we begin with the next witness, I think we have a
6 scheduling issue that we need to discuss. So,
7 Mr. Mumaw.
8 MR. MUMAW: Thank you, Your Honor. As you know,
9 kind of the original thought had been that when we
10 concluded Ms. Ormond and the two remaining witnesses for
11 Mr. Hogan, that we would then kind of resume the
12 company's case. But, frankly, we have been kind of
13 informed that, even though she is not here today, that
14 the Chairman would like to personally ask questions
15 probably, certainly to Mr. Hatfield, and I suspect both
16 of those witnesses given the number of items that were
17 deferred to Ms. Lockwood. And rather than have their
18 testimony splattered over a couple of days of
19 transcript, we would prefer just to hold those two
20 witnesses back and present them when, frankly, the
21 Chairman and other Commissioners are available.
22 And therefore we would suggest that, should we
23 complete the three witnesses that I first discussed and
24 people feel there is too much time left today to reward
25 ourselves with an early day, we would present
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1 Mr. Wontor, who is less likely to require being
2 recalled.
3 CALJ FARMER: Okay. Comments on that proposal?
4 Start with Staff.
5 MS. WAGNER: Your Honor, I don't have any
6 objection to that proposal at all. I do want to inquire
7 about scheduling Staff's out-of-town witnesses, however,
8 at some point today. It doesn't have to be now.
9 I guess I am concerned whether the four
10 remaining days of hearing that you have identified will
11 be enough days of hearing to get all the witnesses in.
12 CALJ FARMER: Okay. Well, as far as this
13 afternoon, we are not going to take any witnesses
14 besides the three that we have scheduled right now. T
15 don't know, since I had not notified the other
16 Commissioners that Mr. Wontor might be coming, I don't
17 feel comfortable putting him on the stand either. So we
18 will potentially get an early afternoon, well deserved,
19 I think, by everybody in the room. But we will talk a
20 little bit more about scheduling the witnesses when we
21 finish with the testimony.
22 MR. MUMAW: Your Honor, I certainly understand
23 that. And given that, when we resume we would go back
24 to the original announced order of Mr. Hatfield and then
25 Ms. Lockwood and Mr. Wontor, and Mr. Rumolo as the
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1 cleanup.
2 CALJ FARMER: Okay. All right. Any other
3 procedural issues before we get on with witness?
4 (No response.)
5 CALJ FARMER: Okay. All right. Ready? Call
o your witness, Mr. Fant.
7 MR. FANT: Thank you, Your Honor.
8 Your Honor, I presented two copies of a document
9 entitled direct testimony of Amanda Crmond on behalf of
10 the Interwest Energy Alliance dated July 1st, 2009 to
11 the court reporter. I would ask that be marked as
12 Interwest Exhibit 1.
. 13 CALJ FARMER: Okay. Go ahead. You may
14 continue.
15
16 AMANDA ORMOND,
17 a witness herein, having been first duly sworn by the
| 18 Certified Reporter to speak the truth and nothing but
19 the truth, was examined and testified as follows:
20
21 DIRECT EXAMINATION
22 BY MR. FANT:
23 Q. Would you please state your name for the record.
24 A. My name is Amanda Ormond.
25 Q. Could you state your background.
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1 A. I am an energy policy consultant and have been
2 for the last eight years. I used to work for the
3 Arizona Department of Commerce and I was Energy Director
4 for the State for about seven. Prior to that I worked
5 for an environmental institutioconal consulting firm doing
6 water investigation, pollution investigation and
7 remediation.
8 Q. Thank you. Could you describe the interests of
9 Interwest Energy Alliance in this proceeding.
10 A. Interwest Energy Alliance is a (c) (6) trade
11 association that combines solar and wind developers and
12 manufacturers with nongovernmental organizations and
13 environmental groups.
14 Q. Thank you. Could you generally describe the
15 membership of Interwest for the Commission.
16 A. Sure. We have members as large as General
17 Electric and then small solar developers, large solar
18 developers. And the mission of Interwest is to support
19 clean energy policy in the six-state region, including
20 Arizona.
21 0. Thank you. If you would, pick up a copy of
22 Exhibit 1, which is on the dais next to you there. Have
23 you read this document and is this your testimony and do
24 you adopt it as your testimony?
25 A. Yes.
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1 Q. Thank you. Do you have any clarifications you
2 would like to make to this written testimony?
3 A. I do. On page 8, just a clarification, line 11,
4 the question is: Can you please address bullet eight of
5 Chairman Mayes' letter related to the adoption of the
6 REST rules in the settlement?
7 I make the statement that Interwest supports the
8 adoption of the REST rules in this settlement.
9 We didn't adopt the actual rules themselves and
10 I just wanted to clarify that we didn't adopt the rules.
11 We adopted an energy standard that relates to the rules.
12 Q. And support application of that standard?
. 13 A. Correct.
14 MR. FANT: Thank you. No further gquestions on
15 direct. Your Honor, turn the witness over for
16 cross-examination.
17 CALJ FARMER: Okay. Do you want to move that
18 exhibit? Do you want to move Exhibit 172
19 MR. FANT: Yes. I move Exhibit 1 into the
20 record, Interwest Energy 1.
21 CALJ FARMER: There were no objections to that
22 prefiled testimony; therefore, it will be admitted.
23 Thank you.
24 (Exhibit No. Interwest 1 was admitted into
. 25 evidence.)
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1 Do any of the parties in support of the

2 settlement agreement have questions for this witness?

3 MR. MUMAW: Just one or two, Your Honor.

4 CALJ FARMER: APS.

5

6 CROSS-EXAMINATION

7 BY MR. MUMAW:

8 Q. Good afternoon, Ms. Ormond.

9 A, Mr. Mumaw.
10 Q. Does Interwest Energy, among their members, are
11 there vendors or installers or both of, I guess what is
12 kind of generically called, rooftop solar?
13 A. Mr. Mumaw, there 1s one new member to Interwest
14 that does distributed generation. That's Sun Edison.
15 However, they don't concentrate on residential. They do
16 more commercial scale photovoltaic installations.
17 Q. So would it be fair to say if I was interested
18 in the workings of the residential rooftop solar

19 industry, you are kind of not the witness to ask those
20 questions?
21 A. Sir, that's correct. So if they are a new
22 member or their concerns have not been fully integrated
23 into the Interwest policy area, I am not a good expert
24 witness on that.
25 MR. MUMAW: Thank you. I have no further
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1 gquestions.
2 CALJ FARMER: Any other parties with guestions
3 for this witness?
4 (No response.)
5 CALJ FARMER: Ms. Pecora, did you have
6 questions?
7 MS. WYLLTE-PECORA: I do not.
8 CALJ FARMER: Thank you.
9
10 EXAMINATION
11 BY CALJ FARMER:
12 Q. There are a few questions from Chair Mayes.
13 So I will ask those to you. And then Commissioner
14 Pierce's office is going to be bringing some questions,
15 too.
16 What is your interpretation of the words make
17 its best efforts in the settlement agreement's provision
18 calling for APS to make its best efforts to procure
19 1.7 million megawatts of renewable energy by 2015? 1Is
20 the provision mandatory or merely permissive?
21 A. Your Honor, I look at this as those words
22 obligate Arizona Public Service Company to be able to
23 meet that statement that they should have 1.7 million
24 megawatt hours of renewable energy. However, as
25 Dr. Berry had mentioned earlier, there are always
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1 circumstances in any provision that can cause a company,
2 any company, not be able to meet their contractual
3 obligation. So I do consider it mandatory, but with
4 market conditions that might override.
5 Q. Why shouldn't the Commission order APS to reach
6 this level, understanding that the company could seek a
7 waiver if it becomes impossible?
8 A. Your Honor, it is not part of the settlement
9 agreement that's on the table right now. And it would
10 depend on what the waiver process 1is.
11 Most of the projects that are listed in this
12 settlement agreement have to come before the Commission
13 at some time and there are provisions already in the
14 REST rules that require review by the Commission. So I
15 think that that would be almost double duty to require
16 that.
17 Q. Okay. Next question from Chair Mayes, do you
18 believe the demand response provisions go far enough
19 given the findings of the FERC demand response study for
20 Arizona?
21 A. I have not reviewed that study so I am not going
22 to comment on that.
23 Q. Okay. Would you support an amendment requiring
24 APS to do 300 additional megawatts of demand response?
25 A. Your Honor, in my testimony the only thing I
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1 touch on is energy efficiency related to the funding
2 mechanism and base rates, the $10 million in base rates,
3 so I am not qualified to answer that question, because I
4 haven't done the research to see i1f that type of energy
5 is available.
6 Q. Are the DSM targets outlined in the settlement
7 agreement merely goals or are they mandatory?
8 A. I will give you a similar answer to the question
9 on the renewable energy standard, that I believe that
10 they are set to provide firm guidance, firm policy
11 guidance to the company to achieve this level of
12 performance. But there are always possible mitigating
13 circumstances that could arise that would allow a
14 company not to meet those targets or obligations.
15 Q. Given the time frames laid out in sections 15.2
16 and 15.3, isn't it possible that the projects described
17 therein would not be voted on by the current Commission
18 and therefore could be disapproved by another
19 Commission?
20 A. I haven't looked at a timeline, but yes, I guess
21 that's possible.
22 0. If so, what can be done to ensure that the
23 current Commission which will be voting on this rate
24 increase proposal also has an opportunity to vote on
25 these projects?
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1 A. I don't think I have any suggestions on what
2 could be done.
3 Q. Do you believe that section 15.8 of the
4 settlement agreement would require APS to meet the RES
5 in future years should for some reason the REST rules be
6 struck down?
7 A. I believe that the -- the settlement as written,
8 if it was adopted, would require an energy amount that
9 exceeds the RES. I don't believe that the company is
10 held in this document to all the specifics that are in
11 the REST rules.
12 Q. What do you interpret the word commitments to
13 mean in this section?
14 A. 15 82
15 0. 15.8.
16 A. I guess another word I would say for commitment
17 is obligation. That's my interpretation.
18 Q. Okay. What do you believe the words APS
19 reiterates and renews its support for the REST rules, it
20 means from a legal standpoint?
21 A. Not being an attorney I would rather not offer
22 an opinion.
23 0. Please elaborate on your view expressed in your
24 testimony that having some level of DSM, in fact an
25 increased level of DSM, in base rates is appropriate.
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1 Is this because you believe that DSM and renewables

2 should be increasingly treated as other generation

3 resources arev?

4 A. Yes. The way that we have developed clean

5 resources is that they have been specialty resources,

6 boutigue resources almost if you will. As we move

7 forward in time, these rescurces are going to become

8 more mainstream and should be considered more

9 mainstream.

10 So we fund the majority of energy in terms of

11 base rates. When an asset is approved it is put in base
12 rates. I think it should be no different with renewable
13 energy and enerqgy efficiencies when you know what the

14 costs are going to be.
15 The DSM adjuster, $10 million, was in base rates
16 and I thought it was appropriate to leave it in base

17 rates because that's moving the direction that I think

18 Interwest and the company should be moving, because we

19 want to see these energy sources institutionalized in
20 regular ratemaking processes like coal, nuclear, natural
21 gas, or any other technology.

22 Q. Do you view this as a material provision in the
23 settlement agreement?

24 A. Yes, I think so.

25 Q. Okay. Thank you. That's all the questions from
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1 Chairman Mayes.
2 Now, these questions are coming from
3 Commissioner Pierce. Are you familiar with the
4 Commission's renewable energy standard and tariff rules?
5 A. Yes.
6 Q. Were you involved in the proceedings leading up
7 to the adoption of the REST rules?
8 A. Yes.
9 Q. Did some people and entities advocate for a
10 specific carve out for wind and/or solar in connection
11 with the adoption of the REST rules?
12 A. No. In fact, I think my memory tells me that
13 during the adoption of the REST rules, the types of
14 technologies that were going to be considered were very,
15 very broad.
16 Q. When the REST rules were being formulated, did
17 APS advocate an opposition to specific renewable
18 resource carve outs in preference of resource, in
19 preference of renewable resource neutrality?
20 A. Your Honor, I don't remember them advocating
21 either for or against.
22 Q. Did Interwest Energy Alliance advocate for
23 renewable resource neutrality?
24 A. If you mean neutrality meaning all technology
25 should be able to lay in the REST rules, the answer is
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1 yes.
2 0. Okay. Did it advocate for carve outs?
3 | A. The clients or the members of Interwest Energy
4 Alliance at that time did not include any distributed
5 generation and it included all utility sale generation,
6 so we stayed silent on that, whether a carve out should
7 be included or not.
8 0. And do you continue to hold the same position in
9 this case?
10 A. I do.
11 0. And that's, did you advocate that position
12 during the settlement negotiations?
13 A. I did.
14 Q. Do you agree that the Commission ultimately
15 adopted REST rules that are . facially neutral between
16 renewable energy resources?
17 A. Could you define facially for me.
18 Q. I think that means that the rules did not show a
19 preference toward a specific kind of renewable energy
20 resource.
21 A. In that context, I would say yes.
22 Q. Do you remember what the Commission's rationale
23 was 1in explaining its decision in that regard?
24 A. In staying technology neutral?
25 Q. Yes.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center

Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1397
1 A. During the proceedings of development of the RES
2 there were many parties involved that came forward with
3 all types of technology, some which were commercial,
4 some which weren't commercial. And I believe that part
5 of the rationale from the Commissioners at the time was
6 that we wanted -- we don't know who is going to be the
7 winners in the future. By limiting the type of
8 technologies that we are choosing, we are limiting who
9 can play in this arena and who cannot. The Commission
10 didn't feel like it should be picking technology winners
11 and losegs.
12 I geiieve there was a provision in thére‘wﬁere
13 technologies can come to be added to the REST. So T
14 believe that the thought at the time was broad is bettér
15 than narrow because we don't know how these technologies
16 are going to mature and how their cost profiles might
17 change.
18 Q. Would you say that the settlement agreement is
19 consistent with the principle of renewable resource
20 neutrality that was encompassed in the Commission's REST
21 rules?
22 A. Definitely.
23 Q. And we are going to go now to the specific
24 paragraphs. Do you have a copy of the settlement
25 agreement? Okay.
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1 Paragraph 15.1 requires APS to make its best
2 efforts to acquire 1.7 megawatts of new renewable energy
3 resources, does it not?
4 A. 1.7 million megawatt hours, yes.
5 Q. Does 15.1 dictate which renewable resources APS
6 will acquire to meet that goal?
7 A. No.
8 Q. So is that paragraph consistent with the
9 principle of renewable resource neutrality embedded in
10 the REST rules?
11 A. I believe so.
12 Q. Paragraph 15.2 requires APS to issue a new
13 request for a proposal for in-state wind generation,
14 correct? M
15 A. Yes.
16 Q. Is that paragraph consistent with the principle
17 of renewable resource neutrality?
18 A. I believe so. And let me explain a little bit
19 of why. The renewable energy standard sets an energy
20 goal that APS and the other regulated utilities have to
21 meet. It does not specify the type of technology that
22 it should use and it doesn't specify the methodology for
23 obtaining that technology except for in a competitive
24 process. And so APS and the other regulated utilities
25 have the flexibility to meet the REST energy standard in
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% 1 ways that they believe is prudent for their customers.
2 Paragraph 15.2 and 15.3, and I think 15.5 and 6
3 and, yes, 6, all represent projects that will meet,
4 assuming it is approved and purchased, will meet the
5 renewable energy standard and help the company meet the
6 energy standard. So when I look at these paragraphs I
7 don't look at them as not being energy neutral. I look
8 at them as being different types of resources that the
9 company is going to buy.
10 We certainly want diversity in energy resources.
11 One of the reasons that we have spiking costs is because
12 we_have'a lot of natural gas and natural gas has gone
. 13 up. So the more variety of technology and application
14 of technology that we can put in our resource base for
15 utilities the better off we are going to be.
16 Q. Is it better for the Commission to establish the
17 goal, then step back and let APS achieve the goal in a
18 manner that minimizes costs to ratepayers, or is it
19 better for the Commission to not only adopt the goal but
| 20 command and control provisions that prescribe exactly
‘ 21 which renewable resource acquisitions APS should make to
22 achieve the goal?
23 A. In the REST rules, the Commission has adopted a
24 goal. The settlement that's before us is not, well, it
25 can't be viewed as command and control because it is the
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1 parties that have brought forward this variety of
2 projects to be able to meet the REST, so yes.
3 Q. Okay. Are large amounts of dollars at stake
4 during the selection of which new renewable projects
5 will be built?
o A. Yes. Well, large is a relative term, so let me
7 say that's a difficult question to answer without
8 knowing what large means or in reference to something
9 else.
10 Q. If the Commission begins to go down a path of
11 preselecting and narrowly prescribing which types of
12 renewable projects APS will entertain, will that serve
13 to increase or decrease the amount of lobbying the
714 Commissioners will likely receive from renewable project
15 developers?
16 A. Would you please repeat the question.
17 Q. This is, again this is a question from
18 Commissioner Pierce on 15.2.
19 If the Commission begins to go down the path of
20 preselecting and narrowly prescribing which types of
21 renewable projects APS will entertain, will that serve
22 to increase or decrease the amount of lobbying the
23 Commissioners will likely receive from renewable project
24 developers?
25 A. I think that's an impossible question to answer,
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1 because on the one hand you could have more people

2 lobbying to have open technologies and other people

3 could be lobbying for the specific technologies. So I

4 don't think it is an answerable question.

5 Q. Why is it in the public interest for the

6 Commission to approve a provision that specifically

7 calls for an in-state RFP as opposed to allowing

8 competition from additional renewable resources,

9 including out-of-state wind resources?

10 A, Interwest Energy Alliance, in the renewable
11 energy standard and throughout just our policy advocacy,
12 has always advocated for transmission, for RFPs to be
13 open across state borders because we do feel it can

14 provide the best cost resource. But in procurement you
15 do want a variety of different assets.

16 And in the case of wind energy, the profile of
17 wind in New Mexico is significantly different than the
18 profile of wind in Arizona, meaning that the time that
19 the wind is blowing and energy will be developed is
20 different in New Mexico than in Arizona.
21 So from that standpoint, you have to look at
22 what are you trying to buy. There are cases where
23 Arizona wind blows more on peak or closer to the peak

24 than it does in New Mexico so it makes more sense. The
25 Arizona wind projects will be located in the state which
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1402
1 provides economic development dollars to the state.
2 They may have or they would have much less transmission
3 to have to pay for. So there is a variety of reasons
4 why the utility may want to do a targeted RFP and this
5 was one of the topics that we talked about and it seemed
6 to make sense from an overall resource choice
7 standpoint.
8 Q. Is there a reason why in-state wind projects
9 cannot and should not be expected to compete in the
10 larger renewable arena?
11 A. I find that question a little difficult to
12 answer. When you say larger renewable arena, does that
13 mean a multi-state RFP? Does that mean an RFP with two
14 states? I am just not sure.
15 Q. Well, why don't you just answer it based upon
16 what you possibly could, how you possibly could define
17 that larger renewable arena.
18 A. I guess when a utility wants to procure a type
19 of energy resource, whether it be renewable or coal or
20 whatever, you put together a list of criteria that you
21 want to meet. And so this is a criteria to see what an
22 in-state wind project in Arizona will bring.
23 Q. Does the Interwest Energy Alliance have any
24 mempers that stand to benefit by limiting the scope of
25 the RFP to in-state wind projects?
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1 A. Your Honor, Interwest Energy Alliance has

2 members that develop projects throughout the United

3 States. It is possible that some of the Interwest

4 Energy Alliance members would be chosen or could be

5 project developers for a project chosen.

6 So strictly speaking the answer is yes, but

7 there is not any preferential treatment towards one

8 Interwest member over another.

9 Q. Will you please iq?ntgfy in a subsequent filing,«
10 if needed, every member of Interwest Energy Alliance

11 that will likely participate in an in-state wind RFP if
12 paragraph 15.2 1is approved.

13 A. The way that I would address that is I will

14 provide the Commission with every developer from

15 Interwest Energy Alliance that does wind energy. It is
16 not possible for me to know who might have projects or

17 might not or where they might be in the development

18 stage so I will provide a list of all the Interwest

19 members.

20 Q. Okay. Thank you. Assuming no other party

21 objects, would Interwest Energy Alliance view the

22 removal of paragraph 15.2 a material change? And if so,
23 why?

24 A. The way I will look at the settlement document
25 is that all the provisions make up the settlement, every
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1 single one of them, so I would have to answer yes to
2 that.
3 Q. And do you think other parties would likely
4 object to the removal of that paragraph from the
5 settlement agreement?
6 A. I can't speak for any other party.
7 Q. I am sorry?
8 A. I can't speak for any other party.
9 Q. So you don't kpowcwhether“anyone else would
10 consider that a material change?
11 A, ~That's correct, I do not know if anybody else
12 would consider that a material change.
13 Q. Okay. Let's move now to paragraph 15.3.
14 Commissioner Pierce has some guestions on that
15 paragraph.
16 Is paragraph 15.3 consistent with the principle
17 of renewable resource neutrality?
18 A. Again, I believe yes, because this is one of
19 many different technologies that could have been chosen.
20 Photovoltaic, utility scale photovoltaic is not
21 something APS has a lot of experience in and I think it
22 is a good project because it will give them some
23 experience in developing that size project with that
24 type of technology in that type of application.
25 Q. Okay. That's probably the answer you would give
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1 to why is it in the public interest for the Commission
‘ 2 to approve a provision that specifically calls for
3 consideration of a utility scale photovoltaic generation
4 project?
5 A. Yes. I would reference that last answer as well
6 as the fact we have seen a tremendous drop in the cost
7 of photovoltaic panels in the last year because of
8 silicon supply issues loosening up. So photovoltaics
9 are coming down very rapidly in cost. Deploying
10 projects that haven't been deployed before gives
11 operation experience to the utility and allows them to
12 see whether these technologies fit in what they have for
‘ 13 energy needs.
14 Q. Is there a reason why we need such a provision
15 as opposed to allowing APS to bring a utility scale
16 photovoltaic project to us for consideration when APS
17 feels that such a project is the optimum resource
18 alternative?
19 A. Sorry. Can you read the first part of the
20 question again.
21 Q. Is there a reason why we need such a provision
‘ 22 requiring APS to do it, as opposed to allowing APS to
23 bring the utility project to us for consideration?
24 A. I think it makes a good overall settlement,
‘ 25 because if we had come in and said here is the energy
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1 amount that the parties think should be purchased by
2 APS, I think the Commission response might be, well,
3 wait a minute, what are you going to build. These
4 provisions, these specific projects give some definition
5 to what will be built in what time frame with what type
6 of technology, which I think should give folks
7 evaluating the settlement a little more comfort on what
8 could be the outcome of the settlement.
9 Q. Assuming no other party objects, would Interwest
10 Energy Alliance view the removal of paragraph 15.3 a
11 material change? And if so, why?
12 A. Since I said yes to 15.2, T think have to say
13 yves for 15.3. The why is this is a package agreement
14 and it was very carefully negotiated over a very long
15 period of time and all these provisions work together.
16 Q. Are there other parties that would likely object
17 to the removal of that paragraph from the settlement
18 agreement?
19 A. I don't know.
20 Q. Okay. Let's move to paragraph 20.6.
21 Commissioner Pierce states that this paragraph requires
22 APS to study the impact of its super peak and critical
23 peak pricing on the energy mix of air emissions and
24 energy use by program participants.
25 Is there any reason why the study should not
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1 evaluate APS' entire demand response program on the
2 foregoing issues, including its new time of use rates
3 for schools approved in paragraph 21.27?
4 A. Your Honor, my testimony doesn't touch on this
5 subject at all so I am going to decline to make any
6 comment on it. I don't have any expertise in the area.
7 Q. In her June 9th letter to the parties to the
8 docket, Chairman Mayes asked if the REST rules should be
9 adopted by the settlement agreement. Are you familiar
10 with APS' 2009 REST implementation plan that was adopted
11 by the Commission?
12 A. Not intimately, no.
13 Q. Do you have a copy of Pierce Exhibit No. 17?
14 A. I do.
15 Q. That is a chart that graphically summarizes the
16 major cost components of APS' 2009 implementation plan.
17 The blue slice depicts the 85 percent of renewable
18 energy that will come from utility scale projects. The
19 light green slice represents the seven and a half
20 percent of renewable energy that will come from
21 commercial distributed generation and the dark green
22 slice represents the seven and a half percent that
23 represents residential distributed generation.
24 When APS filed its renewable implementation
25 plan, it includes a $10.3 million budget for
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1 administration and advertising costs associated with
2 distributed generation.
3 For your information, in preparing the chart,
4 Commissioner Pierce allocated $2 million of the
5 administration costs to commercial DG and $8.3 million
6 towards residential DG.
7 Please take a moment to look over the slide.
8 Have you had a chance review?
9 A. Waiting to see what the question is.
10 What jumps out at you as you look at the slide?
11 A. That the energy that's provided by utility owned
12 and purchased renewable generation is the biggest
13 portion of the circle.
14 Q. Okay. Do the numbers generally match your
15 understanding of APS' 2009 implementation plan-?
16 A. Your Honor, I haven't looked at the plan. I
17 haven't reviewed the numbers. I am happy to take from
18 Mr. Pierce that this is indeed correct for purposes of
19 these questions, but I haven't looked at the plan to
20 know if these are correct.
21 Q. Okay. Your testimony in the settlement
22 agreement indicated one of the reasons you support
23 renewable energy is because of the reduced air
24 emissions, particularly carbon, is that true?
25 A. T believe so.
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1 Q. Okay. Do you believe that increasing our use of
2 renewable energy 1is important to address climate change?
3 A. Yes, I do.
4 0. Are you familiar with the term opportunity
5 costs?
o A, Yes, ma'am.
7 Q. Looking at the slide, what do you believe is the
8 opportunity cost of allocating the $78.4 million in such
9 a way?
10 A. I would answer the question this way. This is a
11 snapshot in time. This is a one-year period to look at,
12 what are the costs of these technologies. We know that
13 providing a technology on a very small scale does not
14 take into account economies of scale so it is going to
15 be more expensive. If you buy, you know, a gallon of
16 gas versus 5 million gallons of gas, it is going to be
17 cheaper if you buy more. So what we see here is that it
18 is more expensive to do the distributed generation and
19 the residential generation.
20 If you take the same slide and push it out in
21 the future, what you may find is that those costs aren't
22 the same. You will find those costs aren't the same.
23 This chart doesn't take into account like
24 transmission lines. And if you are really looking at an
25 overall carbon footprint, you would have to look at what
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1 is the transmission component that's embedded in the
2 utility owned generation and add those carbon components
3 in there.
4 So I think that from a carbon standpoint, you
5 could get more carbon reduction maybe today if you put
6 more towards utility owned generation. But you don't
7 know about that tomorrow or a year from now, five years
8 from now or 10 years from now. And since we haven't
9 done an analysis of what the carbon costs or what the
10 carbon output is from any of these sources, I think it
11 is difficult to say that one is better than the other at
12 this time.
13 0. Would it be possible to double, triple or
14 perhaps even quadruple the amount of emission reductions
15 APS achieved in 2009 simply by reallocating a portion of
16 the funds currently allocated towards residential DG?
17 A. Your Honor, again, I don't know the answer to
18 that. And I think to answer that question, you would
19 have to do a full lifecycle cost on distributed energy
20 compared to utility owned generation.
21 0. OCkay. Turning --
22 A. Lifecycle carbon output. Sorry.
23 Q. Turning to paragraph 15.5 and 6 and the
24 provisions relating to solar projects for schools and
25 public buildings, who will ultimately pay for these
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1 projects?
2 A. I believe that there is a number of parties that
3 are going to pay for these projects. This 15.5
4 references the ARRA funds, the reinvestment act funds,
5 the stimulus act funds. If stimulus funds are used,
6 then nationwide people will be paying for these school
7 programs. Certainly ratepayers paid for these programs.
8 The people that are in the districts that receive these
9 systems will pay for these programs. So there is a
10 variety of people that will contribute.
11 Q. Would it be fair to say that APS' ratepayers,
12 including its residential ratepayers, will be the ones
13 who pay for these solar projects?
14 A. The residential ratepayer, the commercial
15 ratepayers, the industrial ratepayers, they all pay for
16 these projects.
17 Q. Okay. Do you believe that paragraphs 15.5 and
18 15.6 are unfair to residential ratepayers? In other
19 words, is i1t unfair to residential ratepayers to use
20 REST surcharge money collected from them to install
21 solar systems on school and public buildings?
22 A. If the ratepayers get a benefit from the system,
23 then T don't believe it is unfair.
24 Q. So would you agree that because schools and
25 public buildings are owned by all residential
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1 ratepayers, placing distributed energy systems on them

2 is perhaps the fairest way to allocate residential

3 surcharge money?

4 A. I wouldn't say that it is the fairest way. I

5 think it is one way to be fair.

6 Q. Okay. Would you agree that everyone benefits

7 when a school's utility expenses goes down?

8 A. Who is the everyone in the gquestion?

9 Q. Well, it just says everyone. So I would think
10 that means --
11 A. All ratepayers?
12 Q. It doesn't say.
13 A. I don't know how to answer the question then.
14 Q. Well, you can answer it, do ratepayers benefit,
15 and then do, I guess, you know, nonratepayers benefit.
16 A. A variety of people would benefit when your

17 public facilities, schools and government buildings are
18 made more efficient.

19 0. Okay. 1In 2010 APS' distributed generation
20 requirement increases from 15 percent to 20 percent.
21 Should the Commission consider reserving the entire
22 additional 5 percent DG requirement for school projects?
23 And if not, why not?
24 A. I would just answer that if that's the will of
25 the Commission, I think it is good to analyze different
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1 options going forward in the REST rules, and if changes

2 are deemed to be beneficial then they should be made to

3 the REST rules.

4 Q. With respect to the 50/50 split between

5 residential and commercial DG in the REST rules, 1is it

6 realistic to expect the residential and commercial DG

7 markets to develop at exactly the same pace year after

8 year?

9 A. No, I don't believe it 1s reasonable to assume
10 that.
11 Q. Okay. Given the improbability of complete
12 symmetry between the residential and commercial DG
13 markets, what is the opportunity cost of a strong
14 enforcement of the 50/50 split?
15 A. When I think about the opportunity cost, I like
16 to look long term, because part of our whole reason to
17 do the REST and to ask the utilities and force the
18 utilities to use renewables is to move the market along
19 and mature the market. The residential PV market is not
20 as mature as the utility scale markets. But they will
21 never get there unless we put money into them and work
22 on them.
23 So I think the process set up now is reasonable
24 and will give gains in the future. Costs will be driven
25 down. Expertise will be learned. The grid will be made
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1414

1 more robust by being able to provide energy in locad

2 pockets that are difficult to serve any other way.

3 Q. Does this approach delay the deployment and

4 raise the cost of distributed generation?

5 A. Does this approach a 50/50 split?

0 Q Right.

7 A. I don't believe so.

8 Q Would strong enforcement of that 50/50 split?

9 A Sorry, read the first part of the question
10 again.
11 Q. Would the strong enforcement of the 50/50 split
12 delay deployment and raise the cost of distributed

13 generation?

14 A. I don't know.

15 Q. Okay. If the Commission were to adopt the REST
16 rules in this settlement agreement, would the Commission
17 still retain the ability to waive rules that it finds

18 counterproductive in the transition towards renewable

19 energy?
20 A. I guess that would depend on how they were

21 incorporated in this settlement and what provisions were
22 actually written into the settlement to allow a

23 provision to be waived.
24 Q. Thank you. That concludes the questions from
25 Commissioner Pierce. I will see if I have any for you.
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1 On pages 6 and 7 you talk a little bit about
2 transmission for renewable energy resources. Can you
3 explain for me, just quickly summarize, what the
4 settlement agreement provides on that issue.
5 A. The settlement agreement provides that Arizona
6 Public Service Company will identify and move
7 expeditiously in planning and building and constructing
8 transmission lines that have been identified to support
9 renewable energy generation.
10 Q. You identified a chicken and egg problem. Do
11 you think that you have solved that problem in the
12 settlement agreement?
13 A. I think we have taken a step forward and
14 recognized that transmission has to start being planned
15 to one of the resource areas before there is actual
16 contracts let. And part of the biennial transmission
17 assessment process that this Commission requires has had
18 the utility take another really crucial test, which is
19 that T identify the areas, the resource zones, where
20 renewables are likely to be located to help inform the
21 transmission planning process. So this provision to me
22 couples nicely with the requirements of the biennial
23 fransmission assessment.
24 CALJ FARMER: Thank you. Those are the
25 questions from the bench. Is there any redirect or
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1 additional questions for this witness?

2 MR. FANT: Thank you, Your Honor. Just one

3 question on redirect.

4

5 REDIRECT EXAMINATION

6 BY MR. FANT:

7 Q. Let's go back to distributed energy systems at

8 schools. Are there benefits looking beyond the rate

9 question, whether it is 12 or 13 cents per kilowatt

10 hour, are there benefits to APS ratepayers installing DG
11 systems in schools?

12 A. As my testimony says, there is a whole

13 educational component. I mean we focus so much on costs
14 of systems and not the benefits. And if we want to see
15 a solar future then we have to educate our youth and

16 make them more familiar with photovoltaic systems. We
17 want them to be like cellphones where they are

18 everywhere and people are very comfortable with them and
19 used to using them.

20 By putting these systems on public buildings,
21 schools, government buildings, we raise awareness and we
22 can educate folks about how are they working, what are
23 they doing, how much are they costing, what benefits are
24 they providing.

25 So yes, there are lots of nonmonetary benefits
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1 of doing distributed systems.
2 MR. FANT: Thank you, Your Honor. No further
3 redirect.
4 CALJ FARMER: Any further questions for the
5 witness?
6 MR. MUMAW: ©No, Your Honor.
7 CALJ FARMER: Thank you very much for your
8 testimony today.
9 THE WITNESS: Thank you.
10 CALJ FARMER: I believe we are ready for,
11 Mr. Hogan, your next witness.
12 MR. HOGAN: Arizona School Boards Association
13 calls Bob Rice.
14
15 ROBERT RICE,
16 a witness herein, having been first duly sworn by the
17 Certified Reporter to speak the truth and nothing but
18 the truth, was examined and testified as follows:
19
20 DIRECT EXAMINATION
21 BY MR. HOGAN:
22 Q. Would you state your name for the record,
23 please.
24 A. Robert Rice.
25 Q. And you are appearing today on behalf of the
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1 Arizona School Boards Association?
2 A. That's correct.
3 Q. Do you have any position with the Arizona School
4 Boards Association?
5 A. Currently president of the organization.
6 Q. All right. Since this is the first time the
7 School Boards Association has appeared, it might be in
8 order to give a little bit of background about the
9 School Boards Association, how it is organized and how
10 in the world you become president of it. So why don't
11 you do that first.
12 A. Yes. The School Boards Association is an
. 13 association of school boards in the State of Arizona.
14 It is a federal network as well. We have a membership
15 driven organization of approximately 250 of these school
16 boards in Arizona. Probably 98, 99 percent of all
17 school boards are members of our association.
18 We are a 501 (c) (3) nonprofit membership driven
19 in which the membership really determines the policies
20 and practices and procedures and our agendas. There are
21 approximately 1200 school board members throughout the
22 state that are comprised of school boards of Arizona and
23 representing about 1.2 or 1.1 million students.
24 We as a membership driven organization, we have,
25 if you will, volunteer leadership including a board of
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1 directors from each county of the state and an executive
2 committee consisting of officers in the organization.
3 And then we have an executive director and paid staff.
4 Q. So you yourself are a member of a school board?
5 A. That's correct. I am a member of the Chandler
6 Unified School District.

7 0. How long have you been a member of the Chandler
8 Unified District governing board?
9 A. About six and a half years.

10 Q. And when were you -- and so the membership

11 elected you president of the Arizona School Boards

12 Association?

13 A. That's correct.

14 Q. And you are not paid to do that job?

15 A. No.

16 Q. And you are not paid to be a governing board

17 member for Chandler Unified?

18 A. No, I am not.

19 Q Okay. Are you paid for anything?

20 A Not anymore.

21 0. All right. You are retired?

22 A I am retired.

23 Q What did you do before you were retired, before
24 you retired, Mr. Rice?

25 A. I worked as an Intel manager for 23 years.
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| 1 Q. Now, you have filed written testimony on behalf
2 of the School Boards Association supporting this
3 settlement agreement in this matter, correct?
4 A. Yes, I have.
5 MR. HOGAN: And, Your Honor, we have had that
6 marked as ASBA No. 1.
7 Q. (BY MR. HOGAN) And, Mr. Rice, do you adopt the
8 written testimony that you filed in support of the
9 settlement agreement as your sworn testimony here today?
10 A. Yes, I do.
11 Q. I wonder if you could briefly describe for us
12 why ASBA supports the settlement agreement.
. 13 A. ASBA believes that in the best interest of our
14 schools and our districts, certainly to help reduce our
15 costs, be able to be put more money into the class. So
16 the maintenance and operations costs, utilities in
17 particular, are a significant factor in those costs.
18 And what we can do to help reduce that will help the
19 schools provide more money for the classroom.
20 My district, for example, last year utilities or
21 the electricity was just, itself, was 3 percent of our
22 entire budget of a little over $200 million, about
23 $5.7 million. So even a small portion of that can help
24 pay for another teacher in the classroom.
25 So ASBA then as a result has worked towards
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1 trying to become -- help school districts become more

2 cost effective, cost efficient in those areas outside
3 the classroom and inside the classroom. And as a result
4 we feel the settlement provides some good incentives for
5 schools to be able to become more cost effective,
6 reducing their utility demand. And as a result of
7 the -- it has become a larger portion of our costs over
8 the past few years, so this is a way to help reduce and
9 control those costs for the school districts.

10 MR. HOGAN: Your Honor, I move the admission of
11 ASBA-1.

12 CALJ FARMER: ASBA-1 was prefiled and no

13 objections were received, so it would be admitted.

14 {(Exhibit No. ASBA-1 was admitted into evidence.)
15 MR. HOGAN: Thank you.

16 Mr. Rice 1is available for cross-examination.

17 CALJ FARMER: Thank you. Do any of the

18 supporting parties have questions for the witness?

19 Mr. Robertson.

20

21 CROSS-EXAMINATION

22 BY MR. ROBERTSON:

23 Q. Good afternoon, Mr. Rice.

24 A. Good afternoon.

25 Q. In some of the prefiled testimony in this
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1 proceeding that has been filed by the Arizona Public
2 Service Company, one of their witnesses, Barbara
3 Lockwood, makes the following statement. And I am going
4 to read this as background to a few questions I might
5 want to ask you. This appears at page 8 of
6 Ms. Lockwood's testimony filed in support of the
7 settlement agreement, line 16 through 19:
8 Quote, APS has worked with schools in the
9 development of renewable resources through school
10 participation in the company's renewable energy
11 incentive programs. As well, schools have been bid into
12 the RFP processes for distributed renewable projects,
13 close quote.
14 Have you personally in your work with the school
15 board associations and with the Chandler district had
16 any familiarity with any of the APS distributed
17 renewable energy programs from schools?
18 A. No, I have not.
19 Q. Okay. Have you had an opportunity to review
20 those portions of the settlement agreement that would
21 relate to new programs for distributed energy for
22 schools?
23 A, Yes, I have.
24 Q. Having you 1look directly at paragraph 15.5 of
25 the settlement agreement, is it your understanding or
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1 your impression that the new program that that provision
2 contemplates for on-site solar energy, including
3 photovoltaic, solar water heating and daylighting at
4 grades K through 12 for public, including charter,
5 schools would represent a benefit for the schools in
6 APS' service territory?
7 A. Yes, I believe it would be a benefit for the
8 schools.
9 MR. ROBERTSON: Okay. I believe that's all I
10 have, Mr. Rice. Thank you.
11 CALJ FARMER: Ms. Pecora, do you have questions
12 for the witness?
13 MS. WYLLIE-PECORA: I do not.
14 CALJ FARMER: Any other parties?
15 (No response.)
16
17 EXAMINATION
18 BY CALJ FARMER:
19 0. I have some guestions for you, sir. And these
20 questions are coming from Commissioner Pierce. And I am
21 going to be reading them to you on his behalf.
22 In paragraph 15.5, which requires APS to
23 establish a new program for on-site solar energy for
24 schools, 1is that fair or unfair to residential
25 ratepayers?
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1 A. I don't know 1f T am in a position to say
2 whether it is fair or unfair. I think the schools of
3 Arizona will benefit. And as the school system benefits

4 all Arizonans will benefit in one fashion or another, be
5 it through better cost containment for school budgets,
6 providing more teachers in the classroom. So I think it
7 is an overall benefit for all Arizonans. But it is, I
8 guess, a judgment as to whether certain parties benefit
9 more than others so I am really not able to make that
10 judgment.
11 Q. Would you agree that, because schools are assets
12 of the residential community, installing solar projects
13 on them is perhaps the best way to distribute the
14 benefits to the widest swath of residential ratepayers?
15 A. Well, I think it is an excellent way to do that.
16 I don't know if I would say it is the best way, not
17 being an expert in all the different models and
18 techniques. But I think it clearly is a very positive
19 way to benefit both the schools and the general
20 population in Arizona.
21 Q. Thank you. How will paragraph 15.5 impact
22 school budgets?
23 A. It will allow schools to take the monies that
24 they do receive and, with more flexibility, putting them
25 more closer into the classrooms, more flexibility if
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1 they don't, 1if schools don't have to pay as much in
2 terms of fixed costs like utilities or other costs.
3 Over the past few years there have been some
4 legislation that the school districts have had to deal
5 with the excess utilities legislation, where the amount
6 that was reimbursed by the state for utilities was fixed
7 at a certain point despite the growth continuing.
8 Larger and larger portions of the M and O budget were
9 consumed by you have to pay for utilities. And the
10 school districts were not, have not in the past couple
11 years been reimbursed for the total costs so that the
12 money had to flow from areas in the classroom to paying
13 more utility costs.
14 To the extent that we can help reduce that
15 utility demand in terms of the costs makes the school
16 districts then a little less sensitive to, you know,
17 rates, various things, so that we will benefit the
18 schools in that way.
19 In just talking, for example, to the people and
20 the administrators within my district, asking them if
21 there is a program that would allow a five-year payback
22 for some of these projects, would they be interested in
23 that, and pretty much they would be very interested in
24 that. They looked at it in the past and they said that
25 the current payouts, payout, the current payback being,
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1 you know, some people judge 10 to 15 to 20 years is too
2 long for them to invest, or maybe ask the community to
3 invest through a bond. But brought into more like a
4 five-year payout, it becomes more feasible and something
5 we find more districts wanting to do.
6 Q. Are you familiar with APS' proposal in a
7 separate docket to free up an additional $20 million for
8 school projects by classifying school projects as
9 residential under the REST rules?
10 A. I am somewhat familiar with that, yes.
11 Q. How does APS' proposal in that docket interact
12 with the provisions of paragraph 15.5?
13 A. I don't know i1f I, if I am the best person to
114 answer that. I think the issue of whether there are,
15 would be constraints on school projects because of the
16 current structure of the system, I think the schools and
17 the districts', you know, primary interest is being able
18 to do the projects. I think having the money to be able
19 to do that, you know, 1is important. How that happens, I
20 don't know that that's a major part of ASBA's direction
21 other than to try to make it available for the schools
22 as much as possible.
23 Q. Commissioner Pierce says he assumes that since
24 those school projects will receive ARRA funding they
25 would qualify towards satisfying 50,000 megawatts annual
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1427
1 energy discussed in paragraph 5.5. 1Is that correct?
2 A. I am not familiar with the ARRA funding so I
3 couldn't, I couldn't say.
4 Q. Okay. Mr. Hogan filed a letter on your behalf
5 in that separate matter which stated ASBA and AASBO
6 generally support APS' request to shift on a
7 one-time-only basis any unused funds that had been
8 allocated for 2009 for residential distributed energy to
9 public school distributed energy projects.
10 Commissioner Pierce says that he was surprised
11 by your statement that you support APS' proposal on a
12 one-time-only basis. And he asks: 1Is it your position
13 then that if the same facts present themselves in 2010
14 and APS has an excess $20 million in the residential
15 budget and there are schools that want to proceed with
16 solar projects but who are crowded out by other
17 commercial DG projects, is it your position then that
18 you wouldn't want the Commission to consider allowing
19 some of the unused residential money to be used for the
20 school projects?
21 A. I think it is -- it would be hard to say a year
22 from now what our position would be. I think that
23 clearly when we stated that we generally support making
24 the funds available through indicated means, you know,
25 with a desire to make as much funding available to the
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1 schools as possible for these projects, there are
2 several ways to make that funding possible.
3 We think, you know, at this point generally
4 reclassifying some of the money to be able to be made
5 available to the schools is something we would recommend
6 for this first year. For the second year beyond that I
7 think clearly we stated ih the document that that
8 statement really left it open to be able to look next
9 year as to what would be the best recourse.
10 Certainly I think we, we want to have as much
11 funding as possible for the schools. There are
12 different ways to do it and situations change. So we
13 would like to be flexible in determining what our
14 recommendation would be following next year.
15 Q. Okay. Do you have any idea of how widely known
16 APS' request to make an additional $20 million available
17 for funding school projects in school districts across
18 the state, how, do you have an idea how widely known
19 that that request is?
20 A. No, I do not.
21 Q. Commissioner Pierce says that the Commission
22 hasn't heard, for example, from school districts in
23 Flagstaff, Yuma, Bisbee and Douglas about APS' proposal.
24 And he is concerned they haven't heard about it. Do you
25 know if they know about the APS proposal?
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1 A. I don't know if those specific school districts

2 know about that proposal. I know my school district is

3 aware of the proposal, and others. I couldn't name

4 them, but just in discussions with my superintendent, I

5 know that there is some knowledge, but I couldn't, I

6 couldn't verify to what extent the knowledge is.

7 Q. With respect to whether the Commission should

8 affirmatively state that this is a one-time deal,

9 Commissioner Pierce is concerned that the Commission is
10 only hearing from schools who have projects in the gqueue
11 for 20009.

12 Would you agree that it is fairly easy for

13 schools with projects in the queue to be processed in

14 2009 to agree to a stipulation that a similar transfer
15 of unused residential money towards school projects

16 should never happen again in the future?

17 A. I was following all the way up to the end of

18 that question.

19 0. I think that basically for schools who have

20 projects already in the queue, it is easy for them to

21 say never again.

22 A. I don't know that, I don't know their attitude
23 would be that we have ours and so we don't care too much
24 about the other school districts. I don't think that's
25 the general attitude.
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1 I think certainly the districts that have
2 projects that are ready to go would like to be able to
3 do them as soon as possible and have funding available.
4 So whether that came through one avenue or another, I
5 couldn't speak for them to say whether they prefer one
6 solution or another other than they would prefer to get
7 the projects moving.
8 I don't think that they also -- I can't really
9 speak for them but I would doubt that they would have
10 any feeling that, you know, we will get our projects and
11 we don't care about the other school districts. That's
12 typically not the way that the board members operate
13 throughout the state typically for education in general
14 and not as, not as focused on just their own district.
15 Q. Do you believe that such a stipulation, and by
16 that I mean a stipulation that a similar transfer should
17 never happen again, would be fair to schools that either
18 do not know about APS' proposal or that decide to
19 participate in 2010 or sometime in the future?
20 A. I don't know, having -- I don't have the
21 document in front of me. I don't believe it said that
22 the ASBA document said that that transfer would never
23 happen again. I believe the recommendations were a
24 one-time transfer for the next year, but that I don't
25 believe it said, you know, that's it.
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1 Q. So would you agree that it would be wiser for
2 the Commission to wait to see what happens in 2010
3 before deciding to lock itself into a position that the
4 2009 transfer of funds was a one-time deal?
5 A. Well, I think the Commission, I would assume
0 they have the flexibility to decide to make a one-time
7 transfer if they wanted to and then continue that if
8 they wish or take another path in terms of funding the
9 projects. So I don't know that they would -- I am
10 assuming that that wouldn't -- making a decision now
11 isn't going to prevent them from making another decision
12 or a similar decision in the future concerning the
13 funding.
14 Q. So you would agree that if the same situation
15 were to arise in 2010 APS and the Commission could
16 consider the option of transferring unused residential
17 money to school projects at that time?
18 A. Given all the different variables, I mean that
19 certainly could be ancther consideration, could be a
20 consideration, yes.
21 Q. Okay. And that concludes Commissioner Pierce's
22 questions.
23 I noted in your testimony that you said that in
24 the past your organization has been challenged by
25 Commissioners to become more involved in rate
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1 proceedings to advance the interests of Arizona public
2 schools and their governing boards. And with that
3 participation in the settlement agreement, you feel like
4 you have done that?
5 A. Yes. We think this has been a very positive
6 step for us, our organization and the school districts
7 of Arizona, to be more involved in the process, to have
8 a voice of the districts, you know, at the table when we
9 are working on settlement, as opposed to afterwards and
10 just providing some expert.testimony in that regard. So
11 we feel that this has been a positive move for our
12 school districts, yes.
13 CALJ FARMER: Thank you for your participation
14 in this case, too.
15 Are there any further questions for this
16 witness?
17 (No response.)
18 CALJ FARMER: Okay. Thank you, sir, for your
19 testimony today.
20 Why don't we take a 10-minute break here. Then
21 we will come back with the next witness, and we will
22 have some discussion about scheduling.
23 (A recess ensued from 2:50 p.m. to 3:07 p.m.)
24 CALJ FARMER: Let's go ahead and go back on the
25 record.
Arizona Reporting Service, Inc. WWWw.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1433
1 Mr. Hogan, are you ready to call your next
2 witness?
3 MR. HOGAN: Yes, Your Honor. Arizona School
4 Boards Association and the Arizona Association of School
5 Business Officials calls Chuck Essigs. I guess I should
6 say call, not calls.
7
8 CHUCK ESSIGS,
9 a witness herein, having been first duly sworn by the
10 Certified Reporter to speak the truth and nothing but
11 the truth, was examined and testified as follows:
12
13 DIRECT EXAMINATION
14 BY MR. HOGAN:
15 Q. Would you state your name for the record,
16 please.
17 A. My name is Chuck Essigs.
18 Q. And you are appearing here today on behalf of
19 both the Arizona School Boards Association and the
20 Arizona Association of School Business Officials,
21 correct?
22 A. That's correct.
23 Q. You are, you currently occupy a position with --
24 and T am going to say AASBO, the school business
25 officials organization, so I don't have to keep
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1 repeating it -- you currently occupy a position with
2 AASBO, correct?
3 A. That's correct.
4 0 What 1is your position?
5 A Director of government relations.
6 Q. And how long have you been in that position?
7 A A little over five years.
8 0 And prior to occupying that position, what did
9 you do?
10 A. I worked for the Mesa Unified School District
11 for approximately 18 years as the assistant
12 superintendent for business services.
. 13 0. And you even worked in the Arizona legislature
14 at some point, correct?
15 A. I actually worked for the Department of
16 Education and I was assigned over to the legislature for
17 about 18 months one time.
18 0. On school finance matters?
19 A. That's correct.
20 Q. Now, you submitted testimony on behalf of both
21 ASBA and AASBO last December in connection with this
22 matter, right?
23 A. That's correct.
24 MR. HOGAN: And, Your Honor, we have had that
25 marked as AASBO No. 1.
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1 Q. (BY MR. HOGAN) And then in January you also

2 submitted testimony on behalf of those two

3 organizations, correct?

4 A. That's correct.

5 MR. HOGAN: And, Your Honor, we have had that

6 marked as AASBO-2.

7 Q. (BY MR. HOGAN) And then finally, Mr. Essigs,

8 you submitted testimony last month in support of the

9 settlement agreement on behalf of AASBO, correct?

10 A. That's correct.
11 MR. HOGAN: And, Your Honor, we have had that
12 marked as Exhibit or AASBO-3.
13 0. (BY MR. HOGAN) But as you are testifying now,
14 you are testifying on behalf of both organizations,
15 correct?
16 A. That's correct.
17 Q. And we already heard from Mr. Rice expressing
18 ASBA's support for the settlement agreement.

19 First of all, before I ask you about AASBO's
20 view of the settlement agreement, maybe you could tell
21 us a little bit about AASBO and give us a little bit of
22 background with that organization.
23 A, AASBO, the Arizona Association of School
24 Business Officials, represents people who work in school
25 districts and generally in noneducational positions,
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1 directors of transportation, director of maintenance,

2 finance people, assistant superintendents over business

3 services.

4 And we provide training to our members to keep

5 them current on current trends in education, current

6 laws, current legal requirements. We hold a number of

7 conferences during the year, and then during the

8 legislative session we try to keep our members updated

9 on what legislation is being proposed and how it would
10 impact school districts.

11 Q. Okay. And maybe you could give us a brief

12 summary or just describe for us generally why AASBO
13 supports the settlement agreement with APS and the other
14 parties.
15 A. The first thing I would like to comment on is
16 that we were encouraged by the Corporation Commission

17 members over the last few years to become more active in
18 this process, because we did come to testify in a number
19 of cases about the big influence that utility costs have
20 on schools. So that's one of the reasons we intervened.
21 Basically, as was stated by board member Rice,
22 utilities -- schools, probably 85 percent or more of
23 their operating budgets are salaries and benefits. The
24 major component that districts have been struggling with
25 over the last few years outside of their salary and
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1 benefit issues are utility costs. They have been going
2 up drastically.
3 This current year the legislature cut funding
4 for utility monies for school districts by about
5 $80 million. So not only are schools facing the costs
6 of utility increases, they are facing loss of monies to
7 help pay for those utility costs. So it is very
8 important to the districts.
9 And what districts need and what we like about
10 in the agreement is that it gives some predictability.
11 School districts will know over the next few years, to
12 the 2011, 2012 school years, 1if the Commission approves
. 13 this proposal, what the utility rates will be, and then
14 also the measures that are, increased energy efficiency
15 measures and renewable energy resources, that are going
16 to be provided to schools to help them, again, better
17 manage their utility costs.
18 And the third major component that we support is
19 a new rate that is being proposed that would be
20 established for school districts that would give them
21 incentives to shift their power usage away from some
22 peak periods of time, either during the day or during
23 the school year, which again will help the districts
24 manage their utilities.
25 MR. HOGAN: I don't think I have any other
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1 questions, Your Honor. I think that concludes
2 Mr. Essigs' testimony.
3 I move the admission of AASBO-1, 2 and 3.
4 CALJ FARMER: Okay. Those exhibits were
5 prefiled and no objections have been made, so AASBO-1,
o 2, and 3 are admitted.
7 (Exhibits Nos. AASBO-1, AASBO-2, and AASBO-3
8 were admitted into evidence.)
9 MR. HOGAN: And Mr. Essigs is available for
10 cross-examination.
11 CALJ FARMER: Thank you. Do any parties who are
12 in support of the settlement agreement have questions
. 13 for this witness?
14 MR. MUMAW: No, Your Honor.
15 CALJ FARMER: Mr. Mumaw.
16 MR. GRANT: You said no? Tom, you don't have
17 any?
18 MR. MUMAW: I do not.
19 CALJ FARMER: Okay.
20 MR. GRANT: Judge Farmer, I do, just a couple.
21 CALJ FARMER: Okay, Mr. Grant.
22
23 CROSS-EXAMINATION
24 BY MR. GRANT:
25 Q. Mr. Essigs, good to see you again.
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1 A. Good to see you.

2 0. Mike Grant on behalf of Arizona Investment

3 Council. And I just wanted to go to that third point

4 that you made because I have been wondering through

5 this, actually through the negotiations on the

6 agreement, would you agree with me that generally over,

7 I am not even sure what time period to give you here,

8 but let's say the last 10, 15 years that the school year

9 has been moving more and more into the summer months?

10 A. It has moved where school starts earlier for two
11 reasons. One is a few years ago the state increased the
12 number of school days from 175 to 180. And, secondly, a
13 number of school districts have gone to alternative

14 calendars where they have a longer break in the fall, a
i5 longer break in the spring. Some have actually gone to
16 200-day school year. So, yes, they have had, in order

17 to do that, they have moved the year up where many of

18 them start early in August.
‘19 0. And T just wondered -- well, you outlined two or
20 three of the reasons why that's part of the educational
21 mission. I guess what I am wondering about, I hope
22 obviously these additional rates work for schools, but
23 does it put your -- does your educational mission or the
24 reason why you are lengthening the school year sort of
25 put you at odds with the ability to take advantage of
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1 peak rates along these lines?
2 A. No. I think what -- certainly there is that,
3 there is that debate that goes on, what is the best
4 thing positively in education for the students and then
5 what is the impact on the utility rates.
0 What we like as school districts with this
7 proposal is that it will give school districts some
8 incentives to maybe provide a balance to still
9 accomplish their education objective, but by the same
10 token maybe adjust the length of the school day and
11 maybe start school a little bit later and have different
12 break schedules to help with the peak demand. But then
13 also by doing that it will help manage their costs.
14 I think it is, it is a nice tool for districts.
15 It is probably the same thing that homeowners have, that
16 incentive.
17 Q. And if nothing else, I suppose, it would also
18 open up the opportunity for flexibility among schools
19 and among school districts to experiment with different
20 models and different usage patterns and different
21 attendance habits and see what is possible, wouldn't
22 that be correct?
23 A. That would be correct.
24 MR. GRANT: Okay. Mr. Essigs, thank you very
25 much.
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
. 1441
1 THE WITNESS: Thank vyou.
2 CALJ FARMER: Any other parties?
3 Mr. Robertson.
4
5 CROSS-EXAMINATION
6 BY MR. ROBERTSON:
7 Q. Good afternoon, Mr. Essigs.
8 A. Good afternoon.
9 Q. In response to one of Mr. Hogan's questions you
10 were enumerating the various benefits that you see under
11 the settlement agreement and you referred to
12 predictability. And as I listened to that response and
. 13 your response to Mr. Grant's last question, that
14 predictability appears to be in relation to rates and
15 rate design in terms of predictability in managing your
16 energy cost, is that correct?
17 A. That's correct.
18 Q. Do you have a copy of the settlement agreement
19 in front of you?
20 A. Yes, I do.
21 Q. Would you turn to section 15.5, which appears on
22 page 33 of the settlement agreement.
23 A. I am there.
24 Q. Could you describe what the potential benefits
25 of that particular provision would be for schools and
o
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1 school officials as you understand it.
2 A. Again, you referenced 15.57
3 Q. That's correct, sir.
4 A. It would, by investing dollars in activities
5 that would make schools more energy efficient, again,
6 that would help them manage. The rates are one thing
7 they can't control, but they can have some control over
8 their usage of power. And this 15.5 would give
9 districts improvements to their cooling and heating
10 systems and make them more energy efficient, which again
11 would help hopefully reduce its requirements for the
12 amount of electricity and/or -- that they would have to
. 13 use.
14 Q. Which in turn would free up those dollars that
15 are available to the schools for other purposes as well,
16 is that correct?
17 A. It would allow some of those dollars that might
18 normally have to go into the electric costs for the
19 district to be included in their direct instructional
20 programs to students.
21 Q. So as I understand the thrust of your testimony,
22 you believe there are several aspects of this settlement
23 agreement that would be beneficial for schools within
24 APS' service areas, is that correct?
25 A. That's correct.
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1 MR. ROBERTSON: Very good. Thank you, sir.

2 CALJ FARMER: Thank you.

3 Ms. Pecora, do you have questions for the

4 witness?

5 MS. WYLLIE-PECORA: I do, Your Honor, just one.

6

7 CROSS-EXAMINATION

8 BY MS. WYLLIE-PECORA:

9 Q. In the event that this settlement agreement is
10 approved, 1s it your responsibility or part of your job
11 description to get all this information out to every
12 school in the service area?

13 A. Part of the mission of our organization is

14 training for the business officials in the schools. So
15 we would hope that others would help us with that effort
16 but that certainly would be a major responsibility that
17 we would take on.

18 MS. WYLLIE-PECORA: Okay. Thank you.

19

20 EXAMINATION

21 BY CALJ FARMER:

22 Q. Okay. I have some questions to ask you on

23 behalf of Commissioner Pierce. And T believe you were
24 sitting in the room when I asked these questions

25 previously. So they may be familiar to you. I asked
Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
. 1444
1 them to Mr. Rice, too.
2 A. Okay.
3 Q. Is paragraph 15.5, which requires APS to
4 establish a new program for on-site solar energy for
5 schools, unfair to residential ratepayers?
6 A. I don't believe I am qualified to speak about
7 what is fair or unfair to residential ratepayers. But
8 from the perspective of school districts, 15.5 is
9 something that would be of value to the school districts
10 in the state.
11 0. Because schools are assets of the residential
12 community -- let me start over again.
. 13 Would you agree that, because schools are assets
14 of the residential community, installing solar projects
15 on them is perhaps the best way to distribute the
16 benefits to the widest swath of residential ratepayers?
17 A. I would disagree that the schools are an asset
18 of just the residential community. I think they are an
19 asset to the state. A good state educational system is
20 better to compete. So since I don't buy into that
21 premise, I probably can't answer the question.
22 Q. Okay. How will paragraph 15.5 impact school
23 budgets?
24 A. 15.5, as I mentioned earlier, will allow more
25 efficiencies in their usage of electricity, therefore,
. Arizona Reporting Service, Inc. www.az-reporting.com (602) 274-9944

Court Reporting and Videoconferencing Center Phoenix, AZ



APS / Rates - Permanent Volume VI

E-01345A-08-0172 8/28/2009
1445
1 will allow them to program dollars that might have had
2 to have been used for normal electric costs into other
3 areas of their budget.
4 Q. Are you familiar with APS' proposal in a
5 separate docket to free up an additional $20 million for
6 school projects by classifying school projects as
7 residential under the REST rules?
8 A. Yes, I am.
9 Q. How does APS' proposal in that docket interact
10 with the provisions of paragraph 15.57?
11 A. I viewed them as a separate way for school
12 districts to enhance their alternative generation
13 systems by being able to have some of the dollars that
14 were not being used currently for residential programs
15 to be reprogrammed into a solar projects for school
16 districts. But I look at them as separate issues.
17 Q. Okay. Commissioner Pierce says that he assumes
18 that since those school projects will receive ARRA
19 funding they would qualify towards satisfying the 50,000
20 mWh of annual energy discussed in paragraph 15.5. Is
21 that correct?
22 A. It hasn't been finalized yet, but the Arizona
23 school facilities board is administering, I believe,
24 approximately $20 million of ARRA monies for energy
25 efficiency programs in schools. And it is of interest
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1 that they have programmed about 25 percent of those
2 dollars to be used for solar projects in small schools
3 in small school districts. So many of the school
4 districts that are in the APS coverage area would not be
5 eligible for those dollars because they are larger
6 districts with multiple schools.
7 So there will probably be some availability to
38 those ARRA monies but for most of the students who are
9 in the larger school districts the solar projects that
10 will be funded with the ARRA money will not be available
11 to those school districts.
12 0. Mr. Hogan filed a letter in your behalf in that
13 separate matter which stated ASBA and AASBO generally
14 support APS' request to shift on a one-time-only basis
15 any unused funds that had been allocated for 2009 for
16 residential distributed energy to public school
17 distributed energy projects. Commissioner Pierce was
18 surprised by that statement that you support APS'
19 proposal on a one-time-only basis.
20 Is it your position then that if the same facts
21 present themselves in 2010 and APS has an excess
22 $20 million in the residential budget and there are
23 schools that want to proceed with solar projects but who
24 are crowded out by other commercial DG projects that --
25 would it be your position that you wouldn't want the
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1 Commission to consider allowing some of the unused
2 residential money to be used for school projects?
3 A. These are all complicated recommendations and it
4 is hard enough with available facts to analyze those.
5 So what we, what we are supporting at this point in
6 time, there are a number of school districts that have
7 identified projects, from what we are being told there
8 are dollars availéble that will not be used in the
9 residential area that could be used to fund those
10 projects. I would hope that in future years the
11 Corporation Commission would look at whatever the facts
12 are at that particular time, and we would do the same in
. 13 terms of determining what our recommendation might be.
14 Q. Okay. Do you have an idea of how widely known
15 APS' request is to make the additional $20 million
16 available for funding school projects in school
17 districts across the state?
18 A. I have not surveyed or made any kind of a call
19 to school districts around the state. So I can't
20 testify to how much information districts may or may not
21 have.
22 Q. For example, Commissioner Pierce says the
23 Commission hasn't heard from schools in Flagstaff, Yuma,
24 Bisbee and Douglas about APS' proposal and he is
25 concerned that they haven't heard about it. Do you know
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1 whether they know about APS' proposal?
2 A. I do not know which districts may or may not
3 know.
4 Q. With respect to whether the Commission should
5 affirmatively state that this is a one-time deal,
6 Commissioner Pierce is concerned that the Commission is
7 only hearing from schools who have projects in the queue
8 for 2009.
9 Would you agree that it is fairly easy for
10 schools with projects in the queue for 2009 to agree to
11 a stipulation that a similar transfer of unused
12 residential money towards school projects should never
. 13 happen again in the future?
14 A. Our testimony in our response was not to say
15 that that would never happen in the future. Again,
16 depending what facts might be in the future, it should
17 be looked at the facts at that time rather than
18 committing to never -- to continue to do something only
19 a certain way. I would think that you look at the
20 available facts and make a determination.
21 Q. So you would agree that it may not be fair for a
22 stipulation to that effect, because there may be schools
23 that don't know about the proposal or that decide to
24 participate in 2010 or some other time?
25 A. Since I don't know which, what districts know
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1 and what they don't know. But, again, our testimony was
2 not that this would never happen again. There are a
3 number of districts that have projects and are ready to
4 go. And the districts that I have talked to about that
5 don't believe that they are shutting out other school
6 districts in the future in that availability. We are
7 just saying we have a project ready to go and we know
8 there are dollars available.
9 Q. So would you agree it would be wise for the
10 Commission to wait and see what happens in the 2010
11 before deciding to lock itself into a position that the
12 2009 transfer was a one-time deal?
13 A. I would probably leave that decision and that
14 consideration to the Commission members.
15 Q. So you agree 1f the same situation was to arise
16 in 2010 that exists today, the Commission and APS should
17 consider the option of transferring unused residential
18 money to school projects?
19 A. No. I would think that the Commission members
20 should look at the facts at that point in time and
21 decide what they think is best for school districts and
22 best for the state.
23 CALJ FARMER: That concludes Commissioner
24 Pierce's questions for you. I will see if I have any.
25 Okay. I don't think I do.. Let me ask if there
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1 is any redirect or additional questions for this
2 witness.
3 MR. HOGAN: No.
4 CALJ FARMER: All right.
5 MR. MUMAW: Nothing, Your Honor.
6 CALJ FARMER: Hearing none, thank you, sir, for
7 your testimony.
8 THE WITNESS: Thanks for the opportunity.
9 CALJ FARMER: Okay. That concludes the
10 witnesses. Let's go off the record and talk about
11 scheduling.
12 (An off-the-record discussion ensued.)
13 CALJ FARMER: Let's go back on the record. And
14 let the record reflect we have had a discussion
15 concerning scheduling and we have come up with some
16 dates certain for certain witnesses.
17 We are going to resume on September 10th with
18 Staff witness Radigan; APS witnesses Lockwood, Wontor
19 and Rumolo, who may extend over into the 11lth. Date
20 certain for Ralph Smith for Staff is Friday,
21 September 11th.
22 Going to the 14th, we are going to begin at 9:00
23 with Ms. Pecora's witness Miller. Then we will go to
24 Staff's witness Lewis. And Staff has requested
25 telephonic testimony of that witness.
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1 Does any party object to that?
2 THE GRANT: None.
3 MR. CROCKETT: None.
4 CALJ FARMER: Okay. Staff will make
5 arrangements. He will have to kind of be on standby,
6 depending how long Mr. Miller's testimony lasts.
7 And then after Lewis, we will go to RUCO's
8 witness Johnson and possibly RUCO's witness Ms. Jerich.
9 And date certain on the 18th of September for APS
10 witness Hatfield.
11 So one of the parties is going to check on the
12 availability of Ms. Zwick. And AIC's witness Yacqguinto
. 13 will be either the 14th or the 15th, depending on how
14 scheduling, how we follow our schedule.
15 MR. GRANT: 14th or 18th?
16 CALJ FARMER: 18th, I am sorry, yes, l4th or
17 18th.
18 Okay. Is there anything else we need to put on
19 - the record today?
20 (No response.)
21 CALJ FARMER: All right. We are scheduled to
22 resume on September 10th at 9:00 a.m. And I would
23 advise all the parties to monitor the Commission's open
24 meeting that's held on September 9th in case there is a
25 spill over onto the 10th.
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1 All right. See you then. Thank you.

2 (The hearing recessed at 3:48 p.m.)
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