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19 copy of that plan is provided herein as Exhibit A.

20 In developing plans for these transmission prob ects, APS sought an appropriate balance

21 between advancing renewable resource development within Arizona and managing the

22 potential rate impact on retail customers. One way APS sought to achieve this balance was

23 by carefully considering project timing, since completion of an RTP prior to an identified

24 need could prematurely raise retail customer bills in advance of the corresponding benefit.

25 Further, in the October 30 APS Filing, APS proposed a Renewable Transmission

26 Action Plan ("RTAP"), a process developed in conjunction with other utilities and interested

27

28

Arizona Public Service Company ("APS" or "Company") previously made a filing

("October 30 APS Filing") in compliance with the Arizona Corporation Commission's

("Commission") Decision resulting from the Fifth Biennial Transmission Assessment

("BTA") process.l In the October 30 APS Filing, the Company identified its "top" potential

Renewable Transmission Projects ("RTPs") in APS's service territory that would support the

growth of renewable resources in Arizona, as directed by Decision No. 70635. The projects

in the October 30 APS Filing included a possible development approach and schedule. A

1 See Commission Decision No. 70635 (December 11, 2008), APS compliance filing, Docket No. E-00000A-
09-0066, October 30, 2009.
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1 parties aimed at creating efficient mechanisms for RTP identification, approval, and funding

2 The proposed RTAP makes clear that cost recovery for the projects proposed is essential for

3 their viability.3 The Company's RTAP (attached as Exhibit A) provides a detailed discussion

4 and analysis of each RTP.

5

6 The Commission's 2008 BTA Decision directed Commission-regulated utilities to

7 develop plans to identify future RTPs and to propose funding MechaniSMs to construct the top

8 three RTPs in their respective service territories.4 In addition, the Commission directed the

9 utilities to conduct a joint workshop or series of planning meetings to develop ways in which

10 new RTPs could be identified, approved for construction, and financed in a manner that

ll supports renewable energy growth.5

12 In response to a prior Commission directive in the 2006 BTA,6 the Southwest Area

13 Transmission ("SWAT") Sub-Regional Planning Group (an organization comprised of utility

14 representatives, developers, and other interested stakeholders) formed a Renewable

15 Transmission Task Force ("RTTF") to consider transmission needs for developing renewable

16 resources.7 In response to the Commission's 2008 BTA Decision, the RTTF established the

17 Arizona Renewable Resource and Transmission Identification Subcommittee ("ARRTIS") to

18 more specifically identify those areas in Arizona with the best potential for renewable

19 generation project development, and thus aid the utilities in their response to the BTA

20 Decisions The ARRTIS identified areas within the state where solar and wind resources

21 were potentially available for utility-scale generation development.9 The ARRTIS also

22 developed resource maps (Attachment B to Exhibit A herein) identifying environmental

23

I. BACKGROUND

24 2 See APS's RTAP, attached here as Exhibit A.
3 Customer bill impacts of each project are specified in the RTAP.

25 ; See Commission Decision No. 70635, at 8-9.
Id.

26 6SeeCommission Decision No. 69389 (March 22, 2007).
7See WestConnect<nttp://www.westconnect.com/planning_swat_rty{pnp> .

27 :I See WestConnect<hl'tp..//www.westeonnecl.com/planning_swat_rtlf_arrfis.php>.
9SeeFinal Report of the Arizona Renewable Resource and Transmission Identification Subcommittee
(September 2009).28



a

19 appropriate.

20

21 In determining the Company's top RTPs and associated development plans, APS took

22 into consideration the input from the two workshops, the ARRTIS's work, the Finance

23 Subcommittee's work, and the RTTF's work. The Company did a comparative analysis that

24 assessed the economic value of viable renewable resource and transmission line

25 combinations. Based upon its analysis, APS identified the RTPs that were best suited to

26

27

28

1 exclusion and sensitivity areas, with an overlay of existing and potential future transmission

2 corridors. The RTTF used the information provided by the ARRTIS to identify transmission

3 options that would link the resource areas to the existing transmission system and/or to load

4 pockets within the state or to export markets.1°

5 The RTTF also established a Finance Subcommittee to develop a methodology for

6 identifying, planning, and facilitating RTP development in Arizona, including methods for

7 providing utilities with a means to effectively finance and construct RTps." The Finance

8 Subcommittee developed the RTAP methodology for identifying RTPs, which is the same

9 method APS is using here.

10 In compliance with Decision No. 70635, APS worked with other utilities and

l l interested stakeholders to develop plans to identify nature RTPs as well as to construct RTPs

12 in its service territory. Additionally, APS participated in the RTTF and its subcommittees to

13 identify areas in Arizona with the best potential for renewable generation and the

14 transmission options necessary to link those areas to the existing transmission system.12 This

15 participation included attending several meetings and two workshops held at the Commission

16 on April 20 and June 5, 2009.13 In addition, APS met with Salt River Project ("sup"),

17 Tucson Electric Power Company ("TEP"), and Southwest Transmission Cooperative

18 ("SWTC") to identify common interests in potential RTPs and to coordinate efforts where

10 See 81

it See WestConnect <http..//www.westconnect.com/planning_swat_rttf_/inance.php>.
12See WestConnect <http://www.westconnect.com/planning_swat_rttf_arrzis.php>.
185See Attachment A to Aps's RTAP (Exhibit A).

11. APS'S CHOICE OF RENEWABLE TRANSMISSION PROJECTS



1 support the growth of renewable resources in Arizona while considering the costs and

2 benefits to APS customers. The most effective way for APS to move forward with these

3 projects is for APS to develop and construct them, in some cases jointly with other parties,

4 and to recover the development costs through its Federal Energy Regulatory Commission

5 ("FERC") approved transmission rates and its retail Transmission Cost Adjustor ("TCA").

6 This approach will allow APS to secure the necessary capital, which is above existing capital

7 needs, to develop these projects. Accordingly, Commission approval is key to achieving these

8 ends, as described in Section III(B) below.

9 In its 2009 rate settlement, APS agreed to "commence permitting, design, engineering,

10 right of way acquisition, regulatory authorization ... and line siting for one or more new

ll transmission lines or upgrades designed to facilitate delivery of solar and other renewable

12 resources to the APS system" and "to construct such 1ine(s) or upgrade(s)" once it obtains all

13 required permitting and authorizations.14 To begin complying with this commitment, APS

14 intends to pursue the Delany to Palo Verde 500kV line, described in greater detail below.

15 APS's Ten-Year Plans also include transmission projects that will support the

16 development of renewable resources due to their ability to connect renewable resource areas

17 to the Phoenix Metropolitan Valley ("Valley") load center. These include, for example, the

18 Delany to Sun Valley 500kV project, the Sun Valley to Trilby Wash 230kV project, the Sun

19 Valley to Morgan 500kV project, and the Morgan to Pinnacle Peak 500kV project. With the

20 transmission lines identified in APS's 2009 Ten-Year Plan,15 APS is currently well-positioned

21 to meet renewable energy requirements for APS's customers at levels that exceed the

22 Renewable Energy Standard ("RES") requirements without adding Maj or transmission lines16

23 until approximately 2018. The transmission lines identified in APS's 2009 Ten-Year Plan

24 would provide adequate transmission to meet a 25% RES through approximately 2016.

25

26

27 14 See Decision No. 71448 at Exhibit A, § 15.4.
15 Filed January 29, 2009 in Docket No. E-00000D-09-0020.
16 Without adding major new transmission lines on top of the lines indicated in the 2009 Ten-Year Plan.2 8



1 The transmission development plans proposed in APS's RTAP serve a different

2 purpose. The RTAP proposes additional renewable transmission (either by advanced timing

3 or with additional projects) that can generally advance the development of renewable

4 resources in Arizona. Thus, with APS's planned transmission as a baseline, along with its

5 analysis conducted under Decision No. 70635, APS seeks approval to pursue the following

6 RTPs.

7 A.

8 The first RTP is the Delany to Palo Verde 500kV line. The Delany to Palo Verde

9 transmission project is a 500kV transmission line from the Palo Verde hub to a new

10 switchyard ("Delany Switchyard"), located approximately eighteen miles west of the Palo

l l Verde hub. The Delany Switchyard would be a station along a 500kV "loop" that will

12 evenMallymn from Palo Verde around the west and then north side of the Valley to the

13 Pinnacle Peak Substation. The Delany area exhibits excellent solar conditions, which should

14 result in competitive pricing of solar resources compared to other available solar resource

15 pricing. Currently, there are interconnection requests for a significant amount of renewable

16 generation in the Delany area,17 which is a clear indicator that there is a robust interest in

17 renewable resource development.18 The project also provides access to the Palo Verde hub to

18 provide for delivery to either Arizona loads or for export to other markets in the Southwestern

19 United States. Using only the expected additional renewable resource needs for APS19 as

20 well as the natural gas resource displacement that could occur at the Palo Verde hub, APS

21

22

23

Delany to Palo Verde 500kV

24 17 As of August 2009, there were 3,3 loMa of interconnections in the APS queue at Delany.
18 The October 30 APS Filing (Exhibit A) identifies the reasons, in addition to those identified here, that this
project is an excellent RTP and one capable of advancing the growth of renewable resources in Arizona.
19 APS's renewable resource needs are defined here by the resource plan filed in January of 2009 that contains
renewable resource levels that exceed the RES requirements.
20 With California's RES requirement, it is anticipated that California utilities will be replacing energy
currently generated by natural gas resources, some of which are located at the Palo Verde hub, with renewable
resources. Thus, if renewable resources are available in Arizona, California utilities could import renewable
energy over existing Palo Verde-West transmission facilities as natural gas generation is displaced.

25

26

27

28



1 believes that the potential exists for over 1,200 MW of renewable resources to be developed

2 by 2015 in the Delany area alone.2l

3 Consistent with APS's commitment in its 2009 rate settlement, APS will expeditiously

4 pursue permitting and authorizations and thereafter construct this project with the aim of

5 meeting a December 2012 in-sewice date. The Company anticipates outside participation

6 from SRP and the Central Arizona Project ("CAP"), each at 10%. However, APS will

7 proceed independently with development if necessary. Although project development will be

8 accelerated to allow for a 2012 in-service date, close coordination with resource developers is

9 necessary so that the project is synchronized with renewable generation construction. This

10 prob et is also an important component to the potential Devers II transmission prob et because

l l it creates the Delany Switchyard. The Delany Switchyard would be the starting point for the

12 Devers II transmission project, which is a connection to the Southern California markets and

13 has the potential to allow additional renewable energy to be exported from Arizona to

14 California.

15 The anticipated APS cost for this project is $55 million.22 Cost recovery for this

16 project is anticipated to occur through the annual formularatereset at FERC, as discussed in

17 APS's RTAP, and an associated request for a TCA change filed with the Commission."

18 Commission approval of this project as an RTP by mid-2010 would support a 2012 in-service

19 date.

20

21 The Palo Verde to North Gila transmission project is a potential 500kV transmission

22 line from the Palo Verde hub area to the North Gila Substation, which is located outside of

23 Yuma. It is approximately 114 miles in length and would parallel an existing jointly-owned

24 500kV line. The area has excellent solar conditions, which should result in comparably good

25 pricing of solar resources. Currently, there are interconnection requests to the area adjacent to

26

27

28

B. Palo Verde to North Gila 500kV #2

21 This amount may be more than the line from Delany to Palo Verde is capable of, studies will determine the
transfer capability.
22 This is the project cost for APS's 80% share of the project and is based on current estimated costs.
23See Exhibit A. Transmission costs are passed through to APS's retail customers through the TCA

6



1 this line, which indicates there is a robust interest in this renewable resource area. In

2 addition, this line would provide additional transmission to the Yuma load pocket, increase

3 load-sewing capability in Yuma in the future, and provide additional resource flexibility to

4 serve both the Valley and Yuma load pockets .

5 APS has already acquired a Certificate of Environmental Compatibility ("CEC") for

6 this project24 and anticipates a 2014 in-sewice date. If the only consideration was the

7 reliability or load sewing needs of the Yuma area, APS would extend the in-service date until

8 2017 or later. However, given the potential for development of renewable resources in this

9 area, as well as other identified benefits that APS customers, other participants, and the

10 regional grid will derive from this transmission line, APS seeks approval to work towards the

l l earlier 2014 in-service date.

12 Due to the magnitude of project costs, this project has been pursued as a participant

13 transmission project. SRP, the Imperial Irrigation District ("DID"), and the Wellton-Mohawk

14 Irrigation and Drainage District ("We1lton-Mohawk") are the other current participants, each

15 holding a 20% share of the project. In addition, the Western Administration Power

16 Administration ("WAPA") has expressed an interest in participating in the project. WAPA

17 involvement would provide the potential for federal government funding for WAPA

18 transmission expansions that foster renewable energy.25 Because of the large capital

19 investment required to build this line, participant involvement is critical to manage rate

20 impacts to APS customers.

21 The anticipated cost for APS's 40% share of this project is $97 mi11i0n.2° Cost

22 recovery for this project will occur through APS's FERC-approved rates, as discussed in

23 APS's RTAP, and the TCA." APS may also file for certain authorizations firm FERC, as

24 discussed in APS's RTAP."

25

26 24 Commission Decision No. 70127 (January 23, 2008).
25 Through the American Recovery and Reinvestment Act of 2009 ("ARRA"). Pub.L. 111-5 .
26 Based on current estimated costs.
27 See Exhibit A, pages 21-23 .
2:3 Including Construction Work In Progress ("CWIP") and/or Abandonment cost recovery.

27

28



Palo Verde to Liberty and Gila Bend to Liberty1 c .

2 The area around the Palo  Verde hub and the Gila Bend area have excellent  solar

3 conditions, which could result  in the development of significant solar generation facilit ies.

4 To address the solar potential of these areas, APS seeks approval to begin developing two

5 conceptual transmission projects: first, a 500kV transmission line fromthe Palo Verde hub to

6 a new substation near the existing Liberty substation location in the West Valley, and second,

7 a 500kV transmission line from the Gila Bend/Gila River area to a new substation near the

8 exist ing Liberty substat ion. Upon RTAP and RTP approval,  APS will ident ify the best

9 alternative for each of these projects to enable addit ional renewable resources in the Palo

10 Verde and Gila Bend areas to be delivered to the Valley load pocket.

l l Once APS identifies definitive projects, APS will conduct an open season29 for each of

12 the identified projects, begin the permitt ing process, and pursue the acquisit ion of a CEC.

13 APS believes that these development steps can be completed by the end of 2011. Subsequent

14 to this permitting activity, a schedule will be developed to place these projects in service to

15 support  further renewable resource development. These projects,  as proposed in APS's

16 RTAP, could be inst rumental in addressing the issues caused by the inconsistent  periods

17 required to construct transmission lines as compared to renewable resource facilities - often

18 referred to as the "chicken-and-egg" problem where transmission infrastructure takes longer

19 to build than renewable resource facilities. '

20

21 The last RTP is the Arizona portion of the Devers II project, originally proposed by

22 Southern California Edison. APS continues to encourage and support WAPA and/or other

23 developers to move this project forward, which could include the use of federal funds. APS

24 supports development of this t ransmission line because it  could influence addit ional solar

25 resource development  in Arizona given the potent ial for addit ional export  capability to

26 Califo rnia.

27

28

D. Delany to Blythe (Arizona Portion of Devers II)

29 An "open season" is a process by which participation is solicited for proposed transmission projects.
30 Docket No. E-00000P-08-0570.



111. PROPOSED RTAP PROCESS

case basis. In fact, the Finance Subcommittee states that "this determination cannot be made

1

2 To assist the utilities in their responses to Commission Decision No. 70635, the RTTF

3 Finance Subcommittee developed proposed methodologies for identifying, planning and

4 facilitating RTP development in Arizona, including methods for utilities to effectively finance

5 and construct RTPs. The Finance Subcommittee viewed the proposed RTAP process as a

6 procedure by which the Commission can review and approve a utility's identified RTPs

7 within or in parallel with the BTA process. APS supports these proposals, as described

8 below, and urges the Commission to adopt the cost recovery regulatory framework

9 recommended by the RTTF Finance Subcommittee. A copy of the Final Report on the

10 Activities of the Finance Subcommittee is included as Attachment D to Exhibit A.

11 In considering the proposed RTPs, APS asks the Commission to balance the potential

12 customer costs and benefits with the regulatory treatment necessary for the development of

13 renewable transmission projects. Because these factors will be unique for each project, this

14 requires individual analysis of each RTP. The Finance Subcommittee concluded that

15 balancing customer costs with the regulatory treatment necessary to get the transmission lines

16 developed is an important consideration, and that this balancing must be done on a case-by-

17

18 by the Commission by formula or fiat: a proposition on which the Subcommittee reached

19 consensus. Rather, this must be settled on a case-by-case basis. The October 30 APS

20 Filing shows why, based on APS's analysis, the development steps that APS is submitting for

21 Commission approval are the appropriate steps to take to balance the customer cost and

22 potential benefits. The fundamental goal of the proposed process should be to achieve an

23 appropriate balance between the policy goal of advancing renewable resource development

24 within Arizona and, at the same time, manage the potential rate impact on retail customers.

25 The process must also recognize that cost recovery for prudently incurred costs is essential for

26 the viability of RTPs. This recovery will provide regulatory certainty, which is necessary for

27

28

9931

31 Summary and Recommendations of the Final Report on the Activities of the Finance Subcommittee
(Attachment D of Exhibit A), page 15 of 21 .



Utility Filing

1 ut i l i t ies  to  commit  cap ita l  to  these  pro jects . Components of the proposed process are

2 descr ibed below.

3 A.

4 Each Commission-regulated electric ut ility would be required to t ile a RTAP every

5 two years in paralle l with the BTA and concurrent with the fil ing of its Ten-Year Plan in

6 2012.32 The RTAP would generally be comprised of six parts: (1) identification of RTPs for

7 Commission approval, (2) a description of how each RTP will advance renewable resource

8 deployment, (3) a development approach and schedule for each RTP, (4) expected costs for

9 each RTP, (5) a proposed cost recovery methodology, and (6) a status report on previously

10 ident if ied RTPs.

l l An  RTP should  be  the  acquis i t ion  o f  t r ansmiss ion  capac i t y  by  upgrade  or  new

12 construction that either provides access to renewable resource ar e as or enables renewable

13 r esources  to  be  de l ive red  to  load  cen te r s .  Th is  wi l l  he lp  ut i l i t ie s  focus  on  increas ing

14 transmission infrastructure in areas that are most likely to see the realization of renewable

15 resource potential.

16

17 Transmission is important and closely linked with resource planning because most new

18 resources will require new transmission to reliably deliver the resource to load. Construction

19 of new transmission infrastructure typically requires a long lead-time due to the CEC process,

20 local, state, and federal permitting requirements, and rights-of-way acquisition. The financial

21 commitments necessary for an RTP are significant. RTPs may not be necessary for local load

22 serving or reliability, but would support the development of renewable resources in Arizona."

23 Thus, it  is essential that the Commission concur with and approve a utility's proposed plan

24

B. Commission Approval

25
32 In this filing, APS has committed only to file RTAPs for the 2010 and 2012 BTA processes. Per the Finance

2 6 Subcommittee's work and Report, contemporaneous with the 2012 BTA process, the Commission may assess
the need mdhequency for subsequent RTAP filings.

2 7 33 The transmission development plans proposed in APS's RTAP establish additional renewable transmission
beyond those identified in APS's Ten-Year Plan (either by advanced timing or with additional projects) with
the intent of advancing the development of renewable resources in Arizona.2 8



Line Siting Committee and Commission Processes

1 before the utility undertakes significant infrastructure additions over and above those needed

2 for its ow reliability requirements .

3 c .

4 One of the focuses of both the Finance Subcommittee. meetings and the BTA Order

5 workshops34 was the need for flexibility in the CEC process. This flexibility would allow for

6 filing a CEC application with an unknown in-service date for the RTP. Specifically, there

7 needs to be flexibility with the timing and duration of the CECs acquired for RTPs.

8 Participants agreed that it was important to be able to proceed with the CEC application, and

9 its approval, prior to a known in-service date, thus, CECs need a longer duration than the time

10 period currently provided in most cases. The Power Plant and Transmission Line Siting

l l Committee, as well as the Commission, would need to allow for longer duration CECs to

12 allow for the uncertainties of project build-out due to resource development uncertainty.

13 The Commission generally wants to understand the "need" for each proposed

14 transmission project. With renewable transmission, this is a complicated issue because

15 reliability does not drive the need for RTPs. The motivation for RTP development lies in

16 large part with the ability to support the development of renewable resources. In addition, the

17 timing of the need is uncertain. Therefore, Commission consideration of flexibility of CEC

18 durations (e.g., longer durations) and what constitutes sufficient need for an RTP would

19 provide a solution to the timing inconsistencies. These considerations would foster the

20 development of transmission projects aimed specifically at advancing the development of

21 renewable resources in Arizona.

22

23 Construction of an RTP is generally a capital-intensive endeavor that will require the

24 utility to obtain financing for the RTP. Thus, cost recovery mechanisms for an RTP must be

25 addressed during the planning stages, and should include cost recovery of prudently incurred

26

27

28 34 The workshops occurred at the Commission on April 20 and June 5, 2009.

D. Funding Mechanisms

_11-



1 costs for an RTP~even if it is subsequently discontinued because it is no longer reasonable or

2 necessary.

3 FERC's Open Access Transmission Tariffs ("OATTs") apply to transmission facilities

4 that provide "network service" on the interconnected grid. Generally, the utility would apply

5 to FERC for cost recovery of transmission projects.35 Commission approval of an RTAP or

6 RTP would enhance the utility's ability to obtain cost recovery of and obtain any other FERC

7 approvals, if applicable, for Commission-approved RTPs.36 APS believes that its current

8 TCA mechanism will facilitate timely cost recovery for RTAP implementation.

CONCLUSION

For the reasons discussed above, APS requests that the Commission determine that:

The proposed process to identify RTPs is appropriate.

9

10

11 1.

12 2.

13 3.

14 2012 BTA process.

4. The proposed flexibility with the timing and duration of the CECs acquired for

The proposed RTAP process is appropriate.

The proposed timing of the next RTAP tiling should be in parallel with the

15

16 RTPs is appropriate.

17 5. The proposed Delany to Palo Verde 500kV line is in the public interest and this

18 RTP and APS's RTAP development plan for the project are therefore approved.

19 6. The proposed Palo Verde to North Gila 500kV line is in the public interest and

20 this RTP and APS's RTAP development plan for the project are therefore approved.

21

22

23

24

25

26

27

28

35 Cost recovery for prudently incurred developmental costs would include: permitting, preliminary
engineering and environmental investigation costs, technical study costs, survey and mapping costs,
preliminary right-of-way acquisition costs, and other project formation costs, as well as prudent costs of
construction of the RTP .
36 Special regulatory treatment includes, but is not limited to, an enhanced return-on-equity, CWIP in rates,
and project abandonment costs.

_12-



RESPECTFULLY SUBMITTED ¢ his,Q9 day of44,,W 9*2010.

1 7. The proposed Palo Verde to Liberty and Gila Bend to Liberty prob ects are in the

2 public interest and this RTP and APS's RTAP development plan for the projects are therefore

3 approved.

4

5

6

7

8

9

10
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APS's Renewable
Transmission Action Plan

Filed in Compliance with
BTA Decision No. 70635

Arizona Public Service Company
October 30, 2009
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1. Executive Summarv

Following the Fifth BTA, the Arizona Corporation Commission ("ACC" or "Commission")

issued Decision No. 70635 directing the Commission-regulated utilities to develop plans to

identify future renewable transmission projects ("RTPs") and to develop plans and proposed

funding mechanisms to construct the "top three"1 RTPs in their respective service tem'tories.

APS conducted an analysis of the potential resource and transmission pair options to identify its

"top three" RTPs.2

APS's "top three" RTPs will support the growth of renewable energy resources in Arizona. In

addition, each project identified by APS includes a planned development approach and schedule

that is supported by the analysis. In the development of our plans for these transmission projects,

APS has tried to achieve an appropriate balance between the goal of advancing renewable

resource development within Arizona and minimizing the potential rate impact on our retail

customers. Achieving this balance is the heart of this matter.

Arizona is blessed with very attractive renewable energy resources and development of these

resources represents a compelling economic opportunity for the state. However, it is highly

unlikely that the needed transmission projects will be built by non-utility market participants on a

speculative basis and, in addition, the "chicken-and-egg" timing mismatch between the time

needed to construct renewable resources and the time needed to construct transmission would

1 The term "top three" will continue to be used throughout this report, as Decision No. 70635 refers to the "top
three" projects, even though APS discusses more than three projects.
2 A resource/transmission pair is a renewable resource area coupled with the transmission segments necessary to
deliver the resource to a load area.

10/30/09 Page 2 of 34



still be present.3 Therefore, APS's transmission customers (of which APS's retail customers are

the largest portion) must play a critical role in providing the cost recovery support that is needed

to ensure these transmission projects move forward and that the "chicken-and-egg" timing issue

is improved or eliminated.

In addition to the RTPs identified here, there are other transmission projects identified in APS's

previous Ten-Year Plans that support the development of renewable resources. Several of these

previously-identified projects (such as Delaney to Sun Valley 500 kg, Sun Valley to Trilby

Wash 230 kg, Sun Valley to Morgan 500 kg, and Morgan to Pinnacle Peak 500 kg) could have

a significant impact on renewable resource development within Arizona due to their ability to

connect renewable resource areas to the metro Valley ("Valley") load center. In fact, APS

expects to be able to meet the renewable energy component of its Resource Plan,4 without

additional major transmission lines (beyond those identified in APS's 2009 Ten-Year Plan), until

approximately 2018 based on baseline assumptions, current market conditions, and load

forecasts.

The transmission development plans proposed in this RTAP establish additional renewable

transmission (either by advanced timing or with additional projects) that can be used to advance

the development of renewable resources in Arizona. With APS's planned transmission, along

with its analysis conducted here, APS has identified the following "top three" RTPs.

3 In addition to the timing mismatch, utilities are hesitant to build transmission to areas without existing resources
and resource developers are hesitant to build resources where there is no existing transmission.
4 Docket No. E-01345A-09-0037 (Dated January 29, 2009). The renewable energy plan put forth in the Resource
Plan filing exceeds the Commission's current Renewable Energy Standard requirements.

10/30/09 Page 3 of 34



The first RTP is the Delaney to Palo Verde 500-kV line. For this project, and in support of

APS's pending rate case settlement agreement, APS will perform the necessary engineering,

acquire land and Right-of-Ways ("ROW"), and construct this project to support a December

2012 in-sewice date. Although the project development will be advanced to enable a 2012 in-

service date, close coordination with developers is necessary to ensure the project is not built

prior to being needed. This project is also an important component to the potential future Palo

Verde to Devers II transmission project since the Palo Verde to Delaney project creates the

Delaney switchyard. The Delaney switchyard has been identified as the starting point for the

Devers II transmission project, which could be a connection to the Southern California markets

and has the potential to enable additional renewable energy to be exported from Arizona to

California. The need for the RTP could come in the form of an APS power purchase agreement

("PPA") with a resource developer at Delaney or a committed Transmission Service Agreement

("TSA") with a resource developer selling to another utility (including California). Absent a

need, the construction schedule would be synchronized with the Delaney to Sun Valley 500kV

transmission project - currently scheduled for 2014.

The second RTP is the Palo Verde to North Gila 500-kV line. Because of the magnitude of

investment to develop this line, APS is pursuing this project as a joint-participation project with

three other utilities. Decisions regarding the development steps for this project must ultimately

be made by all participants. However, APS supports a development schedule with planned in-

service date of 2014. Because this RTP has the potential to allow for an increase in renewable

energy exports to California, close coordination with California will be necessary to ensure the

transmission "west of the river" will be adequate to support this "east of the river" transmission
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upgrade. Additionally, APS has proposed this project to the Western Area Power Administration

("WAPA") for  potent ia l funding under  the provis ions of the Amer ican Recovery and

Reinvestment Act ("ARRA"). The purpose of proposing this to WAPA was to seek a way to

either advance the timing of this project in a manner that would lessen the rate impact to APS's

retail customers or mitigate some of the uncertainty inherent in a major joint-participation

project. WAPA is currently evaluating this, as well as other proposals.

The next two RTPs are the Palo Verde hub to a new substation near the Liberty substation (in the

Valley load pocket) project and the Gila Bend/Gila River area to a new substation near the

existing Liberty substation (in the Valley load pocket) project. For these projects, APS will

conduct detailed studies to determine the optimal transmission project to support renewable

resources in the Palo Verde and Gila Bend areas. APS will then conduct an open season on the

identified project(s) to solicit potential participants. Once this is complete, APS will pursue the

acquisition of Certificates of Environmental Compatibility ("CECs"). Subsequent to this

permitting activity, APS (in conjunction with other potential project participants) will develop

the appropriate schedule for placing this project in-service to support further renewable resource

development in Arizona.

Additionally, APS has included development of the Arizona portion of the Palo Verde to Devers

II project, identified as the Delaney to Blythe project, in its list of projects to support the

development of renewable resources in Arizona. Although APS has at present not shown that an

ownership participation in this project would be beneficial for its customers, APS believes that

this project could influence additional solar resource development given its potential export
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capability to California, in addition to its potential to deliver solar resources to Arizona

utilities at the Delaney switchyard. The financing mechanism that APS believes is

appropriate for this project is either development by the Western Area Power Administration

using funding from Section 402 of the American Recovery and Reinvestment Act of 2009

("ARRA"), development of the project as a merchant transmission line by a project developer, or

a combination of the two.
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2. Procedural Historv and Introduction

The Commission biennially reviews 10-year plans filed by Commission-regulated utilities and

other entities wishing to construct transmission within the State of Arizona.5 After analyzing the

10-year plans and conducting workshops for stakeholder input, ACC Staff prepares a Biennial

Transmission Assessment ("BTA") that evaluates the adequacy of existing and planned

transmission facilities to reliably meet the present and future needs of the state.6 Every two

years, the BTA is finalized when approved by the Commission.7

In 2006, the Commission's Fourth BTA Decision ordered the Commission-regulated electric utilities

to prepare a plan to identify: the renewable resource areas in Arizona, the amount of transmission

capacity available to deliver the identified renewable resources to load, and the additional

transmission needed to deliver the identified renewable resources to load.8 To aid in compliance

with the Comlnission's Order, the Southwest Area Transmission ("SWAT") sub-regional9

planning group formed the Renewable Transmission Task Force ("RTTF") to identify renewable

energy resource areas and the transmission necessary to bring those resources to load centers.

Following coordinated effortsbetween the utilities and stakeholders, SWAT issued the 2007 SWAT

Renewable Energy Transmission Task Force Report identi fying an est imated amount of

5 ARS § 360.02.

6 ARS § 360.02(G).

VS
8 ACC Decision No. 69389 (March 22, 2007), at 8.
9 SWAT is part of a group that handles sub-regional transmission planning in the Southwest. §@ WestConnect
<http://www.westconnect.com/planning.php>. It is comprised of transmission regulators/governmental entities,
transmission users, transmission owners, transmission operators and environmental entities. WestConnect
<http://www.westconnect.com/planning_swat.php>.
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renewable energy development opportunities for several different locations in Arizona, and the

potential transmission lines that could bring those resources to load centers. 10

The Comlnission's Fifth BTA Decision, in 2008, directed the Commission-regulated utilities to

develop plans to identify future RTPs and to develop plans and proposed funding mechanisms to

construct the "top three" RTPs in their  respective service territories." In addition, the

Commission-regulated utilities were directed to conduct a joint workshop or series of planning

meetings to develop ways in which new transmission projects can be identified, approved for

construction, and financed in a manner that will support the growth of renewable energy in

, 12
AI'1ZOI13.

The RTTF established the Arizona Renewable Resource and Transmission Identification

Subcommittee ("ARRTIS") to more specifically identify those areas in Arizona with the best

potential for renewable generation project development and aid the utilities in their response to

the BTA Decision.13 The ARRTIS conducted a process to gather, review, and map renewable

resource and environmental sensitivity data for the State of Arizona, and to provide input and

support to the RTTF renewable transmission planning efforts. The process identified areas

within the state where solar and wind resources were available for utility-scale generation

development. The ARRTIS developed resource maps identifying environmental exclusion and

10 §e_g 2007 SWAT Renewable Energy Transmission Task Force Report (filed in Docket No. E-00000D-07-0376,
May 15, 2008). The opportunities included wind, solar, biomass, hydro and/or geothermal renewable energy types.
11 09 ACC Decision No. 70635 (December ll, 2008), at 8-9.
12

13 WestConnect <http://www.westconnect.com/planning_swat_rttf_arrtis.php>.
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sensitivity areas.l4 The RTTF used the information provided by the ARRTIS to identify

transmission options, to inform the utilities for use in their evaluations of RTPs, that would link

the renewable resource areas to the existing transmission system, to load pockets within the state,

or to export markets. 15

The RTTF also established a Finance Subcommittee to investigate and recommend methods for

financing RTPs in A1izona.16 Areas of investigation included: developing a working definition

for an RTP, reviewing various project subscription methodologies; developing provisions for

recovery of reasonable and prudent costs, including various methods for allocation of both a base

and incentive return on equity for development of RTPs, and assessing relevant legislative and

regulatory developments. The Finance Subcommittee held several meetings to discuss a range of

issues related directly to financing methodologies.17 It coordinated its efforts with the ARRTIS

to provide recommendations to the Commission-regulated electric utilities. 18

14 Final Report of the Arizona Renewable Resource and Transmission Identification Subcommittee (September
2009), also ARRTIS maps in Attachment B.
15 WestConnect <http://www.westconnect.com/planning_swat_rttf.php>, alsomaps in Attachment C.
16 WestConnect <http://www.westconnect.com/planning-swat rttf_finance.php>.
17 M.

18 Attachment D, Final Report on the Activities of the Finance Subcommittee (without attachments).
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3. Utility Analysis

Decision No. 70635 required the Commission-regulated utilities to accomplish two things. By

April 30, 2009, the utilities were to conduct a joint workshop or series of planning meetings to

develop ways in which new transmission projects could be identified, approved for construction,

and financed in a manner that would support the growth of renewable energy resources in Arizona.

APS, Salt River Project ("SRP"), Tucson Electric Power ("TEP"), and Southwest Transmission

Cooperative ("SWTC") participated in two workshops, which were held at the Arizona

Corporation Commission, to address these issues." More importantly, by October 31, 2009, the

utilities were required to develop plans to identify future RTPs and proposed funding mechanisms

to construct the "top three" RTPs in their respective service territories.

APS worked with the other utilities and interested stakeholders to develop plans to identify future

RTPs. The Finance Subcommittee developed the Renewable Transmission Action Plan ("RTAP")

methodology for identifying RTPs, which APS has adopted in this report. APS's RTAP identifies

the RTPs best suited to support the growth of renewable resources in Arizona, while considering

the costs and benefits to APS customers. APS has identified the preferred renewable transmission

options and, for each RTP, established a plan to develop the project, proposed funding

mechanisms, provided the background that explains the value of the project in supporting

renewable energy development in Arizona, and described potential rate impacts to APS's

customers for the projects selected. This report serves as APS's first RTAP.

To identify APS's "top three" RTPs, APS conducted an analysis of the potential transmission

options. The APS analysis was made up of several components including input from the two,

19 These workshops were held on April 20, 2009 and June 5, 2009 and were held in the Commission hearing room.
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utility-hosted workshops held at the Commission, the ARRTIS's work, the Finance

Subcommittee ' s work, the RTTF's work, APS economic analysis of resource/transmission pair

options, and an APS qualitative analysis of the resource/transmissi OD pair options . In addition,

APS met with representatives of SRP, TEP, and S C to identify common interests in potential

RTPs and to coordinate efforts, where applicable. The following diagram depicts the process that

was undertaken by the utilities to respond to Decision No. 70635.
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APS conducted a comparative analysis to assess the economic value of viable renewable resource

and transmission line combinations in Arizona to help identify the "top three" RTPs for APS and

its customers as well as the delivery of renewable resources to export markets. Using information

from the ARRTIS process2° for renewable resource areas and sensitivities related to potential

resource development, APS identified the resource areas to be analyzed in the economic analysis.

In determining resource areas and transmission pairs to evaluate, APS analyzed resource areas that

would ensure that an adequate representation of different resources and different resource areas

were analyzed. APS identified four wind sites and 12 solar sites for further economic analysis.

Additionally, APS used the work of the RTTF to identify the potential transmission components

(Attachment C) that would enable delivery of the identified resource areas to APS loads, as well as

options to deliver renewable resources to "export" points. The combination of the resource areas

and the transmission components defined the resource/transmission pairs that APS analyzed. APS

conducted detailed analysis of the solar and wind resources, as well as their expected output

profiles within each identified resource area (Attachment E - "Biennial Transmission Assessment

(BTA) Economic Assessment of Potential Wind and Solar Generation in Arizona").

The National Renewable Energy Laboratory's Western Wind Resource Dataset was used to

estimate annual capacity factors of the four potential wind sites. Likewise, the Department of

Energy's  Solar  Advisory Model was used to model concentra t ing solar  power  and solar

photovoltaic plants at the twelve potential solar sites. Transmission costs were estimated using the

capital costs for 500-kV transmission lines used in the Western Governors Association Western

Renewable Energy Zone process, model, and report.21

20 WestCor1nect <http://www.westconnect.com/planning__swat_rttf_an'tis.php>.
21 Western Governors Association <http://www.westgov.org/wga/publicat/WREZ09.pdf> and Western
Renewable Energy Zones <http://www.westgov.org/wga/initiatives/wrez/gtm/index.htm>.
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APS used an adjusted delivered-cost analysis to compare the candidate resource/transmission

pairs. The adjusted delivered cost calculates the average cost of a renewable resource, including

the cost to deliver the energy from the production location to the Phoenix load center, or in the

case of export options, to the California border. The adjusted delivered-cost analysis also includes

factors to differentiate the "value" of the energy produced by a specific renewable energy

resource. For instance, a solar plant may provide a larger energy credit than a wind plant because

a higher percentage of its energy production occurs during higher value times of the year - such as

afremoon hours in the summer months. The equation for calculating the adjusted delivered cost

is:

Generation Busbar Cost

+ Transmission Cost

+ Substation Cost

= Delivered Cost

+ Integration Cost

Capacity Credit

- Energv Credit

Adjusted Delivered Cost

As shown in the following summary table and Attachment E,22 the comparative analysis shows

that, from an economic standpoint, the best renewable resource areas to build transmission to are:

the Palo Verde hub, Delaney (Harquahala Valley), Gila Bend, and Hyder.

22 Attachment E, page 24.
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Resource Area Transmission Segments Adjusted Delivered Costs
$/Mwh

Palo Verde
(solar resources area)

Palo Verde to Liberty (Valley load center) $90.44

Delaney
(solar resources area)

Delaney to Palo Verde to Libelly $91.56

Gila Bend
(solar resources area)

Gila Bend to Jojoba to Liberty $92.23

Hyder
(solar resources area)

Hider to Palo Verde to Liberty $93.10 4

Dinosaur
(solar resources area)

Dinosaur to Browning to Pinnacle Peak $94.71

Wickenburg
(solar resources area)

60 miles of Palo Verde to Mead $94.79

Little Harquahala
(solar resources area)

Lit t le Harquaha la  to Delaney to Pa lo
Verde to Lobe

$95.89

Casa Grande
(solar resources area)

Desert Basin to Santa Rosa to Pinal West
to Jojoba to Lobe

$98.58

Harcuvar
(solar resources area)

Harcuvar to Little Harquahala to Delaney
to Palo Verde to Lobe

$99.75

Bouse
(solar resources area)

Bous e Hi l l s  t o  L i t t le  Ha r qua ha la  t o
Delaney to Palo Verde to Lobe

$102.89

Meteor Crater
(wlnd resource area)

50°o of Flagstaff to Cholera to Pinnacle
Peak

$104.90

Moenkopi/Gray Mountain
(wind resource area)

Moenkopi to Flagstaff, 50% of Flagstaff to
Cholla and Cholla to Pinnacle Peak

$107.77

Hilltop
(wlnd resource area)

Peacock to Hilltop to and all but 40 miles
of Mead to Westwlng

$111.29

Springerville
(wind resource area)

Coronado to Cholla, 50% of Flagstaff to
Cholera and Cholera to Pimlacle Peak

$115.68

Bowie
(solar resources area)

Bowie to Coolidge to Sundance to
Dinosaur to Browning to Pinnacle Peak

$120.37

Aubrey Cliffs
(wind resource area)

Mead to Westwing $122.55

APS Comparative Economic Analysis Results

23 In order to compare the resource and transmission pairs, the most "positive" case for each pair was assumed, i.e.,
there was full utilization of the transmission projects - even though full utilization may not occur until several years
after a major RTP is placed in service.
24 The Hyder resource and transmission pair option represents the same economic outcome as an APS 40% ownership
share of the entire Palo Verde to North Gila line.
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In addition to the economic analysis, APS conducted a qualitative analysis (Attachment F) to

identify and assess several qualitative factors that APS believes are important considerations to

determine the best renewable transmission alternatives. The factors considered were:

Expectation for candidate RTP to help lower future renewable resource costs,

Potential to support multiple potential renewable energy markets,

Potential to bring benefits beyond renewable resource access for APS customers,

Likelihood of attracting participants to the project;

Expected permitting sensitivity (resource and transmission),

Interconnection queue robustness for resource area (how many megawatts ("MW")

of interconnection requests are there now),

Expected immediate utilization level,

Ability to support phased implementation to spread out customer rate impacts,

Current requests for long-term transmission service that might help support cost

recovery,

Potential ability to secure land for resource development in resource area (Bureau

of Land Management ("BLM") vs. private, etc.), and

Market test verification/availability of existing transmission/other.

APS also used information gathered as part of the Finance Subcolnmittee's work25, as well as

information gathered during workshops conducted in April and June, 2009, as required by the

BTA Decision.26 The combination of this information and analyses enabled APS to reach its

conclusions o

25 WestConnect <http://www.westconnect.corn/planning_swat_1ttf_f1nance.php>.
26 82 WestConnect <http://www.westconnect.com/docu1nents_resu1ts.php'?categoryid=104>.
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4. Recommended Projects

Based on APS's overall analysis, described in Section 3 of this Report, the following is a

description of the conclusions reached in response to Decision No. 70635. It identifies APS's

"top three" potential RTPs, along with plans and proposed funding mechanisms to develop the

projects. APS believes that these RTPs, along with the proposed development approach, will

support the growth of renewable energy resources in Arizona.

1. Delaney to Palo Verde 500-kV

Project Description:

This transmission project is a 500-kV transmission line from the Palo Verde hub to a new

switchyard that has not yet been constructed ("Delaney"), approximately 18 miles west of the

Palo Verde hub. The Delaney switchyard will be a station along a 500-kV "loop" that will

eventually run from Palo Verde around the west and the north side of the Phoenix

Metropolitan Valley to the Pinnacle Peak substation (See Map in Attachment G). This

project is also an important component to the potential future Devers II transmission project

since the project creates the Delaney switchyard. The Delaney switchyard has been

identified as the starting point for the Devers II transmission project, which is a connection to

the Southern California markets and has the potential to enable additional renewable energy

to be exported from Arizona to California.

Summary of Development Approach and Rationale:

APS will pursue the land/ROW acquisition, engineering, and construction necessary to

enable the capability of meeting a December 2012 in-service date. Outside participation of
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20% is anticipated to support this project, however, APS will proceed independently with

development if necessary. Project development activities will be advanced to provide for an

in-sewice date as early as December 2012. Close coordination with resource developers is

necessary to ensure the project development corresponds to the development schedule of

resources in the Delaney area. The actual in-service date of this project will be aligned with

the first definitive use of the line. This first use of the RTP could come in the form of an

APS PPA with a developer at Delaney or a committed TSA with a developer selling to

another utility. Absent an earlier need, the construction schedule would be synchronized

with the Delaney to Sun Valley 500kV transmission project - currently scheduled to be in-

service in 2014.

Development Steps

Acquire CEC - t7zis step is already completed 27

File CEC compliance stating intent to utilize Delaney to Palo Verde

portion of the CEC.

Finalize participant agreements for project.

Acquire ROW

Engineering Design

Construction-ready and capable to meet an in-service date of December

2012 contingent on a need - an APS PPA or a TSA -. otherwise in-service

to be synchronized with the Delaney to Sun Valley transmission project.

27 Acc Decision No. 68063 (August 17, 2005).
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Cost Recovery:

Cost recovery through annual formula rate filing at FERC.

The Transmission Cost Adjustor ("TCA") provides for cost recovery from

retail customers upon ACC approval.

Special cost recovery requests :

No special treatment is anticipated at this time.

Description of WhV this RTP is expected to advance renewable resource deployment

within the State of Arizona:

Project provides opportunity for comparably low-cost renewable resources

for APS customers .

At the time of this analysis, there were 3,300MW+ interconnection

requests to Delaney, which indicates a robust market interest in this

renewable resource area.

Project provides access to PV hub for delivery to Arizona loads or for

export to California markets via existing transmission lines firm the PV

hub to California, which aids developers in market assessment of projects

in the Delaney area.

Area contains excellent solar output, which leads to comparably good

pricing of solar resources.

SRP and Central Arizona Project ("CAP") are currently participants (for

20% of line).

28FERC approves cost-recovery, and the rates are passed on to retail customers through a TCA mechanism.
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There is BLM land in the area of Delaney that could potentially be used

for solar development.

Project could potentially support up to l,500MW of solar development.

Project is relatively low cost in relation to its benefits.

Project Hts in the long-term APS and regional transmission plans.

Expected Cost and Potential Rate Impacts of Project:

Estimated APS cost of project is $55M.29

Potential approximate rate increase impact to customers: 0.36%

29 This is the estimated project cost for APS's 80% share of the project and is based on current estimated
costs.
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2. Palo Verde to North Gila 500-kV #2

Project Description:

This transmission project is a 500-kV transmission line from the Palo Verde hub to

the North Gila substation outside of Yuma. It is approximately a 114 mile line and

would parallel an existing, jointly-owned 500-kV transmission line from the Palo

Verde hub area to the North Gila substation (See Map in Attachment G). This project

is a participant transmission project with the current participation being:

APS _ 40%,

SRP- 20%,

Imperial Irrigation District ("DID") - 20%, and

Wellton Mohawk Initiation and Drainage District ("WMIDD") - 20%.

Additionally, APS has proposed this project to the WAPA for potential funding under

the provisions of the ARRA.

Summa;rv of Development Approach and Rationale :

APS will, given the current level of participation by others, continue to work toward

an in-service date of 2014 for this project. APS originally initiated the development

of this line to increase the load serving capability for, and to deliver resources to, the

Yuma load center. Based on current Yuma load forecasts, the timing for the APS

need for a portion of this line is closer to the 2017 timeframe or beyond. APS would

not pursue this project if there was not participant involvement due to the large

investment, relative to the size of the Yuma load. This project is not needed to meet

APS's renewable energy requirements in the 2014 timeframe because APS can access
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high quality renewable resources in the Palo Verde hub, Delaney, and Gila Bend

areas, as well as the potential to access some renewable resources on the existing Palo

Verde to North Gila line. Due to the large amount of capital needed for this project, it

is important to recognize the need for multiple participants, especially because no

single participant has a compelling reason to build the line independently. For these

reasons, APS is worldng to maintain the participant involvement, as well as seeldng

WAPA involvement for a share of the project. Although this project may be very

beneficial from an export standpoint, close coordination with California will be

necessary to ensure the transmission "west of the river" will be adequate to support

this "east of the river" upgrade.

Development Steps

Acquire CEC - T7zis step is already completed.30

Develop participant agreements (in process).

Acquire land/ROW (on timeline to support current in-service date and

subject to second bullet).

Engineering design (on timeline to support current in-service date and

subject to second bullet).

Construction for in-service date of 2014 (subject to completion of work

described above).

30 Acc Decision No. 70127 (January 23, 2008).
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Cost Recoverv:

Cost recovery through annual fionnula rate tiling at FERC.

The TCA provides for cost recovery from retail customers upon ACC

approval.

Special cost recovery requests :

Will file with FERC early to request special treatment, including:

• Construction Work In Progress.

• Recovery of costs already incurred if it becomes prudent to

abandon project at any point during the development

process (due to participant uncertainty).

Description of why this RTP is expected to advance renewable resource deployment

within the State of Arizona:

Project provides opportunity for comparably low-cost renewable resources

for APS customers.

There are 2,000 MW+ interconnection requests to the area adjacent to this

line, which indicates a robust market interest in this RTP.

APS customers have an additional use for this line beyond renewable

resources. This line will enhance the reliability of the Yuma load pocket,

increase the load sewing capability in Yuma, and provide additional

resource flexibility to serve the both the Valley and the Yuma load pocket.

Project provides access to both PV hub and North Gila for project delivery

to Arizona loads or for export to California markets.
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Having both Palo Verde and North Gila delivery would enable additional

flexibility for renewable projects desiring to export to California markets.

Area contains excellent solar output, which leads to comparably good

pricing of solar resources.

SRP, DID, and WMIDD are current participants (for 60% of line).

Additionally, WAPA has expressed an interest in participation as part of

the potential government funding of WAPA transmission expansions for

renewable energy. WAPA is currently in the process of evaluating this

project for potential participation.

There is BLM land in the area adjacent to this line, which could

potentially be used for solar development.

Project could potentially support up to 1,500 MW of solar development.

At APS's current participation level, project has a reasonable cost in

relation to its benefits.

Project fits in the greater APS and regional transmission plans.

Potential transmission wheeling on the line could lower exposure to

increased APS customer costs further. However, wheeling revenue may

be limited on the new line due to the existence of an existing line and the

dependence on additional transmission development within California to

allow for the full export benefits of this line.

This line could also enable APS to bring additional geothermal resources

to APS customers from the Imperial Valley in California.
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Expected Cost and Potential Rate Impacts of Project:

Expected APS cost of project is $97M.

Potential approximate rate increase impact to customers: 0.63%
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pa. Palo Verde to Libertv

Project Description:

This transmission project is a conceptual 500-kV transmission line from the Palo

Verde hub to a new substation near the existing Liberty substation located in the west

Valley (See Map in Attachment G). The specific details of the project are not yet

known since transmission planning study work will have to be conducted to identify

the optimum project.

Summary of Development Approach and Rationale:

APS, in conjunction with the overall regional planning process, will conduct studies

to identify the best alternative to enable additional resources in the Palo Verde area to

be delivered to the Valley load pocket. The studies will also consider, concurrent

with the evaluation of the Gila Bend to Liberty project, the enabling of the resources

in the Gila Bend area to reach the Valley load pocket. Once a definitive project has

been identified, APS will conduct an open season for participation. Once the open

season is complete, APS will prepare and file for a CEC. The in-service date of the

project may not be known when the CEC application is filed, this highlights the need

for flexibility in the line siting process to help resolve the "chicken-and-egg"

problem, which is the greater period of time required to develop and construct

t ransmission lines as  compared to renewable resource facilit ies . APS will

proceed .with engineering design and ROW acquisition as and when needed to support

a to-be-determined in-service date. This development plan, along with support from

other projects, can help resolve the "chicken-and-egg" problem as it relates to
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acquiring additional resources from the Palo Verde hub, the Hider area, and/or the

Harquahala Valley.

Development Steps

Perform technical studies to detennine the optimal electrical connection

and best project approach.

Conduct open season.

Prepare CEC application and tile application for CEC approval.

Acquire land/ROW (proceed once needed based on in-service date).

Engineering design (proceed once needed based on in-service date).

Construct line - Proceed once a need exists - either a load serving need,

PPA, or a TSA.

Cost Recovery:

Cost recovery through annual formula rate filing at FERC.

The TCA provides for cost recovery from retail customers upon ACC

approval.

Special cost recovery requests:

APS does not anticipate requesting special cost recovery treatment

at this time although this may be re-evaluated at a later stage of

project development.
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Description of why this RTP is expected to advance renewable resource deployment

within the State of Arizona:

Project provides opportunity for comparably low-cost renewable resources

for APS customers.

There are extensive interconnection requests at the Palo Verde hub and

additional locations to the west of Palo Verde, indicating an eventual need

for this type of project to allow access to the Valley load center.

APS has additional potential uses for this line that make it robust for APS

customers:

Provides increased load serving capability,

Provides increased import capability, and

Provides access to existing gas resources.

Adding additional PV-east capacity allows others to utilize transmission to

export power.

Area contains excellent solar output, which leads to comparably good

pricing of solar resources.

Potential for other participants in this line.

Project could potentially support up to 1,500 MW of solar development.

Expected Cost and Potential Rate Impacts of Project:

Expected cost of project is unknown at this time due to the early

development of the project.
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Potential range of rate impacts to customers is unknown at this time due to

the uncertainty of the future project cost.
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Cb.Gila Bend to Libertv

Project Description:

This transmission project is a conceptual 500-kV transmission line from the Gila

Bend/Gila River area to a new substation near the existing Liberty substation located

in the west valley (See Map in Attachment G). The specific details of the project are

not yet known since transmission planning study work will have to be conducted to

identify the optimum project.

Summary of Development Approach and Rationale:

APS, in conjunction with the overall regional planning process, will conduct studies

in order to identify the best alternative to enable additional resources in the Gila

Bend/Gila River area to be delivered to the Valley load pocket. The studies will also

consider, concurrent with the evaluation of the Palo Verde to Liberty project, the

enabling of the resources in the Palo Verde area to reach the Valley load pocket.

Once a definitive project has been identified, APS will conduct an open season for

participation. Once the open season is complete, APS will prepare and file for a

CEC. The in-service date of the project may not be known when the CEC application

is filed; this highlights the need for flexibility in the line siting process to help resolve

the "chicken-and-egg" problem, which is the greater period of time required to

develop and construct  transmission lines as compared to renewable resource

facilities. APS will proceed with engineering design and ROW acquisition as and

when needed to support a to-be-determined in-service date. This development plan,
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along with support from other projects, can help resolve the "chicken-and-e_g"

problem as it relates to acquiring additional resources from the Gila Bend area.

Development Steps

Perform technical studies to determine the optimal electrical connection

and best project approach.

Conduct open season.

Prepare CEC application and file application for CEC approval.

Acquire land/ROW (proceed once needed based on in-service date).

Engineering design (proceed once needed based on in-service date).

Construct line - Proceed once a need exists - either a load serving

need/PPA or a TSA.

Cost Recovery:

Cost recovery through annual formula rate filing at FERC.

The TCA provides for cost recovery from retail customers upon ACC

approval.

Special cost recovery requests:

APS does not anticipate requesting special cost recovery treatment

at this time although this may be re-evaluated at a later stage of

project development.
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Description of why this RTP is expected to advance renewable resource deployment

within the State of Arizona:

Project provides opportunity for comparably low-cost renewable resources

for APS customers.

There are almost 1,200 MW of interconnection requests to the area in and

around Gila Bend, which indicates a robust market in this renewable

resource area.

APS has an additional potential uses for this line that make it robust for

the APS customers:

Provides increased load sewing capability,

Provides increased import capability, and

Provides access to existing gas resources.

Provides opportunity for future expansion of transmission system by

completing a transmission loop. This would be done by using the Palo

Verde North Gila II line (from the Palo Verde hub to the Hyder area) and

then connecting the Gila Bend/Gila River to Valley project with an

additional future segment from Gila Bend to Hyder (shown as segment 54

in Attachment C). This would provide future additional renewable

transmission capability and flexibility.

Provides additional opportunity for export of power.

Wheeling from Gila Bend to Jojoba to Palo Verde would allow

export sales to the California market.
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Area contains excellent solar output, which leads to comparably good

pricing of solar resources -- as demonstrated by the Solana Concentrated

Solar Plant PPA.

Potential for other participants in this line.

Project could potentially support up to 1,500 MW of solar development.

Expected Cost and Potential Rate Impacts of Project:

Expected cost of project is unknown at this time due to the early

development of the project.

Potential likely range of rate impacts to customers is unknown at this time

due to the uncertainty of the future project cost.
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4.Dela rev to Blvthe (Arizona Portion of Devers II )

Project Description:

This transmission project is part of a previously planned 500-kV transmission line by

Southern California Edison that would connect the Delaney switchyard t o  a

substation near the town of Blythe.

Summary of Development Approach and Rationale:

The last RTP is the Arizona portion of the Devers to Palo Verde II project, originally

proposed by Southern California Edison. Assuming the likely need for additional

access to renewable resources in Arizona by California and other Western States, and

the proximity of the Delaney to Blythe project to renewable resources, development

of this transmission line should enhance renewable project development in Arizona.

On April 3, 2009, APS proposed to WAPA that it consider development of the Palo

Verde to Devers II project using the borrowing authority under Section 402 of the

ARRA. It is APS's understanding that WAPA has included the Delaney to Blythe

segment along with several other potential transmission projects in a conceptual

transmission plan for further analysis.

Although APS has currently has not concluded that an ownership participation in this

project is appropriate for its customers, APS believes that this project could influence

additional solar  resource development given its potential export capability to

California in addition to its potential to allow for solar resources to be delivered to
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Arizona utilities at the Delaney switchyard. APS will continue to encourage and

support WAPA, other developers, or a combination of the two to move this project

forward, including the potential use WAPA's ARRA borrowing authority, and will

work with WAPA in its ihlther analysis of this segment. Also, additional

transmission development within California may be necessary to allow for the full

export benefits of this line.
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INTRODUCTION

The Final Report of the Finance Subcommittee of the Renewable Energy Transmission Task Force
("RTTF") provides information on the activities of the Subcommittee during the period of Ianuary-
September 2009. It consists of an Executive Summary, Background, Process, Findings and
Conclusions, Summary and Recommendations, and supporting Appendices.

EXECUTIVE SUMMARY

The RTTF, itself a formal task force of the Southwest Area Transmission planning group ["SWAT"),
established the Finance Subcommittee on laniary 8, 2009. This action was taken to provide
supplemental advisory information to the Arizona Corporation Commission's ("ACC" or
"Commission"] jurisdictional utilities. This information was intended for the utilities' consideration
as part of their response to ACC Decision No. 70635 (the "Decision"), issued on December 11, 2008,
which requires the utilities to identify and develop plans for the top three renewable transmission
projects, submit a report by October 31, 2009, and have this report discussed in the Commission's
next BTA. This Decision was the result of the 2008 Biennial Transmission Assessment ["BTA"]
process, which is undertaken every two years pursuant to A.R.S. §40-360.02.

The RTTF assigned the Finance Subcommittee the tasks of investigating and recommending
financing methodologies for Renewable Transmission Projects ["RTPs") in Arizona. The findings
and recommendations of the Subcommittee were to be submitted to the RTTF and the jurisdictional
utilities subject to the Decision. In coordination with its companion RTTF subcommittee, the
Arizona Renewable Resource and Transmission Identification Subcommittee ("ARRTIS"], the
Finance Subcommittee was also directed to provide support to the utilities responsible for the
Workshops as directed by the ACC in the Decision.

The Finance Subcommittee has conducted four meetings to discuss factual matters relating to
possible financing methods for RTPs in Arizona. Areas of investigation included: developing a
working definition for an RTP; review of various project subscription methodologies; provisions for
recovery of reasonable and prudent costs; and, various methods for providing utilities with an
enhanced means to effectively finance and construct RTPs.

The Finance Subcommittee participated in two utility-sponsored workshops that were arranged as
a means to facilitate stakeholder input on the issues raised in the Decision.

Page 4 of 21
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Following considerable investigation and deliberation, the Finance Subcommittee recommends that
the Commission adopt a Renewable Transmission Action Plan as a methodology for identifying,
planning, and facilitating RTP development in Arizona.

Further, the Subcommittee recommends that the Commission closely coordinate RTP cost recovery
determinations for utilities, with similar determinations made by the Federal Energy Regulatory
Commission, as such jurisdiction inevitably overlaps.

Finally, the Subcommittee recommends specific cost components associated with RTP development
that should be eligible for rate recovery by utilities.

Additional discussion on these recommendations can be found beginning on page 15 of this Final
Report.

Page 5 of21
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BACKGROUND

On December 11, 2008, the Commission issued its Decision No. 70635 in Docket No. E-00000D-07-
0376:

"IN THE MATTER OF THE COMMISSION'S FIFTH BIENNIAL TRANSMISSION ASSESSMENT

["BTA"], PURSUANT TO THE ADEQUACY OF EXISTING AND PLANNED TRANSMISSION

FACILITIES TO MEETARIZONA'S ENERGYNEFDS IN A RELIABLE MANNER"

[ACC Decision No. 70635 can be found in AppendixA of this report.]

In response to the Decision, the RTTF created the ARRTIS and the Finance Subcommittees on
Ianuary 8, 2009. The RTTF directed the two subcommittees to generate supplemental information
and recommendations for the jurisdictional utilities to consider as part of their response to the
Decision.

The Decision directed the utilities to:

" ..identuj/future renewable transmission projects and develop plans and propose jiinding
mechanisms to construct the top three renewable transmission projects. These plans and
mechanisms shall be /fled with the Commission no later than October 31, 2009, and shall
be discussed in the sixth Biennial Transmission Assessment..." (Page 9, Lines 2-6).

The subcommittees were directed to complete their work, such that utilities subject to the Decision
had sufficient time to prepare their filings by October 31, 2009.

The Finance Subcommittee was created to investigate and recommend financing methodologies the
ACC can consider and implement on RTPs, such as those identified by ARRTIS. The two
subcommittees were expected to coordinate activities and work products to provide the utilities
with comprehensive information and recommendations that address the issues raised in the
Decision.

In addition to the development of financing methodologies for RTPs, the Finance Subcommittee
provided support to the two utility-sponsored workshops that were conducted on April 20, 2009
and lune 5, 2009, respectively.

Page 6 of21
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On June 16, 2009, the Finance Subcommittee established a Work Group to document the Finance
Subcommittee's findings, conclusions, and recommendations for possible funding mechanisms for
RTPs. The Work Group prepared a memorandum of 'Proposed Findings of Fact" to assist the
Commission in establishing a process for the evaluation and approval of RTPs.

The Final Report is provided to the Commission, utilities subject to the Decision, and interested
stakeholders.
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PROCESS

This section describes the process by which the Subcommittee sought to achieve the objectives set
forth by the RTTF and to meet the expectations contemplated by the Commission in the Decision.
The primary objective of the Finance Subcommittee was to investigate and recommend possible
funding mechanisms that could apply to the utilities' three proposed RTPs that would promote the
development of Arizona's renewable energy resources.

During an RTTF meeting on January 8, 2009, the Finance Subcommittee was established. Tom
Wray was designated the chairman and deemed responsible for coordinating the Subcommittee's
activities and development of various work products.

On February 6, 2009, the Finance Subcommittee chairman issued an e-mail correspondence to all
participants-of-record in RTTF and SWAT to solicit involvement and input from interested
stakeholders desiring to address the issues raised in the Decision. This solicitation of interest was
supplemented with a description of the Finance Subcommittee's proposed schedule and scope of
investigation. The Finance Subcommittee's scope of investigation, as proposed at that time,
included:

1. Establish a worldng definition for a "renewable transmission project",

Review methods of securing project participation in RTPs, including open seasons, request
for proposal, bilateral contracts, auctions, transmission capacity options, etc.;

3. Develop a standard procedure for utilities to accumulate costs attributable to engineering,
technical studies, survey work and investigation, permitting and rights-of-way acquisition
in support of RTPs, which may become eligible for rate-based cost recovery by order of the
Commission,

4. Review procedures whereby incentives are available to utilities participating in RTPs,
including the ability to earn a higher rate of return on equity invested by the company's
shareholders, and,

5. Investigate the applicability of alternative capital structures for both construction and
operating period financing.

[Appendix B to this report includes the February 6, 2009 solicitation of interest e-mail and the
Finance Subcommittee's Scope and Scheduledocument.]
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Meeting No. 1 of the Subcommittee was conducted on February 18, 2009. The primary task of the
f i rst  mee t ing  was to re f ine  the  Subcommittee 's  scope  of  invest igat ion and schedu le . Matters
d i sc u sse d  a t  the  me e t i ng  i nc l ude d :  ACC De c i s i on No.  70635 ;  the  r e l a t i onsh ip  be twe e n the
Subcommittee 's  work  e f forts  and the  planned workshops;  potent i a l  de f ini t ions for  an RTP in
Arizona; and, the possible work products developed from the Subcommittee's efforts.

[Appendix C includes the items used during Meeting No. 1 including, agenda, roster, presentation
materials, subcommittee timeline, and revised minutes.]

Meeting No. 2  of  the  F inance  Subcommittee  was conducted on March 4 ,  2009 .  Subcommittee
par t i c ipants  prov ided inpu t  on topi c s  re l evant  to the  Subcommi ttee 's  scope  of  inve st i ga t ion
including: a working definition for RTPs; cost recovery methodologies for capital  investments in
RTPs located in Arizona; al location of both a base and incentive rate  of  return for development
efforts on RTPs; transmission capacity subscription methods and practices; developing policies and
recent orders of  the Federal  Energy Regulatory  Commission ("FER(:"];  and, re levant legislative
developments.

[Appendix D includes the items used during Meeting No. 2 including, agenda, roster, presentation
materials, and revised minutes.]

The Finance Subcommittee filed an Interim Report on April 16, 2009 in Docket No. E-00000A-09-
0066 that was opened by the Commission:

"IN THE MATTER OF THE coMM1ss10n's GENERIC DOCKET FOR INFORMATION

GATHERING CONCERNING RENEWABLE TRANSMISSION ISSUES IDENTIFIED IN THE

FIFTH BIENNIAL TRANSMISSION ASSESSMENT FINAL ORDER AS REQUIRED IN

DECISION NO. 70635"

The Interim Report provided information on theactivities of the Subcommittee during the period of
January  through March of  2009. I t  consi sted of  an execut ive  summary ,  areas of  inqu i ry ,  and
supporting appendices.

The RTTF directed the Subcommittee to provide support to two workshops that were conducted on
April 20, 2009 and lune 5, 2009, respectively, as set forth in the Decision:

"The Commission will require utilities and other stakeholders to hold a workshop to
develop ways in which new transmission projects can be identified approved for
construction, and financed in a manner that will support the growth of renewables in
Arizona. The workshop shall be held no later than April 30, 2009."(Page 7: Lines 17-20).
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On behalf of the Subcommittee, the Finance Subcommittee chairman provided a presentation to the
participants of Workshop No. 1 on April 20, 2009. The presentation provided an update on the
Subcommittee's scope of investigation and progress toward developing RTP funding mechanisms
and recommendations for the utilities responsible for responding to the Decision.

[Presentation provided during Workshop No. 1 was filed in Docket No. E-0000A-09-0066, on April
16, 2009, and is provided in Appendix E.]

On lune 5, 2009, the utilities sponsored Workshop No. 2 at the Commission to continue the
discussion on RTP issues. Participants provided input during the workshop that focused on "Ways
to Finance" RTPs. The Subcommittee incorporated the ideas and suggestions gained from the
workshop into its work

[The agendas for the two utility-sponsored Workshops are found in Appendix F.]

Meeting No. 3 of the Finance Subcommittee was held on lune 16, 2009. On lune 4, 2009, the
Finance Subcommittee chairman issued an e-mail correspondence requesting proposals from
interested stakeholders on possible funding mechanisms that could be implemented for RTPs in
Arizona. These proposals were presented during Meeting No. 3.

APS provided a presentation on cost recovery mechanisms and potential definitions for RTPs. APS
additionally introduced a proposal for a Renewable Transmission Action Plan ["RTAP") that could
be used as part of the BTA process. The RTAP was conceived as a procedure for the Commission to
review and approve a utility's identified RTAP within or in parallel with the BTA process.

TEP provided a handout on a possible cost recovery process for RTPs. This document prompted a
discussion on the issues associated with the Commission ordering RTP designation and the
potential conflict brought about by the utilities' required compliance with FERC Order 888.

The Finance Subcommittee chairman reviewed past Subcommittee work to promote considerable
discussion regarding a draft "form of order" that responds to the financing RTP issue identified in
the Decision. The Finance Subcommittee generally agreed such a document should be submitted to
the RTTF and utilities subject to the Decision as the Subcommittee's final work product.

Meeting No. 3 concluded with the formation of a Work Group charged with the responsibility of
drafting the "form of order". The Subcommittee discussed addressing the following items in the
draft order:

1.

2.

Provide a working definition of a "renewable transmission project",

Detail the method of the Commission's designation of RTP status;
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3. Describe terms of the duration of such RTP designation and the form of application for RTP

status;

4. Provide the basis and procedure for revocation of RTP status by the Commission and an

appeal process before the Commission when considering such revocation;

5. Identify and establish the retail rate treatment of recoverable costs of RTP development,

construction and operation, otherwise not subject to cost recovery via the utility's Open

Access Transmission Tariff filed with FERC; and,

6. Establish protocols for the Commission to award an incentive return on equity for

investments in eligible RTPs and, with such ROE recovery being provided through retail

rates duly ordered by the Commission.

[Appendix G includes the items used during Meeting No. 3 including agenda, roster, and
presentation materials.]

At the request of die chairman, Ric Tobin agreed to serve as chairman of the Work Group and to
lead the effort in developing a draft "form of order". The Subcommittee designated one individual
from each utility and other stakeholder representatives wishing to participate in this effort. The
Work Group was composed of volunteer representatives from each utility company and other
attorneys and professionals familiar with ACC practices. The members of the Work Group were:

APS:

SRP:

TEP:

SWTC:

Iosep D'Aguanno; Brian Cole; Deb Scott
]Ana Brandt; Rob Taylor
Ron Belval; Michelle Livengood; Brenda Pries; Amy Welander
Bruce Evans; lim Rein
Laurie A. Woodall

The Work Group conducted two meetings: the first on Iuly 9, 2009 and the second on Iuly 24, 2009.
Three drafts of the memorandum regarding proposed findings for future ACC Orders regarding
renewable transmission projects were circulated via e-mail among the Work Group.

[The Work Group's memorandum is found in Appendix H.]

Meeting No. 4 of the Finance Subcommittee was held on August 11, 2009. The primary focus of
this meeting was to review the findings of the Work Group and seek consensus on findings,
conclusions, and recommendations of the Subcommittee's collective efforts over the past 8 months.

[Appendix I includes the materials used during Meeting No. 4 including, agenda, roster, and
presentation materials.]
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FINDINGS AND ConcLUsions

The Finance Subcommittee charged the Work Group with the responsibility of drafting a "form of
order" that would be responsive to the renewable transmission financing issues raised in the
Decision. The Work Group's final product was to reflect the Subcommittee's nine-month
investigation of possible funding mechanisms for RTPs in Arizona.

In the process of the Work Group's deliberations and thorough review of three drafts on the
Subcommittee's findings, a decision was made among the Work Group participants that a draft
"form of order", as tasked by the Subcommittee, would not be pursued. Instead, an alternate
approach was deemed to be more useful and more likely to attract consensus.

The Work Group prepared a memorandum of proposed findings related to renewable transmission
projects. The purpose of the memorandum was to develop language (along the lines of a "form of
order") for inclusion in the Final Report. The Work Group's intent was that the utilities consider
using the memorandum as part of their response to the Decision. The Commission may then
choose to include the proposed findings from the memorandum in future orders resulting from the
utilities' responses that are due by October 31, 2009, which would serve as each utility's first RTAP.

At the conclusion of the final Finance Subcommittee meeting on August 11, 2009, the participants
generally agreed to accept the Work Group's memorandum and RTAP as the Subcommittee's
recommended method for financing RTPs in Arizona.

The Work Group's memorandum that was accepted at the final Finance Subcommittee meeting, on
August 11, 2009, included the following:

Each jurisdictional utility will files an RTAP, concurrent with the filing of its Ten Year Plan.
The RTAP will describe with specificity the RTPs that the utility is proposing.
Contemporaneous with the 2012 BTA process, the ACC may assess the need and frequency
for subsequent RTAP filings.

Jurisdictional utilities' RTAPs may include RTPs with ownership participation involving

non-jurisdictional parties (i.e., merchants, independents, etc.).

• The RTAP will include the following information:

2 The Subcommittee did not make any specific recommendations regarding the procedural mechanisms for
filing the RTPs and RTAPs.
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1. Identification of RTPs, which includes the acquisition of transmission capacity, such
as, but not limited to, (i) new transmission line[s), (ii) upgrade[s) of existing line(s),
or (iii) the development of transmission project(s] previously identified by the
utility (whether conceptual, planned, committed and/or existing), all of which
provide either:

Additional direct transmission infrastructure providing access to areas within
the state of Arizona that have renewable energy resources, as defined by the
Commission's Renewable Energy Standard Rules (A.A.C. R14-2-1801,etseq.), or
are likely to have renewable energy resources;

Or

• Additional transmission facilities that enable renewable resources to be
delivered to load centers.

2. Description of how each RTP is expected to advance renewable resource
deployment within the State of Arizona.

3. Development approach and schedule for the proposed RTPs, including plans for
solicitation of other participants and/or commercial interests, and pre-conditions
for moving beyond initial development activities to actual construction.

4. Expected costs of the RTPs, including an assessment of the range of bill impacts for
retail customers for each project, and a range of the project costs for each phase of
the development approach set forth by the utility in the RTAP.

5. Cost recovery, including any special regulatory treatment that will be sought from
the Federal Energy Regulatory Commission ["FERC") or other regulatory agencies.

6. Status report on RTPs identified in the previous RTAP.

The ACC would review and approve RTPs within a utility's RTAP. An RTP that provides
potential benefits to Arizona electric consumers that outweigh the potential costs could be
deemed to be in the public interest and would be considered for approval.

Once a project has been designated an RTP by the ACC, then it shall maintain that status
unless it is shown by clear and convincing evidence, presented during a hearing, that the
RTP does not and will not provide the capability to advance renewable resource
development in the State of Arizona as described in the filing utility's RTAP.
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The ACC may consider pre-approval of cost recovery for a utility to enter into a long-term
transmission service agreements in order to facilitate the construction of transmission
facilities where the transmission line is not owned by the utility (to allow for the purchase
of transmission capacity).

Because network transmission facilities are under the jurisdiction of FERC, the utility will
initially seek any necessary cost recovery and special regulatory treatment, if applicable, of
ACC-approved RTAP projects, from FERC. Special regulatory treatment available from FERC
may include, but is not limited to, enhanced return-on-equity, Construction Work in
Progress ("CWIP") in rates, and assurances of cost-recovery should the project be prudently
discontinued.

To improve a utility's ability to obtain financing for the RTPs, timely recovery of
transmission costs in retail rates should be provided by a transmission cost adjustor
mechanism, transmission cost rider or some other ACC-approved mechanism that provides
for recovery of FERC-accepted rates. A cost recovery mechanism would be adopted in a
utility's rate case proceeding.

Should FERC fail to fully approve cost recovery or provide special regulatory treatment for
ACC-approved RTPs, or if the utility proposes an RTP that does not fall within FERC
jurisdiction (such as a radial line that is not a network facility), a utility may seek cost-
recovery and/or special regulatory treatment from the ACC, such as:

O Timely cost recovery for prudently incurred developmental costs, including
permitting; engineering and environmental investigation costs; technical study
costs, survey and mapping costs; preliminary right-of-way acquisition costs, and
other project formation costs, as well as for prudent costs of construction of RTP.

O A utility may be entitled to receive an enhanced return on equity incentive for RTPs
from the ACC.

O A utility may be entitled to CWIP in rates.

O In the event that a specific RTP project is no longer reasonable due to a change in
circumstances, the utility's prudently incurred costs may be considered for recovery
by the Commission.
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SUMMARY AND RECOMMENDATIONS

Obtaining consensus was difficult on all matters associated with defining methods of financing
RTPs in Arizona. The subject is complex as jurisdiction over transmission development, financing,
construction and operation, is a shared responsibility between the ACC and FERC. Facts of
individual cases generally determine the proper forum of jurisdiction, but areas of grey persist.

FERC Order 888 requires non-discriminatory access to transmission service by any shipper
meeting certain requirements. FERC requirements do not allow discrimination in access to
transmission based upon fuel type utilized by the generator-shipper. Thus, in accordance with
current federal law, cost recovery through pro-forma tariff rents is insensitive to developing
renewable transmission policy, and is determined irrespective of a generator's fuel type. This
practice is currently undergoing substantial review which may lead to changes. In the meantime,
some renewable energy projects identified in Arizona are in need of transmission lines as one
precondition to serious investment of capital and ultimate development of such projects. The other
precondition for the investment of capital and development of renewable resources is the signing of
power purchase agreements with load-serving entities.

FERC's Open Access Transmission Tariffs ("OATTs") generally apply to transmission facilities
placed in "network" service on the interconnected grid. These wATTs generally do not apply to
radial transmission facilities or so-called "generator tie-lines", which are transmission lines built
from a generation facility to another transmission line.

As the Commission considers the coming identification of recommended RTPs by the utilities,
attention should be directed to balancing potential customer costs and benefits with the regulatory
treatment necessary to get the transmission lines developed. These considerations include
whether renewable transmission projects have the capability to encourage development of
renewable generation and the potential benefits that customers may derive from this increased
renewable energy. This determination cannot be made by the Commission by formula or fiat: a
proposition on which the Subcommittee reached consensus. Rather, this must be settled on a case-
by-case basis. What is offered below are "considerations for comparisons" that will materially aid
the Commission in achieving fair and equitable treatment of each RTP application:

1. RTPs, RTAPs, the BTA and Determining Project Eligibility

A. Under normal circumstances, all RTPs shall be characterized and identified in
the utility's RTAP.
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B. Each utility's RTAP, beyond their required submittal in response to BTA Order
70635, shall be filed prior to the 2012 BTA.

c. Subsequent incorporation of a review of RTAPs in future BTAs will be
determined by the Commission.

D. To be eligible for RTP treatments, the candidate RTP must be included in the
utility's RTAP and duly filed with the Commission.

E. RTP treatment and any special cost recovery considerations shall be requested
by the utility as part of the utility's RTAP filing with the Commission.

F. RTAPs may include RTPs having participation of non-jurisdictional parties.

H. Coordination oflurisdictions and RTP Cost Recovery in Retail Rates

A. If an otherwise eligible RTP is capable of cost recovery through the utility's
OATT, the Commission need only approve the utility's RTAP and associated
RTPs.

The Commission may issue a finding that such an RTP has achieved eligibility as
a renewable transmission project within Arizona's jurisdiction.

C. The filing utility may utilize such formal Commission finding at FERC to further
justify full recovery of costs and other special cost recovery considerations as
presented in the utility's RTAP.

D. In circumstances where the cost of transmission projects necessary to the
development of the state's renewable resources is not recoverable in federal
jurisdiction, the utility may seek such recovery from the Commission.

E. Cost recovery will include full recapture of prudently-incurred costs of
development, financing, construction and operation of the RTP.

F. Cost recovery may also include an incentive rate of return on equity, if
requested by the utility, and as determined by the Commission.

G. Utilities may request advance approval from the Commission of a cost recovery
protocol on an RTP prior to commencing investment in the project.

H. Utilities receiving cost recovery on an RTP approved by the Commission shall
not have such recovery interrupted by an act of revocation of RTP status by the
Commission without due process in a scheduled hearing.

1. Revocation of RTP status by the Commission cannot be based on actions taken
by the utility necessary to comply with federal law, rule or practice.
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I- Notwithstanding other parts of this section, the jurisdiction of the Commission
over RTPs involving the participation of non-jurisdicdonal parties shall not
relieve the Commission from determining cost recovery remedies for the
jurisdictional utilities involved in such projects.

111. Components of Cost Recovery

A. Cost recovery shall be timely

B. Costs shall be prudently-incurred as determined by the Commission

C. Costs eligible for recovery include, but are not limited to, the following:

i. Permitting and licensing activities;

ii. Land and rights-of-way acquisition;

iii. Engineering;

iv. Environmental and cultural mitigation;

v. Environmental fatal flaw screening studies;

vi. Technical studies,

vii. Mapping and surveying;

viii. Legal costs including project formation fees and expenses;

ix. Incentive rate of return on equity,

x. Construction work-in-progress,

xi. Costs of project removal prior to commercial operation, and

xii. Abandonment and salvage costs.
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Contents of the Finance Subcommittee Submissions
to ACC Docket No. E-00000A-09-0066:

April 16, 2009 Cover Letter; Interim Report; Supporting Appendices; Meeting Materials for
the Subcommittee's first two meetings; and, Presentation for the ACC
Workshop No. 1

lune 18, 2009 Cover Letter; Meeting Materials for the Subcommittee's third meeting
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APPENDICES

A ACC Decision No. 70635
December 11, 2008

B Solicitation of Interest E-Mail 8: Finance Subcommittee Scope and Schedule
February 6, 2009

C Meeting No. 1
February 18, 2009
i. Agenda
ii. Roster
iii. Presentation Materials
iv. Subcommittee Timeline
v. Minutes

D Meeting No. 2

March 4, 2009

i. Agenda

ii. Roster

iii. Presentation Materials
iv. Minutes

E Finance Subcommittee Presentation provided at ACC Workshop No. 1
April 20, 2009

F Agendas for ACC Workshops
April 20, 2009
lune 5, 2009

G Meeting No. 3 Documents:
i. Agenda
ii. Roster
iii. Subcommittee Presentation
iv. APS Presentation
v. RTP Cost Recovery Handout from TEP

H Finance Subcommittee Work Group's Memorandum of Proposed Findings for Future
ACC Orders re Renewable Transmission
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I Meeting No. 4
August 11, 2009
i. Agenda
ii. Roster
iii. Presentation
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List of Acronyms

Acc

BTA

Arizona Corporation Commission

Biennial Transmission Assessment

APS

FERC

OATT

RTAP

Arizona Public Service Company

Federal Energy Regulatory CommiSsion

Open Access Transmission Tariff

Renewable Transmission Action Plan

RTTF

RTP

SRP

SWAT

SWTC

Renewable Energy Transmission Task Force

Renewable Transmission Project

Salt River Project Agricultural Improvement and Power District

Southwest Area Transmission Planning Group

Southwest Transmission Cooperative, Inc.

TEP Tucson Electric Power Company
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