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I. INTRODUCTION 

The Arizona Investment Council (“AIC”) supports the December 30,201 3 Application 

by Arizona Public Service Company (“APS” or the “Company”) to approve a Four Corners Rate 

Rider in relation to its purchase of Southern California Edison’s 48% share of Units 4 and 5 of 

the Four Corners Power Plant (the “Acquisition”). Because APS previously held a 15% 

participating interest in these Four Corners units, ihe Acquisition increases its total share in Four 

Corners to 63%. The AIC recommends the Commission approve the relief requested in the 

Application and testimony in support-a total annual revenue requirement of $65.44 million.’ 

11. BACKGROUND I 

, 3 :  

This proceeding has its roots in two prior Commission De‘cisions. In Decision No. 73 130 

(the “Acquisition Order”), the Commission authorized APS to move forward with the 

Acquisition, concluding it presented tfie Company “a genuiGe, unhticipated opportunity to 

acquire a power supply resource at a clear and significant discount.. . [which provides] a unique 

value to APS customers.” That order was quickly followed by De’cision No. 73 183-the 

Company’s 2012 Rate Case decision (the “Rate Order”). There, among other things, the parties 

recommended-and the Commission approved-a four-year rate case stay-out provision. 

However, as important to rate stability over four years were the Settlement Agreement 

and Rate Order provisions assuring no rate jolt would wait customers at the end of the 

moratorium. To accomplish both objectives, the Commission held the rate case record open and 

approved the filing of this Application authorizing APS: 

I AIC takes no position on the issue of how the rider should apply to customers receiving service on the AG-1 rate. 
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[T]o reflect in rates the rate base and expense effects associated with the 
acquisition of SCE’s share of Units 4 and 5 ,  the rate base and expense effects 
associated with the retirement of Units 1-3,;nd any cost deferral authorized in 
Docket No. E-01 345A-10-0474.* * 

I 

Only Commission approval of the Company’s request for a weighted average cost of 

capital (“WACC”) of 8.33% will satisfy the Rate Order’s twin objectives of rate stability, but, as 

importantly, no rate jolt waiting for APS’ customers at the end of the moratorium. 

Mr. Guldner discussed the issue at hearing: 

Q. [By Mr. Grant] Could you summarize why use of the weighted average 
cost of capital here as proposed by APS does allow the rate base and 
expense effects of the transaction to be appropriately recognized? 

A. [Tlhe cost of capital means there’s a cost to making that investment. That 
consists of a debt cost, if you’re partially debt financed, which we are, and 
an equity cost to the extent you’re financed with a portion of equity. The 
weighted average cost of capital that’s reflected in the last rate case is the 
most recent balance of debt and equity costs. If you under reflect that in 
an asset that you rate-base, you’re going to under recover the trbe cost of 
capital that’s being incurred to support that asset3 

Approval of either Staffs suggestion to use the same rate of return mentioned in 

Section 5.3 of the Settlement Agreement or the RUCO position to use the cost of a recent APS 

debt issuance will not allow the Company to recognize the “rate base and expense effects” of the 

Acquisition. As former Commissioner Mike Gleason often noted, the Staff and RUCO positions 

will “simply kick the can down the road.” 

Those positions will increase the Acquisition’s impact on customers in the next case- 

precisely the result the parties and Commission sought to avoid in holding open that rate case for 

this adjustment. From an investors’ standpoint, equally important is the signal approval of APS’ 

Section 10.2, p. 15, Settlement Agreement approved in Decision No. 73 183 (emphasis supplied). 
HRTR, p. 145,l. l&p. 146,l. 4. 

2 



.. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

IC 

11 

12 

13 

14 

15 

1f 

1; 

1t 

15 

2( 

21 

2; 

2: 

2‘ 

Application and the requested WACC continues to send to the investment community about the 

Commission’s balanced and constructive regulatory approach. 

III., ARGUMENT 
.f 

A. 

Although there is a disagreement among the Company, Staff, RUCO and AIC as to the 

APS’ ADplication to acquire Four Cornkrs %nits 4 and 5 should be approved. - k. w - .  

precise level of rate relief APSishould I + &  be granted; there’iscno disagreement among these parties 

that the Application to acquire Units 4 and 5 should be approved. The sole outlier on that subject 

is the Sierra Club. 

It recommends “the Commission deny APS’s petition at this time and direct the 

Company to re-file its request with a revised analy~is.”~ In response, AIC President Gary 

Yaquinto stated: 

Given the Sierra Club’s opposition to coal-fired generating resources in general, I 
was not surprised it would oppose APS’ Acquisition of Southern California 
Edison’s interest in the coal-fired Four Corners Plant.. .I note, however, Company 
witness James Wilde’s discussion on this subject.. . [H]e states that Sierra Club 
criticisms of the ratepayer benefits which will flow from the transaction are 
unfounded and points out that ACC Staffs consultant agrees the Four Corners 
acquisition does, in fact, provide significant benefits to  customer^.^ 

At hearing, the Staff consultant, James Letzelter, elaborated on his seven findings-ranging from 

the facts that the additional capacity is “used and useful” through “ancillary benefits add to 

customer positives”-as to why the APS Acquisition is, in fact, prudent: 

[W]e looked at, some of the risks beyond pure economics of the acquisition that 
could be calculated analytically.. :and we felt comfortable that, for example, in 
that risk that the company had plans to mitigate any such risk. 

So clearly with such a large valuation on the positive impacts of this transaction, 
there were no major nonfinancial risks that could offset that great [$315.5 million] 
potential benefit. 

Hausman Testimony, SC-1, p. 42,l l .  19-20. 
AIC-2, p. 2, I .  14-p. 3, I .  5. 
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Q. [By Mr. Grant] And I think you just indicated this, but that also would 
include environmental risk? 

A. Yes.6 

The Sierra Club just recycles here many of the same arguments it raised and lost in the 

docket in which the Commission approved the Four Comers Acquisition in Decision No. 73 130. 

Nothing has changed to alter the Commission’s finding there that: 

[Rletiring the older, “dirtier” plants early and acquiring an interest in the more 
efficient [Units 4 and 51.. . provides unique value to [APS] customers, both from 
an environmental and rate impact ~tandpoint.~ 

B. The Commission should approve APS’ request that the Acquisition assets receive 
the same 8.33% WACC rate treatment which all other APS assets received in the 
Rate Order. 

The central issue in this case is the correct rate of return to be applied to Units 4 and 5 .  

Briefly to recount, APS and AIC’s positions are that this docket was held open for the express 

purpose of allowing the Company to reflect in rates the “rate base and expense effects of 

acquiring Units 4 and 5.” Only use of the rate case’s 8.33% WACC complies with that directive. 

AIC President Gary Yaquinto explained why: 

APS witness Snook, in his rebuttal testimony, provides the mathematical basis for 
calculating the proper return on the Units 4 and 5 assets in his critique of the 
analyses performed by Staff and RUCO. Mr. Snook correctly calculates the 
return as if the addition of Units 4 and 5 was part of the original rate case, which 
was, in fact, held open in Decision No. 73 183 for the express purpose of 
basing these assets once the transaction was completed. As Mr. Snook points out, 
the weighted cost of capital of 8.33% found in Decision No. 73 183 is the correct 
value to apply to Units 4 and 5’s original cost rate base, just as it was utilized in 
the rate case for the Company’s total original cost rate base. In contrast, the Staff 
analysis simply applies the fair value rate of return of 6.09 percent determined in 
Decision No. 73 183 to the original cost rate base value of Units 4 and 5.  This is 
incorrect, because the fair value rate of return used by Staff reflects a blended 
rate, which combines the weighted cost of capital of 8.33 percent40n OCRB with 

HR TR, p. 597,ll. 22-23-p. 598, 1. 9. 
Decision No. 73 130, p. 32,ll. 4-6. 

l. 

4 
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the much lower return rate of 1 percent on the “incremental fair value rate base,” 
which is a proxy measure of the replacement value for the assets to arrive at 
FVROR. [If APS had included the 1% FVRB increment] it would have added 
approximately $4 million more to the revenue requirement. (Emphasis supplied.)* 

As for RUCO, its position to use the costs of a recent debt issuance to measure the 

appropriate rate of return to be applied here is similarly flawed. It results in an “egregious 

misuse of proper ratemaking methods.. .to preclude the Company from earning the return on its 

investment to which it’s entitled in the rate case.”’ Among other flaws, it would not allow APS 

to recover its cost of capital as recommended by RUCO. 

-At hearing, RUCO witness Mease agreed he could not recall RUCO ever taking a 

position on a fair value rate of retbrn that-as I F .  its ’ppiition wouldbhere--did not allow a company 

to recover the cost of capital also recommended by RUCO.” He attempted to distinguish this 

case by calling it “unique.” The only thing which would make it unique, however, would be for 

APS to earn a different return on its pre-existing 15% Four Corners ownership than the return 

allowed on the additional 48% of the Four Corners Units 4 and 5 involved here as both Staff and 

RUCO suggest. 

IV. CONCLUSION 

The Settlement Agreement’s terms, Decision No. 73 183, the filed testimony and this 

record confirm the reasonableness and appropriateness of applying APS’ 8.33% WACC to the 

Acquisition assets. That’s the same return accorded all other APS assets in the Rate Case. It was 

held open for the purposes of sustaining the Company’s financial viability over an unprecedented 

four-year rate stay-out and easing consumer impact when the next case is filed. Further, the total 

8 ~ ~ ~ - 2 ,  p. 4, I. 16-p. 5 ,  I. is. 
Yaquinto Surrebuttal, Id. at p. 6, l l .  4-7 (emphasis‘in original). 

lo HR TR, p. 574, 11. 9-12. 
5 
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m u a l  relief sought is consistent with-although less than-the $70 million result estimated by 

these parties and discussed by the Commission in the 2012 Rate Order. l 1  

The Utilities Division Director summarized it this way in his testimony supporting the 

Settlement Agreement: 

I need to keep APS healthy in order for the customers to benefit. Because the 
way I always look at any ratemaking is, my job is to look out for customers, and I 
do that by making sure that APS is healthy, so that when the customer flips that 
light switch, that light comes on.12 

APS' request for this Four Corners rate adjustment should be approved. 

RESPECTFULLY SUBMITTED this 29'h day of Aught, 2614. 
I 

s4& . - . A  

GA~LAGHER & KENNEDY, P.A. 

vb%ihdw** * .  

BY 
Michael M. Grant 
Jennifer A. Cranston 
2575 East Camelback Road 
Phoenix, Arizona 85016-9225 
Attorneys for Arizona Investment Council 

Original and 13 copies filed this 
29'h day of August, 20 14, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Decision No. 73 183, p. 25. 
Settlement Hearing Transcript at p. 1062. 
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Co y of the foregoing delivered this 
29' day of Augusti-2014, to: 

Lyn A. Farmer 
Chief Administrative Law Judge 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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Daniel Pozefsky 
Residential Utility Consumer Office 
1 1 10 West Washington Street, Suite 220 
Phoenix, Arizona 85007 

Michael A. Curtis 
William P. Sullivan 
Melissa A. Parham 
Curtis, Goodwin, Sullivan, 

Udal1 & Schwab, P.L.C. 
501 East Thomas Road 
Phoenix, Arizona 850 12-3205 
Attorneys for the Town of Wickenburg 

and Town'of Gilbert 
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Barbara Wyllie-Pecora 
'1 44 10 West Gunsight Drive 
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Timothy M. Hogan 
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David Berry 
Western Resource Advocates 
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Kurt J. Boehm 
Jody M. Kyler 
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36 East Seventh Street, Suite 15 10 
Cincinnati, Ohio 45202-4454 
Attorneys for Kroger Co. 
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