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QRIGINAL

IN THE MATTER OF THE AP P LICATION OF ARIZONA P UBLIC S ERVICE
CO MP ANY FO R AP P RO VAL O F AN E LE CTRIC S E RVICE  CO NTRACT
WITH ALIGNED DATA CENTERS, LLC. (DOCKET NO. E_01345A_16_0131).

In tro  due  s on

Enclosed are the Commission Staffs memorandum and proposed order for the application of
Arizona  Public Se rvice  Compa ny for a pprova l of its  e le ctric se rvice  conne ct with Aligne d Da ta
Cente rs , LLC. (Docke t No. E-01345A-16-0131). This  is  'only a  S ta ff re comme nda tion to the
Commission; it has  not ye t become an order of the  Commission. The  Commission can decide  to
accept, amend or reject Staffs proposed order.

You may file  comments  to the  recom1nenda tion(s) of due  proposed orde r by Filing an origina l
and thirteen (13) copies  of the  comments  wide  the  Colnrniss ion's  Docke t Control Cente r a t 1200 West
Washington, P hoenix, Arizona  85007 by 4:00 p.m. on or be fore Sep temb er 2, 2016.

This matter may be scheduled for Commission deliberation at its  Open Meetings scheduled
September 7, 2016, at 10:00 a.m. and September 8, 2016, at 10:00 a.m.

If you have any questions about dais matter, please contact Julie McNee1y-Kirwan of our Staff
at (602) 542-0833, or Thomas Broderick, Director, at (602) 542-7270.

Ba ckground

On April 19, 2016, Arizona  P ublic S e rvice  Compa ny ("AP S " or "Compa ny") file d to re que s t
die  Cornnlis s ion's  a pprova l of its  e xpe rime nta l high loa d fa ctor ("HLF-3") pricing s tructure  contra ct
with Aligne d Da ta  Ce nte rs , LLC ("Aligne d"). The  contra ct cove rs  only the  Aligne d loca tion a t 2500
We st Union Hills  Ave nue  in P hoe nix. Aligne d is  curre ntly be ing se rve d by AP S  a t only this  loca tion.

Aligned is a  new APS customer and is  constructing a  data  center in North Phoenix. Aligned
anticipates being a very high load factor customer, similar to two other large data centers in the APS
service territory with special contracts approved by the Commission.

Unde r the  te rms  of the  e le ctric se rvice  a gre e me nt ("ES A") a ddre sse d in this  a Ii  t i  n ,  in
orde r to achieve  commercia l ope ra tion, Aligned must mee t a  thre shold requirement of a nd
a  monthly load factor of a t least Once  this dareshold is  achieved, A ed would be  se rved
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unde r the  HLF-3 P ricing S tructure , if this  ra te  is  a pprove d by the  Commiss ion. As  a  ne w bus ine ss ,
the  timing for whe n Aligne d me e ts  the  thre shold is  unce rta in.

Aligned is  currently se rved unde r die  E-32 S  ra te  schedule , for a  sma ll pump, and the  E-32 M
ra te  schedule , for the  building where  construction is  taking place . When Aligned ente rs  its  Initia l S ta rt-
Up P e riod, e s tima ted a t ea rly 2017, it will be  se rved unde r doe  E-32 L ra te  schedule  and may a lso be
se rved under due  E-34 or E-35 ra te  schedules  during pe riods  when it does  not mee t the  requirements
s e t in  d ie  c on tra c t. Ra m p up  to  a  loa d  fa c tor cons is te n tly e xce e d ing  90  pe rce n t cou ld  ta ke
appro>d.ma te ly nine  to 18 months , meaning tha t Aligned will poss ibly begin taking se rvice  unde r the
I-ILP -3 ra te  by doe  Fa ll of 2018

e d  will o s s ib l e  . ta ke n se rvice  unde r

AP S  ha s  sufficie nt ge ne ra tion ca pa city a nd re se rve s  to se rve  Aligne d. The  ma rgina l cos t to
se rve  Aligned a rise s  primarily from due  Company's  cos t of fue l, and die  ra te s  in the  ES A will not only
cove r the  cos t to se rve  Aligne d, but e xce e d the  Compa ny's  ma rgina l cos t. In a ddition, the  propose d
HLF-3 ra te  include s  a ll curre nt a pplica ble  a djus tors  for the  Compa ny's  e xtra -la rge  ge ne ra l s e rvice
cus tomers .

In re sponse  to a  da ta  request, AP S  indica ted tha t lower ra te s  for High Load Factor customers
will shift some  cos ts  to othe r e xtra -la rge  cus tome rs  in a  ne w ra te  ca se , but dla t such a  shift is  cos t-
based.

"The  high loa d fa ctor pricing sche dule s  a nd the  Extra -High Loa d Fa ctor
ra te  schedule  a re  cos t ba sed ra te s  which crea te  a  new subcla ss  within die
Extra -La rge  cus tome r group. This  sub-grouping cre a te s  a  more  pre cis e
cos t a lloca tion to de ve lop the  cos t to s e rve  high loa d fa ctor cus tome rs .
While  this  process  necessa rily re sult in othe r extra -la rge  customers  paying
s lightly more , it is  a  more  a ccura te  re fle ction of the  cos t to s e rve  the se
othe r extra -la rge  customers  tha t do not have  a  ve ry high load factor."

Extra High Load Factor Tariff

Aligned has  the  right to te rmina te  the  ESA in orde r to take  se rvice  under a  genera lly ava ilable
ra te , such as  the  recently filed Extra  High Load Factor ("EHLF") ra te  (included in APS  ra te  applica tion
E-01345A-16-0036). Te rmina tion would re quire  30 da ys ' writte n notice .

Microgrid Project

To e nha nce  re lia bility, Aligne d ha s  ba ckup ge ne ra tion in a  microgNd configura tion. AP S  is
sharing costs  with Aligned to deve lop a  62.5 MW diese l microgrid project wide  a  new 69 kW enhanced
ca pa bility subs ta tion. AP S  ha s  indica te d tha t this  microgrid proje ct will not only provide  ba ckup for
Aligne d, but ca n be  us e d a s  a  cos t-e ffe c tive  s ys te m  ca pa city re s ource  for the  be ne t of a ll AP S
customers .

ll Lu ll\ulI
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Ana lys is  a nd Re comme nda tion

Sys tem Benefits  and Decis ion No. 73183 (Economic Opportunities ). Staff recommends dart
the ESA with Aligned be approved. The experimental high load factor ra te  is  reasonable  for Aligned
because it represents  the appropriate rate for a  very high load factor cus tomer. Very high load factor
customers  make more efficient use of exis ting infrastructure, randier than creating a demand for more
genera tion, and diereby help to reduce  the  overa ll cos t of serving cus tomers . In addition, the  ESA
proposed in the  applica tion would be  cons is tent with the  provis ions  of Decis ion No. 73183, which
a uthorize d AP S  to purs ue  e conomic opportunitie s  through the  us e  of Commis s ion-a pprove d
contracts .

Qdier Benefits. Aligned currently has five employees at the data center, but anticipates  having
an additional 15 by the end of 2016. Aligned also has  four dozen contractors  in place at the present

e, including employees  involved in engineering, construction, operations  and security. Aligned will
a lso contribute  additiona l s a les  and property taxes . In addition, APS be lieves  dirt Aligned has  the
potential to increase its  business  in the Company's  territory and that additional locations  are poss ible,
s ince Aligned is  a  'build to suit' data  center provider to global corporate clients .

Fa ir Va lue  Implica tions

Staff has  also analyzed this  application M terms of whether there were fait value implications .
In Decis ion No. 73183, is sued on May 24, 2012, the  Commiss ion de te rmined the  fa ir va lue  of the
APS jurisdictional rate base to be 3$8,167,126,000. That determination is  appropriate for purposes  of
this  analys is . Compared to APS's  total revenues , any revenue impact from dies  agreement would be
De mini/nzff,and any impact on APS's  fait value rate base and rate of return would also be De winzkfzzzii

Impact of Special Contracts

APS utilized a cost based approach to the pricing structure proposed in its application. The
proposed change in oNce only affects revenues to APS. Also, Staff recommends dart due Commission
specify in its Order Mat approval of die agreement at this time does not guarantee any future
raternaking treatment of the agreement with Aligned.
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Recommendations

Sta ff recommends Mat the  Electric Service  Agreement will Aligned Data  Cente rs , LLC be
approved.

ra temakjng treatment of the  agreement will Aligned Data  Centers,
Staff recommends that approval of the agreement at this time does not guarantee any future

LLC.

"Q
/ s i"

Thomas M. Broderick
Dire ctor
Udlide s  Divis ion

TOMB:jmk:nr\ C

ORIGINATOR: Julie  McNee1y-Kixwan
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On aNs 24th day of August, 2016, due foregoing document was filed wide Docket Control as a Utilitie s
Divis ion Memorandum & Proposed Qrder, and copies of the foregoing were mailed on behalf of the
Utilities  Division to the  following who have not consented to email service . On this  da te  or as  soon
as  poss ible  the rea fte r, the  Commiss ion's  eDocke t program will automa tica lly ema il a  link to the
foregoing to the following who have consented to email service.

Me lis s a  Kruge r
P INNACLE WES T CAP ITAL CORP ORATION
400 North Fifth Stree t
MS 8695
Phoenix, Arizona 85004

J a Me s  Alla rd
Chief Counsel, Legal Division
Arizona  Corpora tion Commission
1200 West Washington Street
Phoenix, Arizona 85007

Thomas M. Broderick
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commission
1200 West Washington Street
Phoenix, Arizona 85007

Dwight Nodes
Chief Adrninistta tive Law Judge,
Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007-2927
HearingDivision@,ag<;c.gQv
Consented to Semlce by Email

By: 5
Nanisha Ross
Admin Support Specialist
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1 BEFORE THE ARIZONA CORPORATION COMMISSION

2

3

4

5

6

DOUG LITTLE
Chainman

BOB STUMP
Commissioner

BOB BURNS
Commissioner

TOM FORESE
Commissioner

ANDY TOBIN
Commissioner
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9

DOCKET NO. E-01345A-16-0131

DECISIQN NO.

ORDER10

IN THE MATTERQF THE APPLICATION
OF ARIZONA PUBLIC SERVICE
COMPANY FOR APPROVAL OF ITS
ELECTRIC SERVICE CONTRACT WITH
ALIGNED DATA CENTERS, LLC.

11

12 Open Meeting
September 7 and 8, 2016
Phoenix, Arizona13

14 BY THE COMMISSION:

15 FINDINGS OF FACT

16 Arizona Public Service Company ("APS" or "Company") is certificated to provide electric

17 service as a public service corporation in the State of Arizona.

18 Background

19 2.

20

21

On April 19, 2016, APS Bled to request the Commission's approval of its experimental

high load factor ("HLF-3") pricing structure contract with Aligned Data Centers, LLC ("Aligned"). The

contract covers only the Aligned location at 2500 West Union Hills Avenue in Phoenix. Aligned is

22 currently being served by APS at only this location.

3.23 Aligned is a new APS customer and is constructing a data center in North Phoenix.

24

25

26 4.

27

28

Aligned anticipates being a very high load factor customer, similar to two other large data centers in the

APS service territory with special contracts approved by the Commission.

Under the terms of the electric service agreement ("ESA") addressed in this application,

in order to achieve commercial operation, Aligned must meet a specified threshold requirement and

monthly load factor. Once this threshold is achieved, Aligned would be served under the HLF-3 Pricing

_ll llllll l lll-_1l_lll lllll Illllll III II
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1 S tructure , if this  ra te  is  a pprove d by the  Commiss ion. As  a  ne w bus ine ss , the  doing for whe n Aligne d

2 meets the threshold is uncertain.

3 5.

4

5

6

7

8

Aligned is currently served under the E-32 S rate schedule, for a small pump, and the E-

32 M rate schedule, for the building where construction is taking place. When Aligned enters its Initial

Start-Up Period, estimated at early 2017, it will be served under the E-32 L rate schedule and may also

be served under the E-34 or E-35 rate schedules during periods when it does not meet the requirements

set in the contract. Ramp up to a load factor consistency exceeding 90 percent could take approximately

nine to 18 months, meaning that Aligned will possibly begin taking service under the HLF-3 rate by die

9 Fa ll of2018.

10 6.

11

12

13

APS has sufficient generation capacity and reserves to serve Aligned. The marginal cost

to serve Aligned arises primarily from the Company's cost of fuel, and the rates in the ESA will not only

cover the cost to serve Aligned, but exceed the Company's marginal cost. In addition, the proposed

HLF-3 rate includes all current applicable adjustors for the Company's extra-large general service

14 customers .

15 7.

16

17

18

19

20

2 1

In response to a data request, APS indicated that lower rates for High Load Factor

customers will shift some costs to other extra-large customers in a new rate case, but that such a shift is

cost-based. :EThe high load factor pricing schedules and the Extra-High Load Factor rate schedule are

cost based rates which create a new subclass within the Extra-Large customer group. This sub-grouping

creates a more precise cost allocation to develop the cost to serve high load factor customers. While

this process necessarily result in other extra-large customers paying slightly more, it is a more accurate

reflection of the cost to serve these other extra-large customers that do not have a very high load factor."

22 Extra  Hig h  Lo ach  REac to r_Ia riff

23

24

25

Aligned has the right to terminate the ESA in order to take service under a generally

available rate, such as the recently filed Extra High Load Factor ("EHLF") rate (included 'm APS rate

application E_01345A_16-0036). Termination would require 30 days' written notice.

26 Mic ro g rid  P ro je c t

27

28

9. To enhance reliability, Aligned has backup generation in a microgrid configuration. APS

is sharing costs with Aligned to develop a 62.5 MW diesel microgrid project with a new 69 kW enhanced

De cis ion No .

8.

I'll
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1

2

capability substation. APS has indicated that this microgrid project will not only provide backup for

Aligned, but can be used as a cost-effective system capacity resource for the benet of all APS

3 customers .

4 Analysis and Recommendation

5 10. System Benef i ts and Decision No. S ta ff ha s

6 re comme nde d tha t the  ES A vldth Aligne d be  a pprove d.

73183 (Economic Opportunities).

The experimental high load factor rate is

7

8

9

1 0

1 1

reasonable for Aligned because it represents the appropriate rate for a very high load factor customer.

Very high load factor customers make more efficient use of existing infrastructure, rather than creating

a demand for more generation, and thereby help to reduce the overall cost of serving customers. In

addition, the ESA proposed in the application would be consistent with the provisions of Decision No.

73183, which authorized APS to pursue economic opportunities through the use of Commission-

12 approved contracts.

13 11.

14

15

16

17

18

Qther Benefits. Aligned currency has Ive employees at the data center, but anticipates

having an additional 15 by the end of 2016. Aligned also has four dozen contractors in place at the

present time, including employees involved in engineering, construction, operations and security.

Aligned will also contribute additional sales and property taxes. In addition, APS believes that Aligned

has the potential to increase its business in the Company's territory and that additional locations are

possible, since Aligned is a 'build to suit' data center provider to global corporate clients.

19 Fa ir  Va lu e  Im p lic a tio n s

20 12.

2 1

22

23

24

Staff has also analyzed this application in terms of whether there were fair value

implications. In Decision No. 73183, issued on May 24, 2012, the Commission determined the fair

value of the APS jurisdictional rate base to be $8,167,126,000. That determination is appropriate for

purposes of this analysis. Compared to APS's total revenues, any revenue impact from this agreement

would be De nzinimuf, and any impact on APS's fair value rate base and rate of return would also be De

25 mifzifnus.

26 Impa c t of S pe c ia l Contra c ts

27 13.

28

APS utilized a cost based approach to the pricing structure proposed in its application.

The proposed change in price only affects revenues to APS. Also, Staff has recommended that die

De cis ion No.
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1

2

3

Commission specify in its Order that approval of the agreement at this time does not guarantee any

future ratemaking treatment of the agreement with Aligned.

CQNQLUSIONS OF LAW

4 1 . Arizona Public Service Company is an Arizona public service corporation within the

5 meaning of Article XV, Section 2, of the Arizona Constitution.

2.6 The Commission has jurisdiction over Arizona Public Service Company and over the

7

8 3.

9

subject matter of the application.

The Commission, having reviewed the application and Staffs Memorandum dated August

25, 2016, concludes that it is in the public interest to approve the APS Electric Service Agreement with

10 Aligned Da ta  Cente rs , LLC, as  discussed he re in.

11 ORDER

12 IT IS  THE RE F O RE  O RDE RE D tha t the  E le c tric  S e rv ic e  Agre e m e nt with  Aligne d  Da ta

13 Cente rs , LLC is  approved.

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

De cis ion No.
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1

2

3

IT IS FURTHER GRDERED that approval of the agreement at this time does not guarantee

any future ratemaking treatment of the agreement with Aligned Data Centers, LLC.

IT IS FURTHER ORDERED that this Order shall take effect immediately.

4

5

6

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

7

8

9

10 COMMIS S IONE R FORE S E COMMISSIONER TOBIN COMMISSIONER BURNS

11

IN WITNESS WHEREOF, I, ]EDI JERICH, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be fixed at the Capitol, in the City of Phoenix,
this day of _ -_, 2016.

JODI JERICH
EXECUTIVE DIRECTOR

12

13

14

15

16

17

18

19 DISSENT:

20

21

22 TOMB:jmk:nr/WVC

DISSENT:

23

24

25

26

27

28

Decision No .
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1 S ERVICE LIS T FOR: Arizona  P ublic S e rvice  Compa ny
Docke t No. E_01345A-16_0131

2

3

4

5

Melis s a  Kreuge r
P INNAC LE  WE S T C AP ITAL C OR P OR ATION
400 N. Fifth S t
MS  8695
P hoe nix Arizona  85004

6

7

8

Janice Allard
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix Arizona 850079

10

1 1

12

Thomas M. Broderick
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix Arizona 85007

13

14

15

16

17

Dwight Nodes
Chief Administrative Law judge,
Hearing Division
Arizona Corporation Commission
1200 West Washington Street
PhoenNi Arizona 85007-2927
HeaNngDivision@azcc.gov
Consented to Service by Email

1 8

1 9

20

2 1

22

23

24

25

26

27

28

De cis ion No .


