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Comments on Electric Industry Restructuring
Land and Water Fund of the Rockies

J une  28, 1996

These  comments  on e lectric industry res tructuring respond to the  s ta ff's  reques t in Docke t

No. U-0000-940-165. Our comments  firs t brie fly eva lua te  die  objectives  se t forth in the  s ta ff filing.

We then present our perspective  about how well severa l diffe rent industry res tructuring paradigms

can achieve  these  objectives . We conclude  by cautiously suggesting tha t the  ACC consider a  re ta il

compe tition pilot.

1 . Objectives

We support the  nine  objectives  identified by S ta ff. In particula r, we  be lieve  tha t the  e lectric

industry in Arizona must be structured in a way that promotes public interests such as renewable

re s ource s , e ne rgy e fficie ncy, e quity for low-income  cus tome rs , a nd e nvironme nta l prote ction.

Indeed, Arizona  is  currency experiencing very rapid growth. As a  result of this  growdi, we  es timate

tha t Arizona  will ne e d clos e  to 3,000 MW of ne w ca pa city by the  ye a r 2015. Clean ene rgy

technologies offer Arizona an economically and environmentally a ttractive  approach for meeting this

demand in a  way tha t increases  jobs  in Arizona  and equitably dis tributes  the  cos ts  and benefits  of

growth .

11. Available Paradigms

In our view, there  are  two viable  paradigms for obta ining due  nine  objectives identified in the

s ta ff report: (1) ma intenance  of the  current s itua tion of regula ted monopoly, and (2) a  more  rapid

shift to e nha nce d compe tition involving the  functiona l unbundling or disa ggre ga tion 'of e xis ting
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ve rtica lly inte gra te d utilitie s . A third pote ntia l a lte rna tive  - re la xing  re gula tory ove rs ight, while

mainta ining ve rtica lly integra ted monopolie s  - produces  a  s itua tion of unregula ted monopoly and

should be  re jected. We brie fly discuss  each of these  a lte rna tives .

Regulated Monopoly

This  ca te gory is  the  clos e s t one  to the  curre nt indus try s tructure . This  pa ra digm  would

continue  pre s e nt da y re gula tory a pproa che s  to influe ncing the  be ha vior of ve rtica lly inte gra te d

monopolie s , including s treamlined approaches  to re s ource  planning, ra te  s e tting, and trans mis s ion

line and generation siring. In addition, incentive or "performance based regulatory" Mechanisms

would be  used to promote  specific utility behaviors  to achieve  ce rta in goa ls  and objective s . This

approach, however, would focus  on deve loping new regula tory approaches  tha t a re  cons is tent with

ma na ging utility ma rke t powe r give n the  cha nging conditions  in the  indus try. Through the se

approaches, we believe that the industry can continue to promote public interests such as energy

efficiency, renewable  resources , and environmenta l protection.

Enhanced Competition

This  pa ra digm .... involving  dis a ggre ga tion a nd re ta il whe e ling  - would s e g re ga te  the

competitive  aspects  of the  present-day electric utility bus iness  from time monopoly aspects . Thus , the

delivery , or distribution system (including most transmission assets) , would remain under regula tion.

The ene rgy s upply bus ines s would be fully segregated, or s pun-off, into a com pe titive  profit-

maximizing ente rpris e . The  trans ition may be  made  le s s  abrupt with a  long-te rm contract be tween

the  ne w ge ne ra tion a nd T&D e ntitie s . Alte rna tive ly, through e xte ns ive  re gula tion of T&D a cce s s

and pricing, it may be  pos s ible  to- functiona lly unbundle  the  exis ting .ve rtica lly integra ted utilitie s .

In addition, this  paradigm would develop methods  to le t re ta il cus tomers , on some incremental bas is  ,

2



4

q*

~-~-.,_

have  direct access  to wholesa le ' power marke ts  - so-ca lled re ta il whee ling.

S e ve ra l a pproa che s  could be  use d within this  pa ra digm to promote  cle a n e ne rgy. For

e xa mple , a  tra nsmis s ion or dis tribution volume tric cha rge  could ra is e  funds  to ma inta in e ne rgy

e fficie ncy, re ne wa ble  re source , low-income , a nd e nvironme nta l prote ction e fforts . In a ddition, in

a  re ta il whe e ling e nvironme nt Me re  ma y be  oppormnitie s  to dire ctly ma rke t cle a n powe r to re ta il

customers . Thus, due  marke t itse lf could he lp promote  clean power.

Unregula ted Monopoly

This  pa ra digm would re duce  or e ve n e limina te  re gula tory ove rs ight, a llowing e le ctricity

supplie rs  to remain ve rtica lly integra ted with wide  la titude with respect to resource  planning, ra tes ,

tariffs and contracts . This  could re sult, however, in the  poss ibility tha t ve rtica lly integra ted utilitie s

could use  their monopoly power over transmission and distribution facilities" to provide  a  competitive

advantage  for the ir genera tion asse ts . Indeed, this  approach a llows utilities  to make ra te , s iring, and

resource  acquisition decisions consistent with whatever financia l incentives currently exist. As such,

it provide s  no gua ra nte e s  tha t utilitie s  would prote ct public inte re s ts  such a s  e ne rgy e fficie ncy,

renewable  re sources , and environmenta l protection. As  a  re sult, we  be lieve  tha t this  approach is

incons is tent with the  public inte res t, is  poor public policy, and should be  re jected.

111. Evaluating the Various Paradigms

To gain a  better understanding of each of due paradigms, we evaluate  deem against the nine

public policy obje ctive s  ide ntifie d by the  s ta ff. The  following ta ble  s umma rize s  the  re la tive

effectiveness wide which these general paradigms address the key objectives .
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S TAFF OBJ ECTIVES /P ARADIGMS Re g Mon Un rig  Mo n Compel

Enhanced Competition (1) M L H

Utility Inve s tors  (2) M H M

Open to A11 (3) H L M

Sys tem Re liability (4) H H M

Limiting Ma rke t P owe r (5) M L H

Marke t Solutions  (6) L L H

Renewable Resources (7) H L H

Public INterests  (8) H L H

Equity for a ll (9) H L M

s
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H: Highly e ffective
M: Moderate ly effective
L: Not ve ry e ffective

Based on this  review of each of the  paradigms, the  LAW Fund can support e ither a  s itua tion

of regulated monopoly or enhanced competition. Indeed, we believe that our Core environmental and

odder public interest objectives can be  protected in e ither paradigm wide appropria te  regula tory and

legislative attention. Despite  this flexibility, however, we oppose due creation of a  situation of

unregula ted monopoly. We be lieve  tha t this  s itua tion crea tes  Me possibility fla t vertica lly integra ted

utilitie s  ca n us e  the ir control ove r monopoly T&D fa cilitie s  to  provide  a n unfa ir compe titive

advantage . As  a  re sult, we  be lieve  tha t regula tors  and legis la tors  should re ject this  a lte rna tive  a s

being poor public policy.

IV. LAW Fund S ugge s tions  for Re ta il Compe tition

If the  Commission were  committed to further exploring how a  re ta il competition regime could
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be  implemented, the  LAW Fund cautiously recormnends a  limited pilot for two to three  years  a long

the  lines  jus t be ing implemented in New Hampshire , From an environmenta l pe rspective , the  pilot

ca n be  de ve lope d to e mploy a  wire s  surcha rge  to fund e ne rgy e fficie ncy, re ne wa ble  re source s ,. a nd

low-income weatheriza tion e fforts . In addition, a  limited re ta il whee ling pilot a lso provides  supplie rs

with an opportunity to sell clean energy to "green" customers .

F rom  a  c ons um e r pe rs pe c tive  the  p ilo t c ou ld  be  c on fine d  to  a  s m a ll e nough  g roup  o f

customers that the overall impact on any uti l i ty's demands, revenues, and costs is negligible.

Moreover, by developing a  pilot, a ll classes of customers can participate , ra ther Dian just the  largest

ones. Also, a  wire s  cha rge  could be  use d to a llow utilitie s  to re cove r a ny s tra nde d cos ts  a s socia te d

with the  e xpe rime nt, if de e me d a ppropria te  by re gula tors  . Thus , a  limite d re ta il whe e ling pilot ha s

a number of attractive aspects to it.

Ne ve rthe le ss , a  pilot a lso ra ise s  se ve ra l conce rns . The re  ma y be  le ga l a nd jurisdictiona l

is sue s  surrounding the  imple me nta tion of such a  pilot. For e xa mple , utilitie s  curre ntly ha ve  le ga lly

prote cte d m onopoly fra nchis e  s e rvice  te rritorie s  a nd s e ve ra l le ga l cha nge s  m a y be  ne ce s s a ry ro

imple me nt a  pilot. In a ddition to the  le ga l conce rns , a  s ma ll pilot ma y not be  s ufficie nt to cre a te  a

re a l ma rke t tha t would ge ne ra te  the  price  a nd odde r informa tion ne ce s s a ry to de ve lop a  full-s ca le

s che me  for imple me nting re ta il compe tition. F ina lly,  the re  a re  like ly to  be  m e te ring  a nd  o the r

monitoring is sue s  tha t ma y be  difficult to de a l wide  in the  conte xt of a  sma ll-s ca le  pilot.

Co n clu s io n

The LAW Fund believes its  core  environmenta l objectives can be  promoted in e ither a  re ta il

com pe tition  or a  re gula te d  m onopoly pa ra d igm . If th e  C o m m is s io n  is  c o m m itte d  to  fu rth e r

inve s tiga ting re ta il compe tition, on ba la nce  we  be lie ve  dirt a  re ta il whe e ling pilot ha s  me rit.

5



)

-1

* \ u *

»

BEFORE THE ARIZONA CORPORATION COMMISSION

RENZ D. JENNINGS, Chairman
MARCIA WEEKS, Commissioner
CARL KUNASEK, Commissioner

IN THE MATTER OF ELECTRIC
INDUSTRY RESTRUCTURING IN THE
STATE OF ARIZONA

)
)
)

Docket No. U-0000~94-165

CERTIFICATE OF MAILING

I hereby certify that the original and 10 copies of the LAND
AND WATER FUND OF THE ROCKIES' COMMENTS IN THE ABOVE CAPTIONED
MATTER were sent by Federal Express to the Docket Control Division,
Arizona Corporation Commission, 1200 West Washington Street,
Phoenix, AZ 85007, this 27th day of June, 1996, and a true and
correct copy of the above was placed in the United States mail,
postage pre-paid, this 27th day of June, 1996, addressed to the
following:

Director
Co.

Consumer

Steven Glaser, Esq.
Tuscon Electric Power
220 West Sixth Street
P.O. Box 711
Tuscon, AZ 85701

Greg Patterson,
James p. Beebe
Staff Attorney
Residential Utility
Office
15 South 15th Avenue
Phoenix, AZ 85007 .

Suite 104

I #1200
Action

Stephen Ahearn
AZ Dept. of Commerce
State Energy Office
3800 n. Central Ave.
Phoenix, AZ 85012

Betty K. Pruitt
ACAA Energy Coordinator
Arizona Community
Association
67 E. Weldon, Suite
Phoenix, AZ 85012

310

Barbara Klemsteine
Arizona Public Service Co.
Law Dept., Station 9829
P.O. Box 53999
Phoenix, AZ 85072

David Berry
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

' x


