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Overview:

Garkane Power Association is a Utah Nonpfofit Cooperative Association providing electricity to
approximately 7,000 customers in Utah and 400 customers in Northern Arizona. Due to the
relatively small number of Arizona customers served by Garkane, and the limited number of staff
resources at the cooperative, Garkane has not been an active participant in the workshops, task
forces, etc., convened with respect to Phase I of the investigation. As the Commission Staff now
considers whether and how to develop a proposal introducing retail competition in the electric
industry, Garkane offers the following opinion;

The business of generating and distributing electricity is capital intensive. Utilities formed in the
late 1800s and early 1900s understood this and the relationships between costs, rates, and the
number of customers. A competitive marketplace for electricity existed prior to the mid 1930s. The
result, no universal guarantee of affordable electric service and monopoly abuses that soaked
consumers so badly Congress and state legislatures imposed our current system of electric utility
oversight to protect consumers. Moreover, most of rural America was left in the dark as utilities
refused to string wires to unprofitablerural areas. As the desire for electricity on farms and beyond
city limits grew, the Rural Electrification movement began and Rural Electric Cooperatives like
Garkane Power Association were formed. We believe Garkane Power Association excels in
operating electric generation, transmission and distribution systems in rural south central Utah and
northern Arizona.

At first glance, electric utility deregulation may appear very attractive. Advocates argue that
consumers should be free to choose their power supplier. This concept -- generally called retail
wheeling -- could be fraught with problems for consumers.

The role of regulating Arizona’s utilities has not changed with the advent of competition as we
understand it today. The Commission’s charge has been and will remain, looking at what is best
for customers. Until every customer has access to the same choices regardless of geographic
location, rural or urban, pressure will continue for regulation. Advancing full scale competitionand
retail wheeling could turn back the clock on a regulatory system designed to protect electric
customers of all classes.

Regulatory Compact:

Regulation was deemed an appropriate method of balancing the interests of the public and the
utilities supplying the service. Obligations were placed on regulated utilities which were seen to
be in the interest of the public they served. General obligations included:
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- Public utilities must supply service to all who request it;
- Prices charged by utilities must be fair and reasonable;

- Service to customers must not be discriminatory; and

- Service must be safe and adequate.

In exchange for these obligations, general privileges were provided for utilities:

- Exclusive service territories have been granted;

- Utilities can earn a fair return;

- Utilities can impose fair restrictions on the service provided, such as disconnection for
nonpayment (under regulated terms);

Service Territories:

In Arizona and most other states, laws currently exist to define or protect the service areas of
existing utilities. Most of these laws were designed to avoid duplication of facilities. When these
laws were established, it was not envisioned that power delivery would or should be a separate
activity from operating and maintaining the wires and poles needed to distribute electricity. Many
discussions across the nation focus on the future need for these defined areas and the monopolies
they create.

If service boundaries are removed, allowing full retail competition, companies will choose to serve
customers who provide the best profit. Electric utilities, even those from out-of-state, will be
allowed to “cherry pick” the biggest, most profitable loads. Big industries that use a lot of electricity
will save money under a de-regulated fully competitive scenario. But small businesses and
residential consumers probably won’t be able to tap into the low cost power market. Those
customers, left behind on a system after big industrial customers leave, could ultimately pay more
to help cover the expenses associated with poles, wires, etc., built to supply power to the industrial
customer.

Stranded Investment:

One of the potentially significant issues facing the changing electric utility industry is stranded cost
or stranded investment. If defined service territories are removed and customers are allowed to
select their preferred provider, the costs incurred by the existing utility may not be collectable from
that customer through utility rates. In a competitive market, new participants may not incur the cost
burdens from past investments or regulations allowing them to charge lower overall prices. This
may lead to an inefficient operating environment that could cause higher prices in the long run.
Moreover, the unprofitable suppliers may defer expenses in an effort to become competitive. This
may lead to deteriorated or inadequate capacity because of premature plant closings, deferred
maintenance resulting in unreliable service, or bankruptcy.
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Retail wheeling will give large industrial consumers even greater leverage than they already enjoy.
This will enable them to extract lower rates from utilities, but these utilities will continue to have
very substantial fixed costs just as they have today. Unfortunately, if retail wheeling is mandated,
those fixed costs will be increasingly borne by residential consumers. Large industrial customers
could easily shop the market and switch suppliers to obtain the lowest rate, but households would
not necessarily enjoy the same leverage.

Residential consumers served by relatively small electric utilities, such as rural electric
cooperatives, are particularly vulnerable to rate increases. These small utilities have relatively few
large industrial consumers of electricity. If these large loads are lost as a result of retail wheeling,
the remaining residential consumers of these small utilities could be hit very hard.

Obligation to Serve:

Should retail wheeling options be unilateral, or should utility companies be allowed to choose whom
they will serve as well? With retail wheeling it will become difficult for a utility to continue serving
unprofitable areas - places served by most Rural Electric Cooperatives. Furthermore, if the
obligation to serve remains with the existing utility while the customer is free to choose, over time
the utility will cease to exist.

Safety and Reliability:

Competition will force electric utilities to make cutbacks in the number of employees and in system
maintenance. This will affect the safety and reliability of electricity coming into homes and
businesses.

At a time when consumers are demanding more “customer service” we see numerous examples
across the country of utility companies actually decreasing the services offered to the residential
customer at the end of the line. How will reliability even be measured if the “utility of last resort”
becomes dependent on a variety of suppliers wheeling power to the ultimate consumer?

Some courts have ruled electricity is a product and subject to product liability. Who will bear the
responsibility for educating the public on matters of safety around electricity?

Wholesale versus Retail:

The Energy Policy Act of 1992 encourages increased wholesale competition and the electric
industry is responding. Wholesale electric rates, where wholesale power costs can represent some
70 percent of the typical electric bill, are already on the decline. Unlike retail wheeling, the benefits
derived from wholesale wheeling are shared by all consumers served by utilities, rather than
accruing to a privileged class of industrial end users most able to take advantage of a competitive
market. Wholesale wheeling opens the bulk power market to investor-owned utilities (IOUs),




Arizona Corporation Commission 4
Docket No. U-0000-94-165

Garkane Power Association, Inc.

June 26, 1996

municipal utilities and rural electric cooperatives, as well as independent power producers and
qualified facilities. These entities serve all consumers. Wholesale competitionthus results in greater
efficiencies and fairness to all rate classifications.

Retail wheeling frustratesthe load forecastingand long range planning processes of capital intensive
utilities. Wholesale wheeling allows each utility to retain a well-defined service area and consumer
base that permits effective load forecasting and planning. The power grid was not designed to
accommodate multiple generators contracting independently with industrial customers. The effects
of retail wheeling on this system are unknown.

Residential and small business customers must be given fair consideration and treatment in the
apparent transition to an era of increased competitionand less regulation. Everyone should realize
benefits. Retail wheeling may bring benefits to the few at the expense of many.

Telecommunications versus Electric Industry:

Certain interest groups argue that if Congress can mandate the deregulation of the
telecommunications industry, it should do the same for the electric utility industry. The two
industries, however, are different in their technology and the services they provide to the public.

First, there are no technologies currently available to deliver reasonably priced electricity to the

ultimate consumer other than the transmission and distribution "wires" now in place. Duplication
of such a "wires" network would be extremely expensive and would raise complex environmental,
zoning and aesthetic issues. Hence, strong competition in the transmissionand/or distribution sector
of the electricity industry is highly unlikely. Further, electricity, in today's society, is often termed
a necessity, not an amenity by many consumer advocacy groups.

Pressure for retail wheeling through deregulationis coming from a few customers who are seeking
lower rates at the expense of other customer classes.

Customer Choice:

“Energy choice” at the retail level already exists. Consumers right now make choices in what fuels
they use to heat and power their homes or businesses. Already consumers determine how and when
they use electricity, and what types of energy efficiency measures to adopt. Businesses looking to
relocate already choose sites based on the cost of electricity. Moreover, many industrial customers
also choose between co-generation, self-generation, or another utility. Disbursed generation and
fuel cells development will provide even more future options for customers.

The unprecedented rate at which large utilities are merging to prepare for competition does not
signal more choices for consumers, rather it indicates the creation of even larger geographic
monopolies. Thus, in a truly competitive marketplace, smaller utilities may be unable to compete
against the larger utilities - thereby eliminating choice.
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Garkane’s Arizona Electric Rates:

In some parts of the country electric utility rates are cited as one of the negative factors affecting
new business development. Clearly this is not the case with Garkane’s Arizona customers.
However, with their relatively low rates compared to some other states, Garkane ratepayers may
suffer from an effort to level electric rates across the country. At Garkane we believe our strategic
plan makes us a competitive factor in Arizona and Utah’s energy future without deregulation of the
industry.

Federal versus State:

How will Arizona deal with federal efforts -- congressional or regulatory -- to preempt state
government authority and federally mandate the deregulation of the retail sector of the electric
utility industry? Rep. Dan Schaefer (R-CO), chairman of the House Energy and Power
Subcommittee, is introducing electric utility restructuring legislation which would require all states
to allow retail wheeling.

The states currently regulate the retail sale of electricity, as well as the siting of generation and
transmission facilities. Currently, over two-thirds of the states are examining the issue of retail
competition and industry restructuring through their legislatures or state public utility commissions.
Federally mandated retail wheeling legislation could "federalize" these important functions, leaving
the states with no real role in determining the future of an industry vitally important to each and
every state's economy and environment.

FERC’s goal is to remove impediments to competition in the wholesale bulk power marketplaceand
to bring more efficient, lower cost power to the Nation’s electricity consumers. Suppliers of
electricity want that too, but they also have a goal of maintaining a reliable and safe electric system.
State Legislatures and Utility Commissions operate close to the public they serve and must be
responsive to residential and small business users. The effect of deregulation on small customers
may not get appropriate attention from the FERC.

Need for In-Depth Study of Costs and Benefits:

The benefits of wholesale competition are clear. However, the costs of restructuring the distribution
sector to allow retail wheeling would be substantial and the benefits questionable. Before moving
ahead with pilot programs in Arizona to promote competition, the Commission should ensure a
thorough study of:

* The impact on current utility investment in generation, transmission and distribution
facilities;

* The increased transaction costs associated with full "customer choice";
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* The impact of the loss of local utility franchises on the future financing of needed
transmission and distribution lines;

* The estimated cost of reimbursing utilities for the "taking" of their franchise rights;

* The adverse effects on reliability, quality of service and safety;

* The impact of rate shifting with small customers required to provide an increased share of

the total utility revenue, while large customers use their leverage to reduce their rates to the
absolute minimum.

Summary:

In summary, the “new utility world” must be fair to all ratepayers and to all of the service areas of
the state’s utilities. Other states have already determined full scale competition at the retail level
isn’t workable now nor is any other restructuring of the industry in the best interests of residents.
The Arizona Commission would be wise to continue its review of the work being done in other
states. If Arizona initiates changes which incorporate retail wheeling to the distribution level and
other states do not, the result could be stranded facilities, loss of jobs, and higher utility rates.

Obviously any business is in favor of less regulation. The Corporation Commission’s jurisdiction
over safety, reliability, and territorial protection has played an integral role in the maturation of
electric utilities in Arizona. Careful consideration should be given to these areas before hasty
decisions are made to benefit investors outside the state of Arizona.

Garkane Power Association takes pride in its record of providing high quality electric service and
its reputation of community involvement to improve economic growth and the quality of life. Rural
Electric Cooperatives should not now be forced into drastic action that jeopardizes these services
under the banner of competition. While competitive rates are important, and we are competitive,
other issues also constitute the value of a utility to its customers, especially in rural areas where
costs of service are higher per customer than in urban areas. At Garkane and other Rural Electric
Cooperatives, decisions are made in the best interest of the member-owners, not shareholders.

There are those who contend retail wheeling and deregulation will come regardless of regulatory
positions because the market will demand it. This may be the case, however, the “market” can be
broken into various segments. While some suppliers of electricity focus on becoming the least cost
provider and embrace the idea of retail wheeling, others look to provide service to the end of the line
customer. What is good for one segment may have devastating effects on another. Minor
adjustments, however, could be made to the benefit of everyone. This then becomes the task of a
regulatory commission - back to the original mission: protecting all classes of consumers.
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