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L INTRODUCTION

The primary purpose of this rebuttal testimony is to respond on behalf of AES
NewEnergy, Inc. (“AES NE”) and Strategic Energy L.L.C. (“Strategic Energy”) to the
initial testimony filed by Tucson Electric Power Company (“TEP”) with regard to certain
“Track A” issues. In this testimony, I will focus on certain retail electric competition issues
raised in TEP’s testimony, specifically, TEP’s proposal that all residential customers and
commercial and industrial (“C&I”) customers with loads under 3 MW be “excluded from
retail competition.””

AES NE is America’s leading retail electric provider, serving commercial and
industrial customers in California, Texas, Illinois, Ohio, Pennsylvania, Maryland,
Delaware, New Jersey, New York, Massachusetts, Rhode Island, New Hampshire and
Maine. On April 21, 1999, the Arizona Corporation Commission (“Commission”) granted
NEV Southwest, L.L.C.’s* application for a Certificate of Convenience and Necessity
(“CCN™) to supply competitive services as an electric service provider. AES NE is a
wholly-owned subsidiary of the AES Corporation (NYSE: AES), a leading global power
company comprised of competitive generation, distribution and retail businesses around the
world.

Strategic Energy is currently providing competitive retail energy services
throughout North America and is a potential energy service provider in Arizona and.
Founded in 1986, Strategic Energy serves over 19,000 customers across the nation and is
dedicated to serving end-users’ energy needs.

The Commission should reject TEP’s proposal to deny customer choice to all of
Arizona’s residential customers and to C&I customers with load requirements less than 3
MW. If the Commission were to approve such an anti-competitive proposal, the end result
for retail competition in Arizona would be the same as if the Commission acted to repeal
the Retail Electric Competition Rules adopted in September 1999 -- it would be the death
knell to retail competition in Arizona. AES NE and Strategic Energy are gravely concerned
that TEP’s proposal is a poorly disguised attempt to derail retail competition before it has

been given a fair opportunity to get off the ground. The Commission must do everything in

! Initial Testimony of James S. Pignatelli, p. 14.

% The initial filing was made under New Energy Ventures Southwest, L.L.C. with subsequent company name
changes to NEV Southwest, L.L.C. and then NewEnergy Southwest, L.L.C. The company is in the process of
having the CCN updated once more to reflect the current company name, AES NewEnergy, Inc.
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its power to ensure the establishment of a healthy retail market to allow all Arizona
consumers to realize the benefits of electricity industry restructuring and to protect
themselves against incumbent retail market power. Providing all customers with the
freedom to choose their own electricity service provider is the very first step that must be

taken down the road towards creating a healthy retail market.
IL. TEP’s Anti-Competitive Proposal

TEP appears to believe customers with less than 3 MW demand do not need to be
provided with “choice” since these customers do not possess the knowledge and
sophistication to make their own energy decisions. This is evidenced by the following
statement by TEP witness DeConcini:

“I believe that customers below the 3 MW threshold would be better off

continuing to receive service from their incumbent utility under the existing

tariffs or contracts. For example, if TEP’s current customers under 3 MW

remain on its system, this would insure that Residential and Small

Commercial customers can receive the benefit of TEP’s long term, low cost

energy supply through 2008.” ‘

TEP’s assertion that residential and commercial customers would be better off with utility
service rather than with an opportunity to choose a competitive provider sounds like a
paternalistic presumption that these customers are not sophisticated or knowledgeable
enough to make their own decisions regarding an energy service provider. AES NE and
Strategic Energy are concerned that TEP’s proposal represents an attempt to steer the
Commission and consumers back towards the utility-monopoly days when customers were
given no choice of electric provider.

As shown in the following table, there is ample evidence from other markets already
open to competition that, presented with choice, residential customers and C&I customers

of all sizes will exercise their choice to switch to a competitive retail provider:

* Initial Testimony of Michael J. DeCohcini, p. 11
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1
2
3 Direct Access Load and Customers as of April 30, 2002
State | Residential | Residential | Residential | Residential c&l c&l cal cal
Load % of Load | Customers % of Load | Percent | Customers | Percent of
Customers of Load Customers
OH" | 411,908 MWh 14% 621,716 18% 882,365 14% 25,960 5%
MWh -
™ 755 MW 4% 150,929 3% 8,942MW 20% 51,715 5%
PA° 1,154 MW 10% 512,380 8% 1,290 MW 7% 22,001 4%
CA™ | 440,201 MWh 8% 53,692 6% 22,034,078 | 13% 29,430 7%
MWh
4
5  As one can plainly see from the customer switching data presented in the table above, both
6 residential and C&I customers are finding value when given a choice, i.e., voting with their
7  feet is the best signal of consumers’ assessment of value. While definitions of commercial
8 and industrial customers vary from state to state, a substantial proportion, if not the
9  majority, of both customers and load in this category fall below the 3 MW threshold
10 proposed by TEP. Furthermore, evidence that consumers are finding value in retail
11  electricity competition is not limited to the United States alone. According to the United
12  Kingdom’s Electricity Association, in England and Wales between 90-95% of customers

13 and load have switched to a competitive provider.

14 TEP’s anti-competitive proposal, if adopted by the Commission, would deny all but
15  a handful of TEP’s largest customers (>3 MW) the opportunity to choose a competitive
16  provider. This means that all of TEP’s 318,976 residential customers® and nearly all of its
17 31,962 non-residential customers’ with less than 3 MW demand, such as grocery stores,
18  schools and government buildings, office buildings, and retail businesses such as fast food

19  restaurants, gas stations, drug stores, bank branches, cafes, mini-marts, and dry cleaners, to

* Source: Public Utilities Commission of Ohio

5 Source: Electric Reliability Council of Texas

® Source: Pennsylvania Office of Consumer Advocate

" Source: California Public Utilities Commission (CPUC). The CPUC suspended direct access as of
September 20, 2001. At the peak of direct access in May 2000, residential and C&I load were 2.2% and
17.7% respectively.

8 UniSource Energy Corporation, Annual Report 2001, p.47.

% Ibid, p. 47.
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list a few, will be denied the ability to assess the benefits of competition and choose for
themselves. TEP is essentially attempting to eliminate choice for nearly 100% of the
residential customers in its service territory and the vast majority of its non-residential

customers

III.  Less Draconian Breakpoint for Restricting Customer Choice

AES NE and Strategic Energy support the continued extension of choice to all
Arizona electric customers. However, in the event the Commission is inclined to restrict
customer choice based on demand, AES NE and Strategic Energy recommend the
Commission reject TEP’s 3 MW threshold. As noted above, the breakpoint recommended
by TEP would effectively eliminate choice for the vast majority of customers in Arizona.

A less restrictive approach would set a breakpoint that offers choice to a broader
spectrum of commercial and industrial users, providing the customer base for an active
retail market and allowing businesses and industries to manage their energy costs. AES NE
and Strategic Energy suggest that a more inclusive alternative would be to set the
breakpoint at 20 kW, consistent with the 20 kW threshold embodied in the Transmission
and Ancillary Service charges under the current Direct Access Rate General Service
Schedule No. 10. Such a breakpoint would provide choice to customers currently receiving
service under Large Light and Power Rate No. 14, Large General Service Rate No. 13, and
those customers under General Service Rate No. 10 who meet the 20 kW threshold already
in place under that rate.

In addition, customers should be permitted to aggregate multiple accounts to meet
the minimum threshold. In fact, any threshold that the Commission might establish should
be accompanied by a provision allowing aggregation of accounts to meet the minimum
threshold. This would allow customers with multiple accounts or who share billing
procurement functions to participate in the direct access option if desired. For example,
operators of multiple retail establishments such as chain restaurants or service stations

could aggregate their accounts to meet the 20 kW threshold.

This concludes my testimony.
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