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Arizona Community Action Association is highly concerned about the potentially
enormous magnitude of stranded costs and their impact on low-income and small
consumers; we urge the Commission to be cautious in calculating the amount. As far as
priorities, the two top issues are the recovery mechanism (who pays and how) and the price
cap/rate freeze. Only those customers in the competitive market should pay stranded costs,
since captive customers are already paying these costs and should not be subject to double
dipping. The recovery method should be bottom up, asset by asset, with the burden of proof
placed on the utilities to produce evidence for every asset or obligation they believe is
stranded. The recovery mechanism should be volumetric and based on a per kWh charge
to protect low-income and other small consumers.

ACAA's other suggestions include:

¢ A true-up mechanism is acceptable only if it is limited to being downwardly flexible.
Consumers are better served by having stranded costs set at a fixed level which will be
the ceiling. That way they have a firm price tag guaranteed not to increase.

¢ Cost reductions should be the primary method of mitigation as well as utility revenue
enhancements.

o The stranded cost definition does not need modification.

¢ Utilities should file stranded costs as soon as possible and practicable after the generic
hearing.




e Stranded costs calculation should be limited by the passage of the initial Rule in
December, 1996, and only those costs incurred prior to that time should be considered for
recovery.

o The Commission should seek to balance the length of the recovery period and the per
kWh charge. In order to promote an opportunity for a near-term rate reduction, a
longer time frame is better and will keep the per kWh charge smaller. On the other
hand, the time frame must be as short as possible to allow consumers to realize the full
benefits of competition as soon as possible. The time frame for recovery should be
different for each utility and will depend on the magnitude of their stranded costs. The
working group recommended three to seven years, which is prudent.

11, INTRODUCTION

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A Betty K. Pruitt, 202 E. McDowell #255, Phoenix, Arizona 85004.

Q. BYWHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A.  Tam the Deputy Director and Energy Programs Coordinator of Arizona Community
Action Association. I have worked for ACAA for five years, advocating on behalf of low-
income utility consumers in many utility proceedings.

Q. WHAT IS THE PURPOSE OF ACAA'S COMMENTS IN THIS PROCEEDING AND
WHO PREPARED THESE COMMENTS?

A.  ACAA wishes to provide comments on the generic stranded cost issues as put forth
in the Procedural Order. We believe that it is important that ACAA provide input on
stranded costs from the perspective of low-income consumers, as well as other small
consumers.

oL COMMENTS

Q. ISSUENO.1: SHOULD THE ELECTRIC COMPETITION RULES BE MODIFIED
REGARDING STRANDED COSTS, IF SO HOW?

A.  The Rules should be changed only as much as is needed to fill in necessary details. In
general, the Rules offer basic consumer protection policies on stranded costs and any
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. erosion of those protections is unacceptable. The definition of stranded costs should remain
as is.

Q. ISSUENO.2: WHEN SHOULD AFFECTED UTILITIES BE REQUIRED TO
MAKE A STRANDED COST FILING?
A.  Utilities should be required to make stranded cost filings as soon as possible and

practicable after the Order is issued in this proceeding in order to keep the pace moving. All
utilities should file simultaneously so there is no advantage or disadvantage, but separate
hearings should be scheduled in a reasonable manner.

Q. ISSUENO.3: WHAT COSTS SHOULD BE INCLUDED AS PART OF
STRANDED COSTS AND HOW SHOULD THOSE COSTS BE CALCULATED?

A.  The Rules adequately address what should be included. As far as how to calculate
stranded costs, ACAA recommends that the bottom up, asset by asset approach be used. It is
the method most fair to consumers and the burden of proof should be on the utilities to
provide evidence of stranded cost for each and every asset or obligation that they believe is
stranded. In addition, the bottom-up calculation method accounts for any and all assets
whose market values are greater than their book values.

Market values and market clearing prices should be determined by using a combination of
market and administrative methods. Some assets should be sold in the market (divested)
and the resulting prices used as the market values in the analysis of stranded costs. Market
values of other assets and obligations can be determined by using administrative methods.
One such method would use the sale prices of similar assets sold by other utilities to
estimate the market value of a given asset (i.e., a comparable value approach similar to real
estate appraisals). Another approach would be to use independent appraisals of market
value when prices of comparable assets sold in the market are not available.

Determining market clearing price is important only for those assets that continue to be
held by the generation affiliate of an affected utility. For these assets, independent forecasts
and evidentiary proceedings can be used to estimate market clearing prices.

Top-down, revenue lost methods should not be used. While top-down methods can be less
complex to implement, their use could result in inaccurate estimates of stranded cost. They
do poorly in estimating the amount of stranded costs if utilities lose sales, which is likely to
some degree under retail electric competition.
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-Q.  ISSUENO. 4 SHOULD THERE BE A LIMITATION ON THE TIME FRAME
OVER WHICH STRANDED COSTS ARE CALCULATED?
A. Yes. Stranded costs calculation should be limited by the passage of the initial Rule
in December, 1996, and only those costs incurred prior to that time should be considered for
recovery.

Q. ISSUENO.5: SHOULD THERE BE A LIMITATION ON THE RECOVERY TIME
FRAME FOR STRANDED COSTS?
A.  Yes. The Commission should seek to balance the length of the recovery period and

the per kWh charge. In order to promote an opportunity for a near-term rate reduction, a
longer time frame is better and will keep the per kWh charge smaller. On the other hand,
the time frame must be as short as possible to allow consumers to realize the full benefits of
competition as soon as possible. The time frame for recovery should be different for each
utility and will depend on the magnitude of their stranded costs. The working group
recommended three to seven years, which is prudent.

First, the magnitude of stranded costs should be fixed as a maximum for a utility, then the
time period for recovery should be determined and fixed. Although, the time period may
need to be shortened if load growth at the distribution level increases faster than assumed,
or if the amount of stranded costs to be recovered is adjusted downward. In addition, the

time value of money should be considered, with stranded costs adjusted for inflation.

Q. ISSUENO.é6: HOW AND WHO SHOULD PAY FOR STRANDED COSTS AND
WHO, IF ANYONE, SHOULD BE EXCLUDED FROM PAYING STRANDED COSTS?
A.  No one in the competitive market should be excluded. Stranded costs should be

recovered from everyone, utilities and their shareholders, new entrants to the Arizona
market, and consumers who participate in (and expect to benefit from) the competitive
market.

However, ACAA supports the rules that state that stranded costs may only be recovered
from customers served competitively; so, captive customers still on the standard offer
should be excluded. Residential and low income utility customers should not have to pay
for any stranded costs resulting from competition in which they do not participate.
Consumers not in the competitive market are already paying for these stranded assets
through their rates and should not be subject to double dipping.
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- The stranded costs to be recovered from consumers receiving competitive services should

be collected using a non-bypassable distribution access charge applied on a per kWh basis to
the volume of energy sales to these consumers.

Regarding recovery of a portion of stranded costs from new market entrants, these funds
should be collected using a market access charge (or entrance or license fee) applied on a per
kWh basis to the volume of in-state energy sales. The Commission should create a fund
which the utilities could draw upon to pay for stranded costs. The non-bypassable
distribution access charges and the new market entrant access charges (or license fees)
collected for stranded costs should be deposited in this fund.

One method of paying stranded costs while providing a rate reduction which should be
avoided is the California model. Consumers there are paying a high price for few benefits.

Q. ISSUENO.7: SHOULD THERE BE A TRUE-UP MECHANISM AND, IF SO
HOW WOULD IT OPERATE?
A.  Wide open true-up mechanisms hold far too much risk for consumers. While it is

possible that the true-up could benefit consumers, it is also likely that it could work against
consumers. It is better to establish an equitable set amount for stranded cost recovery,
giving consumers a firm price tag up front.

The amount of stranded costs to be recovered from consumers and new market entrants
should be set as a maximum, which could be adjusted downward if conditions change but
could never exceed the maximum. Setting the amount of stranded costs to be recovered as
a maximum will avoid surprises and eliminate any additional risk for consumers in the
future. Commission staff and interested parties should be able to petition the Commission
to reduce the amount of stranded costs to be recovered if conditions change (rather than
having a regularly-scheduled reassessment).

Q. ISSUENO.S8: SHOULD THERE BE PRICE CAPS OR A RATE FREEZE IMPOSED
AS PART OF THE DEVELOPMENT OF A STRANDED COST RECOVERY PROGRAM AND
IF SO, HOW SHOULD IT BE CALCULATED?

A.  Yes. Low-income and other small consumers will face many risks and have few
opportunities to benefit from the competitive market. A price cap/rate freeze is a very
meaningful mechanism for protecting small consumers against price and cost increases due
to retail competition. Since proponents of retail competition have argued that competition
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- will reduce prices for all customers, no party should have an objection to a price cap/rate

freeze.

The price cap for customers in the competitive market and the rate freeze for customers on
the standard offer should be based on regulated rates in effect as of 1/1/98.

Q. ISSUENO.9: WHAT FACTORS SHOULD BE CONSIDERED FOR
MITIGATION OF STRANDED COSTS?
A.  Cost reduction is the primary method of mitigation and includes refinancing debt,

reducing overheads, re negotiating contracts, retiring uneconomic facilities, and selling
excess generation capacity.
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