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Citizens Communications Company hereby provides notice of filing of the tesﬁmony
of Carl W. Dabelstein and Resal A. Craven in the above-captioned consolidated dockets.
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ARIZONA CORPORATION COMMISSION
1200 West Washington Street '

Phoenix, Arizona 85007

All parties of record on the attached service list

F: \CLIENTS\Cm Com: umcanons\" orporation C ission\Notice of Filing 05 29 02 kk.doc

-2




O 00 N3 N B W N e

Lindy Funkhouser

Scott S. Wakefield

RUCO

2828 North Central, Suite 1200
Phoenix, Arizona 85004

Michael A. Curtis

William P. Sullivan

Paul R. Michaud

MARTINEZ & CURTIS, P.C.
2712 North 7® Street

Phoenix, Arizona 85006

Attorneys for Arizona Municipal Power |

Users Association, Mohave Electric
Cooperative, Inc., Navopache Electric
Cooperative, Inc., Reliant Resources,
Inc. & Primesouth, Inc.

Walter W. Meek, President
ARIZONA UTILITY INVESTORS
ASSOCIATION .
2100 North Central, Suite 210
Phoenix, Arizona 85004 :

Rick Gilliam

Eric C. Guidry

LAND AND WATER FUND OF THE
ROCKIES

ENERGY PROJECT

2260 Baseline Road, Suite 200
Boulder, Colorado 80302

Terry Frothun

ARIZONA STATE AFL-CIO
5818 North 7" Street, Suite 200
Phoenix, Arizona 85014-5811

Norman J. Furuta
DEPARTMENT OF THE NAVY
900 Commodore Drive, Building 107

San Bruno, California 94066-5006

Barbara S. Bush

COALITION FOR RESPONSIBLE
ENERGY EDUCATION

315 West Riviera Drive

Tempe, Arizona 85252

Sam Defraw (Attn. Code 00I)

Rate Intervention Division

NAVAL FACILITIES ENGINEERING
COMMAND

Building 212, 4" Floor

901 M Street, S.E.

Washington, DC 20374-5018

Rick Lavis

ARIZONA COTTON GROWERS
ASSOCIATION

4139 East Broadway Road
Phoenix, Arizona 85040

Steve Brittle

DON=T WASTE ARIZONA, INC
6205 South 12" Street

Phoenix, Arizona 85040

COLUMBUS ELECTRIC COOPERATIVE,
INC.

P.O. Box 631

Deming, New Mexico 88031

- CONTINENTAL DIVIDE ELECTRIC

COOPERATIVE
P.O. Box 1087
Grants, New Mexico 87020

DIXIE ESCALANTE RURAL ELECTRIC
ASSOCIATION

CR Box 95

Beryl, Utah 84714

GARKANE POWER ASSOCIATION,
INC.

P.O. Box 790

Richfield, Utah 84701

ARIZONA DEPT OF COMMERCE
ENERGY OFFICE

3800 North Central, 12™ Floor
Phoenix, Arizona 85012

ARIZONA COMMUNITY ACTION ASSOC.
2627 North Third Street, Suite 2
Phoenix, Arizona 85004




O 0 NN N s W NN

TUCSON ELECTRIC POWER CO.
Legal Dept — DB203

220 West 6™ Street

P.O. Box 711

Tucson, Arizona 85702-0711

A.B. Baardson

NORDIC POWER

6464 North Desert Breeze Ct.
Tucson, Arizona 85750-0846

Jessica Youle

PAB300

SALT RIVER PROJECT
P.O. Box 52025

Phoenix, Arizona 85072-2025

Joe Eichelberger

MAGMA COPPER COMPANY
P.O. Box 37

Superior, Arizona 85273

Barry Huddleston

DESTEC ENERGY

P.O. Box 4411

Houston, Texas 77210-4411

Steve Montgomery
JOHNSON CONTROLS-
2032 West 4™ Street
Tempe, Arizona 85281

Terry Ross

CENTER FOR ENERGY AND
ECONOMIC DEVELOPMENT
P.O. Box 288

Franktown, Colorado 80116-0288

Clara Peterson

AARP

HC31, Box 977

Happy Jack, Arizona 86024

Larry McGraw

USDA-RUS

6266 Weeping Willow

Rio Rancho, New Mexico 87124

Jim Driscoll

ARIZONA CITIZEN ACTION
5160 East Bellevue Street, Apt. 101
Tucson, Arizona 85712-4828

William Baker
ELECTRICAL DISTRICT NO. 6

" 7310 North 16™ Street, Suite 320

Phoenix, Arizona 85020

Robert Julian

PPG

1500 Merrell Lane
Belgrade, Montana 59714

C. Webb Crockett

Jay L. Shapiro

FENNEMORE CRAIG, P.C.

3003 North Central, Suite 2600
Phoenix, Arizona 85012-2913
Attorneys for Panda Gila River, L.P.

Robert S. Lynch

340 East Palm Lane, Suite 140
Phoenix, Arizona 85004-4529
Attorney for Arizona Transmission
Dependent Utility Group

K.R. Saline

K.R. SALINE & ASSOCIATES
Consulting Engineers

160 North Pasadena, Suite 101
Mesa, Arizona 85201-6764

Carl Robert Aron

Executive Vice President and COO
ITRON, INC.

2818 North Sullivan Road
Spokane, Washington 99216

Douglas Nelson

DOUGLAS C. NELSON, P.C.

7000 North 16" Street, Suite 120- 307
Phoenix, Arizona 85020—5547
Attorney for Calpine Power Services

Lawrence V. Robertson, Jr.
MUNGER CHADWICK, P.L.C.
333 North Wilmot, Suite 300
Tucson, Arizona 85711-2634

Attorney for PG&E Energy Services Corp.

{




O 60 N O W &~ W NN -

‘ [\)[\)Nl\))—-ﬁp—-ﬂﬂ-ﬂp—av—a’—nv—-n—-n—-r—

Albert Sterman

ARIZONA CONSUMERS COUNCIL
2849 East 8" Street

Tucson, Arizona 85716

Michael Grant

GALLAGHER & KENNEDY

2575 East Camelback Road

Phoenix, Arizona 85016-9225
Attorneys for AEPCO, Graham County
Electric Cooperative, and Duncan Valley
Electric Cooperative

Vinnie Hunt

CITY OF TUCSON

Department of Operations

4004 South Park Avenue, Building #2
Tucson, Arizona 85714

Ryle J. Carl, III

INTERNATION BROTHERHOOD OF
ELECTRICAL WORKERS, L.U. #1116
750 South Tucson Boulevard

Tucson, Arizona 85716-5698

William J. Murphy

'CITY OF PHOENIX

2631 South 22™ Avenue
Phoenix, Arizona 85009

Russell E. Jones

WATERFALL ECONOMIDIS CALDWELL
HANSHAW & VILLAMANA, P.C.

5210 East Williams Circle, Suite 800
Tucson, Arizona 85711

Attorneys for Trico Electric Cooperative, Inc.

Christopher Hitchcock
HITCHCOCK & HICKS

P.O. Box 87

Bisbee, Arizona 85603-0087
Attorney for Sulphur Springs Valley
Electric Cooperative, Inc.

Andrew Bettwy

Debra Jacobson

SOUTHWEST GAS CORPORATION
5241 Spring Mountain Road

Las Vegas, Nevada 89150-0001

Barbara R. Goldberg

OFFICE OF THE CITY ATTORNEY
3939 Civic Center Boulevard
Scottsdale, Arizona 85251

Bradford A. Borman
PACIFICORP

201 South Main, Suite 2000
Salt Lake City, Utah 84140

Timothy M. Hogan

ARIZONA CENTER FOR LAW IN THE
PUBLIC INTEREST

202 East McDowell, Suite 153

Phoenix, Arizona 85004

Marcia Weeks
18970 North 116" Lane
Surprise, Arizona 85374

John T. Travers

William H. Nau

272 Market Square, Suite 2724
Lake Forest, Illinois 60045

Timothy Michael Toy

WINTHROP, STIMSON, PUTNAM &
ROBERTS

One Battery Park Plaza

New York, New York 10004-1490

Raymond S. Heyman

Michael W. Patten

ROSHKA HEYMAN & DEWULPF, P. L C.
400 East Van Buren, Suite 800 ;
Phoenix, Arizona 85004 1

Attorneys for Tucson Electric Power Co

Chuck Miessner
NEV SOUTHWEST, L L.C.
P.O. Box 711, Ma11stop—DA308

7 Tucsqn, Arizona 85702-0711

Billie Dean

AVIDD

P.O. Box 97

Marana, Arizona 85652- 0987




O 0 N W =

[\ T G I T e e e e e o e T
AR BIRETST =23 &3 S 0~ o

Raymond B. Wuslich
WINSTON & STRAWN
1400 L Street, N.W.
Washington, DC 20005

Steven C. Gross

PORTER SIMON

40200 Truckee Airport Road
Truckee, California 96161-3307
Attorneys for M-S-R Public
Power Agency

Donald R. Allen

John P. Coyle

DUNCAN & ALLEN

1575 Eye Street, N.W., Suite 300
Washington, DC 20005

Ward Camp _
PHASER ADVANCED METERING
SERVICES

400 Gold S.W., Suite 1200
Albuquerque, New Mexico 87102

Theresa Drake

IDAHO POWER COMPANY
P.O. Box 70

Boise, Idaho 83707

Libby Brydolf

CALIFORNIA ENERGY MARKETS
NEWSLETTER

2419 Bancroft Street:

San Diego, California 92104

Paul W. Taylor

R.W. Beck

2201 East Camelback, Suite 115-B
Phoenix, Arizona 85016-3433

James P. Barlett

5333 North 7" Street, Suite B-215
Phoenix, Arizona 85014

Attorney for Arizona Power Authority

Jay 1. Moyes :

MOYES STOREY

3003 North Central, Suite 1250
Phoenix, Arizona 85012

Attorneys for PPL Southwest Generation
Holdings, LLC; PPL EnergyPlus, LLC
and PPL Sundance Energy, LLC

Stephen L. Teichler

Stephanie A. Conaghan '

DUANE MORRIS & HECKSCHER, LLP
1667 K Street, N.W., Suite 700
Washington, DC 20006

Kathy T. Puckett
SHELL OIL COMPANY
200 North Dairy Ashford
Houston, Texas 77079

Andrew N. Chau

SHELL ENERGY SERVICES CO., LLC
1221 Lamar, Suite 1000

Houston, Texas 77010

Peter Q. Nyce, Jr.
DEPARTMENT OF THE ARMY
JALS-RS Suite 713 -

901 North Stuart Street

Arlington, Virginia 22203-1837

Michelle Ahlmer

ARIZONA RETAILERS ASSOCIATION
224 West Second Street

Mesa, Arizona 85201-6504

Dan Neidlinger
NEIDLINGER & ASSOCIATES
3020 North 17™ Drive

Phoenix, Arizona 85015

Chuck Garcia

- PNM, Law Department

Alvardo Square, MS 0806
Albuquerque, New Mexico 87158

Sanford J. Asman
570 Vinington Court
Dunwoody, Georgia 30350-5710




O 00 N O W AW e

[y 4 ~o ] [\ ot Pt ot p—t — — — [ S [

Patricia Cooper
AEPCO/SSWEPCO
P.O. Box 670

Benson, Arizona 85602

Steve Segal

LEBOEUF, LAMB, GREENE &
MACRAE

633 17" Street, Suite 2000
Denver, Colorado 80202-3620

Holly E. Chastain
SCHLUMBERGER RESOURCE
MANAGEMENT SERVICES, INC.
5430 Metric Place

Norcross, Georgia 30092-2550

Leslie Lawner

ENRON CORP

712 North Lea

Roswell, New Mexico 88201

Alan Watts

SOUTHERN CALIFORNIA PUBLIC
POWER AGENCY

529 Hilda Court

Anaheim, California 92806

Frederick M. Bloom
COMMONWEALTH ENERGY
CORPORATION

15991 Red Hill Avenue, Suite 201
Tustin, California 92780

Margaret McConnell

MARICOPA COMMUNITY COLLEGES
2411 West 14™ Street

Tempe, Arizona 85281-6942

Brian Soth

FIRSTPOINT SERVICES, INC.
1001 S.W. 5™ Avenue, Sulte 500
Portland, Oregon 92704

Jay Kaprosy

| PHOENIX CHAMBER OF COMMERCE

201 North Central, 27® Floor
Phoenix, Arizona 85073

Kevin McSpadden

MILBANK, TWEED, HADLEY AND
McCLOY, LLP :
601 South Figueroa, 30® Floor

Los Angeles, California 90017

M.C. Arendes, Jr.

C3 COMMUNICATIONS, INC.
2600 Via Fortuna, Suite 500
Austin, Texas 78746

Patrick L. Sanderson - '
ARIZONA INDEPENDENT SCHEDULING
ADMINISTRATOR ASSOCIATION

P.O. Box 6277

Phoenix, Arizona 85005-6277

Roger K. Ferland

QUARLES & BRADY STREICH LAN G
Renaissance One

Two North Central Avenue

Phoenix, Arizona 85004-2391

Charles T. Stevens

ARIZONANS FOR ELECTRIC CHOICE
& COMPETITION

245 West Roosevelt

Phoenix, Arizona 85003

Mark Sirois

ARIZONA COMMUNITY ACTION ASSOC.
2627 North Third Street, Suite 2

Phoenix, Arizona 85004

Jeffrey Guldner

Thomas L. Mumaw

SNELL & WILMER

One Arizona Center

400 East Van Buren
Phoenix, Arizona 85004-0001

Steven J. Duffy
RIDGE & ISAACSON, P.C.
3101 North Central, Suite 740

Phoenix, ,Arizona 85012

Greg Patterson
5432 East Avalon
Phoenix, Arizona 85018




[

VRN SR R - T Y R PR N

NDONONNNN e e e s e e beed e e e
gm#wNHO\OOO\IO\Ul-PUJNt—O

John Wallace

GRAND CANYON STATE
ELECTRIC CO-OP

120 North 44™ Street, Suite 100
Phoenix, Arizona 85034-1822

Steven Lavigne

DUKE ENERGY

4 Triad Center, Suite 1000
Salt Lake City, Utah 84180

Dennis L. Delaney

K.R. SALINE & ASSOC.
160 North Pasadena, Suite 101
Mesa, Arizona 85201-6764

Kevin C. Higgins

ENERGY STRATEGIES, LLC
30 Market Street, Suite 200
Salt Lake City, Utah 84101

Michael L. Kurtz

BORHM KURTZ & LOWRY
36 East 7" Street, Suite 2110
Cincinnati, Ohio 45202

David Berry
P.O. Box 1064
Scottsdale,(Arizona 85252

William P. Inman

DEPT. OF REVENUE

1600 West Monroe, Room 911
Phoenix, Arizona 85007

Robert Baltes

ARIZONA COGENERATION ASSOC.

7250 North 16" Street, Suite 102
Phoenix, Arizona 85020-5270

Jana Van Ness

APS

Mail Station 9905

P.O. Box 53999

Phoenix, Arizona 85072-3999

David Couture

TEP

4350 East Irvington Road
Tucson, Arizona 85714

Kelly Barr

Jana Brandt

SRP

Mail Station PAB211

P.O. Box 52025

Phoenix, Arizona 85072-2025

Randall H. Warner

JONES SKELTON & HOCHULI, PLC
2901 North Central, Suite 800

Phoenix, Arizona 85012

John A. LaSota, Jr.

MILLER LaSOTA & PETERS, PLC
5225 North Central, Suite 235
Phoenix, Arizona 85012

Peter W. Frost ,
CONOCO GAS AND POWER MARKETING
600 North Dairy Ashford, CH-1068
Houston, Texas 77079

Joan Walker-Ratliff

CONOCO GAS AND POWER MARKETING
1000 South Pine, 125-4 ST UPO .
Ponca City, Oklahoma 74602

Vicki G. Sandler

c/o Linda Spell

APS ENERGY SERVICES
P.O. Box 53901

Mail Station 8103

Phoenix, Arizona 85072-3901

Lori Glover

STIRLING ENERGY SYSTEMS
2920 East Camelback, Suite 150
Phoenix, Arizona 85016

Jeff Schlegel

SWEEP

1167 Samalayuca Drive
Tucson, Arizona 85704-3224

Howard Geller

SWEEP

2260 Baseline Road, Suite 200
Boulder, Colorado 80302




O &0 3 O W Hh W N -

NN [\ P ek p— Pk ot o Pk bk ek

Mary-Ellen Kane

ACAA

2627 North Third Street, Suite 2
Phoenix, Arizona 85004

Aaron Thomas

AES NEWENERGY

350 South Grand Avenue, Suite 2950
Los Angeles, California 90071

Theresa Mead

AES NEWENERGY
P.O. Box 65447
Tucson, Arizona 85728

Peter Van Haren

CITY OF PHOENIX

Attn: Jesse W. Sears

200 West Washington, Suite 1300
Phoenix, Arizona 85003-1611

Robert Annan

ARIZONA CLEAN ENERGY
INDUSTRIES ALLIANCE
6605 East Evening Glow Drive
Scottsdale, Arizona 85262

Curtis L. Kebler

RELIANT RESOURCES, INC.

8996 Etiwanda Avenue

Rancho Cucamonga, California 91739

Philip Key

RENEWABLE ENERGY LEADERSHIP
GROUP

10631 East Autumn Sage Drive
Scottsdale, Arizona 85259

Paul Bullis

OFFICE OF THE ATTORNEY GENERAL
1275 West Washington Street

Phoemx, Arizona 85007

Laurie Woodall

OFFICE OF THE ATTORNEY GENERAL
15 South 15™ Avenue

Phoenix, Arizona 85007

Donna M. Bronski
CITY OF SCOTTSDALE

" 3939 North Drinkwater Boulevard

Scottsdale, Arizona 85251
Larry F. Eisenstat

Frederick D. Ochsenhirt

Michael R. Engleman

DICKSTEIN SHAPIRO MORIN &
OSHINSKY, LLP

2101 L Street N.W.

Washington, DC 20037- 1526

David A. Crabtree

Dierdre A. Brown

TECO POWER SERVICES CORP.
P.O. Box 111

Tampa, Florida 33602

Michael A. Trentel

Patrick W. Burnett

PANDA ENERGY INTERNATIONAL,
INC.

4100 Spring Valley, Suite 1010

Dallas, Texas 75244

Theodore E. Roberts

SEMPRA ENERGY RESOURCES
101 Ash Street, HQ 12-B

San Diego, California 92101-3017

Jesse Dillon

PPL SERVICES CORP.

2 North 9" Street

Allentown, Pennsylvania 18101-1179

Gary A. Dodge

HATCH, JAMES & DODGE
10 West Broadway, Suite 400
Salt Lake City, Utah 84101

ARIZONA REPORTING SERVICE, INC.

2627 North Third Street, Suite 3

Phoenix, Arizona 85004-1104




p—

© 0. A W B W N

Steven W. Cheifetz (011824)
Robert J. Metli (018509)
CHEIFETZ & JIANNITELLI, P.C.
3238 North 16™ Street

{ Phoenix, Arizona 85016

(602) 952-6000

WILLIAM A. MUNDELL
CHAIRMAN

JIM IRVIN
COMMISSIONER

MARC SPITZER
COMMISSIONER

IN THE MATTER OF THE GENERIC
PROCEEDINGS CONCERNING ELECTRIC
RESTRUCTURING ISSUES.

IN THE MATTER OF ARIZONA PUBLIC
SERVICE COMPANY’S REQUEST FOR
VARIANCE OF CERTAIN
REQUIREMENTS OF A.A.C. R14-2-1606.

IN THE MATTER OF THE GENERIC
PROCEEDING CONCERNING THE
ARIZONA INDEPENDENT SCHEDULING
ADMINISTRATOR.

IN THE MATTER OF TUCSON ELECTRIC
POWER COMPANY’S APPLICATION FOR
A VARJANCE OF CERTAIN ELECTRIC
SX¥E§TITION RULES COMPLIANCE

IN THE MATTER OF THE APPLICATION
OF TUCSON ELECTRIC POWER
COMPANY FOR APPROVAL OF ITS
STRANDED COST RECOVERY.

Attorneys for Citizens Communications Company

BEFORE THE ARIZONA CORPORATION COMMISSION

DOCKET NO. E-OOOOOA—OZ-OOSI

DOCKET NO. E-01345A-01-0822

DOCKET NO. E-00000A-01-0630

DOCKET NO. E-01933A-02-0069

DOCKET NO. E-01933A-98-0471

TESTIMONY OF CARL W. DABELSTEIN
CITIZENS COMMUNICATIONS COMPANY




O 0 N O L1 A W N B

N N N N N N NN NN 2 e = e e
O 00 N O U Hh W N »H OO 0N O UV P W DN -+ O

Initial Testimony of Carl W. Dabelstein
Citizens Communications Company
Arizona Electric Division

Docket No. E-00000A-02-0051 et. al.

May 29, 2002

INTRODUCTION

Q. Please state your name and address

A. My name is Carl W. Dabelstein. My business address is 2901 North Central -
Avenue, Suite 1660, Phoenix, Arizona 85012

Q. By whom are you employed and in what capacity?

A. I am employed by Citizens Communications Company (“Citizens” or
“Company”) in the Rates and Regulatory Section of its Public Service
Organization.

Q. Please state your professional qualifications.

A. A description of my education and professional qualifications is attached
hereto as Appendix A.

Q. What is the purpose of your testimony? .

A. On October 18, 2001, Arizona Public Service Company (“*APS") submitted

an application to the Arizona Corporation Commission ("ACC” or ‘
“Commission”) containing a request for a partial waiver of the requirements
of Rule R14-2-1606(B) of the Arizona Administrative Code. That Rule
would otherwise obligate APS to acquire all of the power to serve its
standard offer customers from the competitive market, with at ieast 50%

obtained through a competitive bidding process. As more fully explained in

‘that filing, the APS is proposing to supply a majority of the power to

standard offer customers from affiliated generation sources. One element

of the proposed pricing methodology included in the APS proposal is the

_ reinstatement of its purchased power and fuel adjustment clause.

-1-
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Initial Testimony of Carl W. Dabelstein
Citizens Communications Company
Arizona Electric Division
Docket No. E-00000A-02-0051 et. al.
May 29, 2002
Why does the APS proposal affect Citizens?
The APS waiver request generated a significant response and questions
relating to the Commission’s electric restructuring rules from a variety of
affected parties. Between January 14, 2002 and February 7, 2002, each of
the three Commissioners docketed letters expressing their opinions and
seeking information pertaining to Arizona electric restructuring. On March
22, 2002, the Commission Staff issued a Staff Report containing summaries

of the interested parties’ responses to the Commissioners’ questions and

| specific recommendations that certain issues to be addressed in the generic

restructuring docket. Included among the recommendations was Staff’s
position that there is a need to reassess the feasibility of adjustor
mechanisms in connection with the provision of standard offer service in a

restructured electric industry in Arizona.

Why are you addressing the issue at this time?

A Motion of Arizona Public Service Company for Determination of Threshold

Issue was filed by APS on April 19,2002. The stated intent was to obtain
Commission decisions on certain critical threshold questions concerning the
directi\‘on that the ACC intended to take in connection with retail electric
competition. Included as part of a “Proposed Procedural Plan” was a brief
discussion about adjustor mechanisms and APS’ stated belief that specific

adjustor mechanisms should be considered in utility-specific proceedings.

On April 23, 2002, the Commission Staff filed its response to the APS

Motion in which it states:

Adjustor Mechanisms and the specifics of Retail Direct

Access and shopping credits are ultimately essential to a

-2-
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Initial Testimony of Carl W. Dabelstein
Citizens Communications Company
Arizona Electric Division
Docket No. E-00000A-02-0051 et. al.
May 29, 2002
functioning competitive market, but need not be addressed

with finality at the outset. [Page 4, line 17.]

On May 2, 2002, the Chief Administrative Law Judge issued a procedural
order calling for testimony on “Track A Issues” to be filed by noon on May
29, 2002. The procedural order also identified “Track B Issues” as those
dealing with competitive solicitation of power supplies. No testimony filing
schedule for Track B issues was included in the procedural order. Itis not
completely clear whether Adjustment Mechanisms are to be considered as a
Track A Issue for which testimony is currently being sought. They were not
specifically listed in the procedural order, however, as more fully explained
later in my testimony, they are fully consistent with the concept of standard
offer service, and have a very significant role in preserving the finahcial
integrity of Citizens by affording the Company an opportunity to recover its
cost of service. Accordingly, I am submitting this testimony on the
Adjustment Mechanism issue that supports the continuation of the PPFAC
for standard offer service. | |

What if the Administrative Law Judge or Commission did not intend to
address Adjustment Mechanisms as part of Track A?

If the hearing officer or Commission does not intend to include Adjustors in

 the scope of this current inq'uiry into the generic issues of electric

restructuring, I respectfully request that this testimony be accepted and be

preserved for incorporation into the record at the appropriate time.

Please summarize your testimony.

Adjustment Mechanisms, particularly the Purchased Power and Fuel

-3-
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Initial Testimony of Carl W. Dabelstein
Citizens Communications Company
Arizona Electric Division

Docket No. E-00000A-02-0051 et. al.
May 29, 2002

~ Adjustment Clause (“"PPFAC"), used by electric utilities, and the Purchased
- Gas Adjustment ("PGA”) mechanism, used by local gas distribution

companies, are a useful regulatory tool that benefits both the fespective
utilities and their customers. PPFACs and PGAs have been used by utilities
in Arizona for decades. As long as the existing host utilities retain the
obligation to be the provider of last resort, and must render standard offer
service to customers that do not want to procure power from competitive
suppliers, the PPFAC should remain in effect, particularly with respect to
generation-dependant utilities such as Citizens. The same rationale that led |
to the introduction of the PPFAC more than fifty years ago continues to

apply to standard offer service in a restructured electric industry in Arizona.

ADJUSTMENT MECHANISMS

Q.
A.

>

What is an adjustment mechanism?

An adjustment mechanism is a widely-used standard tariff provision,
generally formula-based and pre-approved by regulators, that enables
utilities to automatically adjust rates to reflect experienced changes in
specified elements of cost of service, over which the affected company can
exercise little control. Their use as a regulatory tool can be traced as far |
back as World War I. They are consistent with the fundamental tenet of
the traditi‘onal regulatory compact that allows a utility the opportunity to
recover all reasonable and necessary cost of providing service. |

What is the purpose of an adjustment mechanism? (
The objective of an adjustment mechanism is to allow the utility to recover
certain types of increased costs and to provide a means for customers to

benefit from cost reductions, outside of a full rate case hearing, which is
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both expensive and time-consuming. By their very nature, adjustment
mechanisms, when correctly administered, do not affect the profitability of
the entity. Instead, they simply allow the utility to “pass-through” the costs

to customers on a dollar-for-dollar basis.

What types of costs are covered by adjustment mechanisms?

Although virtually any component of the cost of service may be covered by
adjustment mechanisms, by far the predominant use of adjustors is for
tracking variations in the cost of fuel and purchased power by electric
utilities and the cost of gas supply by local natural gas distribUtidn
companies. That is largely because those costs are typically the single
largest opérating expénse for that type of utility.

How does an adjustment mechanism work?

Within the context of a general rate case, a basing point must be

established. With respect to energy utilities, that is typically defined as the
“base cost of power” or “base cost of gas” that is included in the usage
rates being‘set, and represents a per unit (i.e. ccf, therm, or kilowatt-hour)
charge reflective of the test year cost level included in the overall revenue
requirement. The base cost becomes the benchmark for administration of

the adjustment mechanism;

As the new servicé rates approved in the rate case go into effect, each

month, the differences between that actual expenditurés made for the
designated cost and the amounts being recovered for that cost through the
base cost component of the usage portion of customer bills must be

computed and tracked. That is generally accomplished with the use of a

_5..‘
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special tracking account or “Bank” account, a regulatory asset added to the
utility’s balance sheet. Expenditures for the cost being tracked are
recorded as a charge to the Bank account as they are incurred. At the end
of the month, an amount equal to the costs billed to and recoverable from
customers (computed as the product of sales quantities and the base cost)
is removed from the Bank account and charged to operating expenses. The |
amount billed in rates to cover the specific cost that is included in revenues
is the same as the amount reflected in recorded operating expenses,
thereby producing no profit mérgin. That is the key objective of |
adjustment mechanisms. The balance residing in the Bank account at
month-end represents the cumulative over or under-recovery of costs
associated with the designated éxpense item. When the Bank balance
reaches a predetermined level, the utility is then allowed to implement a
surCharge to reco'ver un-recoVered costs, or implement a surcredit to pass
on any cost savings to customers. Once the adjustor is implemented, the
Bank accounting procedure previously described is modified to also consider

amounts billed or credited each month via the new adjustor.

What if there was no adjustor mechanism?
As stated, adjustor mechanisms generally are used only for the types costs |
over which the utility can exercise little control. Without an adjustor

‘mechanism, the respective utility would only recover the test year cost

level implicit in the revenue requirement underlying service rates. If the
actual costs incurred are greater, the utility’s investors would have to

absorb the incremental costs. If the actual costs are lower, the Company’s

- customers would be denied the cost savings. The absence of an

adjustment mechanism creates potentially significant earnings volatility
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because a small change in the cost of fuel, purchased power or natural gas
can produce significant changes in profitability. That equates to higher
earnings volatility and business risk, and correspondingly higher costs of

capital that must be reflected in revenue requirements and customer rates.

What are the benefits of 'having an adjustment mechanism such as the
PPFAC or PGA?
The advantages usually cited include:
o They allow the utility to recover increases in certain types of costs
over which they have little or no control. |
e They permit savings in the tracked cost to be passed on to
consumers.
e They eliminate the time and costs (for both the utility and its _
‘regulators) associated with would otherwise be more frequent general
rate cases. - | 7
e They allow the utility to change prices in a timely manner so that they
are more reflective of the cost of service, thereby sending the proper
price signals to consumers.
e They tend to stabilize earnings and reduce financial risk, which

translates into lower costs of capital to be recovered in service rates.

ADJUSTOR MECHANISMS IN ARIZONA

Q.

When were adjustor mechanisms introduced as a regulatory tool in
Arizona? 7

The Commission has used the PPFAC and PGA for decades. The
Commission first-permitted the use of an adjustment clause in 1942, when

a predecessor to what is today Tucson Electric Power Company ("TEP") was

-7 -




N N N N N N N N NN P - 2 2> B B2
O 0O N O Ll AW N B O VU OO NOY U MW NP O

O 0O N O 1 A W N o

- Initial Testimony of Carl W. Dabelstein
Citizens Communications Company
Arizona Electric Division

Docket No. E-00000A-02-0051 et. al.
May 29, 2002

given authority to pass through fluctuations in the cost of its gas purchases.

Adjustment clauses addressing changes in Arizona electric companies’ cost

~ of fuel first appeared in 1952. ACC Decision No. 26996 authorized a supply

cost pass-through for APS in December of that kyear, and Decision No.

27040 granted a fuel cost adjustor for Citizens.

Has the Commission ever analyzed or reconsidered whether a PPFAC was
still appropriate?

Over the years, the PPFAC has been evaluated and reconsidered onka
number of occasions.

In September 1978, the ACC issued Decision No. 49333, which essentially '

terminated the existing PPFAC mechanisms because of the Commission’s

perception that fuel supplies and prices, as well as the economy, were
sufficiently stable, thereby negating the need for the adjustor. Such action
produced numerous motions for reconsideration from the various affected
parties to the proceeding. On October 25, 1978, the Commission issued
Decision No. 49438 abrogating the previous Decision and granting the
motions for rehearing. It reinstated the PPFAC, albeit in a slightly different
form, and directed the Utilities Division to develop the appropriate reporting
forms and filing requireménts. The Companies’ ability to automatically
change the PPFAC factor was replaced by a requirement that formal hearing
before the Commission must be held in connection with any such change.
Decision No. 49576, issued on December 29, 1978, identified and directed
the use of such reporting requirements and reaffirmed the Bank account as
an integral part of the PPFAC. That Decision also contained a new .

requirement that a change in the cost of fuel and purchased power

-8-
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exceeding one mill per kilowatt-hour would trigger a hearing to determine

whether the PPFAC adjustor should be changed.

In September 1979, the ACC issued Decision No. 50266 that allowed the
electric distribution cooperatives in the State to adj’ust their PPFAC factors
in the month following receipt of purchased power invoices without formal |
Commission approval. The Decision also required the co-ops to submit
certified audits of power supply costs and adjustments annually.

The continuing use of the PPFAC as a regulatory tool was again considered
by the Commission in 1986, in connection with an APS rate application and
request for an accounting order. A key issue in that proceeding was
whether the APS PPFAC (and by implication that of other electric utilities)
should be terminated or, if not, substantially changed or modified. In its
Decision No. 55118, issued in July of 1986, the Commission found that
abolishing the PPFAC at that time would:
o likely result in an increase in APS’ cost of capital;
o prevent APS’ customers from benefiting from lower fuel and
purchased power costs; and o
o lead to a possible reduction in the attention paid to fuel and
purchased power issues, since the examination thereof would then be

buried in the numerous other issues raised in any general rate case.

Decision No. 55118 also reaffirmed the Commission’s position that power
supply costs are largely beyond the Company’s- control, that such costs
comprise a significant portion of operating expenses, that even a small

change in such costs can have a material effect on earnings, and that a

-9-
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PPFAC mechanism helped to avoid the need for frequent, repeated rate

cases.

Has the PPFAC been considered in other forurhs in Arizona?

Yes, it was addressed in Opinion No. 71-15 issued by the Arizona Attorney
General in May 1971, in response to the questions of whether the
Commission has jurisdiction to authorize use of such an adjustment
mechanisms, and what procedures must be observed when a mechanism is
approved initially. In concluding that such adjustment mechanisms were
permissible under the Constitution ahd statutes of the State, the Attorney
General opined that for a PPFAC to be properly included in a utility’s tariff, it
must first have been introduced and approved within the context of a

general rate proceeding.

‘The Attorney General’s Opinion was also supported in the frequently cited

Scates Decision, issued by the Arizona Court of Appeals in 1978. That case
established the current prohibition against single-issue ratemaking by the
Commission. Because adjustment mechanisms such as the PPFAC and PGA
are intended to be profit neutral, they are considered as an allowed
exception; thus, once established, a Fair Value deternﬁination is |

unnecessary in connection with subsequent changes in the a‘djustor rates.

Most recehtly, adjustment mechanisms were considered by the Arizona
Court of Appeals in its March 2001 decision involving RiQ Verde Utilities.
The Court overturned a Commission Decision allowing the utility to
implement a cost pass-through mechanism without first being approved in

the context of a general rate case in which Fair Value was determined.
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Has the Commission recently considered adjustment mechanisms?

Yes. In 1998, there was a formal inquiry into the Purchased Gas
Adjustmentlmechanisms that were being used by the local distribution
companies in the State. After two winter seasons of numerous customer
complaints about spikes in gas prices largely attributed to the deregulation
of the natural gas industry, the Commission directed the Staff to initiate an
inquiry to examine the existing PGA and determine what changes might be
made. At that time, the PGA methods were not uniform between the
various companies. The overriding objective of the inquiry was to develop
changes to the PGA that would lead to rate stability. |

What was the outcome of that inquiry into the PGA?

On October 30, 1998, the Commission issued Decision No. 61225 that
reaffirmed the continuing value of the PGA as a regulatory tool, and

adopted a new, uniform methodology to be followed by all companies. That
inquiry into the PGA mechanism represents the most recent indication of
the Commission’s philosophy with respect to the use of a pass-through
mechanism to recover the costs of a commodity where price is influenced

by the volatility of déregulated wholesale markets.

Have any Arizona utilities discontinued the use of their PPFACs or PGAs?
Yes, in the late 1980s, the PPFACs for both APS and TEP were discontinued.
On April 13, 1989, the Commission issued Decision No. 56450, terminating

~ the APS PPFAC, based on its finding that fuel prices were stable and were

expected to continue being so for the next several years. On June 22,
1989 the Commission issued Decision No. 56526, terminating the PPFAC of

-11 -




Initial Testimony of Carl W. Dabelstein
Citizens Communications Company
Arizona Electric Division

Docket No. E-00000A-02-0051 et. al.
May 29, 2002

O 0 N O U1 b W N =

N N N N N N N N NN = = = e b
O 00 N O U1 D W NN =+ O W 0N YU A W N+ O

TEP because the Commission determined that TEP had intentionally
manipulated the Bank balance.

CITIZENS' PPFAC

Q.
A.

>

What has been Citizens’ experience with respect to the PPFAC?

As previously stated, Citizens’ Arizona Electric division has had an
adjustment mechanism in place since 1952 when it was given fuel cost
pass-through authority by the Commission. In February 1967, the
Commission issued Decision No. 38826, permitting Citizens to pass through
changes in its purchased power supply costs. |

Over the years, the PPFAC has worked well in protecting the interests of
both the Company and its customers. When there was an under-recovery
of costs in the PPFAC Bank, Citizens was permitted to implement a
surcharge intended to recover the shortfall within six to twelve months.
When an over-recovery existed in the Bank, either refund checks were
issued, or a surcredit was reflected on customers bills to return the excess
within a relatively short time period. Recently, however, as I will explain
more fully below, Citizens has encountered increases in the cost df |
purChased power that have resulted in the Bank balance reaching
unprecedented levels, while Citizens awaits an opportunity to be hea'rd and
a Commission decision on a requested PPFAC surcharge. |

Please describe Citizens’ power supply arrangements.
To serve its approximately 77,000 customers residing in Mohave and Santa
Cruz Counties, Citizens obtains power under a seven-year contract with

APS that was efféctive in June 2001. The power is transmitted from APS
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generating facilities to Citizens’ service areas on transmission facilities
owned and operated by the Western Area Power Administration ("WAPA").
The current agreement with APS provides for a fixed rate of 5.8 cents per

kilowatt-hour and applies to all of Citizens’ Arizona power requirements.

For emergency back-up purposes in Santa Cruz County, the Company has

in place approximately 48 megawatts of combustion turbine generating
capacity at its Valencia facility in Nogales. These units may use either
natural gas or oil as the generating fuel. '

- What base cost of power is included in Citizens’ current electric service

rates?

In Decision No. 59951, issued in January 1997, in connection with the last
general rate case, the Commission established $.05194 per kilowatt-hour
as the base cost of power for the Arizona ‘Electric Division. That is
comprised of $.04802 for power supplied by APS and $.00392 for
transmission service provided by WAPA. |

Based on the final adjusted test year costs reflected in the revenue |
requirement und»erlying service rates, power supply costs represent 68% of
total operating expenses and‘61% of the total revenue requirement. Power

supply is clearly the largest cost of providing electric service.

Since that base was established, what has been Citizens’ cost of power
supply for its Arizona Electric Division?

As indicted on Schedule 4No. 1, the monthly power supply cost has range
from a low of $.03940 to a high of $.26609 per kilowatt-hour. |

-13 -
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Please describe Citizens’ PPFAC?

Citizens’ PPFAC is designed to track both the cost of purchased power
(including charges from both APS and WAPA) and the cost of fuel used for
generation at the Valencia facility in Santa Cruz County. Differences
between the actual costs of power and fuel and the amounts recovered in
rates are maintained in the PPFAC Bank, a regulatory asset on the
Company’s balance sheet. When the applicable trigger point is reached,
the Company may seek Commission approval to either implement a
surcharge or surcredit, or to issue refund checks as appropriate.

What is the trigger point for Citizens’ PPFAC?

Commission Decision No. 62094, issued on November 19, 1999,
established a trigger point of $2.6 million. That represents the monetary
equivalent of the one mill per kilowatt-hour standard that was previously

used.

Specifically; what is required when the trigger point is reachgd?

‘When that Bank balance level is reached, Citizens is requiréd to either:

¢ File for a PPFAC rate adjustment within 45 day of determining that
the threshold will be exceeded; or
e Contact Commission Staff to discuss why a PPFAC rate adjustment is

not necessary.

What are the current reporting requirements for Citizens’ PPFAC?

In accordance with the requirements of Commission Decision No. 49576,

Citizens files four standard schedules on behalf of its Arizona Electric
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Division eaéh month with the Commission. These include Schedule FA-1,
which is an analysis of the activity in the PPFAC Bank for the current
month; Schedule FA-2, which is a summary of fuel and purchased power
costs for the month; Schedule FA-3, which is a statistical report showing

sales, revenues, and customer numbers by rate class for the reporting

~month; and Schedule FA-4, a six-month forecast of fuel and purchased

power costs and Bank balances. A copy of Citizens’ most recent monthly
PPFAC report to the Commission accompanies this testimony as Schedule
No. 2.

Please explain the events that led to Citizens’ current PPFAC filing before
the Commission.

Under the previous power suppl‘y agreement with APS, the monthly charges
to Citizens included the incremental costs incurred when APS had to
procure power in quantities in excess of its own resource capabilities.

During the summer months of the year 2000, APS had to acquire significant

- amounts of power from the wholesale market. The average cost to Citizens

rahged from $.11463 to $.17524 per kilowatt-hour. :At the end of the
summer, the PPFAC Bank had an under-recovered balance in excess of $50

million.

In September 2000, Citizens filed an application with the Commission |
seeking approval of a surcharge that would recover the Bank balance over
a period of three years. In the ensuing months, Citizens conducted as
lengthy analysis of the APS bills and began exploring alternatives to the
existing power supply agreement. In the meantime, the surcharge

application remained in limbo.
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What was occurring in the wholesale power vmarkets when citizens
renegotiated its power supply agreement?

While power supply costs returned to more reasonable levels during the
Fall-Winter-Spring months of 2000-2001, the price spikes returned in May

- of 2001, producing an average supply cost in excess of t\/venty-six cents per

kilowatt-hour. In July 2001, Citizens signed a new power supply agreement
with APS that was intended to remove the volatility in the price of power.
The new agreement would provide all of Citizens’ power supply

requirements at a fixed cost of for of 5.8 cents for a period of seven Years.

What is the magnitude of the recovery that Citizens is currently seeking in
its PPFAC docket?

- During the summer of 2001, the PPFAC Bank continued to grow. In

September 2001, Citizens filed an amended application that updated the
reported Bank balance, which had grown to $94 million detailed ’;he’ terms
of the new power APS supply agreement, and revised its surchakge fequest

to propose a recovery period to coincide with the seven-year contract term.

Even though the new contract with APS provides much-desired price |
stability, Citizens is still experiencing a shortfall in cost recovery leading to
a continuing growth in the PPFAC Bank balance to unprecedented levels.
After factoring in the effect of line losses, the new 5.8 cent APS is
equivalent to a rate of 6.5 cents at the customers’ meters. When compared
with the 4.8 cents base cost of APS poWer implicit in current rates, there is
a shortfall of 1.7 cents per kilowatt-hour.

- 16 -




O 0 N O U1 b W N =

N N N N N N NN NN B B B e 2 e e
W 0O N O U1 & W N = O O O N OVUL D W N = O

>

Initial Testimony of Carl W. Dabelstein

Citizens Communications Company

Arizona Electric Division

Docket No. E-00000A-02-0051 et. al.

May 29, 2002

The PPFAC application has not yet been set for formal hearing. Citizens has

requested thatv a hearing be scheduled for this September.

Has Citizens opened its service territory for retail electric cOmpetition?

No, it has not, however some clarification is appropriate. In the spﬁng of
2000, a settlement had been reached between Citizens, the Commission
Staff and RUCO that would provide for the opening of our service territory |
within four months after Commission approval of the agreement. The
settlement agreement contained specific methods for quantifying stranded
costs, which included the PPFAC Bank balance. At the time, that balance
was relatively small, and the price spikes that occurred during the summer |
of 2000 were not anticipated.

In June of 2000, testimony in support of the settlement was filed by the
parties and a formal hearing was conducted. As the parties awaited the

issuance of a prOposed order, Citizens began receiving the APS power bills

reflecting the very high power costs. Soon, it became clear that the
computational methodology agreed upon for-stranded costs recoVery would
be rendered administratively infeasil:;le due to the ever-increasing PPFAC
Bank balance. After filing the surcharge application in September 2000,
Citizens filed a motion to reopen the record regarding the settlement
agreement. A procedural conference was held on November 20" at which
the parties agreed that the Commission could not effectively consider the
settlement until the matters contained in the PPFAC s'urcharge application

were resolved.

On January 18, 2001, the hearing officer issued a procedural order
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- suspending the settlement process until the PPFAC matter is concluded.

Citizens remains committed to opening its Arizona service territory to retail

electric competition.

RECOMMENDATIONS

> O

Should the PPFAC mechanism be retained?

Yes it should, particularly for generation-depehdent utilities such as Citizens
and the distribution co-ops. Under the Commission’s Rules, host utilities
retain the obligation to serve as a provider of last resort and are required to
provide standard offer service. The PPFAC mechanism should continue for
such companies’ standard offer service. The mechanics of its
administration should be evaluated basis of the relevant facts and
circumstances of each company. I would agree that, in evaluating the
continuing feasibility of the PPFAC, the Commission should consider the

changes that have occurred in the electric power industry in recent years.

What is the significance of your emphas‘is with respect to generation-
dependent utilities retaining the PPFAC?
Public utility profitability is a function of the rate base and rate of return

implicit in the revenue requirement underlying service rates. By definition,

E generation-dependeht utilities do not have investment in electric production

facilities; thus, there is no profit element associated with the generation
function in their service rates. There is no margin fok changes in powef
supply costs. Absent a PPFAC, increases in such costs must be absorbed by |
the utility’s investors, while customers will never benefit from power cost
reductions. That creates a risk, which translates into higher costs of capital

for the affected company.
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Is the PPFAC compatible with retail electric competition?

Yes. The PPFAC is totally consistent with the provision of standa'rd offer.
service after the introduction of retail compétition. The traditional
justification for a PPFAC will continue for standard offer service. Many
customers will opt for standard offers service because they wish to maintain
the status quo or-do not want to assume the risks that might be perceived
with a switch to competitive power suppliers.

Should the PPFAC apply to customers that procure their own power

‘supplies?

No. Customers that opt to procure their own power supplies should -
recognize that, along with the potential benefits, there might be “
unanticipated costs and other additional risks. Customers that leave their
host supplier, prospectively, should neither benefit from the PPFAC nor

~incur any power supply cost other than those resulting from their own

purchase decisions.

What if customers opt for alternative power suppliers at a time when the
PPFAC Bank has an un-recovered balance.
Unrecovered PPFAC Bank balances are a stranded cost. The Commission’s

Rules clearly recoghize the propriety of stranded cost recovery. Customers |

‘that switch suppliers should be responsible for their share of stranded

costs; otherwise, there exists a perverse incentive for customers to switch

and leave remaining customers or the utility’s investors left holding the

‘bag.
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Has the Commission specifically addressed this issue?
Yes, it has with respect to the PGA Bank. Citizens’ Arizona Gas Division has
in place a special tranysportation tariff under which customers meeting
certain criteria may procure their own gas supplies while continuing to use
the Company’s distribution facilities for delivery. That is essentially the
same scenario that will exist with the introduction of retail electric
competition. Recognizing the potential for stranded costs in the PGA Bank,
the Commission approved language in the gas transportation tariff that )
allows the Company to compute the share of the existing PGA Bank balance
attributable to any customer at the time of switching from full service to
transportation service, and to recover that amount from the respective

- customer in twelve monthly installments. I am not necessarily

recommending that same methodology for recovering costs in the PPFAC

'Bank when customers opt for other power suppliers under retail

competition; I am only illustrating that the Commission has recOQnized the
potential for and propriety of recovering balances in the Bank that may

become stranded upon the departure of customers.

What would tHe impact on Citizens be if the PPFAC mechanism was not
retained? ,

As previously described, Citizens is essentially a generation-dependent
electric utility. Without the PPFAC, its only source of power supply cost |
reco'very would be the through the base cost of power implicit in service -
rates. Under-recoveries would have to be absorbed by the Company’s
investors, while customers would never benefit from cost savings that may
occur. Undoubtedly, given the relative significance of power supply costs to

the Company total revenue requirement, the frequency and number of rate .
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cases would accelerate.

Do you have an example to demonstrate the effect on Citizens if the PPFAC
were eliminated? | / ‘

Yes, Schedule No. 1 is a comparison of actual monthly power supply cost
with the base cost of power, beginning with January 1997, when Current
service rates went into effect, through February 2002. As indicated on the
Schedule, during that period comprising sixty-two months, the actual
monthly costs were lower than the base cost twenty-fivé times and higher
forty-five times. Absent the PPFAC, on a cumulative basis, customers
would have been denied costs savings of approximately $11.2 million.
Notwithstanding the current PPFAC application before the CommiSsion, and
absent general rate case filings, Citizens would have had no means by |
which to recover approximately $106.3 million in higher power supply
costs.

Without the PPFAC, there most assuredly WOuId have been additional
general rate cases filed. Rate cases require the time and financial
resou;'ces of the utility, the Commission, the Staff, and RUCO. Customers -
are also affected. The earnings volatility that would exist in fhe absence of
a PPFAC would also contribute to a perception of significantly greater
ﬁnantial and business risks ‘resulti'ng in higher costs of capital to be

recovered in service rates. -

Why would the cost of capital be higher if the PPFAC were discontinued?
It is generally acknowledged that there is a strong correlation between

earnings volatility and uncertainty and the perceived risk associated with
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any investment. Investors base their required rates of return on
expectation and perceptions of risks and prospects for a given firm. Being
risk adverse, investors expect to be compensated for increased risk through

higher returns.

As previously stated, power supply costs, particularly for a generation-
depéndent utility, are a significant portion of the total revenue requirement.
A small change in power supply costs can produce a substantial change in
earnings. Absent an adjustment mechanism, such as the PPFAC, the
volatility of earnings will be significantly greater. Such volatility, along with
the resulting perceived greater investment risk, will incent investors to
demand higher rates of return. That will be accomplished either through
increased costs of fixed income securities being imposed upon the utility, or

the bidding down of the market price of its publicly traded common stock.

What is your specific recommendation to the Commission?

I strdngly recommend that the PPFAC be retained for application in
connection with the required provision of standard offer service. Consistent
with the finding of the Commission in the 1998 PGA inquiry that there is én
economic cost associated with the Bank balances, electric companies should

be allowed to accrue and recover carrying charges on the balances.

Because of the changes that have occurred in the electric utility industry
during the past few years, I believe that it would be appropriate to consider |
the broader, conceptual issues of the PPFAC in the context of a generic

proceeding. Issues to consider include the effects of financial derivatives

and other hedging tools used in connection with fuel and power supply, and

-22 -
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the costs of complying with the Environmental Portfolio Standard. In the

meantime, the existing PPFACs should remain in effect.

The more complex and unique fuel and power supply issues associated with
entities possessing their own generation resources should also be

considered on a company-specific basis, in a general rate case setting.

What if the Commission were to decide to eliminate the PPFAC for all
customers? '

First, based on the legal and regulatory history. of the PPFAC, which I have

“previously described, I believe that such action could only be done in |

connection with a general rate case. Balances in the PPFAC Banks existing

" at the time of the elimination would have to be addressed and some means

of recovery or refunding be established. The likely effect on the cost of
capital would have to be determined. Finally, the Commission would have
to reassess the manner by which the power supply costs of the affected
utility are to be reflected in'revenue requirements, including consideration
of the use of projected cost data. |

Do you have any' other recommendations? 4
Yes, I believe that there should be a continuation of some form of deferred

accounting for fuel and power supply costs.

Please explain that additional recommendation.
Without the PPFAC, and unless some method of addressing un-recovered

power supply costs is developed, a utility will effectively bear a disallowance

- for any such costs incurred above the base amount established in service
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rates. I believe that both the utility and its customers will benefit with a
continuation of the deferral accounting method that has traditionally existed

‘in connection with the PPFAC. In connection therewith, the Company would

continue to charge all power supply costs to a special deferred account and
transfer to expense only the amount being recovered in revenues. The
account balance would accumulate for regulatory consideration in a future
rate case.

What would be the benefits of a continuation of deferral acCoUnti,ng?

The utility would benefit‘by lower costs of capital, than would otherwise be
the case, due to the reduction in potential earnings volatility and loss.
Customers would benefit because any savings in power supply costs would

be preserved for their benefit.

How would your deferral accounting proposal affect the Commission’s |
oversight role7

It would have no effect The Commission would retain regulatory control
over power supply cost recovery. All reasonable costs in the deferred
accoUnt balance would be recoverable, while any costs found by the

Commission to be unreasonable or imprudently incurred would be

disallowed.

What are the regulatory accounting implications associated with your
deferred accounting proposal? ;

The applicable accounting standard is Statement of Financial Accounting
Standards No. 71, Accounting for Certain Types of Regulation ("SFAS 71").
The standard applies to regulatory assets, generally defined as
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expenditures that would otherwise be required to be charged to expense,
but instead are capitalized for future rate recovery. Under SFAS 71, such
costs may be capitalized if:
 If it is probable that future revenue in an amount at least equal to the
capital cost will result from inclusion of that cost in rates, and
« Based on available evidence, the future revenue will be provided to
permit recovery of the previously incurred cost rather that to provide
for expected levels of similar future costs. If recovery is through
an automatic adjustment clause, regulatory intent must

be clearly indicated. (Emph'asis added)

The Commission’s historical treatment of PPFAC Bank balances has

provided the necessary degree of assurance of future rate recovery to
comply with the requirements of SFAS No. 71. If the deferral a‘ccount’ing is
continued as I recommend, and appropriately acknowledged by the
Commission, the ability to report such regulatory assets in conformity with
the accounting standard should remain unc'hanged.

Does that conclude your testimony?

.Yes it does.
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APPENDIX A

PROFESSIONAL QUALIFICATIONS

Q.
A.

What is your educational background?

I graduateq from the University of Nebraska with a Bachelor of Science
Degree in Business Administration, major in Accounting. I also»received a
Master of Business Administration Degree, concentration in Finance from
Rockhurst College in Kansas City, Missouri.

What has been your professional experience?

Upon graduation from college in 1968, I was employed by the international
public accounting firm Arthur Andersen & Co. in its Omaha office. During
such employment, I participated in and directed audits and other
engagements involving commercial banks, healthcare facilities, public

utilities, insurance carriers, and other clients.

In 1971, I accepted a position reporting to the controller at Central

Telephone & Utilities Corporation at its then headquarters in Lincoln,

Nebraska. During the five years Iv was employed by CTU, I directed such
activities as financial and regulatory accounting and reporting, internal

auditing, budgeting, corporate acquisitions and divestitures, rate cases and

. other regulatory filings, banking relations, and corporate financings.

From 1976 to 1981, I was employed by Kansas City Power & Light
Company. My responsibilities included the corporate audit function,
operations budgeting, and rate case filings in Kansas and Missouri and With

the Federal Energy Regulatory Commission. During that period, I also
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served as a member of the Missouri Valley Electric Association, and the
Finance and Accounting Committee of the Standardized Nuclear Unit Power

Plant System.

From 1981 to 1991, I was employed as a Senior Project Manager for a
regulatory consulting firm and successor firm, directing rate case,
management audit, Iitigation support, and other engagements for a
clientele that included utility companies, utility regulatory agencies, and
intervenors in regulatory proceedings.

From 1991 through 1996, I was employed as an internal consultant with
Northern States Power Company in Minneapolis. My responsibilities
included accounting, taxation and cost allocation issues in rate cases and
special regulatory proceedings, performing capital investment evaluations,
accounting and tax research, developing cost recovery plans, and advising
senior management in/connection with the development of performance-
baséd ratemaking proposals and strategic policies for a /sUccessful transition
to a competitive electric utility industry. | | |

In late 1996, I accepted a position as Tax Research Coordinator for Tucson
Electric Power Company. My chief responsibilities included tax research and
panning, preparation and review of cbrporate tax returns, and meeting with

representatives of tax authorities. I also served on the corporate planning

~ team addressing industry deregulation and competitive issues, and also

directed the team charged with responsibility for ci'eating and implementing
a system for strategic business units, and developing the associated

accounting and financial reporting practices.
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In January 1997, I was appointed Director of Utilities for the Arizona
Corpdration Commission. In that capacity, I directed a staff of
approximatély ninety professional and clerical employees responsible for
overseeing railroad and pipeline safety in Arizona and for regulating the
water, telephone, electric, and natural gas distribution utilities in the State.

I accepted my current position with Citizens Utilities in February 1998. In

that capacity, I coordinate regulatory activities in the states served by
Sector utilities. In addition, I am a member of the Arizona Utility Tax
Issues Group and previously served on the Arizona Corporation

Commission’s Water Utility Task Force and PGA Working Group.

What are your professional certifications and affiliations? ,

I hold Certified Public Accountant Certificates issued by the respective
Boards of Accountancy in Nebraska and Kansas. I am a member of the -
American Institute of Certified Public Accountants, the National Association
of Radio and Telecommunications Engineers ("NARTE"), and the National
Association of Railroad and Public Utility Tax Representatives.

What technical licenses do you hold? 7
I hold an Advanced Class FCC Radio License and a Technician Class NARTE
certification with regulatory and antennas endorsements.

What is your teaching experience?
I have developed and conducted seminars on a variety of topics for

employees of public utilities, regulatory agencies, and consulting firms.
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Since 1993, I have been a member of the faculty of the NARUC Regulatory
Studies Program at the Public Utility Institute at Michigan State University.
For the past two years I have been an instructor at the Western Utility Rate
School, jointly sponsored by NARUC and the Center for Professional
Developmént at Florida State University. I have also taught classes on
behalf of the U.S. Telephone Association. In connection with my teaching, I
have written three instructional books: Public Utility Income Taxation and
Ratemaking, Public Utility Working Capital, and Generally Accepted

Accounting Principles for Utilities.

What has been your experience in regulatory proceedings?

During the past thirty years, I have participated in humerous rate cases
and other regulatory and litigation proceedings involving electric, gas
transmission and distribution, telephone, water, and wastewater utilities
conducted in Alaska, Ar‘izona, California, Colorado, Conneéticut, District of
Columbia, Florida, Hawaii, Illinois, Indiana, Kansas, Maryland, Minnesota,
Missouri, Nevada, New Mexico, North Carolina, North Dakota, South
Dakota, Vermont, Virginia, and Wisconsin, as well as proceedings before
the Federal Energy Regulatory Commission and the National Energy Board

of Canada. I have also spoken before legislative bodies in connection with

| proposed legislation. I have testified on matters involvivng financial and

regulatory actounting and reporting, auditing, cost allocation, financial
forecasting, capital and operations budgeting, taxation, corporate
acquisitions, holding companies, valuation and transfer pricing,
deregulation, the cost of capital, industry restructuring, and regulatory

policy.
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~ CITIZENS COMMUNICATIONS COMPANY
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PURCHASED POWER AND FUEL ADJUSTOR
BANK BALANCE REPORT FA-1
For the Month of February 2002 -
nea No,
1 Ending Balanca - Prior Month . . ' Under Collected $ 101,599,838
2 Jurisdictional Sales . - S 102,689,766
3 Actual Cost of Generated and - .
Purchased Power ‘ ' 5,998,242
4 Unit Cost of Pawer (SKkWh) (ine3/line2) » 0.058411
5  Authorized Base Cost of Power ($/kWh) ' 0.051840
6  Authorized Purchased Power Adjustor ($/kWh) - :
7 Net Power Costs Billed Customers ($/kWh) (ling 5 + line 8) : 0.051940
8  (Over)/ Under-recovery of Power Supply Costs ($/kWh) (line 4 - line 7) 0.006471
9  Netlincrease / (Decrease) in Bank Balénce (line2 Xline 8) - : 664,505
10 . Adjustrﬁents to Bank Balance: , - . : : Do
- Computatianal Roundings ' < I
11  Ending Bank Balance - Current Month (liﬁé_1 + line 9 + line 10) ' 3 '102.264,374

Under—collgcted
i
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CITIZENS COMMUNICATIONS COMPANY
ARIZONA ELECTRIC DIVISION ‘
- PURCHASED POWER AND FUEL ADJUSTOR
GENERAL INFORMATION FA-2
For the Month of February 2002

Coﬁpany Number  E-1032

Compaqy Néme: Citizens Communications Corhbany - Arizona Electﬁc D‘iyision
‘Mailing Address: - 2901.; North Avenue, Suite 1660

_ ' Phoenix, Arizona 85012 -

Contact Person . Cari Dabelstein |

Contact Telephone No:  (802) 532-4424

Generation:

Gas-fired s $- -

Oil-fired . . T . % 5,653

_ Coal-fired - . . , ’ -

Other : o , - :
Total - - S : $§ . 5683

Purchased Power:

Base Meter Charge . . :

Demand Charge ' s : 489,717

Energy Charge o . . ' 5,522,872 |
Total | o 5,992,589

Total Cost of Generation and Purchased Power $5,098,242

Purchased Power (KWh) S 93,942,371

Unit Cost of Generated and Purchased Power (3/KkWh) (lin'e 15} line- 16) $ 0.083850 .
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ARIZONA ELECTRIC DIVISION
ADDITIONAL INFORMATION

BANK BALANCE REPORT FA-3 .

For the Month of February 2002

l. silaa {kWh)

Residential 50,717,148
Commercial 28,980,782
Wholesale .
Pramotional - .

. Industrial " 14,026,132
Irigation 14,618
Municipality 8,831,784
Street Lights 119,302 -

Total Sales 102,689,766

il. Ravenues ($). 4

Residential $ 4,294,682
Commercial 2,536,996
Wholesale -
Promaotjonal -
Industrial 841,379
frrigation .2,755
Municipality 634,097
Street Lights - 34,674

Total Revenues (@) ' % 6,344.582

1, Number of Customers

Residential 64,591
Commercial 9,040
Wholasale . .
Promational -
Industrial 27
Irrigation 29
Municipality 3,590
Street Lights 1204

“Total Customers

(d) Revenue amounts include EFPS surcharges

Note: All amounts are actual; no estir_nates.

77,481
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May 29, 2002
INTRODUCTION ‘
Q. Please state your name and business address.
A. My name is Resal A. Craven. My business address is Citizens
Communications Company, 2901 N. Central Avenue, Suite 1660, Phoenix,

AZ 85012.

Q. By whom and in what capacity are you employed?

>

I am employed by Citizens Communications Company (“Citizens”) as
Director of Engineering for its Arizona Electric Division. ‘

Q. What are your duties and responsibilities at Citizens?

>

I am responsible for providing overall direction for the permitting, right-of-
way acquisition, design and construction of transmission and substation
facilities. I am also responsible for the negotiation and administration of
transmissibn service contracts for delivery of electric power to Citizens’ |
operating districts in Arizona, providing technical assistance to Citizens’
district engineers concerning engineering, coriStruction and contractual
matters for distribution-systgm projects and assisting with power supply

arrangements.

Q. Briefly describé your education. f
I earned a BSEE from North Carolina State University, Raleigh, N.C. and

>

~have subsequently attended classes and professional courses on power

system engineering and management.

Q. Would you please describe your professional affiliations?

A. I am a Registered Professional Engineer and a Senior Member of the

-1 -
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Institute of Electrical & Electronics Engineers (*1.E.E.E."”).
Briefly describe your work experience.
I have thirty-eight years’ experience in engineering & engineering
management with electric utilities, specializing in transmission &
distribution systems planning, design and construction in transmission and

power supply contract negotiation and administration.

Have you previously testified?

Yes. I have testified before the Arizona Corporation Commission, the

Louisiana Public Service Commission, the Federal Energy Regulatory

Commission, and in federal district court on matters regarding electric

transmission systems and contracts.

What is the purpose of your testimony?
The purpose of my testimony is to describe the effects of the Arizona
Corporation Comrmission’s ("Commission”) Rule 14-2-1609 (B) on

transmission dependent Utility Distribution Companies (UDCs) and on the

~cost of service to retail customers in the UDC’s service area. I will also

recommend revisions to the Rule.

Arizona Corporation Commissidn Rule R14-2-1609 (B) mandates that the
UDC shall retain the obligation to assure that adequate transmission import
capability is avéilable to meet the load requirements of all distribution
customers withih their service areas. What is your assessment of the
impact of this Rule on the UDCs?

This requirement puts an undue economic burden on customers in the

UDC's service area.
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- Why is this so?

My comments address the direct effects of the Rule on Citizens
Communications Company’s Arizona Electric Division. Citizens is a
transmission-depende‘nt utility and owns ho transmission facﬂities of its own
that allow import of power into its service area. All transmission import |
capability is provided by contracts with wholesale transmission providers.
The only transmission owner in Citizens’ service area, and with whom
Citizens has transmission interconnections for wholesale power, is the
Western Area Power Administration ("WAPA"). WAPA is the federal power
marketing agency that sells power from federal resources to eligible entities
and markets excess transmission capacity to eligible wholesale purchasers.
Citizens obtains all of its transmission service to import power to serve the

load in its service area from WAPA under two basic transmission contracts.

Please describe the contracts.

One contact is for service over the Parker-Davis Transmission System.
That contract is for firm transmiséion service through February 28, 2008,
from defined points of receipt to defined points of delivery. It was signed
prior to the iésuance by FERC of Order Nos. 888 and 889 regarding
transmission access. The points of receipt are located at WAPA’s 230 kV
bus at Pinnacle Peak Substation near Phoenix, Arizona, and at WAPA's 115
kV bus at Saguaro Substation near Tucson, Arizona. The principal points of |
delivery are at Hilltop Substation near Kingman, Black Mesa Substation
near Lake Havasu City, and the Nogales Switchyard southeast of Tucson. -
Under this contract, an annual capacity reservation is made on a rolling
three-year basis. Citizens is obligated to pay the annual reservation costs

in 12 equal payments. The amount of reserved capacity cannot be reduced

-3-
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until the fourth year (i.e. reservations made for the 2002 operating year
cannot be reduced before 2005.) One of the terms in the contract, which
dates back to 1987, provides that if Citizens is not using its reserved '
capacity, then WAPA has the exclusive right to use it. Therefore, under this
contract, there is no possibility of Citizens selling any unused reserved

capacity to others.

The second transmission contract is for firm point-to-point service over the
Pacific Northwest - Southwest Intertie Project. This contract was signed in
June 2001, and provides a specific amount of capacity (110‘ MW) for a
specific term (through June 30, 2011). The defined point of receipt is at
the same Pinnacle Peak Substation previously described, except that it is on
WAPA'’s 345 kV bus. The defined point of delivery is WAPA’s 230 kV bus at
its Griffith Switchyard southwest of Kingman. Citizens is obligated to pay
the annual reservation ‘costs for transmission capacity in-12 equ'al payments
each year for the term of the contract. Under this contract, if Citizens is
not using its reserved capacity, and there is a willing buyer, Citizens may
resell;it.

How is Citizens adversely affected by Rule R14-2-1609 (B)?

As written, Rule R14-2-1609 (B) obligates the UDC to assure that adequate
transmission import capability is available to meet the load requirements of
all distribution customers in its sfervice area. However, it has no provisions

that require coordinated planning of delivery capacity from resources to

’Ioad and places no requirement on Competitive Scheduling Coordinators

("CSC’s") or competitive energy providers to participate with the UDC for

planning transmission improvements or in mitigating the cost associated

-4 -
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with changes in transmission use. Because Citizens’ existing transmission
contracts to import power into its service area are all long term contracts,
from defined points of delivery to defined points of receipt, the contract
path is usable in only one direction, and only between those points of
receipt and points of delivery. The defined points of receipt into WAPA’s
systems were established to import power purchased by Citizens initially
from Arizona Public Service Company ("APS") and now from Pinnacle West
Capital Corporation ("PWCC”") with whom Citizens has an all requirements
contract. While the contracts worked well for that purpose, they do not

provide the flexibility needed to accommodate changed usage patterns.

Is it true that the Affected Utilities are required to provide a pro-rata share
of the their transmission capacity to Competitive Scheduling Coordinators
who want to serve load in their service area?

Yes. Commission Rule R14-2-1609 (A) provides that any transmission
capacity that is reserved for use by the retail customers of the Affected
Utility’s UDC shall be allocated among standard offer customers and

- competitive market customers on a pro-rata basis. Citizens wodld be

required to allocate a pro-rata share of its WAPA transmission contract to

~ CSC to comply with the rule, WAPA has agreed that Citizens can assign a

portion of its contract path, on a recallable basis, to third parties for
delivery to loads served under retail competition in Citizens’ serv)'ce area. A
copy of a letter received from WAPA, dated JukIy 12, 2001, (Exhibit A) on
this subject is attached. However, to use Citizens’ contract path the CSC
would have to include one of the defined points of receipt ih Citizens’
contract as a part of the path from its resource(s) to the load in Citizens’

service area.
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Is that practical?
I do not believe it is likely to happen. The energy provider would have to
be PWCC or some other company having a network transmission service
agreement with APS, and APS would have to have available firm
transmission capacity from the resource to the point of receipt, or the CSC
would have to arrange an alternate path to Citizens point of receipt. For
imports into Mohave County, Citizens’ point of receipt is Pinnacle Peak 230

kV, and for imports into Santa Cruz County it is Saguaro 115 kV.

Could a CSC arrange an'alternate transmission path with WAPA that is not
covered by an existing contract with Citizens so they could they serve load
in Citizens’ Service Area? '

Yes, they could.

How would that impact Citizens’ transmission arrangements?

Citizens would be directly impacted in two ways:

1. Because Citizens already has long term contracts for transmission

service from defined points ’of receipt, it is obligated to pay for that
contracted capacity whether it has customers to serve or not. To the
extent that Citizens’ customer load is reduced when retail competition

‘ ‘is introduced, the average cost of transmission to serve Citizens
Standard Offer customers will intrease.

2. The amount of import capacity cannot be reduced for two reasons.
First, under Rule R14-2-1609 (B), Citizens retains the obligation to
provide adequate import capability to serve all distribution customers
within its service area. As a result, Citizens is required to keep the

contracts whether it has a customer or not. Second, under Rule R14-

-6 -
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2-1606 (A) the UDC (Citizens) must provide Standard Offer Service
and act as provider of last resort; thus, also requiring Citizens to keep

the contracts, whether or not it is serving customers.

Is Commission approval required for a contract between a CSC and' WAPA
to serve load in Citizens' service area?

No. WAPA is not subject to the Commission’s jurisdiction. It is my
understanding that, if WAPA received a request from a CSC to provide
transmission service to one of Citizens’ points of delivery, the Commission
lacks jurisdiction and authority to prevent them from doing so. '

What would be the impact on Citizens if the CSC’s resource is one of the
new Independent Power Producer (“"IPP”) plants in Mohave County?

As previously explained, Rules R14-2-1609 (B) and 14-2-1606 (A) require
Citizens to procure the transmission input capacity necessary to serve all
distribution customers in its service territory. Under Citizens’ existing
contracts, no provisions exist for redesignation of contact paths or short-
term reduCtion of contract capacity. However, the actual number of
customers served by Citizen would be reduced, resulting in an increase in

the average per customer cost of transmission import capacity.

Do you have a suggestion on how the rules regarding transmission can be
modified to resolve the problems you have identified?
Yes. I recommend that the rules be modified as follows:
o CS5C’s be required to utilize the same transmission paths as are
available to the UDC.

e If the available paths are insufficient to meet the needs of the CSC,

-7 -
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there should be a formal process for the CSC to request alternate
transmission service.
A mechanism should be developed whereby the cost of such service,
including jstranded transmission costs, would be paid for by the CSC.
CSCs should be prohibited from by-passing the distribution utility and
arranging alternative transmission source without also assuming the
cost reléted_to such action. A part of such costs includes the pro rata-
share of costs associated with the requirement‘that the Distribution
Company be the prO\)ider of last resort for Standard Offer Service.
Any customer opting for alternative power supplies should be
responsible for his share of any unrecovered power supply costs prior
to his departure, and any additional costs his departure continues to

impose on Citizens.

Q. Do you have suggested language for the modified rules?
A. Yes. Specifically, Rule 14-2-1609 B should be modified as follows:

B.1

B.2

Utility Distribution Companies shall retain the obligation to assure
that adequate transmission import capability is available to meet the
load requirements of all distribution customers within their service
areas. Utility Distribution Coh‘\panies shall retain the obligation to
assure that adequate distribution system capacity is available to meet

the load requirements of all distribution customers within their service

.areas.

Competitive Scheduling Coordinators shall be required to utilize the
same scheduling paths for imports into a Utility Distribution
Company’s service area as the Utility Distribution Company. If such

paths are inadequate to meet the needs of the Competitive

-8-
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Scheduling Coordinator, then the Competitive Scheduling Coordinator
shall make a transmission service request to the Utility Distribution

.Company for alternate or increased import capability into the Utility

Distribution Company’s service area. The Competitive Scheduling
Coordinator shall be responsible for the cost of providing the
requested service, including the Ufility Distributioh Company'’s
stranded costs associated with its provider of last resort obligations. \
Rights to any resulting increase in transmissioh import capability into
the Utility Distribution Company’s service area shall be conveyed the
to the Utility Distribution Company in their entirety.

Individual customers switching to competitive energy service shall be
obligated to the respective UDC for their share of any amounts |
residi\ng in the purchased pow’er bank that relate to periods before

their departure for standard offer service.

Does this co“mplete your testimony?

Yes.
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Exhibit A

Department of Energy
Western Area Power Administration
Desert Southwest Customer Service Region
P.O. Box 6457
Phoenix, AZ 85005-6457

JUE W2 2001

Mr. Resal A, Craven

‘Director of Engineering

Citizens Communications Company
Arizona Electric Division

2901 North Central Avenue

Suite 1660

Phoenix, AZ 85012

Dear Mr. Craven:;

Western Area Power Administration is in receipt of Citizens Communications Company
(Citizens) letter dated June 19, 2001 requesting permission for Citizens to assign to Competitive
Scheduling Coordinators (CSC) under Citizens’ Open Access Transmission Tariff (OATT) a pro
rata share of Citizens’ transmission rights under Contract No. 87-BCA-10140 (Contract)
pursuant to the Arizona Corporation Commission (ACC) ruling and FERC order to file an

- OATT.

Citizens may assign to the CSC, under Citizens’ QATT a pro rata share of Citizens’
Transmission Rights under the Contract as transmission available for retail access only in your
distribution service areas approved by the ACC. Western further understands that under such
assignment Citizens would not market this transmission as wholesale wheeling except for
delivery to loads served under retail competition. This transmission is assigned on a recallable
basis such that if the CSC ceases to provide energy to a retail customer in Citizens’ service area,
the point-to-point capacity assigned to the CSC would revert to Citizens.

If you have any questions concemihg this issue, please contact me at (602) 352-2789.

Sincerely,

Anthony H. Montoya
Assistant Regional Manager
for Power Marketing



