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In  Th e  Ma tte r Of Th e  Ap p lic a tio n  Of Arizo n a  P u b lic  S e rvic e  Co mp a n y Fo r
Approva l Of Its  P la n  For S tra nde d  Cos t Re c ove ry (Doc ke t No . E-01345A-98-
0473)

In  Th e  Ma tte r Of Filin g  Of Arizo n a  P u b lic  S e rvic e  Co mp a n y Of Un b u n d le d
Ta riffs  P u rs u a n t To  A.A.C. R14-2-1601 E T S E Q . (Do c ke t No . E-01345A-97-
0773)

In The Matter Of Competit ion In The Provision Of Electric Services

Throughout The State Of Arizona (Docket No.  RE-00000C-94-0165)

De a r Ms . Kola :

Pursuant to the  May 25, 1999 and June  23, 1999 P rocedura l Orde rs  is sued in the  above -
re fe renced proceedings , enclosed for filing a re  the  origina l and e leven (11) copies  of the  prepared
dire ct te s timony of Dougla s  A. Ogle sby, Vice  P re s ide nt a nd Ge ne ra l Counse l of P G&E Ene rgy
Services  Corpora tion. P lease  re turn a  conformed copy to my office  in the  enclosed se lf-addressed
enve lope .

Also enclosed is  a  lis t of subj e t a rea s  addre ssed in Mr. Ogle sby's  te s timony. Mr. Ogle sby will be
the  only witness  appearing for PG&E Energy Services  in these  proceedings .

n

Re :
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Ms . Na ncy Kole
June 28, 1999
Page 2

PG&E Energy Services has been granted Intervenor status in the aforesaid proceedings.

Very truly yours,

Lawrence V. Robertson, Jr.

cc: Jerry Rudibaugh, Chief Hearing Officer
Paul Bullis, Chief Counsel, Legal Division
Ray T.Wil1iamson, Acting Director, Utilities Division
Hearing Division. Mailing List
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DOUGLAS A. OGLESBY
SUMMARY LIST OFTESTIMONY SUBJECT AREAS

Proposed transfe r of competitive  asse ts , bases  for va lua tion, and timing,

De finition of "compe titive  se rvice s  a s se ts ," ide ntifica tion of such a s se ts , a nd ma nne r

of fina nc ing a cquis ition ,

Ca lcula tion a nd re cove ry of s tra nde d cos ts ,  inc luding us e  of tra c ing a ccount,

Effect of proposed ra te  reductions  on compe tition,

Advance  one -yea r notifica tion requirement for cus tomer switch-back,

APS e lectricity purchases  from a  gene ra tion a ffilia te ,

I

4.

2.

3.

7.

6.

5.

1.

Me thodology for de s ign a nd de ve lopme nt of APS 's  dis tribution ra te .



Q

a

Q

BEFORE THE

2 ARIZONA CORPORATION COMMISSION

3

4

5

6
DOCKET nos.E-01345A-98-0473

7
E-01345A-97-0773

8

RE-00000C-94-0165
9

12

1 3

14

15 TESTIMONY OF DOUGLAS A. OGLESBY
Vice President and General Counsel

16

17 On Behalf of

18 PG&E ENERGY SERVICES CORPORATION

19

20

21

_m
J D

-l¢rr~

.8zI- m
p 80

22

Li
-! §-1. -
_;bE*a¢<< m

u-'i.'»<§
§531m< N-8;~"":Z=;<»`

U822
m°9
l.IE<o»
19 zig
z n|-
: 3E

23

24
June 9, 1999

25

26

27

10

1 1

28



P

f
as

1 PREPARED TESTIMONY

2 OF DOUGLAS A. OGLES BY

3 Q, 1. Please state your name, address, professional background and experience, and

4
whom you are representing?

5

6
A. 1. My name is Douglas A. Oglesby, 345 California Street, Suite 3200, San Francisco,

7 California. I am Vice President and General Counsel for PG&E Energy Services

8 Corporation ("Energy Services") and am representing it in these proceedings. My

9 background and experience are set forth in Attachment DAO-1. Energy Services

affiliate, PG&E Generating Company, also supports the positions set forth in this

12
testimony.

13 Q. 2. Please summarize your testimony.

§ A. 2. First, any transfer of competitive service assets (including non-nuclear generation) to one

~§: zm

14
_ a°=~ 15

16

or more of APS's affiliates should be based upon the market value of such assets, not

depreciated book value. In that regard, we also believe fair market value should be
17

18
determined through an auction or an independent, Commission-approved appraisal.

19 Second, we believe the Commission should require APS to provide more detailed

20

2 1

information as to (i) what constitutes "competitive service assets" for purposes of Article

III and the Settlement Agreement as a whole, (ii) what specific "competitive services

22
assets" are subj et to the prospect of transfer to an affiliate, and (iii) how such affi1iate(s)

23

24
would pay for such assets.

Third, we believe a tracking account should be established in connection with APS's

27 2

25

26

10

1 1

28
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1 Recovery of S tranded Costs , ra the r than a  CTC which remains  in e ffect until December

2 31,2004.

3
Fourth, for the  reasons indica ted, we  be lieve  tha t the  proposed ra te  reductions may have

4

5
the  e ffe ct of de te rring compe tition, the re by ironica lly de priving cus tome rs  of tha t option

6
of meaningful choice  tha t both the  Commiss ion and the  Arizona  Legis la ture  have

7 intended.

8 Fifth, we  be lieve  tha t the  proposed one-year advance  notifica tion requirement for

9
customers with a load of MW or greater is unwarranted in fact, and anti-competitive in

10

1 1
its  e ffect - which we  suspect is  precise ly wha t APS intends .

12 S ixth, we  be lieve  the  framework for sa le s  of e lectricity to APS from a  gene ra ting

§ 13 a ffilia te  is  too va gue  for purpose s  of de te rmining wha t cons titute s  a  "ma rke t price ." In

14 addition, a s  long as  APS continues  to pe rform a  regula ted procurement function, its

15
power procurement must be  subject to prudence  review by the  Commiss ion.

16
Seventh, we be lieve  the  Commission should require  APS to use  a  cost~causa tion

QJ¢:
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18 a pproa ch in de ve loping its  dis tribution ra te , the re by spe cifica lly ide ntifying a nd

19 recove ring a s  a  "wire s  only" ra te  only those  cos ts  re levant to dis tribution se rvice . The

20 credit approach unde r the  Se ttlement Agreement will pe rmit APS to recove r from direct

2 1
access  cus tomers  ce rta in non-commodity cos ts  of re ta il e lectric se rvice  it is  no longer

22
incurring, effectively requiring direct access customers to subsidize APS and to pay

23

24
twice for these costs.

25

26

27 3

28
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1 Q. 3. Who is Energy Services and what is the nature of its business activities?

2 A. 3. Ene rgy Se rvice s  is  a  compe titive  bus ine ss  unit of PG&E Corpora tion, a  la rge  dive rs ified

3
energy holding company headquarte red in San Francisco. Energy Services  se lls  gas  and

4

5
e lectric commodities  and a  wide  range  of other energy-re la ted products  and se rvices

6
na tionwide , including in Arizona , whe re  it ha s  had an active  sa le s  office  for about four

7 ye a rs . Ene rgy Se rvice s 's  a ctivitie s  a re  not re gula te d by the  Ca lifornia  Public Utilitie s

8 Commiss ion ("CPUC") or a ny othe r s ta te  commiss ion, a nd it is  s tructura lly,

9
orga niza tiona lly, functiona lly, ope ra tiona lly, a nd fina ncia lly fully s e pa ra te  from its  utility

1 0
a ffilia te  Pacific Gas  and Electric Company.

1 1

12 Q. 4. Has Energy Services previously participated in proceedings before the Commission

13 involving restructuring of the electric utility industry in Arizona?

1 4 A. 4. Yes . Ene rgy Se rvices  has  active ly pa rticipa ted in this  Commiss ion's  re ta il e lectric

1 5
competition proceedings since it issued the initial rules in December~1996 and has

16
a ttended and submitted comments  in severa l of the  Commiss ion-es tablished working

1 7

1 8
groups , including the  three  subcommittees  on s tranded cos ts . I have  pe rsona lly te s tified

19 before this Commission in its proceedings on stranded costs and in support of Energy

20 Services application for a Certificate of Convenience and Necessity (CC&N) as an

2 1
Ele ctric Se rvice  P rovide r. Ene rgy Se rvice s  re ce ive d the  firs t s ta te wide  CC&N issue d by

22
this  Commiss ion for compe titive  ene rgy se rvice s  in la te  1998.

23

24

25

26

27 4

28
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1 Q, 5. Are you concerned with the proposed basis for valuation of the assets to be

2 transferred to APS's unregulated affiliates?

3
A. 5. Yes , I am. APS is  propos ing to transfe r its  gene ra tion and ce rta in othe r (unspecified)

4

competitive  se rvices  asse ts  to its  a ffi1ia te (s) a t deprecia ted book ra ther than a t fa ir marke t
5

6
va lue . Unde r tra ditiona l tra ns fe r pricing principle s , the  a ppropria te  tra ns fe r price  for such

7 asse ts  must be  the  higher of deprecia ted book cost or fa ir marke t va lue . AP S  should be

8 required to transfe r its  competitive  asse ts  to its  a fri1ia te (s) a t the  higher of deprecia ted

9
book or fa ir marke t va lue '. A11 recent sa le s  of utility non-nuclea r gene ra tion a sse ts  of

10

1 1
which am aware  have  re sulted in sa le  price s  we ll in excess  of the  deprecia ted book

12 value of the assets, often several times higher. On such occasions, the utilities have been

13 able to credit to their ratepayers the premium over book value, enabling them to buy

14 down the ir s tra nde d cos ts . APS 's  ra te pa ye rs  will be  subs idizing APS  sha re holde rs  if

15
these  asse ts  a re  transferred to APS's  unregula ted afH1ia te(s) a t be low-market va lue .

16
Q. 6. Do you know what value Tucson Electric Power (TEP) will use to transfer

LE
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17

18 generation assets to its affiliate?

1 9 A. 6 . Ye s , I do. Tucson Ele ctric Powe r's  propose d se ttle me nt re ce ntly tile d with this

20 Commission provides  tha t TEP will transfe r its  genera tion and other asse ts  deemed to be

2 1

22

23

24

I One of the generation assets APS proposes to transfer is Palo Verde Nuclear Generating Station. It is certainly
possible, if not probable, that Palo Verde, as a nuclear plant, may not obtain a sale price in excess of its
depreciated book value. In that case, the transfer of this asset should be at depreciated book value, consistent with
the principle that asset transfers lim a utility to its affiliate must be at the higher of book value or fair market
value.25

26

27 5

28
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1 compe titive  to a  subs idia ry a t fa ir marke t va lue . We  be lieve  tha t is  the  appropria te  bas is

2 for valuation.

3
Q.7. What impact do transfers of assets to competitive affiliates have on competitive

4

markets?
5

6
A.7. In this particular situation there are two aspects to the proposed transfer of assets which

7 need to be considered, and each would have a profound effect on competition in the retail

8 e lectric marke t in Arizona . Firs t, according to the  RDI Powerda t da tabase , APS cLu'rently

9
owns  a pproxima te ly 38% of a ll the  summe r ca pa city in the  WSCC's  Arizona  - Ne w

10

11
Me xico powe r a re a . If a n AP S  a ffilia te  re ce ive s  a ll of AP S 's  ge ne ra tion, the  a ffilia te  will

12 immediately acquire a commanding position in the market, providing it with the ability to

1 3 domina te  unfa irly the  re ta il ma rke t through s tra tegic pricing. This  is  because  una ffilia ted
o

ml < '-
_EN

>cj<
u N_0l4Q-Edi 14 compe titors  must build or acquire  the ir own compe titive  a sse ts  a t fa ir marke t va lue , and

15
recove r the costs of those  assets from the  revenues generated as a  result of the  sa les of

16
the ir se rvices  or output a t marke t price s . If APS 's  a ffilia te s  have  incurred lower cos ts  by

Li
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18 obta ining asse ts  a t be loW-market prices , as  has been proposed, they will be  able  to se ll

19 the ir products  a nd se rvice s  a t a  lowe r price  tha n will una ffilia te d compe titors . This  will

20 re sult in the  a iiilia te s  having a  huge  compe titive  advantage  s ince  the  sa le  of e lectric

2 1
commodity is  notorious ly low-ma rgin.

22
The term competitive assets includes both generation and infrastructure such as customer

23

24 informa tion sys te ms , billing, me te ring, a nd so on. Eve n if APS 's  powe r pla nts  we re

25

26

27 6

28
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1 excluded from the  transfe r, transfe rring the  rema ining infra s tructure  a t the  lower of

2 deprecia ted book or fa ir marke t va lue  s till provides  the  a ffilia te  an unfa ir advantage .

3
The  transfe r of a sse ts  to compe titive  a ffilia te s  a t be low-marke t prices  is  a lso unfa ir to

4

regula ted ra tepayers  ofAPS because the y will not be  cre dite d with the  full va lue  of the
5

6
asse ts  tha t could be  rea lized in the  marke tplace , and will pay more  in s tranded costs  than

7 the y should. The  re sult is  tha t APS 's  ra te pa ye rs  will subs idize  APS 's  compe titive

8 a ctivitie s .

9
There fore , transfe rs  of a sse ts  to compe titive  a ffilia te s  a t be low-marke t price s  will

10

1 1
adverse ly impact AP S 's ra te pa ye rs  a nd compe tition. Only AP S 's  sha re holde rs  will

12 bene fit from such trans fe r, s ince  they will rece ive  the  bene fit of the  unfa ir compe titive

13 advantage  enjoyed by APS 's  unregula ted a ffilia tes .

1 4 Q. 8. Do you have any other concerns about APS's proposed transfer of assets to its

15

16
unregulated affiliates?

A. 8. Yes , I do. APS 's  se ttlement proposa l is  quite  vague  in providing a  de ta iled accounting of
17

18 the  asse ts  to be  transferred to its  unregula ted a ffi1ia te (s), what the ir va lue  is  and how the

19 a ffilia te s  will pay for these  a sse ts . Article  4.2 of the  se ttlement grants  APS or its  pa rent

20

21

the  right to crea te  new corpora te  a ffilia te s  to provide  compe titive  se rvice s , including

generation sales and power marketing. It also grants APS the right to transfer generation

22
and compe titive  se rvices  a sse ts  to these  a ffilia te s . To assess  fully the  implica tions  of

23

24 APS's  se ttlement proposa l, we  need a  much more  de ta iled de finition of wha t is  be ing

25

26

27 7

28
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1 tra ns fe rre d to AP S 's  a ffilia te s . Exhibit C provide s  only a  cursory lis t of the  poss ible

2 genera tion asse ts  tha t might be  transfe rred to its  a ffilia te . The  se ttlement re fe rs  to the

3
transfer of competitive  services asse ts , but does not adequate ly define  these  asse ts , nor

4
does  Exhibit C provide  a  lis t of the  compe titive  a sse ts  APS intends  to transfe r to its

5

6
a ffilia te (s ).

7 The  Commiss ion should require  APS to provide  a  de ta iled accounting, schedule  and

8 method for determining the market value of these assets to permit this settlement to be

9
ana lyzed. The  de te rmina tion of an a sse t's  fa ir marke t va lue  should be  accomplished

10
through e ither an auction or an independent, Commission-approved appra isa l precess .

1 1

1 2
APS 's  se ttlement is  s ilent on these  critica l ma tte rs .

o

r~
_ m
J (B g

1 3 Q.9. Do you see any problem with APS's request that it be granted until December 31,

14 2002 to complete the transfer of its competitive services assets to its competitive

15
a ffilia te s ?

16
A.9 . APA doesn't say whe the r it wants  to engage  in unregula ted compe titive  activitie s  prior to

6

4 §_;5»'!:¢<ju:n.m<§
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17

18
the  sepa ra tion of theses  a sse ts  and, if so, how it will ca rry out those  activitie s . Ene rgy

19 Services  is  s trongly opposed to APS 's  conducting any compe titive  activitie s  out of the

20 utility. Ins te a d, we  urge  tha t a ll compe titive  a ctivitie s  mus t be  ca rrie d out by a ffilia te s

21
tha t a re  s tructura lly, organiza tiona lly, functiona lly, ope ra tiona lly and financia lly sepa ra te

22
Hom the  utility, and that the utility be permitted to carry out only regulated, ta riffe d

23

24
activities. Energy Services recommends that this Commission approve APS's request for

25

26

27 8

28
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1 an extension of the  time to separa te  these  asse ts  only on the  condition tha t APS be

2 prohibite d from e nga ging in a ny compe titive  a ctivitie s  through the  utility s tructure .

3
Q.10. What problems do you see with the proposed method of dealing with Stranded

4
Costs?

5

6
A.10. Unde r the  te rms  of the  se ttlement APS  sha ll have  the  opportunity to collect s tranded cos ts

7 through a  compe titive  tra ns ition cha rge  ( CTC ). S uch CTC sha ll re ma in in e ffe ct until

8 December 31, 2004. At tha t time  an adjus tment will be  made  to re flect any excess

9
recovery/under recovery. A more desirable method is the use of a tracking account. By

using a tracking account, cost recovery can be tracked and the recovery period would end

12 once  s tranded cos ts  a re  fully recovered. If this  Commiss ion require s  tha t a ll a sse t

13 transfers must be priced at fair market value, it is likely that stranded costs would be

14 recove red prior to 2004. I say this  because  I a ssume  tha t APS would not knowingly se t a

te rmina tion da te  tha t would re sult in a  s ignificant unde r-recove ry of s tranded cos ts . S ince

I be lieve  asse t transfe rs  should be  priced a t fa ir marke t va lue , revenues  in excess  of book
17

18 would be credited to reducing stranded costs, resulting in a termination date earlier than

19 tha t propose d by APS . In a  compe titive  ma rke tpla ce  it is  importa nt tha t CTC colle ction

20 end as  soon as  poss ible . There  is  no reason to have  an a rtificia l, adminis tra tive ly

2 1
determined end date when it is quite easy to set up a tracing mechanism that would

22
identify quickly when s tranded cos ts  a re  fully recove red.

23

24

25

26

27 9

28
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1 Q. 11. Do you  be lieve  th is  s e ttlement will fos te r compe tition  in  APS 's  s e rvice  te rrito ry?

2 A. 11. No, I do not. The re  a re  se ve ra l othe r a spe cts  of this  se ttle me nt tha t will in fa ct hinde r

3
compe tition.

4

Q, 12. What are these aspects?
5

6
A. 12. The re  a re  a t le a s t four. These  a re  (i) APS 's  proposed ra te  reductions , (ii) the

7 proposed one -yea r notice  for re turning la rge  cus tomers , (iii) e lectricity sa le s  to APS by its

8 genera ting a ffi1ia te (s ), and (iv) inadequa te  crediting of the  non-commodity cos ts  of re ta il

9
energy se rvices .

Q. 13. Wha t will be  the  e ffec t of the  propos ed  ra te  reduc tion  on  compe tition?

12 A. 13. Ironically, the effect of the rate reductions proposed by the settlement will be to deter

1 3 compe tition. The  prima ry rea son cus tomers  switch to compe titive  provide rs  is  to re ce ive

14 lowe r price s  tha n the y ca n re ce ive  from the ir incumbe nt utility. If AP S  is  a ble  to provide

these  ra te  reductions , Energy Se rvice  Provide rs  (ESPs) will be  required to lower the ir

prices even more in order to induce customers to switch from APS to a competitive
17

18
provide r. The  ra te  discount, which according to the  se ttlement applie s  sole ly (i.e . l 00%)

19 to the Standard Offer (contestable) rate component, makes it that much more difficult for

20 ESPs to offe r a  lower price  than APS. This  is  because  ESPs  must recover in the ir price

2 1
the 8.111 costs of retail services and customer care, not merely the commodity cost, as well

22
as  a  profit. If ESPs  a re  unable  to bea t the  prices  cha rged by APS, which will more  than

23

24
like ly be  the  ca se  given the  proposed ra te  reductions , cus tomers  will not switch. If

27 1 0

10

1 1

25

26

15

16

28



I

as

1 cus tomers  do not switch, APS  bene fits  a s  the  provide r of la s t re sort, compe tition will not

2 deve lop, and cus tomers  will be  deprived of meaningful choice . As  a  consequence , APS

3
will not have  to fa ce  the  discipline  of compe titive  marke ts .

4

5
There  a re  two important diffe rences  be tween APS and a  competitive  ESP which make

6
the se  reductions  pa rticula rly anti-compe titive . Firs t, even if APS 's  a sse ts  a re  trans fe rred

7 to its  a ffilia te (s), the re  is  no assurance  tha t the  a ffilia te , having rece ived the  asse ts a t a

8 be low-ma rke t cos t, will not provide  pre fe re ntia l pricing to APS . Se cond, APS  price s  a re

9
se t by ta riffs , not contracts , and if APS is  not able  to ge t pre fe rentia l pricing it can avoid

10
dire  financia l consequences  by seeking to ra ise  ra te s  (se ttlement Article  2.8). Any ESP

12 tha t ha s  me t APS 's  discounts  would like ly be  prevented firm ra is ing its  price s  unde r the

13 provisions of its customer contracts.
°5 8J
m; "'-

i i ; "
U 4.4040

.zell 14 Q.14. What will be the effect of the one-year advance notice proposed by APS?

15
A.14. The  se ttlement provides  tha t cus tomers  grea te r than MW who choose  a  direct access

16
supplie r must give  APS one  year's  advance  notice  be fore  re turning to S tandard Offe r

fu?"
590

;=*z'60T¢a< N-3;°'-"
¢g°*O5
m -
0
z
D
z

'Hz'log
zz :J
mr-
m
m 17

18 services. We oppose this notice requirement. Energy Services strongly advocates that

19 the  incumbe nt utility should fully e xit the  procure me nt function for la rge r comme rcia l,

20 indus tria l and ins titutiona l cus tomers , including a s  a  de fault provide r. This  is  necessa ry

2 1
to neutralize the inherent advantages enjoyed by the entrenched incumbent utility. APS,

22
however, does  not propose  to do this , ins tead, APS fully intends  to compete as a

23

24
re gula te d utility with ESPs . For tha t re a son, this  proposa l is  a nti-compe titive  be ca use  it

25
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1 M11 act as  a  de te rrent to switching. This  is  exacerba ted by the  ra te  reductions  promised

2 to customers.

3
A cus tomer who is  offe red a  price  from an ESP  tha t is  only margina lly lower than

4

5
APS 's  (if a n ESP  is  e ve n a ble  initia lly to offe r a  lowe r price  a t a ll), knowing tha t it mus t

6
give  a t lea s t a  yea r's  notice  to re turn to regula ted se rvice , has  little  incentive  to switch.

7 Stated simply, the rate reductions and the one-year notice requirement each impose

8 s ignifica nt ba rrie rs  to cus tome r switching. The  combina tion will sure ly furthe r e ntre nch

9
APS a s  the  monopoly provide r. Ove r time , cus tomers  will suffe r because  compe tition

10

1 1
will not de ve lop a nd AP S  will not ha ve  to offe r compe titive  pricing. Cus tome rs  will not

12 have  choice , and will not bene fit Hom the  innova tivenesss  spurred by compe tition.

13 Moreover, there is no reason why APS requires a year's notice &om retuming customers.

14 We agree  tha t APS should not be  a t risk for higher power procurement costs  imposed by

'i'8<8 15
re turning cus tome rs . But the  solution is  not to impose  a  notice  re quire me nt. It is  ins te a d
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16
to flow the  cos ts  of powe r supply dire ctly through to the  re turning cus tome r. If la rge

17

18 cus tomers  re turning to APS with little  or no notice  impose  highe r purchase  power cos ts

19 on APS than APS would incur if it had reasonable  notice  (which would have  enabled

20 APS to plan for such re turn with longer te rm, lower cos t power purchase  a rrangements),

2 1
those higher costs should be flowed directly through to the returning customers. It is

22
appropria te  tha t the  cus tomer experience  the  full impacts  of its  choices  in a  compe titive

23

24
marke t. Its  choice  to re turn to the  utility should be  influenced by the  economic

25

26

27 1 2

28
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1 consequences  of tha t decis ion. Where  there  is  no cost exposure  to APS, there  is  no

2 rea son to impose  an a rtificia l notice  requirement, pa rticula rly whe re  such a  requirement

3
will de te r switching in the  firs t ins ta nce . AP S 's  a bility to flow those  cos ts  dire ctly

4

5
through to provide r-of-la s t-re sort cus tomers  e limina te s  the  need for cus tomers  to provide

6 APS any advance  notice  of the ir intent to re turn.

7 Q.15. What are the problems presented by the proposed framework for APS's purchase of

8 e lec tric ity from its  gene ra ting  a ffilia te?

9
A.15. The  se ttle me nt ca lls  for a ny e le ctric e ne rgy APS  purcha se s  from its  ge ne ra ting a ffilia te

10

1 1
(re fe rre d to a s  the  EWG Affilia te ) to be  a t ma rke t price s . Howe ve r, the  se ttle me nt a lso

1 2 s ta te s  tha t its  approva l by this  Commiss ion will cons titute  pre -approva l of a ll power

13 purchase  transactions  by APS from its  gene ra ting a iiilia te . The re  would be  no prudence

14 review to protect APS's regulated ratepayers and to guard against cross-subsidies. This

15
provis ion is  una cce pta ble  be ca use  it will e limina te  a ll Commiss ion ove rs ight of powe r

16
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purchase  transactions be tween APS and its  genera t'mg affilia te .

18 Electric power can be traded under a wide variety of contract terms, both on the spot

19 marke t and for long te rms , and with many diffe rent degrees  of shaping or optiona lity.

20 Only some of the  contract s tructures  correspond to deep, liquid marke ts  (such as  the

2 1
monthly unshaped Pa lo Ve rde  marke t). The re fore  it will be  s imple  to frus tra te  the  intent

22
of the se  te rms  by trading unde r contract s tructure s  for which the  marke t is  difficult to

23

24
de te rmine .
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1 Compe tition will be  impa ire d re ga rdle ss  of whe the r APS  pa ys  too little  (i.e . unde r-

2 ma rke t) or too much (i.e . ove r-ma rke t). If APS  pa ys  unde r-ma rke t, APS 's  re gula te d

3
cus tome rs  will e njoy the  be ne fits  of APS 's  be low-ma rke t a cquis ition of powe r, but the y

4

5
a ls o will ha ve  little  re a s on to s witch. And ES P s  will find it ve ry difficult to compe te .

6
On the  othe r hand, if APS pays  too much, its  regula ted supply cus tomers  will pay highe r

7 cos ts  a nd will the re fore  subs idize  APS 's  compe titive  a ffilia te , giving it a n unfa ir

8 compe titive  advantage . If tha t a ffilia te  is  a lso an ESP , any of APS 's  regula ted

9
cus tomers  which a re  incanted to switch to avoid those  highe r cos ts  a re  like ly to s imply

10

1 1
migra te  over to the  a ffilia te  because  of the  cos t advantage  it would enjoy as  a  re sult of

12 the  pre fe rentia l power sa le . Howeve r, if APS  cannot achieve  a  migra tion of its

13 regula ted cus tomers  to its  a ffilia te  ESP through an above-marke t purchase  of power,

14 the re  is  little  like lihood tha t APS  will tra nsa ct a n a bove -ma rke t purcha se  with its

15
genera ting a ffilia te . Indeed, APS would be  incanted to purchase  a t be low marke t prices

16
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because  of its  plan to transfe r its  genera ting asse ts  to its  a ffilia tes  a t be low-marke t va lue .

18 This  pre fe rentia l transfe r of genera ting asse ts  will enable  APS to buy-back power a t

19 be low marke t cos ts , which trans la te s  into lower power supply cos ts  to its  cus tomers .

20 This  will a llow AP S  to impose  a  subs ta ntia l ba rrie r to switching.

21
Further, these  purchases, through this  se ttlement, will be pre-determined to be just and

22
rea sonable . The  ACC will give  up its  right to examine  the  prudence  of those  transactions

23

24 a t or nea r the  time  of the ir occurrence . This  is  inappropria te  and an abdica tion of this

25
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1 Comlnis s ion's  re gula tory re spons ibilitie s . It is  e s se ntia l tha t so long a s  AP S  is  se rving a

2 regula ted procurement function, such a s  provide r of la s t re sort (POLR), its  power

3
procurement must be  subj act to prudence  review. The  potentia l for abuse  is  s imply too

4

5
high. An ina ccura te  purcha se  price  will a dve rse ly impa ct the  compe titive  powe r supply

6
ma rke t.

7 Q.16. What is the problem you see with credits for the non-commodity costs of retail

8 energy service?

9
A.16. We  a re  ve ry conce rne d tha t APS  is  not cre diting the  full cos ts  of re ta il se rvice s  tha t it is

10

1 1
no longer providing to direct access  cus tomers , and is  ins tead inappropria te ly recovering

12 the se  cos ts  in its  dis tribution ra te s . For example , APS  proposes  a  billing credit of only 30

m

N : 8
_|

13 cents  less  than the  cost of a  firs t class  s tamp when an ESP provides  consolida ted billing.

14 This  credit is  unlike ly to represent even the  decrementa l cos t of the  bill not sent (which

15
necessarily must be greater than the cost of first class postage), much less the fully

16
a lloca ted cos t of the  billing and collection infra s tructure .
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18
The  dis tribution ra te  for direct access  se rvice  should be  lower than the  corresponding

19 components  of the  bundled re ta il ra te  because  APS will no longer be  incurring ce rta in

20 non-commodity cos ts  of re ta il e lectric se rvice . These  non-commodity re ta il se rvice  cos ts

2 1
include , for e xa mple , (i) the  risks  of ma na ging a nd se rving re ta il loa d, (ii) cos ts  of

22
shaping and following re ta il load, and (iii) va rious  cus tomer ca re  cos ts , such as  load

23

24
forecas ting/profiling, office  ove rheads , cus tomer se rvices , me te ring, billing and

25
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1 collection, bad debts, sales and marketing. Although these are undeniable costs of retail

2 electric service, under traditional rate design and regulation they have not been recovered

3
in the commodity portion of the regulated bundled rate. Instead, these non-commodity

4
costs of retail service are typically buried in the distribution function, and recovered in

5

6
the  dis tribution portion of the  bundled ra te . For example , if the  re ta il ene rgy credit is

7 based only on visible wholesale price signals and ignores other cost components of retail

8 electric supply, the generation credit will be too low. The settlement will permit APS to

9
recover these costs in its distribution rates, which will be paid by all customers, bode

1 0
standard offer and direct access.

1 2 Direct access  cus tomers , however, will pay for these  re ta il se rvices  twice , once  to APS in

the  dis tribution ra te  and aga in to the  ESP. This  is  because  the  ESP, which must build and1 3

14

1 5

administer its own customer care function, in all likelihood, will be unable to price its

energy services at a price low enough to induce customers to switch from APS yet still

16
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19

20

recover its costs of retail customer services and make a profit. As a consequence, we

urge the Commission to require APS to use a cost-causation approach in developing its

distribution rate, under which APS would identify specifically only those cost

components relevant to distribution service and create a pure wires-only rate. This way,

APS would charge only for services actually provided to customers and ESPs, and would
21

22
not charge i.e. credit for services avoided. Energy Services supports recovery in the

transition charge of any legitimate, verifiable and non-mitigable stranded retail service
23

24
costs.
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1 Q, 17. Does this conclude your testimony?

2 A.17. Ye s .

3

4

5

6

7

8

9

1 0

1 1

1 2
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1 Attachment DAO- 1

2 QUALIFICATIONS OF DOUGLAS A. OGLESBY

3

4

DOUGLAS A. OGLESBY
Vice President and General Counsel

PG&E Energy Services

5

6

As chief legal officer, Mr. Oglesby is responsible for all the Company's legal matters. He is also responsible for
the Company's governmental and regulatory affairs, including the advocacy of energy policy issues, particularly
legislative and regulatory policies concerning industry restructuring. He is a member of the Company's
Executive Committee.7

8

9

Mr. Oglesby has over 20 years of legal experience in energy law and the utility industry. Mr. Oglesby came to
PG&E Energy Services from a major international law fem where he was a partner in the firm's energy practice
group. As a member of the "fem, he represented large energy consumers, domestic and international
independent power developers, power marketers and utilities on a wide range of energy issues.

1 0

1 1

12

1 3

Prior to private practice, Mr. Oglesby was an attorney in the law department of Pacific Gas and Electric
Company, where for many years he served as Chief Counsel of die utility's Electric Supply Business Unit. As
Chief Counsel he was the principal legal advisor to the Business Unit's general manager and to the utility's
senior management on electric supply matters, and was responsible for all legal services required by the
Business Unit, principally relating to electric resource planning, industry structure and restructuring, power plant
fuel supply, bulk power, utility interchange, transmission and non-utility power transactions and associated
pricing and rate issues.1 4

15

1 6
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1 8

1 9

20

2 1

Mr. Oglesby's practice has focused primarily on energy transactional matters, including complex energy alliance
agreements, energy services and management agreements, power supply contracts and transmission
arrangements, and on issues related to electric industry restructuring. He has practiced extensively before the
Federal Energy Regulatory Commission, the California Public Utilities COmmission, the California Energy
Commission, and other state and federal agencies on a wide range of energy-related issues, including utility
rates. He has counseled extensively on removing barriers to transactions between energy consumers and
suppliers. For the last several years he has been actively involved in industry structure legislative and regulatory
policy issues, including advocacy at both the state and federal levels on important energy services restructuring
and competitive energy market issues, and has testified at various state regulatory and legislative hearings.
Among other accomplishments, Mr. Oglesby personally participated in the development of the 1992 National
Energy Policy Act and helped shape that Act's provisions relating to independent power development and
electric transmission. He has participated in numerous conferences and seminars as a speaker and panelist on
energy policy issues.

22

23

Mr. Oglesby obtained his law degree with highest honors from Boalt Hall School of Law, University of
California, Berkeley and his B.S. Hom Oregon State University, Corvallis, Oregon, in General Science. He is
also a graduate of the Harvard Business School Program for Management Development.
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Copies of the foregoing mailed
fhis-ITray of June, 1999 to:

3

4

Ma rga re t McConne ll
Ma ricopa  Community Colle ge s
2411 West 14"' S tree t
Tempe , Arizona  85281-69425

6

7

8

Timothy M. Hoga n
AZ Ce nte r for La w in the  P ublic Inte re s t
202 Ea s t McDowe llRoad, Suite  153
P hoe nix, Arizona  85004
Attorne y for Arizona  Conume rs  Council

9

1 0

1 1

1 2

C. We bb Crocke tt
FENNEMORE CRAIG
3003 North Centra l Avenue , Suite  2600
Phoenix, Arizona  85012-2913
Attorne ys  for AS ARCO, Cyprus  Clima x, a nd AECC
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Le s lie  La wye r
Enron, Inc.
712 North Le a
Ros we ll, New Mexico  88201
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1 8

Chris tophe r Hitchcock
HITCHCOCK, HICKS  & CONLOGUE
P .O. Dra we r 87
Bisbe e , Arizona  85603
Attorne ys  for S S VEC19

20

21

22

Bra dle y S . Ca rroll
TEP -Le ga l De pt.-DB203
P .O. Box 711
Tucson, Arizona  85702

23 Chuck Mie ssne r
NI8V S outhwe s t, LLC
5151 East Broadway, Suite  1000
Tucson, Arizona  85711

24

25

26

27

28



Q

t i

an

1

2

3

Ra ymond S . He yma n
ROS HKA, HEYMAN & De WULF
400 North AM Street, Suite  1000
P hoe nix, Arizona  85004
Attorne ys  for NEV S outhwe s t, LLC

4

5

6

7

8

Micha e l A. Curtis
P a ul R. Micha ud
MARTINEZ & CURTIS  P C
2712 North 7th Stree t
Phoe nix, Arizona  85006-1090
Attorne ys  for Na vopa che  Ele ctric & Moha ve  Ele ctric

9

1 0

12

Le x S mith
Micha e l P a tte n
BROWN & BAIN, P A
P .O. Box 400
Phoe nix, Arizona  85001-0400
Attorneys  for Sempra  Ene rgy Trading Corp.
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1 5

Jesse W. Sears
CITY OF P HOENIX
200 West Washington, #1300
Phoe nix, Arizona  85003-1611
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1 8

Bill Murphy, P .E.
CITY OF P HOENIX
101 South Centra l Avenue
P hoe nix, Arizona  85004

19

20

2 1

Robe rt S . Lynch
Attorne y a t La w
340 East Pa lm Lane , Suite  140
Phoe nix, Arizona  85004-4529
Attorne y for AZ Tra nsmis s ion De pe nde nt Utility Group22

23

24

K.R. S a line
K.R. S a line  & Associa te s
160 North Pasadena , Suite  101
Me sa , Arizona  85201-676425

26

27

Dougla s  C. Ne ls on
7000 North 16"' S tree t, #120-307
P hoe nix, Arizona  85020
Attorne y for Commonwe a lth Ene rgy Corp.
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1

2

3

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

4

5

6

Be tty K. P mitt
AC AA
2627 North 3rd Stree t, Suite  2
P hoe nix, Arizona  85004

7

8

9

Greg Pa tte rson
R UC O
2828 North Centra l Avenue , Suite  1200
P hoe nix, Arizona  85004

10

11

1 2

Ba rba ra  Kle ms tine
AP S
Ma il S ta tion 9909
P .O. Box 53999
Phoe nix, Arizona  85072-399913

14

1 5

P a ul Bullis , Chie f Couns e l
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Stree t
P hoe nix, Arizona  8500716
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Dire ctor, Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Stree t
P hoe nix, Arizona  8500719

20

21

22
F:\WORK\LARRY\PG&E\I-Iearing officer mailing Iist.wpd

23

24

25

26

27

28


