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Dear Mr. Patterson:

I read with interest some of the comments attributable to you in two recent articles,
“Utility panel in turmoil,” The Arizona Republic, July 24, 1999, and “Corporation Commission
in turmoil,” The Tribune, July 25, 1999 (attachments No. 1 and No. 2).

First of all, thank you for finally acknowledging that Commissioners Kunasek and West’s
decision to “stay” the Electric Competition Rules back in January of this year, “has delayed rate
reductions, rebates to ratepayers and competition that ultimately will lead to lower prices.” In an
editorial entitled, “End the costly delays,” The Tribune, June 24, 1999 (attachment No. 3), it is
reported that based on figures from the Energy Information Administration, Arizona consumers
have paid about $45 million dollars more for electricity than they should have since the
beginning of this year.

However, please direct your attention to the response provided by Commissioner Irvin
entitled, “Arizona utilities stall competition,” The Tribune, July 2, 1999 (attachment No. 4). The
operative paragraph — and one that should create concern for consumers — states:

“In essence, Arizona’s investor-owned electric utilities have positioned
themselves brilliantly — while supporting the delay and saving their companies
roughly $45 million, they were able to get the Competition Rules changed so that
any swift action by the commission will result in competition based on their -
terms.”

Indeed, the Commission is now considering a settlement proposal negotiated between
Arizona Public Service Company (APS), Arizonans for Electric Choice and Competition
(AECC) — which represents large industrial interests, and RUCO. As Director of RUCO, you
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have supported the settlement for a number of reasons, based primarily on the belief that it is
beneficial to the residential consumers you represent. However, based on your testimony given
on July 16, 1999, in a hearing concerning this matter, I believe a few clarifications are warranted.

Contrary to your assertion that consumers were not represented during negotiations
resulting in the 1998 proposal by Arizona Public Service and Tucson Electric Power, they in fact
were. Although RUCQO’s role is to advocate solely on behalf of utility consumers, it is the
Corporation Commission which ultimately serves to protect the public interest in such matters.
As a party to the prior negotiations, Commission staff did represent the interest of Arizona
electric consumers, and carefully considered all options based on an independent analysis of
issues such as stranded cost, market power and shopping credits.

However, Commission staff was not invited to actively participate in the negotiations
which led to the most currently proposed APS settlement. Instead, RUCO was invited to act on
behalf of consumers during the settlement process; as Director, you represented residential
interests.

The settlement proposal contains, among other things, the Commission’s promise that
APS will recover at least $350 million in stranded costs from ratepayers, with more to be
determined at a later date (i.e. market transition costs). However, I find it disturbing that --
acting in your capacity as a consumer advocate — you chose to use information provided by APS
and AECC in concluding that the agreement is good for residential consumers. In fact, you
admit by your testimony that RUCO did not perform any independent analysis or study of the
factors contained in the settlement agreement. (attachment No. 5)
In an article entitled, “Poor me,” appearing in the May issue of Forbes Magazine
(attachment No. 6), on the issue of stranded cost recovery, it states:

“What happens if the utility doesn’t get the compensation it wants?
~Litigation...For this reason, legislators and regulators sometimes feel like they
need to cut some deal, any deal, just to get a competitive market moving
forward.” "

Part of the APS deal includes what you believe is a benefit to Arizona consumers: the
withdrawal of pending appeals by APS on the Commission’s legal right to deregulate the electric
industry in the first place. However, although you admit in your testimony that it was your intent
in signing the agreement that APS withdraw its litigation, you understand that other parties (like
TEP and AEPCO) could continue with the appeal. You essentially agreed with Mr. Robertson
during cross examination that, “the Commission is being asked to approve at this point in time an
agreement. .. without one iota of assurance that, in fact, the pending consolidated appeals of its
competition orders will be dismissed at any point in time or concluded in the near future?”
(attachment No.7). So I ask, where is the benefit?
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The various parties who challenged the Commission’s authority to deregulate the electric
industry lost their case in Superior Court — that is why they are appealing the decision. So, your
adulation for APS’ “very aggressive, very effective counsel” (attachment No. 7) should be
tempered with some recognition that consumers also enjoy the services of very effective counsel;
namely, those attorneys within the Commission’s legal division who successfully defended the
Commission’s authority to deregulate the industry in Arizona’s courts.

I will not argue that APS does employ some of the finest attorneys Arizona has to offer --
attorneys who advocate very effectively for their client, and you testify to this fact:

“I understand what APS’ resources are, and you could convince me
subject to check that they had never filed a thing, done a thing, or said a thing, and
I would tell you that they are in my opinion a very powerful organization with a
tremendous amount of resources that could wreak a lot of havoc in this docket.”

“And having APS against us in something like this or against the
Commission in something like this is worse than not having them in it.”

“I mean, APS I think is a very effective combatant in the arenas in which
they fight. I think they have a lot of resources. I think they can do very well.”

“I do, however, believe that APS counsel is very bright, and that having
them as part of this, if I can have them agree to remove themselves from this, it’s
a benefit to residential consumers.” (attachment No. 7)

But it is because of these tremendous resources available to utilities such as APS that we
have state agencies like RUCO to protect consumers, wouldn’t you agree? It is because of these
tremendous resources that RUCO should not take for granted the figures and analysis provided
by competing interests to residential consumers — in this case, APS and AECC - as an
unquestionable statement of the facts, wouldn’t you agree? And finally, it is because of APS’
tremendous resources and threats to litigate this matter for eternity that you made a political
decision — not one based on whether the settlement actually promotes competition in Arizona —
to support the agreement, wouldn’t you agree?

I will concede your point that the delays and uncertainty surrounding Arizona’s move
toward competition has not been good for consumers. But as a representative of the “little guy,”
you should not lose sight of the long-term goals in restructuring the electric industry — robust
competition that brings consumer choice, technological innovation and lower rates for the
average citizen at large. APS should not be allowed to hold the specter of continued litigation in
an attempt to bring competition within their service area on their terms — especially given its
considerable burden in appealing the Court’s decision upholding the Commission’s authority to
implement competition on its terms. Please recognize the outstanding work of our legal division
in this regard who, in a recent case involving US West, also established that Arizona utilities do
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not possess a “regulatory compact” with the ACC. As you are aware, utilities often argue that
stranded cost recovery is based on this regulatory compact concept.

In the recent Auditor General’s performance audit of RUCO, it explicitly states:

“According to the act establishing RUCO, the agency is intended to
represent the interests of residential consumers, critically analyze proposals made
by public service corporations to the Commission, and formulate and present
recommendations to the Commission.” [Emphasis added] (attachment No. 8)

The fact that RUCO did not conduct a critical analysis of the proposed settlement between APS,
AECC and RUCO seems to suggest that your organization failed to meet its obligations to
residential consumers in this very important matter.

Sincerely,

Patrick J. Black, Esq.
Executive Assistant to Commissioner Irvin

Cc:  Honorable Jane Dee Hull, Governor
Carl J. Kunasek, Chairman
Jim Irvin, Commissioner
William A. Mundell, Commissioner
Docket Control
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Criminal probe of Irvin
provides new distraction

By Max Jarman _
The Arizona Republic ™

The criminal investigation of

Arizona Corporation Commissioner -

Jim [rvin could serve to further
distract the three-member pancl
already hamstrung by political in-
fighting, jealousy and revenge,

The commission’s turmoil comes
as it faces critical issucs that
demand its attention:

o US West has almost $200 mil- .

lion in rate increases pending before
the commission. The phone com-
pany also has submitted an applica-
tion to. get into the long-distance
businesses, or which the fate of the
deregulation of the state’s telecom-
munications industry-now hangs.

‘s Then there is the deregulation
of “the state’s eléctricity industry.
That hinges upon the commission

. approving a scltloment agreement
with Arizona Public Service Co.
and other utilities, allowing them to
recover from ratepayers hundreds of

4 millions of dollars in_investments

i, they claim will be lost under

dcrcgulé_tion: et
~»Finally,

of Southwest
Gas - Corp,

inal investigation
-of Irvin and-for-
mer panel Exec-
" “utive  Secretary
lrvin + . Jack Rose. The
... sale also is cen-
tral to a $750 million civil lawsuit
filed by an unsuccessful bidder for
Southwest in which Irvin and Rose
are defendants, .
Co. of Austjn, alleges’. that . Irvin
improperly influenced the decision
by Southwest Gas Corp.,” Arizona’s
principal natural gas- utility, to sell
to Oneok. Inc. of Tulsa:jnstead of

Southern Union. ~ The *.companies *

were in a bidding war for the
Nevada utility, . . :

—— Please see’ lmim, PagrAZ

By .

?there is the sale”

which ‘is at the
center of a crim- .

. ~The suit, ﬁl'ed‘l;'y Sougherﬂ,Union_ o




caoioﬁea_és B 0 ISElry

.gavﬁuuezcao:aeaﬁ:z.

'y

s

v

- Jeq1 yuiq 1 pay.33ddnd s,jre0 2q 03

res

- v:u PUIW UMO SIY sey UIAT] Ing,, -

= ‘pres ay ‘soryd
o |rej E:oi 3y puB 3}0A puU0IIS
pijos e pey ay Juyunp Yeaqdn sem

. HBD Pa193p3 108 wiAJ] usym,.

u. ‘paaide 1aeg

- ‘pies uosianeq ,43ysuon
+Jo pu 129 0] Zuay im papis uIAll

. uays pasudms sem Sy Yutyy | pue

waugutodde s,jre) sem 1oysuog,,
o “Afje Jeonnjod utalg
3 oEzm__S ] owom yoer Aq paoejdal
« Sem’ o “AIejarods 2AnndaXa suots
-Sunuod oYy se Iaysuon Kayyosn
~ 1SN0 0y sSutuuar Yim papis Ayoinb
- ‘Ke ue 3q pinom ySnoyy aseuny
. OYm ‘uedtiqnday MO[j3) € ‘uiay]
‘L661 Ul uLig) Jeak-xis siy
uefoq WIAY[ J9YE UOOS PIUEYS IS
. -BUNY] pu® UIAJ] U2aMjaq Ajisowue
L. 3 ‘vosiayed 0) Suipioddy “pies
layeqg ‘HeD PUB UIAJ[ Uu2aM]aq
« uede (g} o1 uedaq Ajear sSump
+. ‘As19A0NU0D 3pOI BAIE A JOYY,
" ‘Arenuef ut 159y Aq paoejdas sem
‘pandxs  uu3) asoym  ‘s3uguuap
‘wds

+ owde130s3 e jo yoddns ur sSutuuar

. zuay pauiof. pue paydeq 2y uerd
. Aejaa0 9pod-eare 3y Joj uoddns
; SIY MAIPYIM UIAI[ udym  snourny

o STM YISEURY yaseuny] Joj aFusA

i

i c31 )33MS SeM  [BACWIAL S UIASL

INO WIIY 2304 O} INOYE 2I19M JSIM -

. pue yaseuny Suruses; Jaye poudis
- =31 JAIed UlAI[ Ctreuuteyd sjoued
oy se uiAl] 2dejdar 0) Pajds]e sem
+ yaseuny yoym e Bunsaw sures oy
SEA )] "UMO] JO INO SBM 1S3 9IYM
u3aye) Ssem uonde 1S9\ SN YL

e

v

o ..v..bm—a uImy-aprur >=n8

¥ 3uioS 3 usemdy e Jes)s auressq 3

w::mm_m,.m._ uwa_ﬁm_v ‘o co_mm_EEou o.:

pue saka oy mE:o._ SI3quaus Jyeys -+ Joj JNoIIp ¥ apewr oaey suopisod

swos pey ‘os{e I -'uadeys A|qisiA,

puE pavej-pal Yoseumy peq opein

ayJ, ‘UOISSIURLIOY). SUONEDIUNLIWIO))

je1apag a1 Aq- padusjjeyo usaq sey-
UOISIOIP Y[ "SIVNAIIS ouEysip-Guo]

EIS-UL {]3S 0) ISIM, SM) PasO)|e et
Jeak SIY) IIILITI 1S3p, pue Jaseuny|
Aq apew uoistoap [edapyt padajie oy
JNOQE SIINUILE Op JOJ U0 JUIM UIAL]
‘3unaaus UOISSIUWIOD UL B JY
) . ) "eSIoA
9014 pue ‘s3upssw orqnd Supnp
3aseuny] papuajjo sey osje uAlf
“lI3pUnAl 11 Jo waunutodde s |ny
JUB[ 'AOD) PUE [BAOWIAL §)SOA, UDIM)
-3q WU AP U IVOISSIUWOD
se poAtes sSuinuopr ‘o) adIAIg
olqQrd BUOZLIY PUE  UOISSILIWOD
3y uasm)aq JuswaaITe JUSWIAIS
pasodoxd oy jo uoiod e ssaid
ay) 0y Juiyes; jo suonedaje pue
331 3y se yons sanianoe aeudord
-deus 10j 1aysig ayeSusaaur PAINOIW
K1e1a193g  2ANNDIXY  2ARY O} PIq
sunf e ur s3uluuap Zusy Jauoissiw
-Wwo) Jauuoj paptoddns osje ulAlf
‘uoissiuioy) uon

-eiod10) ay) punose 3 Sunsod pue

UIAI[ JO J2) Yna 1231{) € UO 1a)[EIS
Jeutwud  papadsns & jo aamod
ayy Suroejdar padpajamouxde saysty

© ‘92O UL |INS Sem 1SIM OlYM
'SUOHDE

SUIAI] Jnoqe 0D UOMI[} WAYINog
o) pue ad1yQ showony Kuno)
edoouey 2y} 03 suomsodap usard
sey Jaysty Sawer op1e SISOM Ing
*3013J0 WOy {eaowds 5,353y £q Aejy
u1 paydnuIajul sem 15ap4 Auoj Jauots
-SHUWOY) PUB UIA] USaMaq diys
-uone|al [euesiaApe Suipiing y

‘syuows
Joj Juuojsyy usaq sey aseuny
pUT WAL} UIMI2qQ POOJq peg

sanjiqisuodsas

Koy ur sopuedEA ples  uosIned
LOMUIWIOd 3 . papurgsip A3y

“Y9SI] [eUL) S9I1IWIWOD YYIIeIS AP UO

U2A9. JUsem 3 uaym pue ‘pun uj
Jjepipued e aaey Auol pue ),
‘POPULQSIP SEM 23))IUNLI0D YOI
a1 udym poajjers, sem  KIp)a1aas
SANDIXI Mou v Jjo Juuny ay) pies
“faseun) Aq yuow jse[ N0 Padio)

. Sem 3y ples oym 0140 suoneal

-oqnd sounoy oy “ayeqg Kurog

‘IN0. WY PIjuRM YISEUNY PUE ISIM
juasedde awedaq 31 udgm JIqUAISQ]
u paudisal asoy CPONOIN  ueng
Aq pa[iy sem 1 210§2q syuour xis
J0J JUBDRA SEM ‘UOISSIUWIOD 3 I
qof yers doy ayy ‘uvonisod 950y

‘uolysanb ojut pajjes asam swnsas
sy uo suawaels saye paudisay
‘931Jo 2y} uny 0] IS0y pue UIAI[
Aq pany sem oym ‘glop\ SLIOW
uaym ‘g6l Aierugqag aswis J0joasIp
SN B INOYNM UIIQ SEY UOISIAIP
3yl Jey) pajou Osje  uosIINEY

*3SUIDN| SINUNIAS PliRA

e Ploy 9y asneddq uno) swaidng

BUOZUY YY) A JOUOISSIUWOD € SE
pasowas sem 153z Auo), ‘Aey U]

153IMINOS

pue Yoou() udaIM3q [esp e Jut

-poddns spoya asoy pue ulAlf uo

osje snaoj 0) 1y3noys st Jg. Y pue
Xjua0yd ut Ny shswony S
a ‘23130 sAswony Kuno) edoot
-1ey oYy Aq uonedusaaui ayJ
*UONBULQLLOD ISIMYINOG-UOIU()
wIyINoS © wmoqe suraouod uissaid
-X3 PpJEOQ §)SIMINOS O) 13| ®
puas 01 siojejndar Apjnn enwojie)

351440 HIWNSNOD ALINILN WILNIQIS3Y ‘HOLOIHIA
NOSHILIV{ D3HDH
“Saun jpndad o;
3noLffip Kiaa 1 sayvwa §1 sovyd fo puy sy iy “woyvSSIAUL
JPUIULID D 42pun ST oYM 4aYyjoup ‘a31ffo woif parowad
U32q SDY OYM JIUOISSIUNIOD PUO dADY NOL 3ivjd SIT UO Yo
OS YJIM UOISSIUWIOD 2Y) UDIS 424U 24, [ ‘3ouaiiadxa Kt uf

2

- JIOULIIL) AoU SIJB]

spensiod o) pawy Ao ‘showioy
<e uoiuf waynog o Suipiodoe
‘a13yM  00SIDURI] ueS 0] pdjaAen)
1a1e) WAl pue asoy -paudisar pey
259y} y3noyje ‘uonuone sy papadu
g1 stopews w0 9soy  YSnoay
03 0) 35aMPNOS pue JouQ PABAIP
oy sadajje uial] jsurede uns oyl
~1Y10 yoe2 je Ja3uty oy Sus
<qutod 3u0Ki3A3 YnM ‘uondly asow
U3A3 S219) MON,, “Naseuny [eD)
ueuLey?) uoissiwwoy) uonesodio)
01 opre ue ‘mpod Kuar pies
Jopym gsed oy Joj  UOISSILIWOD
3y) e SpuU Jloows B u3dq Jou
SE( ) 19T) dU)- Bulpty ou SAUAYL,
"sajuedutos Aijiqerj pajuj pue
suoneiodion st uo sqey sdaay pue
Ansnput sanuNdIS 5,235 Y sjen
-3a1 osje woissiwwod Yy ‘saniLn
PaUMO-J0ISIAUI O] uonIppE U]
*SINSS S} YIM [EIp

UOISSIUITO)

puE UOISEIZ0 31 0) ISU O) I|qr 3G
PInOM SISUOISSILWOD ayi susuundo
S Y je) PIppPR Ing ‘UOISSILWOD
Yl JO SSSUANOIYI T A Sl
-01dwos Auesodway [jim Juswdofaa
-9p 159je] Yl SAAN[AQ uosianed
LSamun pendas 03 yrouIp
KA 31 sajewr 31 soeys jo pupy
S UMM, ‘ples 3y ‘uohednsaaut
feUlId ® JIpun §1 oym Jayjoue
‘a51}J0 WOl PIAOWSI UISQ SBY oYM
JOUOISSIILIOY U0  3ABY NOX,,
‘uols
~SIWIWIO0D YY) 210)3q ssauisnq Jendas
yum uoneziuedzo Sopysiem 1owns
-u0d B ‘0iyQ Jwnsuo) Lunn
{ENUSPISAY Yl JO 20103Mp ‘UOSIN
-led 310y paasasqo S‘aweid siu uo
Yonw 0s YHM UOISSIUILIOD dYJ UdIs
1A A} ‘Sousuadxe Aw uj, +

1 3304 waif ‘ynup —

1B

onl, o8eq

6661 ‘t7 Ainp ‘Aepimies

djianday suozpy syl °© Ty




1€ _,mnonaq ._.m33< _.m_Sm_. m:a amﬁcam ma_ﬁo_‘ -
- p, from’ Leltner's brother in Sm__. ncmmﬂ for
| _moz s n_mmmmm.

e g Sy

Ly
mefo
Ha <§mon.m diseage.:

Vnw s

m &mmwmow

e

' time in an age of Ennommsm#« the ocﬁm_‘ mamm of the eye.
“get’em-in-and- -get-"em-out” .-

medical . care to’ spot. kawmn.
Fleischer rings in 'my: Qom.”,wum
the probability. Emﬁ I

T -asked:”

Lean overcome é\ \8& E& éa%&
\ if I keep a positive attitude, \5&
myself and never wsm up.

ru(m?&xg = w\kﬂ\w s

-7 LUPPCITUIVIUU Wi (._...\(_..! .

,<§mo=_m &mmmwm.:ﬁc £

. Wilson’s disease is a mwsono...
&woam_._...éuﬂ ./ prevents- vmoEo,
 from Bnm&og:m oogmn.ﬂ O<2.

PR

“The Apache: “Junction -

1 H\cw@.m.ﬁﬁ an aneur--"

.._ Fé& 3 J ognm. 42.

resident was rushed
by ambulance to: St

“] was thinking, mmB. .chm. .Ewn Hn" me moﬁ 8
EB, ‘'said the preschool Smormn.,ig rww xboiu

her husband since shewas 14...> "~ ™ . - A
mrmB»mm_rmbamoaawm. ) ._“ e S

v_mmmm wmm mx. Page A6

RIBUNE
X

[

WS D3
| d E10
|
|

Section D

Landers . D3

Movies D5

pe D3  People D2

s Section B

IFIED Section E

NEWS Section A

] A3 Lottery - A2

Dietrich A2 Obituaries A18-19

I&WORLD © = Pages A10-18

ECTIVE . mmo:o: F
. F2 OU_:_ozw .

5 . : ~ SectionC

I C1,C47 Golf Cc11

- €12 Scoreboard . * C10

- Section G

{ER Page C11

S Page E25

ncéﬁ.m:.i ne_EEmmS: in E:E:—

3 _Emm?umam:m change, %_ﬁm

utility rate 3&555 rebates

BY MARK FLATTEN
THE TRIBUNE

Nearly two years of turmoil on the Ari-
zona Corporation Commission has stiffed
consumers and made investments in the
state’s utilities a high-risk nightmare,

according to ratepayer advocates, indepen-,

dent analysts and company officials.
" The mmgm have resulted in disarray on

the commission’s staff. That has delayed.

rate reductions, rebates to ratepayers and
competition that ultimately will lead to
lower prices, said Greg Patterson, head of
the state’s Residential Utility Consumer
Ommno. _the agency that nmvnmmosﬁm

ratepayers’ Bﬁmnowﬁw

MORE INSIDE

» Mundell
cautious with
words, actions,

"personality-driven,”
Patterson said.
The squabbles also
“have led to an unstable

A3 regulatory environment -
that makes Arizona utili-
ties high-risk 5<mw§m=$. :

Returns .to investors have mmn_Sma
Eonog raising the companies’ nomn of
securing the money they need to E.os%
service to their customers, said PBa

" Abramson, senior -utilities - g&%mn at. Jm:

PaineWebber investment firm in New ¥obx.
“Investors do not like uncertainty. ‘nd

that's what they’ve had with Arizona utili-

ties — annmnSEQ and dm_mS ,Evnmamo:

3 ..,. v_.m,.m,.mn._%wéasc_r‘mmmm A9

“] think it’s v:BB.&, .,

w___ _san__

’ n»: x::%max ..__3 Irvin

th.7

What
no_._.o
' mmm:_mnom Sm _.mﬁmm and n_‘mo:nmm of u:<m$ or

investor-owned utilities. This, includes most power, natu-
ral gas, water and phone ooaumamm. The commission

,omm _"_5 >_._Nc=m L
%.o: hosa_mm_cz do?,

has no ‘_c_,_m&n:os over.-Salt: ‘River Project or Mesa
because

power companie;;, or Bca_oim_ ima_‘.mognm.

‘those entities Aw mo<w33m=n.o<§oa .
M Licenses- m:a Smc_mﬁmw securities amm_ma

sales. .
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.aghting slows change
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. “I don't think it's viewed as
ile. 1 think it's being viewed
apredictable.”
"hile perhaps not hostile to
ies, commissioners on the
>member panel have long
i hostile toward each other.
latest round of lnﬁghhpg
a in January. 1997, when Jim
was sworn ih, giving Repub-
s a 2-1 majority after a dozen
5 in the minority.
1t Irvin did ‘not ally himself
his fellow :Republican, Carl
ISEI( Instéad, Irvin 'soon
| with Democrat Renz Jen-
s in a series of disputes over
commission staff members
5n rate cases involving bil-
of dollars.
e hostility .only worsened
anuary when Tony West, a
biican, took over the rird
iission scat, vacated by Jen-
. Kunasek bn'eﬂy formed an
ce with West, and together
soided a plan worked out by
1gs and Irvin to deregulate
ic power providers and spur
atition.
w twists developed earlier
ear when West was forced
e commission by the Ari
Supreme Court because he
securities license while he
campaigning, which is
it the law. He was replaced
lonth by Bill Mundell, a
- state legislator appointed
7. Jane Hull.
t has all combined to cre-
dysfunctional commission
not good for consumers,
‘on said. There have been
! recent examples of rate-
not receiving cost breaks
hould have, because the
ssioners could not set
their differences and
2 beneficial proposals from
, he said.
sited attempts by Arizona
Service - Co., ;the state's
. electric company, to
about $17 mjllion to rate-
because of 2 cost savings.
bate was proposed about
1997, Undgr a decade-old
ent, when the company
1oney through efficiency,
ent of those savings are
on to customers and 45
goes to shareholders.
use of the fighting armong
missioners and a series of
firings of key staff people,
ission staff r bers

w to process the APS pro-
‘atterson said. The com-
took mare than a year to
he deal.
1se the action was not ret-
ratepayers lost out.
- recently, West and
teamed up to void a deal
d Jennings made with
rate cuts related to the
ion issue. The new deal,
inasek said is more ben-
ratepayers, still awaits
‘oval by the commission.
ittom line is a long delay.
ving the deregulation
it most states already
ed, Patterson said.
1ued turmoil on the Ar-
rporation Commission
12 : every utility that is
ltered here,” rson
1ebady is going to come
nd just these .
3, and we are going to "
. I think that is for

ners also are hurt by the :
m's divisive reputation
‘estors, he said.

et

“If you are perceived as a risky
regulatory environment, you have
to pay a premium to get people to
invest there and that premium
comes in the form of higher
rates,” Patterson said.

Stock values of Arizona's larg-
est power companies tock a sharp
dive in January, when the Irvin-
Jennings deal collapsed, accord-
ing to price quotes from Standard
& Poor’s, The trend for both Pin-
nacle West Capital, the parent
company of APS, and Unisource
Energy, the parent company of
Tucson Electric Power, tracked
close to the national average of
electric utility stocks until the end
of last year. Earlier this year, the
national average rebounded from
a brief dip, while the stock values
folf the Arizona utilities remained

at.

Paul Reynolds, dircctor of
communications for Pinnacle
West, said it is clear that the
instability of the commission is
driving the company's stock
down. Company stockholders
were told as much when
informed of the collapse of the
deregulation deal in January in
the company’s annual -report,
issued in March.

“The associated regulatory
uncenzunty stemmmg from this
‘go and stop’ launch of competi-
tion in the state (and much
attending political intrigue) con-
tnbuted to this reduced perfor-
mance,” William Post, chief
executive officer of Pinnacle
West, told shareholders. “Internal
forces at the Arizona Corporation
Commission have stalled, for
now, the movement toward
competition.”

Wayme Allcott, vice president
for Arizona at US West, said the
situation is much the same for
the phone company. Turmoil at
the commission has led to delays
in a variety of cases, Allcott said.
Some of those delays have left US
West unable to match services
provided by competitors, he said.

“The turmoil down there has
more impact on the slowness
with which the process moves,”
he said,

Kunasek acknowledges the
conflicts in the last two years
have led to instability in the com-
mission. Kunasek lays the blame
on Irvin and his decision to align
himself with Jennings. The bad
blood escalated with the firing of
several key staff members by Irv-
in, he ,said. It peaked last year
when frvin called Kunasek a liar
dm(—img a public meeting, Kunasek

“I don't know what happened
between Irvin and I that caused
hint to run to Renz” Kunasek
said. “There is instability. It's not
good for the commnsslon, It's not
goad for the consumer.”

Irvin did not return telephone
calls. He is now embroiled in sep-
arate federal and state investiga-
tions into whether he inappropri-

. ately tried to influence the sale of

another regulated uulny, South-
west Gas.

Kunasek said Mundell s
appointment should bring a great
dedl of stability to the commis-
sion; Mundell is bright and has
the benefit of not having been
embroiled in past battlea,
Kunasek said. . -

Mundell said he will stay out of
the personality _conflicts and
1dge the cases that come before

on the facts,
ldon'thaveastakeatall.‘he
“said. *1 think that's good, beca
I come with a clean slate and an
open mind.” ;
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OPINION

EDITORIALS

Mundell faces electric deregulation

End the costly delays

hankfully, Gov. Jane Hull wasted
: no time in replacing ousted utility
commissioner Tony West. Let us
hope the commission will just as quickly
get down to the Lrnportant busmess of sav-
ing consumers money.

The halting, slow pace of deregulation
so far is costing all of us
money. Big money.

Take electric deregula-

- tion, which was supposed
to kick in at the beginning
of this year but was delayed
for more “study.” Based on
figures from the Energy
Information Administration,
since the first of the year Arizonans have
paid about $45 million more for electricity
than they should have due to the delay.

. And the meter keeps spinning. (You
can actually see the “Lost Savings Meter”
ticking your dollars away by logging on to
the Goldwater Institute’s Web site at
www.goldwaterinstitute.org on the Inter-
net.)

Former state legislator Bill Mundelj,
appointed by Gov. Hull to replace West on
the Arizona Corporation Commission, not
surprisingly says his first task will be
studying the key deregulation issues so he
can make wise decisions. That is good.

But when it comes to deregulation,
there is such a thing as too much study.

“‘There also is a very real danger of over-.
regulating the process of deregulation. .

Congress was guilty three years ago
when it passed a telecommunications
deregulation law that is so hopelessly
complex that it has stalled competition. It
also has put way too much authority in the
hands of federal bureaucrats to write rules

- that have preempted states’ authority to
foster robust competition.

Out of frustration with the mountain of
federal rules, the Arizona Corporation

;» Commission last month ripped down a

Bill Mundell

S barrier that had prevented US West from

offering its customers in-state long-
distance service.-Although the move could
mean lower long-distance rates for Ari-
zona consumers, a federal official has
threatened legal action to block it.

The laudable justification for establish-
ing some rules for the process of deregula

swift.

Former state legislator Bill Mundell,
appointed by Gov. Hull to replace
West on the Arizona Corporation
Commission, not surprisingly says
his first task will be studying the key
deregulation issues so he can make
wise decisions. That is good.”

tion is to ensure it's reasonably orderly
and that there is a “level playing field”
among all contenders for business and
residential customers. The problem is
that, even under the best of circumstanc-
es, the marketplace is neither orderly nor
absolutely fair.

Especially to government regulators,
whose duties and instincts involve control,
market forces can seem unnervingly cha-
otic and unjust.

That brings us back to Mr. Mundell,
who is a moderate Republican and served
as chairman of the House Environment
Committee while in the Legislature. He
worked hard to strengthen state air and
water quality laws that had been shame- |
fully lax.

It was a process that involved extending {:

the state’s regulatory tentacles into areas
that needed tighter controls. ~ °

By contrast, the role of the Arizona Cor-
poration Commission at this point in his-
tory is all about loosening controls so com-
petition can kick in. Just as Arizonans can |
now shop around for the best deal in long-
distance service, we also should be able to

-shop for our Jocal phone service as well as

our residential electric service.

The process should be reasonably
orderly and fair. But it also needs to be

Members of the Arizona Corporation
Commission need to feel a sense of
urgency to expedite deregulation — that
continued delays are costing each of us
plenty.

‘In electric charges alone, the lost sav-
ings are racking up at $260,000 a day.
That’s $3 per second.

Let’s hope Bill Mundell is a quick study.

Atgachment No. 3
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Arizona utilities
stall competition

I read with interest your editorial
entitled “End the costly delays,”
which appeared June 24, 1999,
claiming that Arizona consumers
e have lost about $45 million from
delaying electric deregulation.

On May 13, 1999, one of the rea-
sons I stepped down as chairman of
tl:xe Arizona Corporation Commis-
sion (ACC) was because of the -
move by my colleagues West and
Kunasek to delay competition,
describing it as, “cost[ing] Arizona
consumers millions of dollars in
anticipated savings.”

However, since the Electric Com-
petition Rules have been stayed,
changes were made which now
allow Arizona utilities to; 1) recover
money for stranded costs based on
their own estimates (Arizona Public
i Service and Tucson Electric Power

have requested a combined reim-
bursement of over $1 billion), 2)
write their own rules of conduct for

transactions between regulated and

unregulated affiliates, and 3) disal-
low residential and small business
consumers to aggregate power into
larger purchasing blocks.

I have opposed these substantial
changes with the belief that crafting. -~

Competition Rules which favor
some entities over others is anti-
competitive and anti-consumer. But
to change them again would delay

the process even further. =+ < -

' In essence, Arizona's investor-

:owned electric utilities have posi- - : _

- tioned themselves.brilliantly —
while supporting the delay and sav- :

.. million, they were able to get the -

Competition Rules changed so that -

“any-swift action by the commission™

. will result in competition based on
their terms. o

ing their companies roughly $45 . =

It should be no surprise to Ari-
zona consumers that monopolies
fear competition, as evidenced by
the numerous lawsuits filed against
the ACC in trying to deregulate
both the telecommunications and
electric industries. The settlement
proposals submitted by both APS
and TEP have been characterized
by potential competitors as sacrific-
ing true competition for short-term
rate cuts for consumers.

Therefore, it is incumbent upon
myself and my colleagues to con-
sider these concerns and determine
which path ultimately leads to lower
prices for consumers — not only
within the next five years but well
into the next millennium.

In January 1999, I voted to keep
deregulation on track and work on
fine tuning the rules as issues
arose. But we can’t look back —
only forward — and I am confident
that the certainty resulting from the
governor's well-thought and rea-
soned appointment of Commis-
sioner Mundell will bring the stabil-
ity that this commission needs;
stability to implement a deregula-
tion ptan which is fair to utilities,
potential market entrants, and most .
important, all classes of Arizona
consumers.

~ Jim Irvin
Arizona Corporation
- .. Commissioner

~ Attachment No. 4 - ..
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RESPONSE TO COMMONWEALTH ENERGY’S DISCOVERY REQUEST

1. Promotion of Competition
a. Please furnish any study performed on the Settlement's ability to promote
electric competition.
b. Please provide any study that illustrates the expected generation shopping
credit that are imputed within the Direct Access tariffs.
C. Please provide any study that forecasts the expected numbers of
customers (by class with their respective loads) that are likely to seek
‘competitive electric services if the Settlement is approved.
d. Please provide any study that assures the public of no cost shifting
associated with the same service that a customer receives under the
Standard Offer or from an ESP.
e. Please provide any study on the electric cost savings associated with the
Settlement.
RESPONSE:
1;?' RUCO has not performed any formal study on the Settlement’s ability to promote
electric competition.
1.b. RUCO has not performed or reviewed any study illustrating the expected
generation shopping credits.
1.c. RUCO has not performed or reviewed any such study.
1.d. RUCO has not performed or reviewed any such study.
1.e.  RUCO has not performed or reviewed any such study beyond the terms of the

Settlement Agreement itself. The Settlement Agreement provides for a total of
7.5% in rate reductions for residential standard offer customers, implemented as
1.5% reductions each year from July 1, 1999 through July 1, 2003. In addition,
the Settlement provides for decreases in the CTC and distribution charges for
Direct Access customers as set forth in Exhibit A, Schedules A and B to the
Settlement Agreement ~ : C e
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Utilities are telling the rate regulators
that their old power plants are
practically worthless. But they're
selling them for fancy prices.

Poor me

By CHRISTOPIER PALMER]

THE HOMER CITY GENERATION STATION is & 34-ycar-old,
coal-fired power plant near Pirssburgh, What's It worth!?
Unril last year it was carried on the books of two utilicies for
$540 million. Then the companies sold it for $1.8 billion,
or §955 per kilowarr—about what it would cost to build a

-.brand-spanking-ncw cleceric plant.

Arc old plants a millstonc for urilities as they enter the
deregulated future? That's what the ucdlides arc telling rare
regulators. We builtall these plants over the years because you
told us to, they are saying—and now that newcomers are
abour to undercur us, we need compensation for the
“srranded costs.” The logic of compensation for stranded
costs is unassailable. The only debate is over the amount.
Is the average power plant indeed a white elephant?

According ro data collecred by Cambndge Encrgy
Research Associates, the average nonnuclear power plant put
up for sale in the last year sold for nearly nvice its book value.
Granred, the plants being sald tend to be the more desirable
ones, by dint of their Jocation or their fuel efficiency. Stll, the
prcing makes one wonder whether the power industry
should be enttled to much of anything tor stranded costs,

Some states—California, Maine, Connecticur and New
York, for example—have ardered urlides to sell all or part of
their gencradon capacity. That should sct an arm’s lengeh fair
price. Thanks largely to the fat prices received for its power
plants, Sempra Energy, the parenr of San Diego Gas &
Electric, says thar irs stranded-cost charges related to gener-

Eistructurlog leglslation enacted D mmisslon or leglelative investigation angoing
DBl mprahontive deregulatery srder lccusd  Na angaing cignificant achivity
Kl £gistationorders pending

.- Sourea: Eneigy information Admiaistration.

Attachment No. 6

adon—about 12% of a wypical customer’s bill—will he paid
off by July. Thatis two and a half years ahead of schedule, a
savings of $400 million for southern Californians.

Not every state legislature or utilicy commission has the
political will to force divestiture, however. If a udlity does
noc want to scll, che udlity and the regulators have to esti-
mate the fair marker valuc for 2 plant and then sce if that is
a lot less than book value.

‘I'his is tricky business. Last year Allegheny Energy, parent
of West Penn Power Co., estimated the value of its power

lants at $148 a kilowar, half of their book value. An expert
Eircd by 2 number of industrial energy users suggested the
valuc should be $409, A hearing revealed thar Allegheny had
bought back a haifsinterest in one oflts plants two years car-
lier at a price of $612 a kilowatr. Allegheny serrled with the
Pennsylvanta Public Utlliry Commission for a valuation of
$225 a kiloware, half again the original estimare. At that
price, Allegheny’s - 700,000 customers in  western
Pennsylvania are stuck paying $670 million in stranded costs.

What happens if the unlity doesn’t get the compensation
it wants? Litigation. In New Hampshire the stare legisla-
turc passed A law designed to open up the power market in
1996. New Hampshice's power companies and utility
commission have been tied up in court aver since over the
issuc of stranded costs.

Eor this reason, legislators and regufators somerimes feel
like they need to cut some deal, any deal, just o
pelitve market mowviig torward. 3 ireinia, tor
eXample, dodged any stranded cost caleulation. In a move
supported by local utilitics, the legislacure delayed true
competition and simply froze clecrric rates untl 2007,
Utilitics had donared more than $1 million to Virginia

politicians in the last

two electdon cycles.

Last year Ohio legis-
lators proposed a bill to
opelt up the power
marker. They figured
stranded costs at $6 bil-
lion, spread among
Ohio’s cight big uuili-
ties.- Not liking thar
number, the utilities

came up with an $18 bil-
lion figure., The lagest
compromise is $11 bil-
lion. This number repre-
sents, in effect, the excess
of the plants’ book valuc
over their market value,
Wait a minutre, says Samuel Randazzo, an attorney for some
industrial power users. Thar $11 billion number is more than
the book value of all the planrs. Can the uriliies losc more -

Power play

The Homer City, Pa. coal plant
{above) brought a rich price.
Where dacs electricity
restructuring stand in your
stata? Check the map at left.

" than their investment? Negotiatons arc to continue.

“We are applying a political soluton to an cconomic
problem,” shrugs Ohio utility commissioner Craig Glaz'cr.
“All intellectual arguments have been thrown out the win-

- dow., Now it comes down to who screams the loudest.”

Expect further scrcaming as utilities enter the dercgu-
lated marker. mm o e




10

11

12

13

14

15

16

17

18

~ 19
20

21

22

23

: 24

25

APS STRANDED COST VOL. III 7/16/1999

633

Was it your intent as the chief executive of

RUCO at the time you signed this settlement agreement

to produce a result that would lead to the dismissal .,

or at least the withdrawal by the signatory parties of

their appeals of the Commission's competition orders?:

ameny

A. Yes?
)
Q. How does that in isolation benefit the

residential consumers i1f there are other parties
involved in tho;e appeals who can keep them going who
are not parties to this signatory agreement?

A. Now we're to a question I definitely
understand. That's -- you take the weight of APS off
it. You take the weight of a very large utility with

a very aggressive, very effective counsel off of i,

and you leave it with:-- I hate to say that the rest
of them are ineffective, but when you put the rest of
them together anq\youfve got APS as a very large par®
of it, :you've.got a very large fighter to the table.

And I think that having APS withdraw from that.is g

.Qggefiﬂ?ﬁ

- Q. - ‘Have you discussed with RUCO's counsel hQW'_
active APS has been vis-a-vis the named plaintiffs in

these various appeals?

attorney-client privilege. -~ _ Attdchment No. 7
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Q. (BY MR. ROBERTSON) Do you know for a fact
how active APS has been in the consolidated appeals
vis-a-vis the other plaintiff parties?

A. No.

Q. So you made an assumption a moment ago in
attributing this significant player role to APS with
regard to those particular consolidated appeals, did

you not?

A. I understand what APS' resources are, and youw

could convince me subject to check that they had never -

Sm— 2]

filed a thing, done a thing, or said a thing, and I-

—

would tell you that they are in my opinion a very.s

powerful organization with a tremendous amount of:

resources that could wreak a lot of havoc in this:

“—

docket :
S———

Q. That comment goes to what they prospectively
might do, because you just indicated a moment ago you
don't know what they've done; is that not correct?

A. But I think -- and to be responsive, your
point is, do I really see any advantage to having them
out of this? And the answer is not to get that

advantage have they been effective before or have we:

done anything before, the question is, is it an-

‘an they do to us? =

édvéntagerto“havé?%héﬁﬁgﬁffééfwhgt%

sgwhav

O DR KON
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they've done before but on how powerful they are.=
C— S ——

Q. How does it benefit the residential
ratepayers if those appeals continue for perhaps
several years whether or not APS becomes active or
more active?

A. Because my limited understanding of the court
system says that to the extent that you have high:

quality counsel, high quality resources, that you do.

better in cases than if you don't. And having APS:

against us in something like this or against the:

Commission in something like this is worse than not.

having them in it. I didn't say it would be an-

[ ——

incredible difference, but I think if you got to the:
point where you had fewer resources in this case that,
the people could do better in this case.y;

I mean, APS I think is a very effective

combatant in the arenas in which they fight. I think

they have a lot of resources. I think they can do

very well.. I thinkvthére is benefit from eliminating

_their participation in these various appeals. I think

that's almost taﬁtological.
Q. . Do you know whether or not any of ‘the other = -

plaintiffs that have been mentioned, for example,

distribution members_who'are plaintiffs in these

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ
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actions, are represented by Phoenix law firms who are
among what are regarded to be the top tenv?

A. I have no idea who's representing the co-op.

Q. So you don't really know the relative impact
of APS' role in this litigation vis-a-vis the other
attorneys of record representing the other plaintiffs,
do you?

A. No, I don't know how powerful the co-ops are.
I don't know how good their case is. I do, however,

believe that APS counsel is very bright, and that:

having them as part of this, if I can have them agree.

to remove themselves from this, it's a benefit to-

~

residential consumers.

MR. WHEELER: Could I have that read back?
HEARING OFFICER RUDIBAUGH: He wasn't talking
about you, the other counsel.
THE WITNESS: The in-house couﬁsel of APS 1is
very bright.
Q. (BY MR. ROBERTSON)- Mr. Patterson, that
benefit's a matter of deg:ee, however, is it not?
' N ;~:3v;j"ggsolutely. ¢
Q.. Now,,éoing from tﬁéﬁlméttervofvdegreeﬁ-

premise, is it not correct that uhder'the‘Settlément

Wb theniy X4 Zh e ¥

— o
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1 benefits and certain obligations upon the signatory’
2 parties, as well as certain obligations upon the part

3 of the Commission without one iota of assurance that,-

4 in fact, the pending copnsglidated appeals of its

5 competition orders will be dismissed at any point in.
6 time or_ congluded in the near future?-
7 A. Again, referring to the Tucson Electric

8 consolidated on the left?

9 Q. Yes.
10 A. Yeah, I would say that's true.:
11 Q. Let me have you turn to -- actually, you
12 don't need to turn. We can stay on Page 1.
13 A. I'm on page 7 still of my testimony.
Lif 14 MR. ROBERTSON: May I have just a moment,
15 Your Honor?
16 HEARING OFFICER RUDIBAUGH: I'll note you've
17 already gone beyond your limit, but I'm sure you're

18 getting close.

19 MR. ROBERTSON: I'll conclude my cross at

20 this point.

21" HEARING OFFICER RUDIBAUGH: Let's go to
ﬁ22 Commonwealth.

" Before I do, Enronm, do yo

gl I

4 . questions? I know you have to go.:

MS. LAWNER: No.

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ




SUNSET FACTORS

In accordance with AR.S. §41-2954, the Legislature should consider the following 12 factors

in determining whether the Residential Utility Consumer Office (RUCQ) should be contin-
ued or terminated.

1.

The objective and purpose in establishing RUCO.

The Legislature established RUCO in 1983 to represent the interests of residential
utility consumers of regulated utilities in proceedings before the Arizona Corpora-
tion Commission. Prior to RUCO's existence, the Corporation Commission’s Utilities
Division staff was responsible for considering residential consumers’ needs when
making recommendations to the Commission. However, because Comumnission staff
were also charged with making recommendations that considered a broad base of
interests, including shareholder and company as well as commercial and industrial

customers, they could not exclusively represent the interests of residential consum-
ers.

According to the act establishing RUCO, the agency is intended to represent the in-
terests of residential consumers, critically analyz osals made ubli
corporations to the Commission, and formulate and present recommendations to the

ommission. As such, RUCQO is authorized to prepare and present briefs, arguments,
and proposed rates or orders, and to intervene or appear on behalf of residential
utility consumers before hearing officers and the Commission.

The effecﬁvenéss with which RUCO has met its objective and purpose and the
efficiency with which the agency has operated.

RUCO has generally . met its objectives and purpose by intervening in matters in-
volving residential utility consumers before the Corporation Commission. In addi-
tion, RUCO has actively participated in various forums to represent residential con-
sumers in electric restructuring matters. However, the audlt found that RUCO could
more effectively meet its objectives by: '

B Undertaking addif:ional activities, such as developing a cdrriprehensive ‘s‘tr'a‘tegic
plan and formahzmg its case selection process to better posmon itself for the fu-

M Improvmg its fiscal momtonng to comply with statutes for determmmg its an--

" nual assessment. In recent years, RUCO’s annual assessment has been higher
than necessary, generating a large and growing fund balance (see’ Pmdmg“II

pages 15 through 18). Attachment No. 8
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