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Enclosed for filing are an original and ten copies of the summary of testimony of 
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SUMMARY OF TESTIMONY OF JAMES F. (RICK) GILLIAM 
ON BEHALF OF 

THE LAND AND WATER FUND OF THE ROCKIES 
AND THE GRAND CANYON TRUST 

On December 26, 1996, the Arizona Corporation Commission (ACC or the Commission) 

issued Decision No. 59943 in this docket adopting proposed competitive electric rules as a 

framework for the transition to a competitive environment. In that decision, the Commission noted: 

The parties were generally in agreement that competition will provide the 
benefit of reduced costs, at least for some consumers. However, there were 
concerns raised regarding the quality of service, a$ well as concerns that not all 
customers, particularly residential customers, will receive the benefits of 
competition as quickly as some large industrial customers. And of course, the 
incumbent utilities were greatly concerned regarding the recoverability of stranded 
costs. 

The impact of the accelerated recovery of uneconomic costs related to the production of 

electricity in Arizona (stranded costs) is potentially so large as to overwhelm other utility 

obligations and the benefits of a competitive energy market itself. We are concerned that unless 

recovery of legitimate, unmitigated stranded costs is kept within reasonable bounds, that the 

Commission's Restructuring Rule may result in price increases, effectively squeezing out funding 

for important public interest benefits. Thus, stranded cost calculations and recovery methods are 

critically important to public interest considerations and to the success of a competitive market. c 



As a preliminary matter, with respect to the definition of stranded costs, we recommend 

that the Commission clarify that the “value ... under traditional regulation” in Section R14-2- 

1601(8)a refers to book value, and that stranded costs are derived only from costs related to the 

production of electricity. 

We believe that divestiture of assets in the open market would likely provide the most 

accurate market value and best market power result. However, we recognize the ACC may not 

have the necessary authority to require Affected Utilities to &vest all or a portion of their 

production assets. Thus, we recommend that if stranded costs are to be determined utilizing an 

administrative method, the Commission clarify that market value consider factors other than price. 

For example, the net revenues lost method determines strandable costs as the difference between 

revenues received by a utility in a continued regulated regime and revenues received by the utility 

in a competitive energy supply market. In the competitive marketplace, to the extent that 

customers perceive certain characteristics of the incumbent utility to have value (e.g. reliability, 

customer service, etc.), then that utility can charge prices for electricity supply, and thus generate 

revenues, greater than the market clearing price. The greater the competitive revenue generated, 

the smaller the actual stranded cost. 

Second, the recovery method for stranded costs, if improperly designed, could have a 

detrimental effect on the incentives for customers to use energy efficiently and consider on-site 

distributed renewable generation. For example, customer payments of stranded costs collected 

through a flat fee mechanism are unaffected by reductions in energy use related to increased 

customer efficiency or installation of distributed renewable resources (such as rooftop PV). This 

method reduces cost recovery risk for utilities below present practices, and reduces the incentive 

for customers to invest in clean and efficient energy technologies. Further, a flat fee would be at 

odds with Section R14-2-1607(5) of the Commission’s Restructuring Rule. The design of the cost 

recovery mechanism should mirror current cost-recovery practices. In other words, any stranded 

costs deemed recoverable from customers in a competitive market should be allocated consistent 

with current practices, and the recovery mechanism designed on a volumetric basis (i.e. per kW 

andor per kwh) . 
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We also recommend that, as the final step in the determination of stranded cost recovery, 

the Commission consider the amount of electricity generated by renewable resources owned by the 

Affected Utility, consistent with R14-2-1607(1). An incentive should be provided through the 

Commission’s stranded cost recovery policy for the Affected Utilities to achieve their renewable 

resource goals. Amounts necessary to remedy shortfalls in meeting renewable resource goals by 

the end of the year 2000 should be funded through an increase in the System Benefits Charge and a 

cammensurate reduction in the stranded cost charge. The effect is to make full stranded cost 

recovery contingent upon the utility achieving its established renewable resource goals. This 

approach effectively eliminates additional rate impacts for the Affected Utility to achieve its 

renewable resource targets, while providing a strong incentive for the utility to meet its goals. 

Finally, several specific stranded cost mitigation methods are described which fall within 

Rule Section R14-2-1607tA). First, the revenue enhancement benefits related to Arizona’s rapid 

demand and energy growth should be captured. Second, we recommend that the usefid lives of 

assets potentially strandable in a competitive market be reviewed for possible extension, and 

commensurate adjustments be made to depreciation and amortization expenses. This deceleration 

of strandable asset recovery can result in a cost reduction for these assets. 
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