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IN THE MATTER OF THE
COMMISSION’S INQUIRY INTO GOLDWATER INSTITUTE AND
RETAIL ELECTRIC COMPETITION ROY MILLER’S COMMENTS IN
SUPPORT OF RESTRUCTURING
ARIZONA’S ELECTRICITY
MARKETS FOR CHOICE AND
COMPETITION

The Goldwater Institute, a non-profit public interest educational organization, and
Roy Miller, a ratepayer residing within the exclusive service territory of Arizona Public
Service, hereby offer the following comments in response to the specific questions

advanced by the Commission on May 23, 2013 together with supporting documentation.
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Introduction

Guided by the wisdom of leading independent experts, the Goldwater Institute
has been studying how best to reform electrical markets for choice and competition for
sixteen years. Most recently, the Institute has published two new policy studies. The first
of these is a six page policy brief that summarizes the key benefits and policy
recommendations for restructuring by Dr. Byron Schlomach, Goldwater Institute
Director of Economic Prosperity, which is entitled, “4 Time for Choosing: Why Choice
and Competition in Electricity is Right for Arizona.” (A copy is attached hereto as
Exhibit 1.) The second more comprehensive report, “Moving Forward: A Roadmap to
Restructure Arizona’s Electricity Markets for Choice and Competition,” outlines a
specific roadmap for reform. It is authored principally by Dr. Andrew Kleit, Penn State
University Professor of Energy and Environmental Economics, John and Wille Leone
Department of Energy and Mineral Engineering, Department of Meteorology, with legal
analysis by Goldwater Institute Policy Development Director and attorney Nick Dranias.
(A copy is attached hereto as Exhibit 2.)

The bottom line is that choice and competition can drive Arizona’s electricity
market to efficiently produce more power at a lower cost, which promises more
economic growth and job opportunities for Arizonans. Since restructuring their
electricity markets for choice and competition, Pennsylvania and Texas have seen their
capacity increase nearly 25 percent and 45 percent respectively. With increased capacity,
Texas has seen prices drop well below the national average with consumers choosing

among numerous competitive electricity retailers and plans—much like Arizonans
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choose cell phone service companies and plans. Where competition prevails in Texas,
pricing plans offer consumers electricity prices lower than the average price in
Arizona—and even lower than the lowest state average in the nation (just under 7 cents

per kilowatt hour for the lowest cost Texas plan versus approximately 11 cents per

kilowatt hour in Arizona and just under 8 cents per kilowatt hour in Louisiana). These
experiences are not isolated—countries around the world, including the United
Kingdom, New Zealand, Canada and Chile, have similarly restructured their markets for
choice and competition and have likewise experienced greater capacity and lower prices
as a result.

That does not mean, however, that restructuring is an easy or instantaneous
process. It must be done right and methodically. Fortunately, competitive electrical
markets are now mature enough to chart out a roadmap for Arizona to follow. Exhibit 2
provides that roadmap. It consists of three phases and nine specific steps tailored to
Arizona’s unique market conditions. /d. (pp. 7-20).

Based on this roadmap, the Goldwater Institute strongly recommends
restructuring Arizona’s electricity markets for choice and competition. This
recommendation is based on the findings contained in Exhibits 1 and 2, as well as the
following reports previously published by the Goldwater Institute: Stanley Reynolds and
Andrew Kleit, Opening the Grid: How to Recharge Arizona’s Electricity System for the
21*" Century, Goldwater Institute Policy Report No. 232 (July 21, 2009), attached hereto
as Exhibit 3; Michael K. Block, Robert Franciosi, Melinda L. Ogle, Hotwiring

Deregulation: How SRP Can Lead The Way To A Competitive Electric Market,
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Goldwater Institute Issue Analysis No. 147 (Sept. 1997),

http://goldwaterinstitute.org/sites/default/files/Hotwiring%20Deregulation-

%20%20How%20SRP%20Can%20Lead%20the%20Way%20t0%20a%20Competitive

%20Electric%20Market.pdf. These reports, in turn, reflect the findings of numerous peer

reviewed academic papers, which are specifically cited.

The principal authors of the foregoing Goldwater Institute policy reports are
recognized experts in the fields of economics, law, energy and/or electrical market
regulation. The curricula vitae of authors Dr. Andrew Kleit, Ph.D. (Penn State
University) and Dr. Stanley Reynolds, Ph.D. (University of Arizona) are respectively
attached hereto as Exhibits 4 and 5. The following comments reflect their previously
published recommendations, along with the expertise of Goldwater Institute Economic
Prosperity Director Dr. Byron Schlomach, Ph.D. (bio @

http://www.linkedin.com/in/bschlomach) and Policy Development Director and attorney

Nick Dranias (bio @ http://www.linkedin.com/in/nickdranias). Finally, these comments

are strongly supported by ratepayer and citizen-activist Roy Miller (bio @

www.linkedin.com/pub/roy-miller/0/18a/215), who spent four years on the staff of the
ACC during 1976-79, serving as administrative assistant to the chairman and hearing

officer on several cases.
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Questions and Responsive Comments
All answers to the following questions assume that electric competition is adopted as a
component of restructuring that incorporates the essential features of the Texas and
Pennsylvania models as explained in Exhibits 1, 2 (pp. 7-20) and 3 (pp. 19-20).

Question 1: Will retail electric competition reduce rates for all classes of customers -

residential, small business, large business and industrial classes?

Answer: Relative to the higher rates that would otherwise almost certainly arise from
maintaining the status quo of monopoly territories for regulated utilities, it is reasonably
certain that retail electric competition will result in reduced rates. Where competition
prevails in Texas, pricing plans offer all classes of customers rates that are lower than
the average rate in Arizona—and even lower than the lowest state average in the nation
(just under 7 cents per kilowatt hour for the lowest cost Texas plan versus approximately
11 cents per kilowatt hour in Arizona and just under 8 cents per kilowatt hour in
Louisiana). See Exhibits 1 (pp. 1-3), 2 (pp. 3-6), and 3 (pp. 3-4, 16-17). The biggest
winners might be small businesses which are also the engine of economic growth.

Question 2: In addition to the possibility of reduced rates, identify any and all specific

benefits of retail electric competition for each customer class.

Answer: Every customer class in every market benefits from competition and always
has. There are electricity rate plans advertised by major providers in Texas for “free
weekends” or “free evenings.” Who knew such classes of customers existed? If
Arizona’s electricity market is restructured as recommended here, each customer class,

including some we do not know exist, will benefit from increased innovation in methods
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of producing, delivering, and billing abundant electricity efficiently and conveniently.
We can also expect increases in economic growth and employment from a more efficient
electrical market, benefiting all customer classes. See generally Byron Schlomach,
Lessons from Texas on Building an Economically Healthier Arizona, Goldwater Institute
Policy Report No. 251 (October 17, 2012),

http://goldwaterinstitute.org/sites/default/files/Policy%20Report%20251%20L essons%?2

0from%20Texas_0.pdf: Exhibits 1 (pp. 1-3), 2 (pp. 3-6), and 3 (pp. 34, 16-17).

Question 3: How can the benefits of competition apply to all customer classes equally or

equitably?

Answer: Competitive markets in wholesale and retail markets will arise that produce
power efficiently. This will discipline production costs and result in an abundance of
relatively cheap energy that will benefit all customer classes equally and equitably. See
Exhibits 1 (pp. 1-3), 2 (pp. 3-6), and 3 (pp. 3-4, 16-17).

Question 4: Please identify the risks of retail electric competition to residential

ratepayers and to the other customer classes. What entity. if any. would be the provider

of last resort?

Answer: There are no risks to any customer class of a significantly different nature or
more significant magnitude than those faced in a regulated monopoly environment.
Should a consumer refuse to designate a provider or should a provider fail, the ACC,
ISO or RTO would be responsible for designating a provider of last resort, preferably
based on an RFP process or its equivalent. The only “risk™ is that some electricity

shoppers will be wiser in their choices than others. However, all electricity consumers
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will benefit from competition even if not all choose the very best deal. See Exhibits 1
(pp. 1-3), 2 (pp. 3-6), and 3 (pp. 3-4, 16-17).

Question 5: How can the Commission guarantee that there would be no market structure

abuses and/or market manipulation in the transition to and implementation of retail

electric competition?

Answer: Such issues will be addressed through vertical and horizontal
divestiture/firewall separation of incumbent utilities, and the adoption of market
monitoring. See Exhibits 1 (pp. 10-11), 2 (pp. 15-16), and 3 (pp. 19-20). Market
competition has otherwise proved sufficiently robust to prevent abuses of market power.

Question 6: What, if any, features, entities or mechanisms must be in place in order for

there to be an effective and efficient market structure for retail electric competition?

How long would it take to implement these features, entities, or mechanisms?

Answer: In essence, the Arizona Corporation Commission needs to restructure
Arizona’s electricity market for choice and competition in three phases, the completion
of which could take between 2 and 8 years depending on the conditions of competition
in the wholesale market and the reliability of the adopted system for balancing electrical
loads on the grid. First, the ACC should separate existing utilities from their generation,
transmission, and distribution capacity to prevent them from abusing the monopoly
power they have accrued under the existing regulatory system. At the same time, a
system operator needs to be empowered to neutrally balance the load on the grid that
will be created by an influx of competitive energy producers. Second, the ACC should

take action to create competitive generation markets in which energy producers can
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freely enter, exit and compete for business. Third, customers should be empowered by
the ACC with the freedom to choose among competitive retailers of electricity. If these
steps are taken in the right order, Arizona’s electricity market will finally move forward
towards greater capacity, choice, competition, innovation and lower prices—spurring
new economic growth and job opportunities for Arizonans. These three phases involve
nine specific steps that are detailed in Exhibit 2 (pp. 7-20) and discussed as elements of
the academic consensus on how to do restructuring right in Exhibit 3 (pp. 19-20).

Question 7: Will retail electric competition require the divestiture of generation assets by

regulated electric utilities? How would FERC regulation of these facilities be affected?

Answer: Yes and no. Divesture is the recommended option. However, restructuring can
work, albeit typically less optimally, if retail and generation units are instead kept within
the same overall corporate umbrella provided that the units are thoroughly firewalled so

that cross-subsidization and collusion are not possible. See Exhibits 2 (p. 12), and 3 (pp.

19-20, 25-27). FERC regulation would not prevent divestiture or firewall separation.

Question 8: What are the costs of the transition to retail electric competition, how should

those costs be quantified, and who should bear them?

Answer: There would be costs associated with establishing a grid operator that can
neutrally balance loads. Because the grid and system operator will continue to function
as a public utility, the associated costs would be subject to recovery by traditional
ratemaking. There would be few other costs because stranded costs have already been
recovered by incumbent utilities. However, if the uncertainty and burdens of new EPA

regulations threaten the viability of the Navajo Generation Station and Four Corners
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facilities in such a way as to result in a disorderly and dramatic reduction in generation
capacity during restructuring, then special consideration should be given to defraying
those uncertainties and burdens. The best policy recommendation would be to enact a
regulatory tax credit at the federal level (or less optimally the state level) that would
allow for the costs of new EPA regulations to be reimbursed through corresponding tax
credits to the facility operators. See Nick Dranias and Byron Schlomach, The Missing
Reform: Regulatory Tax Credits, Goldwater Institute Policy Brief No. 11-06 (November

9, 2011), http://goldwaterinstitute.org/sites/default/files/gb-

Regulatory%20paper%20%283%29_0.pdf. The second best policy recommendation

would be to allow the application of a special surcharge to all wholesale or retail sales in
an amount sufficient to recoup the costs of complying with new EPA regulations at the
NGS/Four Corners facilities, which would be retained by the facility operators. Either
policy solution should be narrowly tailored to the specific NGS/Four Comer:;; facilities to
prevent expansion to other facilities, based on strict regulatory cost recovery criteria to
prevent the possibility of “gold plating” or the financing of facilities expansion that
could threaten the emergence of competition, as well as subject to a sunset provision to
ensure that the special treatment of these facilities exists only during a transitional period
in which capacity might be threatened by the closure or substitution of those facilities.
See Exhibit 1 (pp. 4-6).

Question 9: Will retail electric competition impact reliability? Why or why not?

Answer: Market forces in competition will generate reliable electrical production

equivalent or superior to regulated monopoly systems. Capacity growth has outstripped
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economic growth in Pennsylvania and Texas. Because of the incentives provided by
competition, innovation will arise with retailers offering lower rates or additional
services in exchange for consumers adopting demand mitigation technologies and rate
plans, such as the use of smart appliances and peak demand pricing. Moreover,
regulators will have the power to establish demand mitigation policies to minimize non-
essential consumption during supply shocks. See Exhibits 1 (p. 3) and 2 (pp. 3-4, 20).

Question 10: What are the issues relating to balancing area authorities, transmission

planning, and control areas which must be addressed as part of a transition to retail

electric competition?

Answer: Although Arizona can benefit from the available expertise in the rest of the
country, setting up an RTO is technically complex. Currently in Arizona each of the
three major utilities has their own “balancing authority” that manages electricity systems
in their territory with the Arizona Independent Scheduling Administrator Association
(AZISA, http://www.az-isa.org/) overseeing the totality of the grid. Because system
operations clearly benefit from economies of scale, running three individual systems,
each of which is tiny in size compared to the RTOs in Texas and Pennsylvania, is very
costly. Current balancing authorities could be turned into their own RTOs. However,
this would not take advantage of any available economies of scale in operating larger
RTOs. For example, Arizona’s largest utility, Arizona Public Service, only has about
9300 megawatts of capacity, while PJM (which includes Pennsylvania) has
approximately 167,000 MWs of capacity, almost eighteen times larger. One possibility

is to use the AZISA to act in the role of an RTO, at least for a short period of time. The
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AZISA currently coordinates transmission access between the seven balancing
authorities, as well as interstate shipments in and out of Arizona. Under such a plan, the
AZISA would be responsible for scheduling and dispatching the transmission lines
between the three systems of the incumbent utilities. Another possibility would be to
expand the CAISO into Arizona. Expansions of RTOs are not uncommon. Where PJM
once consisted of Delaware, the District of Columbia, Maryland, eastern Pennsylvania,
and New Jersey, it has expanded into almost the entirety of Pennsylvania, as well as
most of Virginia and West Virginia, and parts of North Carolina, Ohio, Indiana,
Michigan and Illinois. The presence of economies of scale implies that expanding an
RTO is relatively inexpensive once the RTO has been established. Expanding CAISO to
Arizona would eliminate the current seam between Arizona and California. This in turn
would encourage more building of generation facilities in Arizona, a tremendous growth
opportunity for Arizona since building electricity generators is so much more difficult in
California. All of the foregoing options may be viable means of managing the grid in a
way that would support competitive restructuring. However, whichever option is
selected, it is important to emphasize that stakeholder buy-in is critical. This is because
any firm that does not wish to join an RTO can set up innumerable technological hurdles
(real or not) that no regulator can effectively evaluate. Thus, setting up an Arizona RTO
would require the cooperation of entities who may not desire such an organization to
exist. Therefore, the best policy among the foregoing options should be determined after
the Commission receives input from existing stakeholders as to the pros and cons of

each alternative. See Exhibits 2 (pp. 10-12) and 3 (pp. 19-20).
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Question 11: Among the states that have transitioned to retail electric competition,

which model best promotes the public interest for Arizonans? Which model should be

avoided?
Answer: Exhibits 1, 2 and 3 detail the reasons why Arizona should adopt the essential
features of the Texas and Pennsylvania models and avoid the California approach.

Question 12: How have retail rates been affected in states that have implemented retail

electric competition?

Answer: Empirical evidence shows that electricity restructuring reduces prices and
costs. For the period 1970-2003, one major academic study found the higher the
percentage of power produced by non-regulated generators in a state, the lower the
prices paid by residential and industrial customers. Similarly, another study found the
introduction of retail competition in a state is associated with lower prices for residential
and industrial customers. Other studies found electricity plants in states have lower non-
fuel expenses per megawatt generated compared to plants in states that have not
restructured, and overall electricity restructuring has reduced retail prices by nine
percent. Restructuring has also reduced price-margins in the electricity industry,
implying cost reductions are being passed on to consumers. More specifically, retail
prices in Pennsylvania were well above the U.S. average at the outset of restructuring in
1998. Over the last ten years inflation-adjusted retail prices have fallen in Pennsylvania,
while U.S. average prices have increased slightly. By 2007 the retail price for
Pennsylvania was below the U.S. average retail price and despite recent peaking above

that standard, today Pennsylvania’s average retail price of electricity matches that of the
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U.S. Texas’ average price of electricity is well below that of the U.S. despite peaking
well above the U.S. average earlier in the decade when natural gas prices were spiking.
Of course, price averages obscure the fact that a competitive market involves a range of
available prices, some of which are far lower than the average price. Where competition
prevails in Texas, pricing plans offer consumers electricity prices lower than the average
price in Arizona—and even lower than the lowest state average in the nation (just under
7 cents per kilowatt hour for the lowest cost Texas plan versus approximately 11 cents
per kilowatt hour in Arizona and just under 8 cents per kilowatt hour in Louisiana). See
Exhibits 1 (pp. 2-4) and 2 (pp. 3-6).

Question 13: Is retail electric competition viable in Arizona in light of the Court of

Appeals' decision in Phelps Dodge Corp. v. Ariz. Elec. Power Coop., 207 Ariz. 95, 83

P.3d 573 (App. 2004)? Are there other legal impediments to the transition to and/or

implementation of retail electric competition?

Answer: Retail competition is viable and there are no significant legal impediments to
the transition to and/or implementation of retail electric competition. The Arizona
Legislature fully authorized statewide competition in electrical markets in 1998,
including within territories outside of the Arizona Corporation Commission’s regulatory
jurisdiction. That law is still effective, waiting to be triggered by appropriate ACC
rulemaking and stakeholder coordination. Fortunately, the necessary rules for
restructuring Arizona’s electricity market can be designed to comply with the holding of

Phelps Dodge.
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Phelps Dodge struck down various rules issued by the ACC during its first
restructuring effort; including: 1) rules that deemed market pricing “fair and reasonable”
without taking into consideration the “fair value” of property owned by electricity
service providers in the State of Arizona and without an actual exercise of discretion by
the ACC in verifying the fairness and reasonableness of such pricing or effective
consumer protections; 2) rules requiring the divestiture of generation assets held by
utilities even if those assets were not used to compete against new entrants; and 3) rules
relating to consumer protection and the prohibition of anti-competitive behavior that
were issued without Attorney General review, as is required for non-ratemaking
regulations. All of these specific rulings can be navigated with a carefully designed
restructuring regulatory framework—especially since there is good reason to believe that
subsequent case law has essentially overruled any interpretation of Phelps Dodge Corp.
that the Arizona Corporation Commission lacks broad policy making authority in
connection with its plenary ratemaking authority. See Miller v. Arizona Corp. Com'n,
227 Ariz. 21, 251 P.3d 400 (Ct. App. 2011).

First, transitioning to market competition as the primary mode of setting specific
rates can be made consistent with Phelps Dodge because the court of appeals
specifically affirmed that competitive pricing of electricity can take place within price
ranges established by the Arizona Corporation Commission as “fair and reasonable,” so
long as the setting of the price boundaries for these ranges take into consideration all of
the factors that must be considered in the ordinary ratemaking process. Among those

ratemaking factors, perhaps the greatest barrier to competitive pricing would arise if an
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excessive value were assigned to the fair value of the property owned by electricity
service providers either for the recovery of post-reform investment costs or to provide
compensation for so-called pre-reform stranded costs.

Fortunately, according to the court of appeals, the fair value of the property
owned by electricity service providers within the State of Arizona can be assigned as
little weight as the Commission decides in its discretion. With respect to post-reform
investments, assigning no weight to the value of such property for purposes of setting
the bounds of a competitive price range makes sense in a market in which there is no
risk of confiscatory service requirements being imposed on electricity service providers.
This is because generation capacity and service plans in an open and competitive market
are based on consumer choices rather than regulatory mandates. Any issue of stranded
cost recovery for property owned by electricity service providers as a result of past
service mandates can be handled as a separate charge, if necessary.

However, it should be recalled that the 1998 effort to require competition in
Arizona’s electrical markets authorized various surcharges that have already largely
compensated incumbent utilities for any reasonable measure of stranded costs. Notably,
bondholders have been on notice since 1998 of Arizona’s public policy of transitioning
to open and competitive electrical markets. Accordingly, holders of bonds acquired since
1998 should not be regarded as having a viable Contracts Clause objection to, or Fifth
Amendment claim for compensation arising from, regulatory reforms restructuring the
electrical market for competition as somehow impairing incumbent utilities’ contractual

obligations to them, even with respect to the divestiture of assets. Indeed, it is doubtful
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that any constitutional protection has ever existed to shield incumbent utilities or their
bondholders from laws restructuring pervasively regulated electrical markets for
competition. Mitchell Arms, Inc. v. United States, 7 F.3d 212, 216 (Fed.Cir.1993)
(stating that an enforceable property interest “cannot arise in an area voluntarily entered
into and one which, from the start, is subject to pervasive Government control”)
(emphasis omitted); Minneapolis Taxi Owners Coalition, Inc. v. City of Minneapolis,
572 F.3d 502 (8th Cir. 2009) (rejecting incumbent taxi association’s claim of property
right to be protected from competition); Rogers Truck Line, Inc. v. United States, 14 Cl.
Ct. 108, 111 (1987) (same with respect to commercial-carrier licensee).

Further, any concern about the adequacy of consumer protection in a competitive
market, such as concerns about service reliability, can be ameliorated by ensuring that
new retail entrants post a reasonable bond to provide security for lost service. Arizona’s
constitutional rule against discriminatory rates for “like” services should not stand in the
way of diverse service plans that are made available on equal terms to all qualifying
consumers—just as it does not stand in the way of the diversity of service plans
available in Arizona’s similarly regulated telecommunications market.

Second, rules requiring divestiture of incumbent utility assets can be sustained
under Phelps Dodge so long as the Commission builds an appropriate record that such
divestiture is necessary for competitive retail pricing to arise. This should not be difficult
even with respect to the divestiture of generation capacity that incumbents claim to use
exclusively to generate sales outside of Arizona because energy markets are

interconnected. First of all, because of the nature of the electricity grid in which
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electrons flow according to Kirchoff’s laws rather than where a supplier might wish, it is
unclear how incumbents could project the electricity they generate in Arizona to other
markets and avoid impacting pricing in Arizona. Any such price impact would have
competitive implications in that any electricity generated in Arizona for any end use
will, all other things being equal, increase supply on the grid and tend to reduce pricing
in Arizona. Secondly, even if an incumbent utility does not use its generation capacity to
compete directly in the Arizona electricity market perhaps by running a new
transmission line from the generator to an out-state grid, any sales made out of state will
still affect rates in Arizona and also subsidize the incumbent’s participation in the
Arizona retail market. This would undermine competitive entry in wholesale and retail
markets, and hence competitive retail pricing, because it would allow incumbents to
leverage market power previously accrued as a result of its past monopoly position.
Third, all rules issued in support of restructuring, which may only be debatably
related to the Commission’s ratemaking power, can be submitted to the Attorney
General for his review prior to adoption. This would avoid any possible controversy over

the necessity of such review.

Question 14: Is retail electric competition compatible with the Commission's Renewable

Energy Standard that requires Arizona's utilities serve at least 15% of their retail loads

with renewable energy by 20252 (See AAC. R14-2-1801 et seq.)

Answer: Not in its current form. However, there is a means of achieving the same

policy goal more efficiently. In other states, restructuring of the electricity market has

led to a regulatory environment in which each distribution entity is required to buy
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permits from generators of renewable permits. If a renewable mandate continues to exist,
Arizona should replace its current renewable program with a program that will require
retail suppliers to purchase renewable credits equal to their required level. These credits
would be purchased from free market providers who would have the proper incentives to
generate renewable energy at the lowest possible cost. See Exhibit 2 (pp. 17-18).
However, there are good policy reasons to abandon any renewable mandate, which are
detailed in Exhibit 2 (pp. 22-28).

Question 15: Is retail electric competition compatible with the Commission's Energy

Efficiency Standard that requires Arizona's electric utilities to achieve a 22% reduction

in retail energy sales by consumption by 2020? (See AAC. R14-2-2401 et seq.)

Answer: There are ways to make this rule compatible with a restructured market, but it
is not advisable to retain this rule because an efficient, competitive electricity market is
not subject to the inefficiencies of the regulated monopoly market, which can lead to
excess capacity and consumption. The price signals of an open and competitive market
adequately incentivize the efficient consumption of electricity.

Question 16: How should the Commission address net metering rates in a competitive

market?
Answer: In the absence of a rate regulated system, there is no reason for the
Commission to dictate the price of electricity generated through net metering. Whatever

the market competitively yields as the price of such electricity when it is injected into

the grid, should be its price.
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Question 17: What impact will retail electric competition have on resource planning?

Answer: Centralized resource planning would be largely restricted to operating,
maintaining and expanding the grid, as the sole remaining rate regulated public utility.
The constraints of the current grid and the costs of expanding it will continue to require
planning when new generation and significant new loads are contemplated. Otherwise
planning will be decentralized and determined by market players in developing their
competitive strategies based on their available capital and niche knowledge.

Question 18: How will retail electric competition affect public power utilities.

cooperatives and federal controlled transmission systems?

Answer: The 1998 legislation authorizing restructuring as a statewide public policy
exempts a number of smaller cooperatives and special districts, but otherwise applies to
all significant participants in Arizona’s electricity markets. Restructuring Arizona’s
electricity markets would break up the current monolithic system where customers deal
directly with monopoly utilities who provide and control everything from the generator
to electrical wires to transformers to meters. Generators will constitute a wholesale
electricity market. Retailers, as independent entities, will purchase electricity for resale
to consumers. The local and regional electric grid will continue as one or more
integrated regulated utilities controlled by one or more “balancing authorities” who
schedule generation to instantly meet demand. The role of exempted cooperatives and
special districts would change in that they would have many more transactional

opportunities well beyond their service areas.
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The grid will be operated as a utility, so the ACC will continue to play a critical
regulatory role. The ACC, along with load balancing organizations, will help determine
where it is physically best for generators to connect, whether the local grid has the
necessary capacity, and what generators will have to pay in order to physically access
the grid, which will continue to be privately owned. To the extent that the grid needs
upgrading and expansion, the ACC and the load balancing organization(s) will be in the
best position to determine how costs should best be shared where the greatest needs
present themselves. It will also be the ACC’s job to aid in integrating balancing
authorities as the need arises. See Exhibits 1 (p. 6), 2 (pp. 10-11), and 3 (pp. 27-28).

RESPECTFULLY SUBMITTED this 15th day of July, 2013.

.l

Nicholas C. Dranias

SCHARF NORTON CENTER FOR
CONSTITUTIONAL LITIGATION
GOLDWATER INSTITUTE

500 E. Coronado Rd.

Phoenix, AZ 85004

(602) 462 5000
ndranias@goldwaterinstitute.org

Each of the undersigned declare under penalty of perjury under 28 U.S.C. § 1746(2), the
laws of the United States and of the State of Arizona, that the foregoing is true and
correct to the best of my knowledge, information and belief.

his July 11, 2
vlfll LA
.W
/4

bn Schomach, Ph.D.
Goldwater Institute Director of the Center for Economic Prosperity
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NOTICE OF FILING AND PROOF OF SERVICE

ORIGINAL and 13 copies, including exhibits, were filed this 15" day of July, 2013
with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

ADDITIONALLY, one copy of the foregoing, including exhibits, was served on each
of the following docket service list entities on July 15, 2013, at or before 5 p.m., by U.S.
Mail, sufficient postage prepaid, at the specified address:

Lyn Farmer

1200 W. Washington
Phoenix, Arizona 85007-2927

Janice Alward

1200 W. Washington
Phoenix, Arizona 85007

Steve Olea

1200 W. Washington St.
Phoenix, Arizona 85007

Michael Patten

400 E. Van Buren St. - 800
Phoenix, Arizona 85004-3906

Bradley Carroll

88 E. Broadway Blvd. MS HQE910
P.O. Box 711
Tucson, Arizona 85702

James Hamilton

822 N. 5th Ave
Phoenix, Arizona 85003

Anthony Wanger

615 N. 48th St
Phoenix, Arizona 85008

Alan Kierman

615 N. 48th St
Phoenix, Arizona 85008

Kenneth Sundlof, Jr.

Jennings Strouss & Salmon, P.L.C.
One E. Washington St., Ste. 1900
Phoenix, Arizona 85004-2554

Michael Grant

2575 E. Camelback Rd.
Phoenix, Arizona 85016-9225

Russell Jones

5210 E. Williams Circle - 800
Tucson, Arizona 85711

Kristie Deiuliis

67 South Bedford Rd Ste 201-E

Burlington, Massachusetts 01803
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202 E. McDowell Rd. - 153

Timothy Hogan Phoenix, Arizona 85004
P.O. Box 1064
David Berry Scottsdale, Arizona 85252-1064
1120 Pearl St, Ste 200
Rick Gilliam Boulder, Colorado 80302
1120 Pearl St, Ste 200
Annie Lappe Boulder, Colorado 80302
Fennemore Craig, P.C
2394 E. Camelback Rd, Ste 600
Patrick Black Phoenix, Arizona 85016

C. Webb Crockett

Fennemore Craig, P.C
2394 E. Camelback Rd, Ste 600
Phoenix, Arizona 85016

Kevin Higgins

215 South State Street, Ste. 200
Salt Lake City, Utah 84111

Joseph Drazek

[Quarles & Brady LLP
One Renaissance Square
Two N. Central Ave.
Phoenix, Arizona 85004

Jeff Schlegel

1167 W. Samalayuca Dr.
Tucson, Arizona 85704-3224

Jana Brandt

P.O. Box 52025, PAB221
Phoenix, Arizona 85072

Robert Taylor

Salt River Project-Regulatory Policy
P.O. Box 52025, PAB221
Phoenix, Arizona 85072

Thomas Loquvam

P.O. Box 53999, MS 8695
Phoenix, Arizona 85072

Leland Snook

P.O. Box 53999, Mail Station 9708
Phoenix, Arizona 85072

Thomas Mumaw

P.O. Box 53999, Station 8695
Phoenix, Arizona 85072-3999

P.O. Box 53999, MS 9708

Jeffrey Johnson Phoenix, Arizona 85072

99 East 700 South
Brett Kraus Logan, Utah 84321

6463 N. Desert Breeze Court
A. B. Baardson Tucson, Arizona 85750
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Lawrence Robertson, Jr.

PO Box 1448
Tubac, Arizona 85646

Robert Metli

2398 E. Camelback Rd., Ste. 240
Phoenix, Arizona 85016

William Sullivan

501 East Thomas Road
Phoenix, Arizona 85012-3205

501 East Thomas Road

Michael Curtis Phoenix, Arizona 85012-3205
P.O. Box 1045
Tyler Carlson Bullhead City, Arizona 86430

Charles Moore

1878 W. White Mountain Blvd.
Lakeside, Arizona 85929

Rick Umoff

505 9th St NW, Ste 800
Washington, District of Columbia 20004

Sara Birmingham

505 9th St NW, Ste 800
Washington, District of Columbia 20004

Carrie Hitt

505 9th St NW, Ste 800
Washington, District of Columbia 20004

Daniel Pozefsky

1110 West Washington, Suite 220
Phoenix, Arizona 85007

16165 N. 83rd Ave., Ste 201

Steve Jennings Peoria, Arizona 85382

98 San Jacintro Blvd. Ste 750
Jane Briesemeister Austin, Texas 78701

34 Wheelock St

Philene Taormina

Montpelier, Vermont 05602

2929 Allen Parkway, Ste 2280

Tina Lee Houston, Texas 77019
7001 SW 24th Ave
Brad Nelson Gainesville , Florida 32607
9244 Bermundez St.
Mario Natividad Pico Rivera, California 90660-4510
K.R. Saline & Associates, PLC
160 N. Pasadena, Ste 101
Jeff Woner Mesa , Arizona 85201

Vicki Sandler

14402 S. Canyon Dr.
Phoenix, Arizona 85048

Heather Bernacki Wilkey

3030N. Central Ave Ste 1408
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