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INTRODUCTION 1 

Q.  PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS 2 

FOR THE RECORD. 3 

A.  My name is Frank Radigan.  I am a principal in the Hudson River Energy Group, a 4 

consulting firm providing services regarding utility industries and specializing in the 5 

fields of rates, planning and utility economics.  My office address is 237 Schoolhouse 6 

Road, Albany, New York 12203.   7 

 8 

Q.  ARE YOU THE SAME FRANK RADIGAN WHO PREVIOUSLY SUBMITTED 9 

TESTIMONY IN THIS PROCEEDING?  10 

A.  Yes. 11 

 12 

Q.  WHAT IS THE PURPOSE OF YOUR ADDITONAL DIRECT TESTIMONY? 13 

A. I will discuss the technical aspects of the proposed Settlement Agreement (”Settlement”) 14 

filed on January 6, 2012 in Docket No.  E-01345-A-11-0224 -- Arizona Public Service 15 

Company’s request for rate adjustment.     16 

 17 

Q. DOES RUCO SUPPORT THE SETTLEMENT? 18 

A. Yes, for the reasons that follow as well as the reasons set forth in the testimony of 19 

Residential Utility Consumer Office’s (“RUCO”) Director Jodi Jerich being filed 20 

contemporaneously with my testimony. 21 

 22 
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Q. WHAT ARE THE MAIN TECHNICAL ELEMENTS THAT RUCO ENDORSES 1 

IN THE SETTLEMENT? 2 

A. While I am sure that many people would point to the fact that there is no rate increase in 3 

this case as a primary feature of the Settlement, I would note that  the RUCO in its direct 4 

case as well as several other parties showed that there was no need for a rate increase at 5 

this time.  In its direct case, RUCO showed that the instant rate case was more the matter 6 

of the Arizona Public Service Company (“APS” or the “Company”) advocating for a 7 

simple increase in profits and several adjustment mechanisms that passed risk on to 8 

ratepayers and helped protect its net income.  For example, in its direct case, APS sought 9 

a very generous 11% return on equity.  The Company also sought to include chemical 10 

costs in the Power Supply Adjustment (“PSA”).  The Company also advocated for an 11 

Environmental and Reliability Account mechanism that would allow recovery of the 12 

carrying costs of environmental improvement projects and for projects relating to 13 

generating plant capacity acquisitions or additions.  Finally, the Company sought  the 14 

elimination of the 90/10 ratepayer/stockholder sharing mechanism in the PSA.   15 

 16 

 I give this background only to show that many aspects of the Settlement had a high 17 

probability of outcome in a fully adjudicated proceeding and note that it is not the rate 18 

increase that should be focused upon, but rather the other elements of the Settlement that 19 

provide value to ratepayers.  To illustrate this point, in its direct case RUCO presented a 20 

much more balanced case where it would only allow a 10% return on equity, no increase 21 

in base rates and rejection of most of the new adjuster mechanisms or changes to the old.  22 
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Most of the elements of RUCO’s direct case have been incorporated into the Settlement 1 

such as the no base rate increase and the 10% return on equity.   2 

 3 

Q. COULD YOU PLEASE SUMMARIZE THE KEY ELEMENTS OF THE 4 

SETTLEMENT? 5 

A. From RUCO’s perspective, there are five key terms of the Settlement: 6 

1. the overall zero dollar base rate increase with a four year rate case stay out, 7 

in which APS agrees not to raise base rates as a result of any new general rate case 8 

filing until at least mid-2016;  9 

2. a narrowly-tailored Lost Fixed Cost Recovery (“LFCR”) mechanism that 10 

supports energy efficiency (“EE”) and distributed generation (“DG”) at any level or 11 

pace set by this Commission;   12 

3. an opt-out rate design for residential customers who choose not to 13 

participate in the LFCR which will also support EE and DG at the requisite 14 

Commission standards;   15 

4. a process for simplifying customers’ bill format; and  16 

5. elimination of the Company’s proposed changes to the Transmission Cost 17 

Adjustor, the withdrawal of the request to recover chemical costs through the Power 18 

Supply Adjustor, the withdrawal of the request for the introduction of an 19 

Environmental and Reliability Account  20 

 21 

  22 

 Section 2.1 of the Settlement states that APS agrees not to file its next general rate case 23 

prior to May 31, 2015, and no new base rates resulting from APS’s next general rate case 24 

will be effective before July 1, 2016.  This is a key element of the settlement as it 25 

represents a four-year moratorium on rate cases where ratepayers will see no increase in 26 
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base rates, and it puts the onus on management to control operating expenses, minimize 1 

capital expenditures, and improve the productivity of its work force. 2 

 3 

 In addition, Section 4.1 of the Settlement states that when new rates become effective, 4 

customers will have on average a 0.0% bill impact or less.  This zero percent or slightly 5 

negative bill impact will be achieved by allowing the negative credit that exists in the 6 

Company’s PSA to continue until February 1, 2013, at which time it will reset (Id).  The 7 

actual rate impacts due to the Settlement’s provisions for low-income customers and the 8 

reset of the PSA and discussion of bill impacts will be discussed in more detail later in 9 

my testimony.     10 

 11 

Q. COULD YOU PLEASE DISCUSS THE LOST FIXED COST RECOVERY 12 

MECHANISM? 13 

A. The Settlement implements a Lost Fixed Cost Recovery (“LFCR”) mechanism in Section 14 

9.  This portion of the Settlement addresses the interest in directing EE and DG policy.  15 

The LFCR shall recover a portion of distribution and transmission costs when sales levels 16 

are reduced by EE and DG.  It shall not recover lost fixed costs attributable to other 17 

potential factors, such as weather or general economic conditions.  To minimize its 18 

impact, the amount of the LFCR mechanism excludes the portion of distribution and 19 

transmission costs recovered through the Basic Service Charge (“BSC”) and fifty (50) 20 

percent of such costs recovered through non-generation/non-transmission demand 21 

charges.  The LFCR shall be adjusted annually to account for the unrecovered costs, as 22 
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demonstrated, and is subject to a 1% year over year cap.  Any amount in excess of the 1 

cap will be deferred.   2 

 3 

 Section 9.8 of the Settlement states that residential customers shall have the ability to opt 4 

out of the LFCR by electing to pay a slightly higher BSC.  The purpose of this opt-out 5 

rate is to replicate, on average, the effects of the LFCR, and allow customers who are not 6 

comfortable with the LFCR mechanism the option to opt-out. Section 9.9 of the 7 

Settlement states that APS shall seek stakeholder input regarding and subsequently the 8 

development of a customer outreach program to inform and educate customers about both 9 

the LFCR and voluntary opt-out rates  and shall implement this outreach program. 10 

 11 

  The LFCR is an alternative to the full decoupling mechanism that the Company requested 12 

in its original case.  In its direct case, RUCO stated that it was inappropriate to implement 13 

a decoupling mechanism during this period of economic uncertainty and financial stress 14 

for ratepayers.  RUCO supports the LFCR as presented in the Settlement because 15 

customers who do not want it have the option of another rate design.  The ability to opt-16 

out of the LFCR is important as it provides the Company the financial protection for lost 17 

sales from EE and DG but it also gives ratepayers the right to vote on these public policy 18 

programs advocated by some groups.  Similarly, the cap on the LFCR minimizes to a 19 

reasonable degree the financial impact of the LFCR and which I note has been the 20 

downfall of some decoupling mechanisms in the past. 21 

 22 
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Q. COULD YOU PLEAE DISCUSS THE RESOLUTION OF BILL 1 

PRESENTAITON? 2 

A. Section 16.1 of the Settlement states that within 90 days following approval of the 3 

Settlement, APS will initiate stakeholder meetings to address issues related to the APS 4 

bill presentation with a goal of making the bill easier for customers to understand.  The 5 

Settlement also states that APS will thereafter file an application with the Commission 6 

for any authorization needed to modify its bill presentation.  Such application shall 7 

explain how the APS bill presentation proposal reflects the input of stakeholders during 8 

the stakeholder meeting process. 9 

 10 

 The current APS bill is unbundled with rates for specific services such as billing, 11 

metering, system benefits, distribution delivery, transmission, and generation capacity 12 

and energy.  During the course of the proceeding, it was found that this makes for a fairly 13 

long and complicated bill that can sometimes cause customer complaints.  To address this 14 

issue, in direct testimony the Company proposed to simplify the customers’ bill by 15 

providing the bundled charges and related information.   RUCO supported any efforts 16 

that will result in bill simplification, and it is my experience that customers are generally 17 

wary of adjustor mechanisms and surcharges.  The parties were unable to resolve all 18 

issues relating to bill simplification during the proceeding and the initiation of 19 

stakeholder meetings should provide the venue to resolve this important issue.   20 

 21 
 22 
 23 
 24 
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Q. WHAT ARE SOME OTHER IMPORTANT ELEMENTS OF THE 1 

SETTLEMENT? 2 

A. Section 7.2 states that APS will withdraw its request to recover through the PSA the cost 3 

of chemicals required for environmental compliance at APS’s power plants, and APS 4 

shall not raise this request before its next general rate case.  As I discussed in my direct 5 

testimony, the chemical cost is a cost of doing business, just like thousands of other 6 

expense items that the Company has to deal with.  There is nothing unique about 7 

chemical costs and the elimination of this cost is appropriate.   8 

 9 

 Section 11.1 of the Settlement provides that APS shall withdraw its request for approval 10 

of the proposed Environmental and Reliability Account (“ERA”) mechanism, and APS 11 

shall not raise this request before its next general rate case.  As originally proposed, the 12 

ERA mechanism  would allow recovery of the carrying costs of projects related to 13 

environmental improvement or acquisition/additions of generating capacity.  To qualify 14 

for recovery under the ERA mechanism a project would have to be generation related and 15 

it costs would exceed $500,000.  In its direct case, RUCO opposed the mechanism 16 

because the threshold of $500,000 as proposed by the Company is so low that it would 17 

result in almost any project at a generation plant being qualified for cost recovery.  In 18 

effect, the proposed ERA mechanism was akin to a formula rate plan that would only 19 

benefit shareholders.  The Settlement properly excluded the mechanism.   20 

 21 
 22 
 23 
 24 
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 Section 13.1 of the Settlement provides that the level of transmission costs presently in 1 

APS’s base rates will remain in base rates until further order of the Commission.  The 2 

Company had originally sought to have all transmission costs recovered through the 3 

Transmission Cost Adjustor (“TCA”).  In its direct case, RUCO recommended against 4 

the full recovery in the TCA because RUCO believes that adjustor mechanisms are 5 

unwarranted unless, among other things, the costs recovered through the adjustor are 6 

highly volatile and beyond the Company’s ability to control.  RUCO does believe that the 7 

Company had shown transmission costs to be highly volatile or beyond its control.   The 8 

Settlement properly excludes the mechanism.   9 

  10 

 11 

 Section 7.3 states that the 90/10 sharing provision in APS’s PSA will be eliminated.  In 12 

its stead, to incent prudent fuel procurement and use, APS shall be subject to periodic 13 

fuel audits.  The first fuel audit shall be for 2014.  I have been involved in incentive 14 

power supply mechanisms for my whole thirty years career and in my experience have 15 

learned that Utility’s operate and maintain their low costs power plants (coal, hydro and 16 

nuclear) at very high availability and capacity factors when they have a monetary stake in 17 

their operation.  As I stated in my direct testimony the PSA is a much better control for 18 

the efforts on the Company’s part on a day-to-day basis rather than some after the fact 19 

prudence case.  That said, this is just one element of the Settlement that must be weighed 20 

against all others.  On balance, I would not let my opposition to this one provision, while 21 

important, hold up support of the Settlement.  22 
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Q. COULD YOU PLEASE DSCUSS THE BILL IMPACTS RESULTING FROM THE 1 

SETTLEMENT? 2 

A. Yes, as I mentioned previously, Section 4.1 of the Settlement states that when new rates 3 

become effective, customers will have on average a 0.0% bill impact or less.  For 4 

residential customers this provision will result in a slight rate increase in base rates for 5 

the non low-income residential customers, and a slight decrease in base rates for low-6 

income residential customers.  The reason for this is that Section 14.2 of the Settlement 7 

requires that low-income customers will have the PSA and Demand Side Management 8 

Adjustor Mechanism applied to their bills.  This provision has the effect of increasing 9 

non low-income base rates and reducing low-income base rate, and can be best seen on 10 

the Company’s proof of revenue that supports the rates contained in the Settlement.  I 11 

have included the proof of revenue as an attachment to my testimony.   I include this so 12 

that the Commission has a full understanding of the rate impacts that result from the 13 

Settlement. 14 

  15 

 Along these same lines, I would also like to point out that there are two other elements of 16 

the Settlement that could cause rates to increase above the zero percent level.  First, the 17 

PSA is due to be reset in  February 2013 (See Section 4.1).  The Company has provided 18 

rate impacts based on its forecast of changes to the PSA in a letter dated January 9, 2012 19 

and is part of the record in this proceeding.  The Company estimates that the PSA reset 20 

will have the impact of increasing the average bill for a residential customer in February 21 

2013 by 3.5%.  22 
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 The second factor that could increase bills beyond December 31, 2012 (See Section 1.5) 1 

reflects the fact that in Docket No.  E-01345A-10-0474, APS has sought Commission 2 

permission to pursue acquisition of Southern California Edison’s (“SCE”) current 3 

ownership interest in Four Corners Units 4 and 5 and to retire Four Corners Units 1-3 (the 4 

“proposed Four Corners transaction”).  Pursuant to Section 10.2,  the Settlement does in 5 

fact state that upon execution of the Four Corners Transaction APS may within ten (10) 6 

business days after any Closing Date but no later than December 31, 2013, file an 7 

application with the Commission seeking to reflect in rates the rate base and expense 8 

effects associated with the acquisition of SCE’s share of Units 4 and 5, the rate base and 9 

expense effects associated with the retirement of Units 1-3, and any cost deferral 10 

authorized in Docket No.  E-01345A-10-0474.  In its January 9, 2012 letter to the 11 

Commission, APS estimates that the Four Corners Transaction will increase the average 12 

residential bill by an additional 3.2% beyond the 3.5% that it forecasts to occur due to the 13 

PSA reset. 14 

 15 

 In summary, as shown in the January 9, 2012 letter to the Commission, APS forecasts 16 

that because of the Settlement the average residential bill will increase from $130.95 to 17 

$138.45 for an overall change of 5.7%.  While I recognize the forecasting of fuel costs is 18 

fraught with uncertainty and there is no certainty that the Four Corners Transaction will 19 

take place, I do believe that the record in this case should be complete as to what the true 20 

rate impacts could be.  This is important in that the Commission has final approval of the 21 
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terms of the Settlement and can take steps to minimize what it perceives as undue rate 1 

impacts resulting from the Settlement. 2 

 3 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 4 

A. Yes, it does. 5 

 6 

 7 




