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Ql.
Al

Q2.
A2.
Q3.
A3.

INTRODUCTION AND WITNESS QUALIFICATIONS

Please state your name, business and address, and role in this matter.

My name is Travis Kavulla and I am Vice President, Regulatory Affairs for NRG
Energy, Inc. (“NRG”). My business address is 1825 K. St. NW, Suite 1203,
Washington, D.C. 20006. I appear here in my capacity as an expert witness on behalf
of NRG.

Have you previously submitted testimony in this proceeding?

No.

Please describe your professional experience.

I have held my current position with NRG since 2019. Together with my team, I
lead the company’s engagement on regulatory policy concerning both retail
markets, like the one created in the APS service territory through the Commission’s
regulation, and wholesale markets. Prior to joining NRG, I led the R Street
Institute’s energy program, and wrote and commented extensively on public utility
regulation. Before that, I served eight years as a Commissioner at the Montana
Public Service Commission (“MT PSC”), during which time I served as the
Chairman of the MT PSC from 2011-2012 and as Vice Chairman from 2015-2019.
While serving on the MT PSC, I was also the President of the National Association
of Regulatory Utility Commissioners (“NARUC”) and a member of the advisory
council of the Electric Power Research Institute. In addition, I have served on the
governing body of one of North America’s largest real time electricity markets, the
Western Energy Imbalance Market. I received my Bachelor’s degree in History
from Harvard University and a Master’s degree, also in History, from the University

of Cambridge, where I was a Gates Scholar. !

' See Travis Kavulla’s CV attached as Exhibit TK-1.
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II.

Q4.
A4,

III.

Q5.
AS.

Q6.
A6.

OVERVIEW OF TESTIMONY AND RECOMMENDATIONS

What is the point of your testimony?

In this testimony, I propose the introduction of a rate option that would give
residential customers an opportunity to lock in a fixed rate for a certain period of
time, or to obtain a subscription-like flat-bill (together, “price lock™ options). These
rate offerings would be available to a limited number of residential customers in
Arizona Public Service (“APS”) territory. Currently, only the largest customers can
use the power of the market to find themselves desirable fixed-rate options via the
AG-X buy-through tariff. Residential customers should not be left behind, and in
this testimony, I propose that a pilot be created that gives residential customers a
new and better way to manage their utility bills by selecting to lock in prices for the
energy they use. The energy-supply portion of bills to customers, which have shown
significant volatility in recent years, would not be subject to adjustment during the
lock-in period in which a customer is served. In this way, a fixed rate product helps
balance the risks associated with utility procurement decisions between the utility
and the customer, as opposed to the current situation where the customer bears the
entire risk.

FIXED RATE TARIFF OPTION

Why are you proposing this tariff?

The certainty of a price-lock option, whether a fixed rate or a flat-bill, presents
residential customers with an effective way to manage their budgets that previously
has only been available to a privileged few of the largest customers. There is no
reason that only the largest customers should have an opportunity that can be even
more meaningful to residential customers to whom every penny counts.

Why is a fixed-rate option desirable for residential customers?

A fixed-rate option eliminates the uncertainty caused when utilities adjust riders that
recover what can seem like ever-increasing utility costs. As practice in Arizona,

utility regulation serves to pass through unexpectedly high fuel and purchased
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power costs if the revenue the utility has collected through the rates in effect at the
time its service was rendered were inadequate to recover those costs. Put another
way, APS is assured cost recovery for fuel purchases via adjuster mechanisms. It is
often said that these costs are just a pass through from the utility and that they make
no money on the purchased cost of fuel. While that is true, it should be noted that
they do not lose any money either on those transactions.

By allowing for rate options where a supplier of energy bears the risk of these cost
fluctuations, the Commission ensures there is at least one commercial entity with
“skin in the game”. The Commission has recently expressed concerns with this very
issue when evaluating the most recent APS PSA adjustment, as I will cover further
in my testimony. This proposal is a direct response to that concern.

The proposal recognizes that there are likely residential customers who will value a
price-lock option, rather than paying rates that are subject to future adjustment for
service the consumer has already consumed. Such an option is particularly valuable
in times like the present, when volatility appears to have returned to the energy
market. Ironically, because APS is a “regulated” utility, the price impacts of this
volatility are felt directly by consumers—because in this case, the Commission’s
retail regulation serves to pass through wholesale costs that are not subject to
significant price regulation. Neither the customer nor the Commission has the power
to influence significantly those wholesale markets for fuel and power. But through
a proposal like the one I suggest in this testimony, a price-lock option can flip this
script. A fixed-rate or flat-bill plan transfers the risk of price spikes and rising fuel
costs from the customer to the customer’s supplier, where it belongs. When fuel
prices spike, the price lock remains constant, leaving the provider to absorb the
increased costs while protecting the customer from feeling the impact of a fuel or

power purchase transaction in which the customer has no involvement.
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IV.

Q7.
AT

IMPACTS OF CURRENT ADJUSTER MECHANISMS

How have APS’ adjusters impacted customers?

Lately, APS’ adjusters have caused increased rates and have left customers without
the price certainty they deserve. The APS Power Supply Adjustor (“PSA”) is an
example of pass-through adjuster mechanism, sometimes called a “tracker,” that
transfers risk to residential customers by protecting the utility form the risk of
collecting less in revenues than the cost of the fuel and power it required to serve
customers. The Commission first approved the concept of the PSA in 2003.?
Subsequently, the mechanism was put into use at the conclusion of APS’ 2003 rate
case.’ Notably, even at that time, the Commission recognized that additional fuel

costs could end up burdening ratepayers:

Currently, if fuel costs or any other costs rise above the level embedded
in the existing rate structure, the company’s shareholders feel the impact.
Likewise, if the costs decrease, the shareholders benefit. Under a PSA,
the shareholders are insulated from the change in costs, because now the

ratepayers are obligated to pay the additional costs.*

This is exactly how it has worked in practice, and the presence of the PSA has had
the effect of transferring wholesale price volatility from the shoulders of the utility
to those of its customers. The last five years illustrate this problem well. During that
time, the PSA’s fluctuation has contributed to bill instability and price increases for
APS customers as the rate fell to a small credit in February of 2020 only to skyrocket
to its current high, where it constitutes nearly 13% of the total bill of the average

residential customer. The two tables below depict this significant increase.

? Decision No. 66567.
3 Decision No. 67744,
* Decision No. 67744 at 15:26 — 16:3(emphasis added).
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Table 1 — PSA Component of Average Residential Bill in 2020

Total Bill - 2020

m Non-PSA

Table 2 — PSA Component of Average Residential Bill in 2023

Total Bill - 2023

= Non-PSA = PSA

The table below depicts PSA rates during the last five years.
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Table 3 — APS PSA Rates 2018 to Present

February 1, 2018 through January 31, $0.004555 per kWh®
2019

February 1, 2019 through January 31, $0.001658 per kWh®
2020

February 1, 2020 through April 1, 2021 ($0.000457) per kWh’
April 1, 2021 through November 1, 2021 $0.001544 per kWh?®

November 1, 2021 through January 31, $0.003544 per kWh’
2022
February 1, 2022 through March 1, 2023 $0.007544 per kWh'?

March 1, 2023 to Present $0.019074 per kWh'!

To make matters worse, rising fuel costs recently led APS to ask the Commission
to revise the PSA’s surcharge cap.'? In order to mitigate rate shock, year-over-year
changes to the adjustor have been capped at $0.004 per kWh absent Commission
authorization under the PSA’s Plan of Administration.!* In March the Commission
agreed to increase the cap and authorized a nearly $0.02 per kWh PSA rate —a 153%
increase.'* As such, the PSA is now at all time high and is causing a $12.10 increased

bill impact per month impact to the average residential customer.'>

3 APS Updated Calculation of Forward, Historical, and Transition Components of PSA for 2017, Docket
No. E-01345A-16-0036 available at https://docket.images.azcc.gov/0000184 187.pdf?i=1685568875499.
6 APS Revised Adjustment Schedule PSA-1 Compliance Filing, January 31, 2019, Docket No. E-
01345A-16-0036 available at https://docket.images.azcc.gov/0000195646.pdf?i=1685565777442.

7 APS Revised Adjustment Schedule PSA-1 Compliance Filing, January 31, 2020, Docket No. E-
01345A-16-0036 available at https://docket.images.azcc.gov/E000004685.pdf?i=1685565777442.

¥ Decision No. 77959.

’Id.

' APS Revised Adjustment Schedule PSA-1 Compliance Filing, January 31, 2022, Docket No. E-
01345A-16-0036 available at https://docket.images.azcc.gov/E000017672.pdf?i=1685570809677;
Decision No. 78842.

"' Decision No. 78877.

12 APS Application to Reset Power Supply Adjustment Surcharge, December 1, 2022, Docket No. E-
01345A-22-0297.

13 Decision No. 78317.

4 Decision No. 78877.

.
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Qs8.

A8.

Q.

A9.

You seem to be suggesting that the PSA went from being a relatively trivial
rate element to becoming a very significant one. Is that true?

Yes, absolutely. To put this into context, at its lowest, the PSA represents a rate
element that would round to a 0% impact on a customer’s bill. Today, it makes up
nearly 13% of the customer’s bill, and has risen dramatically to 2 cents per kilowatt-
hour, or 28% of the total generation-related charges to residential customers. This
new landscape of volatility, which the PSA allows the utility to outsource to its
captive base of consumers, 1s the strongest argument for the rate and bill certainty
that my proposal can provide.'¢

What can we learn from other Arizona utilities about how adjusters are
passing through increasing costs?

If you look at TEP, their customers are having a nearly identical experience with
unexpected and dramatic increases in pass-through costs. TEP operates a
mechanism similar to the PSA called the Purchased Power and Fuel Adjustment
Clause or “PPFAC” rate.!” And like the PSA, the PPFAC is a direct pass-through to
customers that fluctuates wildly — especially recently as natural gas prices have

spiked. The table below depicts these fluctuations over the last six years.

' See Decision No. 78877(enacting current PSA rate). See also APS Bill Impacts of Additional PSA
Reset Scenarios, February 23, 2023, Docket No. E-01345A-22-0297; APS Rate Application, Docket No.
E-01345A-22-0144, Attachment A, Schedule H-4 Typical Residential Bill Analysis at Present and
Proposed Rates R-TOU-E. (This calculation is based on monthly usage of 1050 kWh as reported in APS’
recent filing detailing bill impacts for the current PSA rate. The monthly bill for residential customers on
APS’ most popular residential rate schedule with that usage was $155.94 during the test year ending June
30, 2022, as reported by APS in its currently pending rate application.

17 Decision No. 75975; see also https://docket.images.azce.gov/0000177662.pdf?i=1685747021045.
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Table 2 — TEP PPFAC Rates 2017 to Present

February 27, 2017 through March 31, ($0.001956 per kWh)'®
2018
May 1, 2018 through March 31, 2019 $0.001979 per kWh'”
April 1, 2019 through May 31, 2020 ($0.003505) per kWh*
June 1, 2020 through May 31, 2021 $0.001515 per kWh!
June 1, 2021 through, April 28, 2022 $0.003294 per kWh??
April 29, 2022 through April 30, 2023 $0.008137 per kWh*?
May 1, 2023 to Present $0.0150706 per kWh
(May-September)
$0.0283760 per kWh
(October — April)**

In sum, the rate vacillated between a credit and a surcharge before spiking
dramatically. Year over year increases in the rate from 2020 onwards have been
118%, 147%, and most recently, an 85%/249% increase based on summer and
winter month timeframes. Indeed, the rate was recently split into seasonal
components in an attempt to mitigate the rate shock associated with yet another
significant jump due to rising wholesale prices.

Locking in rates will also shield customers from price spikes that can occur pursuant
to a rate case. For example, in the case of R-1 residential customers, APS proposes
to increase its unbundled generation energy charge from $0.06898 per kWh to
$0.08629 per kWh, a 25 percent increase.”> A supplier contract that spanned the

period between rate cases would shield the customer from rate case cost increases.

¥ TEP revised Statement of Charges filed pursuant to Decision No. 75984, March 22, 2017, Docket No.
E-01933A-12-0291 available at https://images.edocket.azcc.gov/docketpdf/0000178291.pdf.

1 Decision No. 76691.

% Decision No. 77127.

2! Decision No. 77592.

22 Decision No. 77960.

23 Decision No. 78551; TEP Revised Statement of Charges filed pursuant to Decision No. 78551, May 27,
2022, Docket No. E-01933A-19-0028 available at E000019440.pdf (azcc.gov).

** Decision No. 78971.

» APS’s Redline to Proposed Rate Schedule R-1, p. 2.
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Q10.
A10.

Q11.
All

Customers would have their rates adjusted only when their contract with the supplier
was up for renewal. With multiple suppliers competing for a customer’s business,
this will ensure that customers can capture the lowest market cost and not be tied
solely to full compensation of the procurement efforts from the utility.

BENEFITS AND EXAMPLES OF FIXED-RATE AND FLAT-BILL
TARIFFS

Can a price-lock option have a positive impact on customers?

Yes. The introduction of a price-lock option marks an initial effort to shift the
prevailing mindset in utility ratemaking in Arizona. By offering customers a price-
lock option through a third-party-supplied tariff, the Commission would be
endorsing a paradigm where management of wholesale market risks is a supplier’s
responsibility, and not a risk that is, as now, inevitably visited upon the customer.
This aligns with Commissioner comments made in a recent open meeting, where
interest was expressed in development of programs where the utility has a stronger
financial motivation to better manage their positions.?® Through the introduction of
a price-lock alternative into this market, this tariff aims to not only provide an
attractive alternative to residential customers, but also to encourage a more
proactive and diligent approach to handling pricing and market dynamics by all
providers. That reformed approach would serve to benefit even those customers who
do not participate in the program since the implementation of new procurement
strategies may lead to more effective utility position management.

Are price-lock residential options offered by other electric providers?

Yes, in both monopoly and competitive markets. Examples of monopoly utility
programs include the Guaranteed Flat-Bill for residential customers offered by the

Oklahoma Gas and Electric Company,”” and the Flat-Bill offered by Georgia

%6 Arizona Corporation Commission. (2023, May 2). Open Meeting Item: 33. Tucson Electric Power
Company (E-01933A4-19-0028) - Request for Approval of Tucson Electric Power Company's PPFAC Rate
Adjustment. Retrieved from Open Meeting - May 2, 2023 (granicus.com) (At 3:26:31, Commissioner
O’Connor advocating for utilities sharing in losses along with rate payers).
?7 Standard Pricing Schedule: R-GFB available at 3.40 R-GFB (oge.com).
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Power.?® These programs share with my proposal the idea that a customer should be
able to lock in a known price and have any difference between the expected and
actual cost of serving that load be the responsibility of the supplier. My proposal
makes things simpler by building atop APS’s long history of successfully operating
similar programs for its business customers. In fact, similar programs that allow
business customers to access market pricing, including fixed-rate pricing, are
increasingly prevalent in Arizona. Those customers are entitled to ask their provider
for a fixed-rate that is not subject to subsequent adjustments. In addition to the
aforementioned AG-X tariff, the Commission recently approved TEP’s MP-EX
pilot program, which will allow customers to buy fixed-price block energy through
a third-party generation service provider (“GSP”) instead of TEP’s standard power
supply charge.?

The Oklahoma and Georgia examples above are price-lock options available where
residential customers have no choice for their electric provider and where the
incumbent utility will remain the load-serving entity regardless of the role of other
suppliers. While my proposal here does not contemplate full restructuring, as exists
in other states, fixed-price options in those jurisdictions are widely available and
offer another example for comparison. Currently on the Power to Choose shopping
website for Texas customers, there are many offers available, with more than 90
percent of them being fixed-rate plans.’ Having a fixed price provides certainty for
customers, forces competitive providers to compete to provide the lowest cost
option to win a customer’s business, and places the risk of price volatility squarely
on the provider. If a competitive provider does not properly manage their positions
and wholesale prices increase, this cost is solely absorbed by the retailer with no

adjustors or mechanisms used to increase a residential customer’s rates.

28 Electric Service Tariff, Flat-bill Schedule: “Flat-6" available at FLAT-6.pdf (georgiapower.com).
2 Decision No. 78775.
30 Available at https://powertochoose.org/.
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Q12. Has this type of program been beneficial for customers?

Al2. Yes. The simplicity and predictability of fixed rate billing allows customers to plan
their budgets while being protected from price volatility. In addition, when price
spikes occur, customers served by regulated utilities who enjoy adjustors like APS’s
PSA have fully responsibility to pay for those price spikes. Meanwhile, the evidence
shows that retail customers with a price lock are protected from those price spikes,
because the risk and cost of those spikes are shouldered by their supplier, not the
customer himself. Such protection from volatility was evident during Winter Storm
Uri in 2021. Customers on Oklahoma Gas and Electric’s Guaranteed Flat-Bill
during the storm saved a total of $30 million which would have been passed onto
them in rate increases if the utility was guaranteed full cost recovery.’!
Subsequently, the Oklahoma utility had all of the rest of its purchased power and
fuel costs, amounting to more than $760 million, recovered through the issuance of
securitized bonds which all customers—except those who had been on the flat-bill
product—would be required to pay back over time. All told, customers who were
not served on the flat-bill product will be paying a charge amounting to $3.34 per
month for the next 28 years,*> while customers who had signed up for the price-lock
option will not pay that adder (and instead the supplier absorbed the cost of the
wholesale price spike associated with serving them). In other words, the customers
who locked in their price successfully avoided $1,122 per customer by virtue of not
being subject to a regulatory landscape where utilities had the opportunity to collect
costs in excess of the stated rate after the fact. This example helps illustrate the
protection customers receive from a price-lock program and how such construct
shifts risk and incentivizes utilities to find the best fuel prices on the market, or

actually suffer the consequences.

1 Direct Testimony of Donald Rowlett in Oklahoma PUD Case 2021-00072, June 18, 2021, page 6, line
18 - 28.

32 https://www.oklahoman.com/story/business/2022/1 1/08/timeline-of-when-and-why-vour-oge-bill-has-
increased/69617097007/
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There are numerous factors that can quickly lead to price spikes, but one recent
severe weather event stands out as an excellent example. In February of 2021,
Winter Storm Uri left millions of electric customers in central United States without
power and resulted in blackouts across 15 states. The extreme cold temperatures
caused by the storm led to a decrease in natural gas production and in turn, electricity
generation, just as demand for power was increasing. As a result, wholesale power
prices in 15 states spiked dramatically.

Many customers in the affected states were, like APS and TEP customers, in
monopoly utility service territories subject to pass-through fuel adjustment
mechanisms tied directly to wholesale market rates. Thus, those customers were
forced to cover the costs associated with that price spike, leaving their utilities
unimpacted by the increased prices. On the other hand, customers that had
contracted with a third-party generation provider under a fixed-price contract fared
much better because their provider had to bear the costs of the price spike, not the
customer. In fact, a recent study by Intelometry quantified the average bill impact
that Winter Storm Uri had on those customers that had selected competitive power
providers — and therefore, who were taking service under largely fixed price
generation contracts — versus those served by regulated monopolies.>* Not
surprisingly, customers taking service from regulated monopolies in Texas (the state
is not fully competitive) and other states fared far worse than customers of
competitive providers on fixed rates. In Texas alone, customers taking service from
monopolies faced an average bill impact of $373, while customers with competitive

providers paid $86 —a $287 and 333% difference.’*

33 Guy Sharfiman and Jeffery Merola, Intelometry, Beyond Texas: Evaluating Customer Exposure to
Energy Price Spikes — A Case Study of Winter Storm Uri, February 2021, available at

Energy Choice_Protecting_Customers.pdf (nrg.com).

*1d. at 8.
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Table 3 — Winter Storm Uri Customer Price Impacts

Average Impact of Winter Storm Uri per

Vv Residential Customer
Power Competitive Suppliers - Texas 586
Power Utility Monopolies - Texas $373
Gas Utility Monopolies - Texas $450
Power Utility-Monopolies - All Uri Impacted
$326
States
Gas Utility-Monopolies - All Uri Impacted $381

States

And to be sure, pass-through mechanisms were directly responsible for inflicting
those incredible costs on consumers. The Intelometry study also evaluated the
performance of monopoly utilities and fuel adjustor mechanisms during the storm.

The researchers summarized their findings as follows:

Our analysis found that utility-monopolies opted to recover Winter Storm
Uri related costs via tracker in the form of fuel cost adjustment increases
when extraordinary costs were relatively low and via a deferred
accounting or securitization where costs were relatively high. In either
case, however, utility-monopoly shareholders are or will be made whole

at the expense of utility-monopoly consumers.>

This finding is particularly noteworthy because it is much like the approach that the
Commission was recently forced to adopt with respect to TEP’s skyrocketing

PPFAC — modifying the adjustor’s timing in an attempt to mask a substantial

¥ Id. at 14(emphasis added).
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increase and avoid rate shock.?® Regardless of the rate’s timing, however, customers
still end up bearing the cost. In the case of Winter Storm Uri, the Intelometry study
concluded that monopoly utilities incurred $14.5 billion in costs during the storm
and that those costs are being recovered directly from customers through fuel
adjustments mechanisms going forward.’’

Do you believe wholesale prices for power and fuel in Arizona could spike like
they did for those 15 states during Winter Storm Uri, leaving customers
exposed?

Yes. The Western power market is going through a substantial transition as power
resources retire, dependency on scarce gas resources continues, and as other
replacement resources struggle to keep up to serve existing demand, not to mention
incremental demand growth. As a consequence, both wholesale power prices as well
as fuel prices, especially natural gas, are subject to a substantial degree of volatility.
My proposal would give customers an option to protect themselves from this
volatility through a price lock.

APS offers something it calls ‘budget billing’ to its residential customers
already. Does this not serve the purpose of allowing customers certainty?

No, and in fact the difference between what I am proposing and ‘budget billing’ is
illuminating. Budget billing allows the customer to elect an average monthly bill,
but the customer continues to be responsible for a “settle-up balance” that represents
the difference between the utility’s costs and the amount it has collected through the
average monthly bill from the customer.*® Moreover, if the difference between the
collected revenue and actual costs becomes too large, APS reserves to itself the right
to increase the amount of the average monthly bill once a quarter.?” In other words,

budget billing does not achieve the policy objective I have described for my

36 See Decision No. 78971.

T 1d.

38 https://www.aps.com/en/Residential/Billing-and-Payment/Budget-Billing#FAQs

1d
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proposal, which is to offer a fixed-rate or a flat-bill that is not eligible to be adjusted
subsequently, thus placing the risk of wholesale price spikes where it belongs, on
the supplier

PROPOSED RESIDENTIAL FIXED-RATE OR FLAT-BILL BUY-
THROUGH PILOT

How do you propose this program be structured?

At its most basic, the pilot program would largely function like the AG-X tariff,
only for residential customers. The pilot program would be open to any residential
customers who are currently in good standing with APS. Further, the pilot program
will be modest, and capped at 10,000 customers and will continue at least until the
Commission has an opportunity to re-evaluate the pilot when APS files its next rate
case, when the Commission may decide to expand the program and make it
permanent, modify it in any way, or terminate it.

Under the pilot, supply will be provided by a third-party generation service provider
(“GSP”). Under this program, customers will pay the same non-generation charges
as bundled customers. GSPs must ensure that the energy they supply meets APS’
energy delivery and resource adequacy requirements, as outlined in the AG-X
tariff.* If a GSP's self-provided energy supply does not meet proposed future
requirements, they may choose to have APS provide resource adequacy under the
guidelines in the AG-X tariff. Like in the existing AG-X program, the energy
provided by the GSP may not be priced to exceed the generation and then-prevailing
PSA components of the utility retail rate schedule offered under this tariff, by more
than 35%.

Customers will have two options made available to them at the discretion of the
GSP. The first is a fixed-price contract that will have a set generation charge on a

$/kWh basis that will not change for the term of the contract. The second is a flat-

* Rate Rider AG-X available at agx AlternativeGenerationGeneralServiceExperimental.ashx (aps.com).
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bill option where the customer’s generation charge will be fixed at a flat dollar
amount for the term of the contract.

Are there particular additional features of the program design that would be
needed to accommodate the flat-bill option?

Yes, there are three minor ones. While the fixed-rate option very closely resembles
the rate options that are available to larger customers under AG-X, the flat-bill
option is a customer-friendly option to residential customers who are particularly
desirous of a clear, budgeted amount that they will be able to pay each month,
without any subsequent adjustment. However, in order to reasonably price this
product, a supplier would benefit from knowing the customers’ historical
consumption. Therefore, I propose that for those customers seeking to enroll on a
flat-bill product, APS furnish no later than 3 days after GSP inquires the 12-month
historical consumption of the customer, if available, as well as the shape of the load,
again if available.

Meanwhile, in order to abide by the ratemaking parameters that exist for the AG-X
program, including this extension of it, the 35% band for permissible rate offers by
AG-X suppliers should be, for the purposes of those offering a flat-bill, based on
the supplier’s estimate of the customer’s usage during the contract, divided by the
price offer, to ensure the offer was within the permissible band.

Finally, in our experience as a supplier of these products, we have sometimes seen
customers take undue advantage of these offers, for example by installing behind-
the-meter, energy-intensive cryptocurrency operations at their homes after enrolling
in a flat-bill. The purpose of this offer is to give customers budget certainty and
price protection, not to facilitate cryptocurrency arbitrage. And so for a GSP
offering a flat-bill product, that supplier should be allowed to bill a customer a fixed
rate stated in the contract for usage above 3,000 kilowatt-hours per month. This

mirrors NRG’s experience in offering such products in other markets.
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How would customers enroll in a price-lock option?

Once the tariff is established, enrollment would be on a first-come, first-served
basis. Customers would enroll with a GSP through a contract that was electronically
or physically signed by the customer, or by telephonic enrollment with third-party
verification, and the GSP then would submit to APS an enrollment instruction for
that customer account. APS would switch the customer to GSP service in the next
billing cycle. Just like on the AG-X rate, customers choosing the GSP option will
still receive only a single bill from APS and it will include the GSP’s charges for
the generation component of their bill while excluding APS generation charges, the
PSA, and Schedule EIS. Fixed price and flat-bill tariffs may be offered for a
minimum of 12 months and up to 36 months. A GSP’s contract with a customer
may “evergreen,” renewing automatically but on a fixed-rate or flat-bill price and
another term of 12 to 36 months; however, notice of these details must be mailed to
the customer no later than 60 days before the end of their contract period, and a
customer will be allowed to opt out of a renewal period without any kind of early
termination fee at any time.

Has this type of structure been established in Arizona?

Yes. In fact, APS has over a decade of experience operating programs under a nearly
identical structure for commercial customers. The AG-X program is the latest
iteration of APS’ Alternative Generation program and is a good example of how
this structure can be successfully implemented. Under the Alternative Generation
program, GSPs direct the generation or supply they control to APS, who in turn uses
it to serve end users. In turn, participating retail customers buy electricity from APS
under the AG-X tariff, which allows the customer to select the GSP, while APS
collects administrative fees and is compensated for providing standard delivery and
grid services. The program is available to large commercial customers seeking to
acquire competitive generation service on the wholesale market. Under the AG-X

tariff, most of these customers in my experience are under a fixed rate electric
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generation service for the entirety of their agreement. Participating customers are
protected from price volatility as a result of the fixed price offering. The basic
proposition of my testimony is that other customers, not just a few large customers,
should be able to select this form of price protection, using a regulatory structure
that already has been developed for other customer classes.

The Alternative Generation program has a long history and was first proposed as an
experimental program in 2012.*! Subsequently, it has evolved into a standard rate
program offered by APS — albeit with capped participation — that has been approved
by the Commission in each of APS’ most recent rate cases in 2017 and 2021.4? As
such, the program demonstrates that APS is familiar with this structure and that it
has a proven track record.

Is the AG-X program the “deregulation” of the retail electric market?

No. For one, and unlike fully restructured jurisdictions, APS remains the load-
serving entity. There is, in other words, a single point of responsibility for ultimate
load service to customers, and GSPs merely substitute the generation-related
charges that APS charges for their service, while also ensuring that utility costs that
benefit all customers continue to be broadly socialized. Second, Arizona has a
unique constitutional provision for rate regulation of utility services, even of
providers in a semi-competitive framework like AG-X.

In my long experience with the field, utility regulation represents a balance between
imperfect regulation and imperfect competition, and introducing competitive
elements like the one I propose to a largely still-monopolized industry represents a
positive step toward a better equilibrium, based on what we have recently
experienced with fuel and power cost volatility on the less-regulated wholesale
markets that regulated retail entities with pass-through adjustors like APS are

exposed to.

4! See Decision No. 73183,
42 See Decision No. 76295: Decision No. 78317.
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Q20. Will this program shift costs to non-participating customers?

A20. No. In the first instance, and consistent with the structure of AG-X, customers
opting into this program would continue to pay all nonbypassable charges that have
been approved for the upkeep of the distribution and transmission grid, for social
benefit programs, and even for generation capacity if the GSP does not itself furnish
this capacity.

In the event that fuel or wholesale prices rise to a level where the expenses incurred
by APS or the third party providing the product surpass the payments received from
the customer, the supplier will be entirely responsible for covering those costs and
will be prohibited from passing them through to others. There will be no expectation
or approval for additional cost recovery, and customers who are not participating in
the program will not face any additional expenses.

Additionally, in cases where the GSP supplies the power, they will have the
obligation to ensure resource adequacy, or alternatively, the customer will be
responsible for paying separate charges to APS for resource adequacy.

Second, while in some theoretical sense, in a situation where declining customer
demand can cause a pool of fixed costs that does not diminish at the same rate to be
reallocated to that smaller base of demand, this is simply not the case for Arizona,
which is one of the fastest growing electric markets in North America. APS 1is
planning for an increase in peak load growth of 3,600 MW, a 40% increase in load
over the next 8 years alone.* Initially, the program I propose will be limited to only
10,000 customers, which accounts for less than 1% of APS's residential customer
base.** Once fully subscribed, the expected peak load of the pilot’s participants will
be approximately 40 MW—the equivalent of a mere 1.1% of the incremental growth

projections over the next 8 years. In other words, the pie is growing, and even under

4 See APS Response to Calpine Data Request 1.9.

* See Arizona Public Service Company Annual Report for Calendar Year Ending 12/31/21 available at
https://www .azcc.gov/docs/default-source/utilities-files/electric/annual-reports/arizona-public-service-
company/arizona-public-service-company98cf2c6e084a48b1809ed97cc3545bch.pdf?sfvrsn=ceOdcal5 3.
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this proposal, APS would have more than 99% of the pie. Far from shifting costs,
having GSPs in a position to be accountable for procuring supply ensures that the
parties other than APS will share in the burden of making supply available to meet
existing and growing customer loads.

I also expect all customers to benefit from the positive impact this should have on
APS in the form of more responsible and active management of its own purchased
power and fuel costs. If the utility’s customers have alternatives to simply paying
whatever pass-through costs are thrust upon them, the utility will be forced to take
a more careful look at these expenses to give consumers what they want.

How can you ensure consumers on these tariffs will have service when they
need it?

If customers who are receiving GSP service under this tariff are involuntarily
transferred back to the utility, they will be charged according to the incumbent APS
rate schedule. To ensure that APS has enough liquidity to meet the demand of
returning customers without transferring costs to bundled customers, GSPs will be
required to post collateral annually. This collateral will represent the difference
between market energy prices and the utility rate schedule and will serve the same
purpose as the capacity reserve charge that is included in the AG-X tariff. This
capacity reserve charge ensures that APS maintains adequate dispatchable resources
to maintain system reliability and in turn, that it continues to be able to fulfill its role
as the customer’s provider of last resort (“POLR”). The POLR is responsible for
providing service to the customer in the event the customer’s GSP is unable to do
so and is essentially a backup that ensures that customers continue to receive reliable
electric service. In sum, the posted collateral will ensure the reliability of the

system.
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What will the pricing of the program look like and how will it impact customers
talking service on the tariff?

The exact impact on customers is currently uncertain until GSPs establish the
specific pricing structure. It is entirely possible that the base price will be higher
than APS’s standard rate, incorporating an insurance-like risk premium to
accommodate the risk of increased fuel prices—a risk that would be borne by the
GSP in this construct, but would typically be borne by APS’s customers through the
PSA. Again, under this proposal, the supplier will bear full responsibility for any
potential rise in wholesale market prices, ensuring that customers are protected from
such volatility. And as described in my earlier testimony, customers need control
over their bills and this proposal will finally enable to them have that control.

How will consumers be protected if they opt into this program?

Consumer protection is extremely important, and this entire program will remain
under the control of the Corporation Commission. In fact, each participating
customer will continue to receive all its service direct from APS, just like the current
participants in the AG-X program. This means that customers will continue to
receive a single bill from APS and bills will be calculated based on readings from
the same utility meters the customers use today.

The tariff itself is going to be approved by the Commission in this proceeding and
will be subject to the Commission’s continuous oversight. This oversight includes
an automatic review in the next rate case where the entire program will be
considered again. We propose that the tariff be structured such that the price offered
to the public may not be greater than or less than the generation components of the
utility retail rate schedule offered under this tariff, by more than 35%. To be clear,
rates charged will always be subject to compliance with the Commission-approved
tariff. In addition, all companies interacting with Arizona consumers remain subject

to oversight and enforcement from the Arizona Attorney General’s Office.
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Furthermore, supply and reliability will not be an issue as providers will be subject
to the same rigorous resource adequacy standards as providers under the AG-X
program. This means either self-supplying or paying APS to supply resource
adequacy to meet the requirements of the tariff and assure reliable service if and
when these changes are enacted. As explained more fully in the testimony of NRG
witness, Lance Kaufman, the resource availability of the AG-X program has far
surpassed the availability of APS’ own thermal fleet. According to Kaufman, AG-
X availability has exceeded 99.5 percent every year while APS’ thermal fleet had
an equivalent availability of only 94.4 percent in 2022.%,
Q24. Does this conclude your testimony?

A24. Yes.

> See Direct Testimony of Lance Kaufman at 10:22-25.
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