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ARKANSAS PUBLIC SERVICE COMMISSION

IN THE MATTER OF THE UNBUNDLING OF ) DOCKET NO. 99-249-U
THE RATES OF ENERGY ARKANSAS, INC. ) ORDER NO. _14
ORDER

Pursuant to Order No. 1 entered on September 15, 1999, Energy Arkansas, Inc. (EAI) filed on
December 15, 1999, rates and tariffs supported by a current cost of service study that unbundled EAI’s
then-effective rates into the minimum functional components of generation, tranamisson, distribution, and
customer service. In support of its unbundling filing, EAI filed the tesimony and exhibits of Thomas J.
Wright, Andrew Frits, J. David Wright, and James R. Thornton.

EAI filed unbundled rates and taiffs in compliance with Ark. Code Ann. §23-19-205(a) which
requires that before January 1, 2000, “each dectric utility shal file rates and tariffs supported by a current
cost of sarvice study that unbundles its then effective rates into minmum functional components of
generation, tranamission, digtribution, and customer service operations.”

On July 11, 2000, the Generd Staff of the Arkansas Public Service Commission (Staff) filed the
prepared testimony and exhibits of Lee Smith, and the Attorney Generd of the State of Arkansas (AG)

filed the prepared testimony of and exhibits of William B. Marcus. On August 1, 2000, EAI filed the
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rebuttal tesimony of JamesR. Thorntonand Andrew Frits. On August 22, 2000, Staff filed the surrebuttal
testimony of Lee Smith, and the AG filed the surrebutta testimony of William B. Marcus.

On October 3, 2000, the Staff, EAI, and the AG (callectively, the parties) filed aJoint Motion To
Approve Joint Stipulation And Partid Settlement And Set A Procedura Schedule (Joint Motion). The
Joint Stipulation Of Partid Settlement (Joint Stipulation) was attached as Exhibit A to the Joint Mation.
The Joint Stipulation would resolve al of the issuesin this docket except certain rate design issues.

On October 4, 2000, the Commission issued Order No. 11 establishing a procedural schedule
to file testimony addressing the Joint Stipulationand the rate designissuesdill in dispute. On October 31,
2000, the parties filed additiond testimony addressing the Joint Stipulation and the disputed rate desgn
issues. The AG filed the supplementd testimony of WilliamB. Marcus, EAI filedthe supplementa testimony
of James R. Thornton, and the Staff filed the supplementa testimony of Lee Smith supporting the Joint
Sipulation.

On November 9, 2000, the Commisson issued Order No. 12 scheduling a public hearing for
November 28, 2000. On November 13, 2000, the AG filed the supplementa rebuttal testimony, on the
disputed rate design issues, of William B. Marcus.

On November 17, 2000, the Staff, EAI, the AG, Arkansas Electric Energy Consumers (AEEC),
Rdiant Energy Arkla (Arkla), Oklahoma Gas & Electric Company (OG& E), and the Arkansas Municipa
League (AML) filed a Unanimous Stipulation and Waiver (Waiver Stipulation).! Under the Waiver

Stipulation, dl testimony and exhibits pre-filed in this docket would be admitted into the hearing record,

Order Nos. 2, 3, 6, and 7 granted intervention to AEEC, Arkla, OG&E, and AML.



DOCKET NO. 99-249-U
PAGE 3

the parties would waive cross examination of al the witnesses who pre-filed testimony, and dl witnesses
would be excused fromthe scheduled hearing. OnNovember 17, 2000, the Commissonissued Order No.
13 gpproving the Waiver Stipulation.

At the public hearing held on November 28, 2000, the Commissonheard opening statements by
Mr. Jeff Broadwater, representing EAIL, Mr. Stephen N. Joiner, representing AEEC, Mr. Eric Estes,
representing the AG, and Mr. Gl Glover representing the Staff. The Joint Stipulation and the pre-filed
tesimony of the parties were introduced into the record. The Commission provided an opportunity for
public comments, however, none were offered.

THE STIPULATION

Under Section 1 of the Joint Stipulation, EAI’ s unbundled cost of service study would be accepted
asthe basis for unbundliing EAI’ scurrently effective rates. In Section 2, the parties agreed that the sum of
EAI’ sunbundled rates will equa EAI’ s currently gpproved bundled rates. Under Section 3, within sixty
(60) days of afind Commissonorder inthisdocket, EALl isrequired to file compliancetariffsin the format
discussed in Staff witness Smith's August 22, 2000 surrebuttal testimony.  Under Section 4, EAI will
provide, prospectively, more accounting detail for Account 451 and Accounts 907-910. In Section5.A.,
the parties agreed to address, in a future proceeding, the appropriate rate of return for EAI’ s digtribution
function and/or other regulated functions. In Section 5.B., within forty-five (45) days after the FERC's
approval of EAI’ sOpen Access Transmisson Taiff, or at least ninety (90) days before theimplementation
of ROA, whichever isearlier, EAI will initiate a proceeding to address transmission issues.

CONTESTED ISSUES
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In the Joint Motion, the parties state that the unresolved rate design issues are: (1) whether the
declining block rate (DBR)? structure of the generation component of EAI’'s unbundled residentia rates
should be diminated or reduced (Issue No. 1), and (2) whether a larger portion of the generation
component of EAI’ sunbundled large generd service(LGS) and large power service (LPS), induding LGS
and LPS time-of-use service, than proposed by EAI should be recovered from an energy charge (Issue
No. 2). Also, inthe Joint Mation, the parties Sate that they beieve additiond prefiled tesimony onlssue
Nos. 1 and 2 would be ussful to the Commission. The parties proposed a procedura schedule to file
additional testimony addressing and limited to Issue Nos. 1 and 2.

TESTIMONY ON CONTESTED ISSUES

On Ay 11, 2000, the Staff filed the prepared (direct) testimony of Staff witness Lee Smith, and
the AG filed the direct testimony of William B. Marcus. In the direct tesimony of Staff Witness Smith,
Ms. Smith did not recommend any rate design changes to EAI's asfiled generation, distribution,
transmission, customer servicerates. (T.147-148). AG witness Marcus contends that declining block
rates (DBR) should not be offered for generation in the resdential and small commercid classes. Mr.
Marcus assertsthat the generation rate should be lowered and the revenue fromthe generationrate should
be shifted to the non-competitive didtribution rate until a future rate case. (T.108-109). For larger
customers, Mr. Marcus argues that it is appropriate to recover generation costs through energy charges.
Mr. Marcus contends that the new market is based on red-time or time-differentiated energy prices.

(T.109).

2Under a DBR structure, the more electricity a customer uses, the less the per-unit price.
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On August 1, 2000, EAI filed the rebuttal testimony of James R. Thornton. Mr. Thornton does
not agree with any of the AG'srate design recommendations for resdentid, smal commercid, or large
customers. EAI argues that the AG's proposa would create intra- and inter-class revenue shifts. EAI
further statesthat the Commissionshould not have to expend time and effort onrate designissuesthat have
been previoudy resolved and found to be reasonable and cost responsive. (T.84-85).

In surrebuttd testimony, Staff witness Smith disagrees with the AG’s rate design changes. Ms.
Smith contends that it would be unwise to make rate design changes based on speculation regarding the
development of the Arkansas competitive retail electric market. (T.160). In surrebuttal testimony, AG
witness Marcus proposes to modify his resdentiad proposa to assure revenue neutrdity and also
demongtrate that his proposal for large customers can be implemented in a revenue neutrd way. Mr.
Marcus asserts that, based on his experience in other states with competitive generation markets, EAI's
resdentiad DBR gives EAI afuture competitive advantage by offering them something the market hasnot
offered. (T.117).

On October 31, 2000, the parties filed additiond testimony addressing the Joint Stipulation and
Issue Nos. 1 and 2. The AG filed the supplementd testimony of William B. Marcus, EAI filed the
supplementd testimony of James R. Thornton, and Staff filed the supplementd testimony supporting the
Joint Stipulation of Lee Smith.

In supplementd testimony, Mr. Marcus contends that EAI’s use of a DBR in the generaion rate
for resdentia customers is anticompetitive and should not be offered by a default supplier of generation.

Mr. Marcus proposesto reduce the DBR residential generationrate from 18 mills per kwh to 10 mills per
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kWh. (T.122-123). Mr. Marcus asserts that his experience in other states such as California,
Pennsylvania, and New Jersey indicates that marketers are offering flat rates as opposed to DBR which
vary with usage. The AG contends that DBR give EAI a competitive advantage because large users will
be unable to find a better deal than EAI’s default service and larger customers will be among the most
motivated to shop for eectricity. (T.123). Mr. Marcus states that most of the eectric distribution
cooperatives (coops) that have gone through the unbundling process to-date have fla generation rates.
Most of these coops have DBR only in the digtribution function, if a al. (T.124). Mr. Marcus
supplementd testimony did not address Issue No. 2.

EAI witness Thornton does not agree with Mr. Marcus s proposed changes to EAI’ s residentid
generation rates. EAI contends that, unless as part of the tota bundled rates in the standard service
package (SSP), unbundled generationratesinthisfiling will never be offered to resdentid customers. EAI
agrees with Staff witness Smith that the type of rates that will be offered by other generation suppliersis
not known at thistime. Further, Mr. Thornton contendsthat, at thistime, it would not befeasibleto attempt
to design the kind of generation rates that will be offered at retail open access (ROA). (T.91-92). Mr.
Thorntonstatesthat EAI has severa concerns with the AG' sproposed rate desgn change. Mr. Thornton
arguesthat Mr. Marcus rate design proposa modifiesthe pricing for the digtribution function to exactly
reflect the generation pricing revisons. Mr. Thornton assertsthat these modifications produce a negetive
impact on residentia digtribution customers. Mr. Thornton contends that a& ROA, while the AG' s rate
design proposal would end for non-SSP customers, the distributionratefor these customerswould continue

to containinequitable intra-class customer bill impacts. EAI argues that the impact of the AG's proposd
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is to shift revenue from the generation to the digtribution function. This results in lower use customers
recaiving higher monthly billswhile higher use customers receive lower monthly bills (T.93-97). With
regard to Issue No. 2, EAI contendsthat while thereis merit in moving the didtribution rate design toward
demand charges, thisis not the time to make such achange. (T.96-97). EAI isaso concerned that Mr.
Marcus proposal could cause larger customersto migrateto smaler customer classes in order to reduce
their bills. (T.98-99).

In the Staff’s supplementd testimony, Staff witness Smith recommends that the Commission
approvethe Joint Stipulaion. Staff further recommendsthat the AG’ srate design proposalsfor Issue Nos.
1 and 2 not be adopted. Staff witness Smith supportsthe rate design methods proposed by EAI. (T.165-
169). Staff witness Smith argues, fird, thet it is premature to assume that the AG's rate design method
would result inrates that would more closdly reflect the rates that competitive supplierswill propose. Staff
further assertsthat the AG’ srate design method could have the effect of moving the unbundled distribution
and/or transmisson rate farther away from ther appropriate design in a competitive market. Staff
additiondly contends that rates should not be designed without a thorough review of the gppropriate rate
design for dl functions. (T.169).

OnNovember 13, 2000, AG witness Marcus filed supplementd rebuttal testimony. EAI and Staff
did not file supplementd rebuttal testimony. Mr. Marcusdisagreeswith EAI’ sposition that generationrates
will not be offered toresdentid customers. The AG contends that the generation rate will be apart of the
frozen standard service bundled rate. (T.127). Inresponseto EAl'sand the Staff’ sagreement that it is

unknown what rates other suppliers will offer, the AG argues that generation suppliersin other Sates are
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not offering DBR. (T.128). Mr. Marcus contendsthat the AG’ srate design isbased on revenue neutrality.
Mr. Marcus further argues that only the relationship between the generation and digtribution rate would
change. (T.129). The AG contends that, under its distribution rates, lower use cusomer’ s overdl rates
will not change if they stay withthe SSP. High use customer’ srates, the AG argues, are decreased making
it eesier for them to get a better rate by shopping. (T.130). Mr. Marcus supplementd rebutta testimony
did not address Issue No. 2.
COMMISSION FINDINGS

Based on the Joint Stipulation and the parties support for the Joint Stipulation, the Commisson
finds, withone modification, that the Joint Stipulation (attached to the Joint Motion as Joint Exhibit A) filed
by the parties on October 3, 2000, is inthe public interest and should be approved. At the hearing held
on November 28, 2000, AEEC expressed concern that, under Section 5.B. of the Joint Stipulation, 90
days before ROA does not dlow for suffident time for parties to address transmission issues related to
FERC approva of EAI’sOpen Access Transmission Tariff. AEEC recommended that 180 days before
ROA would be more appropriate.  In response to questions from the Commission concerning AEEC'S
proposed modification, the attorneys for EAI, Staff, and the AG tated that they had no objection to the
Joint Stipulation being modified to accept AEEC's recommendation. With this modification, the Joint
Stipulation is approved.

The Commissionwill now address Issue Nos. 1 and 2 which the Joint Stipulation did not resolve.
The AG proposes to reduce the DBR rate differentia for the generationfunctionfor resdentia customers

(Issue No. 1) and increase the generation energy charges while eiminating the energy charges for the
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digribution function for large generd and power service customers (Issue No. 2). EAI and the Staff
opposethe AG sratedesign proposals. EAI and the Staff contend that thisisnot thetimeto maketherate
design changes proposed by the AG. EAI and the Staff dam that modifying the generation rates could
negdively impact the didribution and/or transmisson rates. The Commisson agrees with EAI and the
Staff. Itis premature to assume that the AG’ srate design proposal's would result inrates that would more
closdly reflect the rates that dternative generationsupplierswill offer inArkansasat ROA. No oneknows,
at thistime, what type of rates dternative supplierswill offer. 1t would not be practica to design rates for
Arkansas customers on the speculative basis of what kind of rates might be offered in Arkansas, or on the
bass of the type of ratesthat are currently being offered by dternative suppliersinother jurisdictions. The
Commissionagrees with EAI and the Staff that changing the generation rates could result in moving rates
for other functions farther away from their appropriate desgn in a competitive market. Considering the
Commission’s recent recommendation to delay the date for the start of ROA in Arkansas® it would be
premature to adopt the AG’ s proposal s without having the additiond time and informationabout the future
competitive market in Arkansas. We aso agree with Staff that it is not gppropriate to design rateson a
piecemed bass without a comprehensive review of the appropriate desgn of al of the functiond
componentsof rates. (T.169). EAI’'s existing rates were established inarate casefiled by EAl inDocket
No. 96-360-U. EAI’sunbundlingfilingin thisproceeding isbased on the cost of servicefrom Docket No.
96-360-U. Even the AG dtatesthat “inafuturerate case not subject to arate freeze, the Commisson can

- and should - change digtribution rate design away from declining block rates” (T.129).

3Progress Report to the General Assembly on the Development of Competition in Electric
Markets and the Impact on Retail Customers, Amended November 29, 2000, Docket No. 00-190-U.
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Accordingly the Commission orders as follows:

1. Based upon the record in this proceeding, the Joint Stipulation, as modified by AEEC's
recommendation, is hereby approved.

2. Regarding the appropriate functiond rate design, the Commissonfindsthat EAI’ s gpproach is
in the public interest and is approved. The rate design proposas made by the AG are regjected.

3. EAl isdirected to filetariffsincompliancewiththe provisons of the Joint Stipulation, as modified
by this order within sixty (60) days of the date this order is entered.

BY ORDER OF THE COMMISSION.

This Day of December, 2000.

Sandra L. Hochstetter, Chairman

Sam |. Bratton, Jr., Commissoner

Betty C. Dickey, Commissoner

Diana Wilson Vaughn
Secretary of the Commission



