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Figure 8. Hoover 2017 Allocation Methodologies- Alternative I Schedule B Power 
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Figure 9. Hoover 2017 Allocation Methodologies- Alternative 1 Schedule D2/A Power 
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Figure 10. Hoover 2017 Allocation Methodologies- Alternative 1 Schedule D2/B Power 
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CHAPTER FIVE 

ANALYSIS OF THE MUTAUL GAINS APPROACH 

The purpose and philosophy behind the Mutual Gains Approach is to minimize the 

skepticism concerning the efficacy of negotiations between regulators and regulatees (Susskind, 

Levy, and Thomas-Larmer 2000). Both sides often believe that trying to have negotiations end 

in their favor will only anger the other party and significantly decrease the efficacy of the 

negotiation. With the Mutual Gains Approach, it is believed that beneficial negotiations "can 

result in gains for both regulators and regula tees, and for the community at large". First, it is 

essential th~t all sides exercise agency discretion. The Hoover Power Allocation Post-2017 

closely follows this guideline. For instance, regulators (being the Arizona Power Authority) 

exercise discretion by recognizing they have power under Arizona State Law, but also knowing 

they have to execute the allocation in a fair and just manner for all parties invoived. Regulatees 

(being the prospective Purchasers and current customers) are aware that each entity is different 

and their applications will be tailored to fit their certain needs and will be evaluated for 

allocation on a case-by-case basis, with overall expectations needing to be followed. Finally, 

the community has supported the Arizona Power Authority due to the open and transparent 

process that they have set forth for power allocation post-2017. Meetings, with the exception of 

executive session, are held for public view and commentary. The Authority even created a 

Preliminary Process for the public to comment on allocation draft plans in order to not be 

constrained by strict deadlines formed by law. 

Another key concept of the Mutual Gains Approach is the best alternative to a negotiated 

agreement, referred to as BATNA. This is "each patiy's best estimate of what he or she will do 
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ifno agreement is reached" (Susskind, Levy, and Thomas-Larmer 2000). Meaning that if after 

negotiations, the outcome is not better than one's BATNA, then one should walk away from the 

negotiations. With this in mind, the Mutual Gains Approach has four steps to follow in order to 

challenge the conventional way of going about regulator/regulatee negotiations: 

1. Prepare 

2. Create Value 

3. Distribute Value 

4. Follow Through 

After reviewing the parts of the Hoover Power Allocation Post-2017 Process that have passed 

and those planned to come in the future, this process can be seen as an excellent exan1ple of the 

Mutual Gains Approach. Step one is to prepare for negotiations. The Arizona Power Authority 

has done well by taking the time to create a draft allocation plan that was not under any law 

constraints that would cut discussions or public opinion short. By having the Preliminary 

Process, they thought about their customers' opinions and how they could contribute to 

negotiations. Also, the potential purchasers have prepared for the post-2017 allocation by 

continuing to be a reliable customer that is able to renew a contract or by gaining eligibility as a 

new entity for a first-time contract. Second, the Authority has created value by having low-cost 

hydroelectric power available for the next 50 years. They are also creating value by making sure 

the allocation has the most benefit for the overall well being of Arizona. Potential customers are 

creating value by retaining and obtaining eligible applicant status in order to purchase said 

power. Without customers, the power that the Authority has to sell would have little value. 
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Therefore, the potential Purchasers are creating a demand for the Authority's product and 

creating more value to the Hoover power. 

The third step to the Mutual Gains Approach is distributing that value. The Authority has 

a track recorded of distributing power to contract holders for the past 64 years. Current 

customers and potential new customers are willing to compromise given their power might 

exceed Arizona's allocation. Respectful public forums and meetings have shown that each 

customer wants to voice their opinion, but they are aware of the divisions and decisions that need 

to be made with the limited resource given to the Authority. Finally, each side will surely follow 

through if the steps to process remain as planned. As of now, no customers have been chosen for 

the post-2017 allocation. Nevertheless, if history is an indicator for the Authority and. since low­

cost, clean energy is an incentive for Arizona businesses, municipalities, and individuals, there is 

no doubt that both the regulator and regulatee will follow thr<?ugh vyith their specific contr~ctual 

obligations. 
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CHAPTER SIX 

ECONOMIC ANALYSIS FOR ARIZONA'S HOOVER POWER ALLOCATION 

As explained in comparison to the Mutual Gains Approach, the majority of this process 

has been transparent, just, and expedient thus far. However, the Arizona Power Authority has 

392.239 megawatts of power to allocate across the state of Arizona and the Commission must 

decide what allocation plan provides the Arizona economy with the most benefit. 

If the AP A were a for-profit business, it would most likely use the market for distribution 

of its power. One option would be an auction. The entities with the ability to pay the highest 

price would be able to purchase the power and give the AP A a high profit margin. A second 

option would be to simply sell the power on the free market. This would allow the market to 

reach a specific price where amount of power being supplied and the demand for power 

intersects (see Graph 1). 

Q* Quantity 

Graph 1. Supply and Demand graph exhibiting equilibrium at a certain price and quantity. 

With either of these market processes, the Arizona Power Authority would not have to determine 

price or allocation because the economic market would do that by adhering to the Law of Supply 
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and Demand. However, the Arizona Power Authority is not based on for-profit gains and this is 

the exact reason why Arizona law stipulates that a commissioner cannot be "associated with any 

public service cooperation engaged in generating, distributing, or selling power to the public 

generally in this state for profit" (Title 30, Section 1 05). This is to ensure that the Commission 

will seek to enhance the overall economic welfare of Arizona by way of appropriately allocating 

low-cost power to its qualified entities. This is also why the price of power is not under the 

control of the Arizona Power Authority. The low-cost price is determined by the federal 

government as to what they see as an appropriate cost below true market value for certain entities 

in Arizona, California, and Nevada. 

Unfortunately, there are no clear criteria as to how the APA Commission must do this. 

The Arizona Power Authority had a similar situation in 1987 when contracts were first being 

written for these current entities, but for the post-2017 contracts, another schedule of energy has 

been added and new entities are going to be given the opportunity to access this power. The 

AP A does state that it "anticipates [a] demand for post-20 17 Hoover power [that] will exceed the 

available power supplies and that it will have to apply ... preference provision" (see Chapter 4). 

With the possibility of power supply subject to change each year, the Commission should pre­

preference entities according to state law. However, the Authority will not know how many 

entities fall under each category until the finalized applications have been approved. 

Although, it is ce1iain, as of right now, that the Authority has five alternative allocation 

plans. Each alternative has allocated 190.869 MW of power to Schedule A and 189.860 MW of 

power to Schedule B. This is a wise strategy because the Authority has already determined how 

much power is allocated to Schedule A and Schedule B, so distributing to specific entities within 

each Schedule power would be the only task left once applications have been reviewed. The 
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alternative plans do differ in way of Schedule D2 power allocations. In four out of the five 

plans, there is 8.542 MW of Schedule D2/ A power and 2.968 MW of Schedule D2/B power 

allotted to new entities. In the fifth plan, the Schedule D2 power is combined and the group 

category (i.e. districts not receiving 1987 allocation, cities/ towns not receiving 1987 allocation, 

co-operations) must together have a minimum 0.100 MW purchase or they will be removed. At 

this point, it cannot be said as to which alternative will bring greatest welfare because many 

variables are subject to change, including the possibility that more alternative plans may be 

introduced. 

Existing entities and entities speculated to join the post-2017 contracts have voiced their 

opinions on the alternatives. One key issue discussed was how the agricultural load of an entity 

would impact its allocation. Several entities receiving post -1987 power are irrigation and rural 

electrical districts focused on agriculture. As stated above, the Hoover Dam was originally built 

to help develop agriculture, but the agriculture load will not be a factor in deciding power 

allocation for post-2017 contracts. The amount of an agricultural load an entity carries will have 

no basis for preference allocation. This will limit the amount of preferences the Commission 

needs to adhere to when allocating power to each specific entity. 

It is difficult to say which alternative will bring the greatest economic benefit to Arizona, 

since the new Hoover power customers are not known. Within the application, the proposed 

qualified entity will state the amount of electrical power used and where they are currently 

receiving power. Then, from the application, the Commission will decide how much of the 

entity's power usage will be able to come from low-cost Hoover power. By way of allocating 

power to customers, the Commission is adhering to the Equi-Marginal Principle. "The principle 

of equi-marginal utility explains the behavior of a consumer in distributing his limited income 
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among various goods and services. This law states that how a consumer allocates his money 

income between various goods so as to obtain maximum satisfaction" (dineshkbaski.com 2015). 

From this definition, the principle can be "applicable to [any] situation where a limited resources 

[APA power, for instance] needs to be allocated among more than one independent uses" 

(Universal Teacher 2015). The Power Authority has a limited, or fixed resource, Hoover power, 

and the Commission has to allocate in a way that will maximize the satisfaction of Arizona 

economy. There is no true standard of measurement for what methodology will bring about the 

best outcome because this process has only been done once before and that was under different 

circumstances. However, the Commission will have to meticulously decide what entity gets 

what power. Historic precedent might take place for entities that have proved to be reliable 

customers for the post-1987 power, but new entities will still have a fair chance to receive their 

share of power. These allocations will most likely have to bring about compromises due to the 

limited power to supply to each qualified entity, but the Commission is absolutely boUlld by 

Arizona State Law to allocate fairly and conclude with the best economic benefit for Arizona. 

Although there may not be a clear way to know how the Commission will finally decide how to 

allocate the post-2017 Hoover power, it can be noted that the Arizona Power Authority will 

negotiate and defend their allocations within the legality of the law and the duty they have to 

general public of Arizona. 
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DEFINITIONS 

1. Schedule A Power- Long term contingent capacity and associated firm energy 

reserved for renewal contract offers to current Boulder Canyon Project contractors. 

2. Schedule B Power- Contingent capacity resulting from the uprating program and 

associated firm energy 

3. Schedule C Power- Excess energy. 

4. ScheduleD Power- Long term schedule D resource pool of contingent capacity and 

associated firm energy for new allocates. 

5. The Red book- Authority set forth allocation principles and methods that it used to 

allocate Schedule A and B power to selected entities. Explains purpose and effect of 

recapture provision for Schedule B, which included benefit to Central Arizona Water 

Conservation District for Central Arizona Project water supply. 

6. Western Area Power Administration- Market and transmit wholesale electricity 

from multi-use water projects. One of four marketing administrations within the 

United States Department of Energy. 

7. Long Term Power- Any supply of Power that is available to the Arizona Power 

Authority for a period more than 366 consecutive days and that is subject to the 

jurisdiction of, and disposition by, the Arizona Power Authority including any power 

recaptured by the Arizona Power Authority and any power tendered or relinquished 

by a Purchaser. 

8. Power Purchase Certificates - The certificate required before a purchaser enters 

into a Power Sales Contract under A.R.S. ~30-151 et. seq. 
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9. Power Sales Contract - A Contract under which the Arizona Power Authority sells 

Long Term Power to a Purchaser. 

10. Short Term Power - Any supply of Power that is available to the Arizona Power 

Authority for a period no more than 366 consecutive days 

11. Qualified Entity - Any entity that is eligible to purchase Power from the Arizona 

Power Authority under A.R.S Title 30, Chapter 1 or A.R.S. Title 45, Chapter 10. 

12. Recapture - The recovery or retaking by the Arizona Power Authority from a 

Purchaser of Long Term Power that exceeds the Purchaser's needs, for reallocation 

among other qualified entities 
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