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IN THE MATTER OF THE APPLICATIQON OF ) DOCKET NO. E-01933A-58-0471
TUCSON ELECTRIC POWER COMPANY FOR )

APPROVAL OF ITS STRANDED COST )
RECOVERY AND FOR RELATED APPROVALS,)
AUTHORIZATIONS AND WAIVERS. )
IN THE MATTER OF THE FILING OF TUCSON ) DOCKET NO. E-01933A-97-0772
ELECTRIC POWER COMPANY OF )
UNBUNDLED TARIFFS PURSUANT TO A.LA.C. )
R14-2-1602 er seq. )

IN THE MATTER OF THE COMPETITIONIN ) DOCKET NO. RE-00000C-94-0165
THE PROVISION OF ELECTRIC SERVICES )
THROUGHOUT THE STATE OF ARIZONA. ) EXCEPTIONS TO PROPOSED

) STRANDED COST ORDER

On October 26, 1999, the Arizona Corporation Commission’s (“Commission”) Chief

'Hearing Officer issued a Proposed Order regarding the Settlement Agreement that was entered into

between Tﬁcson Electric Power Company (“TEP” or “Company””) and various parties relating to the
Company’s stranded costs and unbundled distribution tariffs. Pursuant to A.A.C. R14-3-110.B,
TEP, through undersigned counsel, hereby submits the following Exceptions to the Proposed Order.
I. INTRODUCTION.

Pursuant to Commission Decision No. 61677, TEP filed a Settlement Agreement dated June

9, 1999 (“Settlement™) between TEP, Arizonans for Electric Choice and Competition (*AECC”)',

' AECC is a coalition of ¢nergy consumers in suppert of competition and includes Cable Systems International, BHP

Copper, Motorola, Chemical Lime, Intel, Honeywell, Allied Signal, Cyprus Climax Metals, Asarco, Phelps Dodge,
Homebuilders of Central Arizona, Arizona Mining Industry Gets Our Support, Arizona Food Marketing Alliance,
Arizona Association of Industries, Arizona Multthousing Association, Arizona Rock Products Association, Arizona
Restaurant Association, Arizona Rertailers Association, Boeing, Arizona School Board Association, National
Federation of Independent Business, Arizona Hospital Association, Lockheed Martin, Abbot Labs, and Raytheon.
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the Residential Utility Consumer Office (“RUCQO”), and Arizona Community Action Association
(“ACAA") (collectively, the “Parties”). The Settlement was the culmination of several months of
negotiations between the Parties in which a compromise was reached with respect to many key
issues that had been outstanding that, without resolution, would have been an impediment to the
commencement of competitive retail access in Arizona. Although no particular Party can claim that
it obtained everything it wanted in the Settlement, all of the Parties acknowledge that the Settlement
is fair, reasonable and in the public’s best interest.

TEP recognizes that although the Proposed Order adopts most of the provisions of the
Settlement, the Propesed Order does recommend several modifications to the Settlement in an
attenipt not only to incorporate some of the positions of various Intervenors, but to conform the
Settlement with some of the previous determinations of the Commission in the Arizona Public
Service Company (“APS”) Decision No. 61973 dated October 6, 1999. With respect to the latter,
TEP does not agree that the Company’s proposed Metering and Billing Credits should be modified
just to be consistent with the APS Decision. However, as the Commission has already made this
determination, without waiver or objection, TEP will not take up the Commission’s time in formally
arguing this issue herein. There is, however, one proposed modification to which the Company

takes strong exception. TEP believes that if this modification is adopted, the Company may have no

choice but to withdraw the Settlement which would delay the implementation of Competitive Retail

Access in TEP’S service territory.

IL THE DEPARTMENT OF DEFENSE’S (*DOD”) METHOD O STRANDED COST
ALLOCATION ADOPTED IN THE PROPOSED ORDER IS NOT APPROPRIATE
AND WILL RESULT IN AN UNDERRECOVERY OF STRANDED COST.

A. The DOD has misapplied the stranded cost recovery mechanism in the

Settlement as it relates to special contract customers.

? TEP precented evidence at the hearing that tho Motering and Dilling Cradity ware, nsbuidled cousidlent wilh the
Company’s last two general rate cases and were based on average costs. The Commission required rate design to
match cost of service, and that is exactly what TEP has done in establishing the proposed Metering and Billing
Credits. The way these charges were unbundled is consistent with how all of TEP's rates and charges were unbundled
for the Settlement pursuant to the Electric Competition Rules. To accept the modification set forth in the Proposed
Order 1o arificially increase these credits, would single out these charges for unbundling in a manner that is
inconsistent with the way TEP’s other rates and charges have been unbundled and would violate the very basic
premise that unbundled charges should sum to the bundled companents.
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It is unclear from the Proposed Order as to whether its intent is to adopt the DOD’s method
of stranded cost allocation as it relates to contract and non-contract customers. If the purpose is for
TEP to simply file a report with the Staff to ensure that non-contract customers are not being
required to pick up an alleged stranded cost shortfall from contract customers, TEP is willing to
comply willi Uis roquitesuent as e allocallon based upon the Seulement (and as more tully
discussed below) will show that no subsidization exists. If, however, the intent of the modification
in the Proposed Order is to make a determination that non-contract customers are picking up an
alleged stranded cost shortfall from contract customers, TEP strongly objects to this modification to

the Settlement for the reasons explained below.
On page 9, lines 2 through 8, the Proposed Order contains the following language:

Clearly, the non-contract customers should not be paying the stranded costs of
contract customers. If there have been contracts entered into by TEP subsequent to its
last rate case that have resulted in those contract customers paying less stranded costs,
then TEP’s shareholders should have to absorb those reductions. Similarly, if TEP
did not increase the charges to contract customers by the 1.1 percent pursuant to
Decision No. 59549, then TEP should absorb those costs. Those amounts, if any,
should be reduced from the stranded costs paid by the non-contract customers. '

There is clearly a2 misunderstanding with respect to contract rates effect on the rates of non-

contract customers, as well as the Settlement’s stranded cost recovery mechanism. All special

contracts’ discounts from the otherwise applicable tariff(s) entered into subsequent to TEP’s last rate
case are currently being borme by TEP’s shareholders and have not been shifted to non-contract
customers. Further, these costs will continue to be borne by shareholders through the proposed
stranded cost recovery period for the following reasons: (i) the shortfalls associated with the above-
mentioned special contracts have not been addressed in a general rate proceeding nor allocated to
any other oustomer clagg; and (i) they will 1ot be addicssed pursuant (o the lerms of the Senlement
because the parties have agreed to a rate freeze during the stranded cost recovery period through
2008.2 Clearly, TEP’s stranded costs as defined in the Settlement, did not increase as a result of
special contracts. Rather, it appears that DOD’s confusion arises from a misunderstanding of how

TEP’s estimates of stranded costs were determined. TEP did not calculate a level of stranded cost

) Subject to the provisions of Section 13.4 of the Settlement.
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and then determine how that amount should be recovered from its customers. It developed a
mechanism that balances many factors including no rate increases for any customers during the
recovery period. Further, the Commission’s Electric Competition Rules and the Settlement set the

limit of recovery from contract customers at their current contract rate. The Settlement is also

consistent with the Commission’s Stranded Cost Order which states that “na customer ar enstamer
class shall receive a rate increase as a result of stranded cost recovery by an Affected Utility.” The
mechanism that was developed simply utilizes the current rates for each customer class and subtracts
the MGC (and related adders) and other tariff components. Any resulting differential is CTC
recovery.

TEP’s estimate of stranded costs is $683 million, based on the methodology discussed above
and adopred In the Semlement (previous to the adder adjustment). LEP did not utilize the
methodology suggested by DOD to arrive at the estimate. The estimate is based upon certain energy
price assumptions that allows a portion of the CTC to float inversely to the market price of power.
The CTC is thus calculated based on current prices allowed to be charged to customers pursuant to
prior Commission orders and special contract prices approved by the Commission. This estimate is
dependent on the underlying assumptions of what the market price will be over the term of the

recovery period and the current prices allowed to be charged to customers. If these assumptions

change, the amount of stranded cost would change. If the actual market price is higher than the

estimate or customer pricing is lower in the Settlement, then stranded costs will be Jower than $683
million. Conversely, if the actual market price is lower than the estimate, then stranded costs will be
higher.

Clearly, as a result of the methodology discussed above, the allocation issues that DOD and
the Proposed Order address are already removed from the recovery estimates. Moreover, each
customer will only contribute to stranded costs in the proper proportion of the applicable tariffed and
contract rates for which there are no subsidies.

The DOD proposal calls for TEP to forego recovery of a portion of the stranded cost. The
Settlement proposal developed by the Company and the Parties defined stranded cost as the lowest
amount that would provide sufficient recovery for the Company to avoid immediate write-offs of
generation costs and regulatory assets. Designating a portion of those costs as not recoverable

causes those costs to no longer represent assets, and such costs would have to be written off. The
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Company has previously incurred significant write-offs of costs related to generation assets, and the
remaining costs were deemed to be prudent in prior rate orders. The Company should not be
requested to endure further write-offs when those costs have been previously authorized by the
Commission. TEP notes that its shareholders have absorbed the discounts in reduced rates over the
stranded cost recovery period for its contract customers. This was, in part, to keep special customer
contract customers on TEP’s system which was to the benefit of all of TEP’s other customers. If this
modification is adopted, TEP will have to write-off an additional $40 to $50 million. This is clearly
not acceptable.’

B. Adoption of the DOD modification by the Commission would result in
disparate treatment between TEP and APS.

As briefly discussed in the Introduction, is clear that the intent of the Proposed Order is to
require modifications to the Settlement consistent with the miodifications to the APS settlement in
Decision No. 61973. This is either expressly stated or implied in several sections of the Proposed
Order. This includes the adoption of the Staff recommendations on the Metering and Billing Credits,
the revisions to “binding language™ set forth in Section 14.3, the requirement to file a revised Code
of Conduct and the filing in relation to the transfer of generation assets. Although the issue raised by
the DOD was not part of the APS proceeding, the fact is that like TEP, APS also has special contract
customers. The ratemaking treatment that the Commission has applied to those APS special
contracts has always been consistent with the ratemaking treatment applied to TEP’s special
contracts. If the propased madification was adopted, this would result in the Commission treating
TEP’s recovery of stranded costs under its Settlement, differently than what it required of APS under
its settlement. While APS would have an opportunity to collect all of its requested stranded costs
irrespective of their decreases and special contract customers, TEP would not be afforded the same
opportunity. If it is the intent of the Proposed QOrder to ¢ssentially treat the Affected TTiilities in a
like fashion, this modification should not be adopted.

C.  TEP’s Proposed Amendments to the Proposed Order.’
TEP believes that the following amendments to the Proposed Order are appropriate and

* TEP has already agreed to increase the adder by 20 percent which will result in its customers receiving an additional
approximately $32 million benefit and a corresponding reduction in stranded cost recovery to the Company.
$ Additionally, page 18, line 14, delete “Pinal” and insert “Pima.”
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would alleviate the concern expressed hereinabove:

Delete lines 2 through 14 on page 9 and replace with the following:

Based upon the evidence presented at the hearing, we find that TEP’s

stranded cost recovery methodology and the corresponding unbundled distribution

tariffs are consistent with A.A.C. R14-2-1607(G) and the Commission’s Stranded

Cost Order.

Delete lines 13 through 16 on page 22.
III. CONCLUSION

The Parties to the Settlement have negotiated a delicate balance to ensure benefits to all
TEP’s customers while permitting TEP a reasonable opportunity to recover its stranded cost. The
proposed modification to the Settlement discussed herein will undermine that balance. Moreover, it
will result in TEP improperly absorbing significant additional amounts of stranded costs that are
already being borne by shareholders and have already been accounted for in the Sertlement and in
TEP’s existing rates. The DOD’s suggestion that TEP should forego what DOD mistakenly believes
to he the stranded costs shortfall farm special contract customers,’is incongistent with TEP’s ability
to have a reasonable opportunity to recover its stranded costs. Moreover, such an adjustment is

inconsistent with the Electric Competition Rules, the Commission’s Stranded Cost Order and the

.Comi'nission’s previous decision in the APS proceeding. Fihally, DOD’s analysis concludes that

non-special contract customers are paying more for stranded costs when this is simply not true.
Based upon the foregoing, TEP respecctfully rcquests that the Commission not adupt tic
praposed madification which will remove the last impediment to bringing Competitive Retail Acccss
to TEP’s customers.
RESPECTTULLY SUBMITTED Uuis 4l day of November, 1999.

TUCSON ELECTRIC POWER COMPANY

up )t/

Bradle§ S. Carroll

Senior Counsel, Regulatory Affairs
Legal Department - DB203

220 West Sixth Street - P.Q. Box 711
Tucson, Arizona 85702
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Original and fourteen copies of the faregoing
filed this 4th day of November, 1999, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Copy of the foregoing hand-delivered
this 4th day of November, 1999, to:

Carl J. Kunasek, Chairman

Jim Irvin, Commissioner

William A. Mundell, Commissioner
ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85004

Jerry L. Rudibaugh, Chief Hearing Officer
Hearing Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizana 83007

Lyn Farmer, Chief Counsel

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Deborah Scott, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Copy of the foregoing mailed
this 4th day of November, 1999, to:

Larry V. Robertson, Jr., Esq.

Munger Chadwick

333 North Wilmot Street, Ste. 300

Tucson, Arizona 85711

Attorneys for PG&E Energy Services Corp.,
Enron Corp. & Enron Energy Services, Inc.
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C. Webb Crockett, Esq.

Jay Shapiro. Esq.

Fennemore Craig

3003 North Central Avenue, Ste. 2600

Phoenix, AZ 85012

Attorneys for Asarco, Inc., Cyprus Climax Metals Co.
& Arizonans for Electric Choice and Competition

Walter W. Meek

Arizona Utility Investors Association
2100 N. Central Avenue, Ste. 210
Phoenix, AZ 85004

Douglas C. Nelson, Esq.

7000 North 16™ Street, #120-307

Phoenix, AZ 85020

Attomey for Commonwealth Energy Corp.

Scott Wakefield, Esq.

RUCO

2828 N. Central Avenue, Ste. 1200
Phoenix, AZ 85004

Betty Pruitt

Arizona Community Action Assoc.
2627 North 3™ Street, Ste. 2
Phoenix, AZ 85004

Robert S. Lynch, Esq.

340 E. Palm Lane, Ste. 140

Phoenix, AZ 85004

Attorney for Southern California Public Power Agency
& M-S-R Public Power Agency

Alan Watts

Southern California Public Power Agency
529 Hilda Court

Anaheim, CA 92806

Steven C. Gross, Esq.

Law Office of Porter Simon

40200 Truckee Airport Road

Truckee, CA 96161 ' L
Attorney for Southern California Public Power Agency
& M-S-R Public Power Agency




O &0 N O U b W N

W RN RN N N RN NN RN RN s e e e et s ke e pea e
O VU 00 3 O wna h W N O W 00N 0N AW N = O

Kenneth C. Sundlof, Esq.

Jennings, Strouss & Salmon, P.L.C.
One Renaissance Square

Two North Central Ave.

Phoenix, AZ 85004

Attorneys for New West Energy

Timothy M. Hogan, Esq.

Arizona Center for Law in the Public Interest
202 E. McDowell Rd., Ste. 153

Phoenix, AZ 85004

Attorney for Arizona Consumers Council

Peter Q. Nyce, Jr., Esq.

U.S. Army Legal Services Agency
Department of the Army

901 N. Stuart Street, Ste. 700
Arlington, VA 22203-1837
Attorney for Department of Defense

Steven M. Wheeler, Fsq

Snell & Wilmer, LLP

One Arizona Center

Phoenix, AZ 85004

Attorneys for Auicvua Public Sauvice Co.

Barbara J. Klemstine

Arizona Public Service Company
400 North 5™ Street

Phoenix, AZ 85072

Margaret A. Rostker, Esq.
Jerry R. Bloom, Esq.

White & Case LLP

633 West Fifth Street

Los Angeles, CA 90071
Attorneys for DFO Partnership

Leonardo Loo, Esqg.

O'Connor Cavanagh

One East Camelback Rd., Ste. 1100
Phoenix, AZ 85012-1656
Attorneys for DFO Partnership
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David L. Deibel, Esq.

Tucson City Attorney's Office
P.O. Box 27210

Tucson, AZ 85726

Dan Neidlinger
Neidlinger & Associates
3020 N. 17" Drive
Phoenix, Arizona 85015

Christopher Hitchcock, Esq.
Hitchcock, Hicks & Conlogue

P.O. Drawer 87

Bisbee, AZ 85603

Attorneys for Sulphur Springs Valley
Electric Cooperative, Inc.

Thomas L. Mumaw, Esq.

Snell & Wilmer, LLP

One Arizona Center

Phoenix, AZ 85004

Attorneys for APS Energy Services Co., Inc.

Katherine Hammack
APS Energy Services Co., Inc.
One Arizona Center
Phoenix, AZ 85004

Michael W. Patten, Esq.

Brown & Bain, P.A.

P.O. Box 400

Phoenix, AZ 85001-0400

Attorneys for Illinova Energy Partners, Inc.

Charles V. Garcia, Esq.

Public Service Company of New Mexico
Law Department

Alvarado Square, MS 0806
Albuquerque, New Mexico 87158

H. Ward Camp, General Manager
PHASER Advanced Metering Services
400 Gold Avenue S.W., Suite 1200 By: Kelly Johhson -
Albuquerque, New Mexico 87102 Secretary for Bradley Carroll
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