
P.O. Box 670 Senson, Arizona 85602-0670 Phone 520-586-3631 

I 
I 

July IS, 1998 

MI. (3x1 J. Kmaselc, C o ~ ~ o n e r  
Arizona Corporati~n Cornkission 

Fhoenix, Arizona 85007 

Re: 

1200 West Washington 

Proposed (2nu Draft) Revisions of the Retail Electric Competition Rules 
(R14-2-1601 et  al) Docket No. R1E00000-C194-O1@ 

Dear Mr. Kunasek: 

s YOU me aware, AEFCO and its cooperative member-owners have ly participated in 
Commission's efforts to introduce electric generation competition in Arizona. From &e inception, 
the coqmatives haw stated their belief that only the people of Arizona through 8 Constitutional 
amendment caq change generation fkom a monopoly to competition at market based rates. That was 
OUT honest belief during the initial Rule making process and it is 09 honest belief today. 
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AEPCO and its members are developing con?racts that would implement its restructuring. W e  have 
hired consultants, lawyers, appraisers, tax advisors, engineers and othqs who have been assisting 
us in the process. We have notified and have been meeting with out lenders and mortgage holders 
to gain their approval. The Articles of Incorporation and initial Bylaws of each cgrpmation are in 
draft form and potential new directors are to begin familiari2ation'trang this moath. 

In a key part of this effort, AEPCO assistance fiom the Arizona Legislame 
which, as part of HB2663, amended the cooperatives' enabling statutes, Articles 2 and 4 of Tide 
10, A.R.S. to facilitate our contemplatedres~ctwing. Additionally, we hove jdined with 450 other 
cooperatives donwide in an effort to build brand loyalty through Touchstone Energy, advertising 

s in the Arizona market in contemplatioq of retail sales. 

As well, we are at rs, negotiakg amendments 
to the all requirements contracts among us rm the basis of the security for the one-quarter 
billion dollars in AEPCO loans made or guaranted by the Wnited States through the Rural Utilities 
SerVice (RUS), a federal agency charged by the Rural Elecvification Act to assist rural areas, their 
people and economies through rural electric cooperatives. Indeed RUS has been part of these efforts 
at every step, suggesting,-counseling and assisting. Once our restructuring efforts are complete, the 
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A3 directors elected by OUT c o n s u m e r ~ ~ e ~ ,  we have made our restructuring &+ions believing 
that the Rules adopted in December, 1996, while a "framework", could be relied upon by the us, as 
Affected Utilities, in our busi.ness planning. We believed the ACC did not intend to put us out of 
buiness - Primarily because to do SO wodd leave the people of mal Arizona c~mpiete~y at the 
mercies ofan untested competitive market. 

yet, the Proposd 
positions, apparently drafted to head off some perceived potential wrongdo@ by @vestor-omed, 
fUlly-integrated utilrties. The pmpmed'rules will rip amy the fabric we have attempted to weave 
to enable us to compete. They will destroy the only financial security we have, and, if adopted by 
the ACC will demolish the f&ml system of rural electric coapera tives in Arizona by abrogating the 
contracts that underpin that system. 

S m s  Proposed Rule R14-2-i606(B), requires rural electric distribution cooperatives to purchase 
power for their standard offer customers through competitive bidding, and does not allow those 
customers to be sewed by assets they have borrowed to build. R14-2- 16 16 and - 16 1 7 prohibit the 
structure we have chosen QS approp~ate for the already disaggregated cooperative system and by 
eliminating the economies of scale and other joint activities required for the cooperatives to compete 
effectively and survive against multi-state and multi-level holding compmios who are not bound by 
the same rules. The affiliate structures and restTictions are especially impractical for small 
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