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IN THE MATTER OF THE COMPETITIONIN ) DOCKET NO. RE-00000C-94-0165
THE PROVISION OF ELECTRIC SERVICES )

THROUGHOUT THE STATE OF ARIZONA. ) TEP’S COMMENTS/EXCEPTIONS
) TO PROPOSED ORDER

) ADOPTING RULE AMENDMENTS

On July 24, 1998, the Utilities Division (“Staff”) of the Arizona Corporation Commission
(“Commission™) issued a Proposed Order on Proposed Emergency Rulemaking regarding the Retail
Electric Competition Rules, R14-2-1601, er seq. (“Proposed Rules”). Tucson Electric Power
Company (“TEP” or “Company”) hereby submits its Comments/Exceptions to the Proposed Rules
attached to the Proposed Order.

Al General Exceptions

TEP has commented on previous drafts of the Proposed Rules on May 22, July 6, and
July 22, 1998. Copies of TEP’s comment letters are attached hereto as Exhibits A, B, and C,
respectively, and are hereby incorporated by reference to the extent such comments have not been
incorporatéd into the Proposed Rules or reiterated herein. Additionally, the Proposed Rules contain
unresolved operational and implementation issues (such as a lack of standardized service acquisition
and ISA agreements and CC&N requirements), some of which the Company will address herein
Finally, the Company believes that the Proposed Rules should be “cleaned-up” prior to adoptiop.

As a matter of general concern relating to the CC&N application process, TEP notes that
instead of incorporating necessary details and requirements in Proposed Rule R14-2-1603, the
Commission has recently issued 2 CC&N application form for new ESPs. It appears that the
Commission is attempting to promulgate additional rules through the form, as opposed to
incorporating the substantive requirernents set forth in the application form into the Proposed Rules.
TEP does not believe this is appropriate, as many of the provisions in the application form appeared
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for the first ime without comment or input from the Affected Utnlities.
B. Exceptions to Article 16. Retail Electric Competition
1. R14-2-1601. Definitions.
17. Change “generation of wholesale electric power” to “receipt of wholesale

electric power.”

20.  Change “of the interconnected” to “to the interconnected.”

27.  Add “distribution” after “maintain.”

37. “Standard Offer” should be defined as “the Bundled Service offered to all
consumers in the Affected Utility’s service territory at regulated rates by the Affected Utlity or the
UDC including Metering, Meter Reading, Billing, Collection Services and other Customer
Information Services.” This change will eliminate confusion regarding the regulatory treatment of
the listed services associated with the standard offer requirement.

2. R14-2-1603 Certificates of Convenience and Necessity.

TEP is concerned that the Proposed Rule does not address the settlement process
between ESPs and UDCs. The primary settlement issues that we are concerned with involve the
process by which the UDC determines whether the actual power used by the ESPs’ customers 1S
greater than, equal to or less than the power scheduled and delivered by the ESP and the
reconciliation of resulting differences. This includes issues relating to pricing of such power
variances.

G.6. With respect to Service Acquisition Agreements, it must be made clear that
such agreéments must be with a UDC and will be required for any entity that is requesting access to
the UDC’s system. This shall include Aggregators and self-aggregation loads.

3. R14-2-1604. Competitive Phases.
A.l. TEP believes that utilizing a single “non~coincident” peak has unintended

consequences. Only customers with 1 MW minimum demand should be eligible for direct access.
Given TEP’s customer base, the non-coincident peak criterion would expand the direct access
eligibility from the 1 MW customer base to well beyond the 20 percent of TEP’s 1995 system retail
peak demand. It would also have the affect of making the 40 kW aggregation meaningless, as well
as impose additional burdens to administer. As the 20 percent cap could be easily reached; there will
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be customers that have loads in excess of 1 MW that will not be able to access the competitive
market during the transition period.
A2. In the third sentence, TEP suggests replacing “month” with “six months.”
Doing so will better characterize a customer whose load or usage is more consistently at least 40 kW
or 16,500 kWh.
4. R14-2-1607. Recovery of Stranded Cost of Affected Utilities.

A Delete “by means such as expanding wholesale or retail markets, or offering a
wider scope of services for profit, among others.” As Is, this sentence suggests that the Affected
Utility use profits from “expanding [its] wholesale or retail markets,” or a “wider scope of services”
1o mitigate stranded costs. It is unclear whether the markets and services mentioned are regulated or
unregulated (i.e., competitive). TEP anticipates that most, if not all, new products and services in the
electric industry will develop in the unregulated, competitive marketplace. The very nature of
“unregulated” means that the Commission will not require that profits from such activities be used to-
offset costs in the regulated arena.

F. TEP disagrees with the self-generation exclusion set forth in Paragraph F. If
the Proposed Rule is not modified to ensure that customers who choose to self-generate are
responsible for stranded costs just as any other existing customer, a potentially large and improper
economic incentive for self-generation will be created. This is due to the ability of such customers o
avoid stranded cost charges. The result of the Proposed Rule as written will be to significantly
increase uneconomic self-generation while increasing stranded cost burdems on customers who
purchase their power in the competitive marketplace. TEP proposes the following change:

A Competitive Transition Charge may be assessed only from customer purchases
made in the competitive market using the provisions of this Article. Any reduction In
electricity purchases from an Affected . Utlity resulting from demand-side
management or the use of renewable resources shall not be used to calculate or
recover any Stranded Cost from a customer.

5. R14-2-1608. System Benefits Charge.

TEP believes that either this section, or the definition of System Benefits Charge,
should incorporate competitive access implementation and evaluation program costs in the System

Benefits Charge. The Proposed Rules do not mention who will be responsible for paying for
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competitive access implementation costs. TEP believes that all Affected Utlity customers should
pay for the costs of implementing and evaluating the new marketplace, because a) restructuring was
ordered by the Commission, and b) all customers and “market-players™ potentially stand to benefit
from 1t.
6. R14-2-1609. Solar Portfolio Standard.

TEP requests that for purposes of this Proposed Rule, it should be made clear that an
ESP may take credit and be in compliance with this standard if it utilizes an affiliate that is engaged
in the solar industry. For example, Staff specifically recognized this refationship in subsection J by
inserting “affiliate” with respect to the manufacturing credit. It should also be applicable to other
sections of the Proposed Rule where a credit may be taken such as the Early Installation Credit in

subsection C.

A.and B. TEP believes that in order to allow for proper advances in technology
and to ensure that money is invested in proven technologies, the percemtage should be decreased
from 1/2 of one percent to in 1999 to 1/10th of 1 percent and then increase this percentage by 1/10th
of one percent each year until the one percent level is achieved.

7. R14-2-1610. Transmission and Distribution Access.
A. Add at the end of the paragraph “in accordance with FERC Orders 888

and 889.”

G. TEP believes that the use of Scheduling Coordinators must be a mandatory
requirement for ail ESPs (including Aggregators and Self-Aggregators who are not required to use
an ESP) under this Proposed Rule. In order for open access to occur, there needs to be a Scheduling
Coordinator to fill the role as an intermediary between the competitive market and the system control
areas. Without the Scheduling Coordinator, thé control areas will be unable to properly schedule
power which could jeopardize system reliability. “TEP also believes that the Rules should specify

minimum requirements for the Scheduling Coordinators such as a 24 hour a day, seven day a week
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operation and a license. This concept has been supported by the Commission working group
studying this issue. ’
8. R14-2-1613. _ Service Quality, Consumer Protection, Safety and Billing

Requirements.

A The re-definition of the term “utility” is incorrect in some instances. (See
comments on Article 2 below.)

J.1.  After “shall provide access to meter” delete the remainder of the sentence and
insert “reading data to other Electric Service Providers serving the same consumer when authorized
by the consumer.”

J.10. Change “and” to “or” after Affected Utility.

9. R14-2-1616. Separation of Monopoly and Competitive Services.
C. The following should be added at the end of the paragraph: “Generation

Cooperatives will be subject to the same limitations that its member Distribution Cooperatives are
subject to.” This is necessary to prevent AEPCO from competing in the retail electric market while
its distribution cooperatives are allowed to offer competitive services to their members.

10. R14-2-1617. Electric Affiliate Transaction Rules.

TEP believes that this section should not be adopted at this time. There needs to be further
input by the Affected Utilities with respect to the implications of these Proposed Rules from both a

financial and operational perspective, as well as an assessment as to whether the Proposed Rules give
a competitive advantage to non-Affected Utilities. Notwithstanding TEP’s positon and without
waiver thereof:

Al. TEP believes that this section can be eliminated because the provisions of A.2
contain all of the necessary safeguards. It is also unclear as to its purpose in light of A2.

A6. TEP believes that there is no purpose to be served by this provision except 10
disadvantage smaller corporate entities such as TEP. It makes a presumption that separation is
appropriate in all instances when the Commission has always had the ability to review affiliate
relationships under the Affiliate Rules. What this does is to deny day-to-day expertise necessary 10
efficiently carry out responsibilities to different entities. So long as proper allocation and conflict
policies are in effect, this provision is unnecessary. At the very least, the Proposed Rule should
provide for a waiver by the Commission upon a demonstration by the Affected Utlity that
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appropriate procedures have been implemented that ensure that the utilization of common board
members and corporate officers does not allow for the sharing of confidential information with
affiliates or otherwise circumvent the purpose of this Proposed Rule.

D.  This is an example of something that applies to Affected Utilities that should
also apply to new market entrants. Otherwise, new market entrants are being provided a competitive
advantage.

11. R14-2-1618. Disclosure Information.

TEP currently does not possess the means necessary 10 automatically produce the
Information Disclosure Label outlined in the Proposed Rule. Significant time, money and resources
will need to be expended in order to accomplish this requirement TEP suggests that this
requirement be deleted from the Proposed Rules at this time so that further comment and study can
be undertaken.

C. Exceptions to Article 2. Electric Utilities

1. Definitional Inconsistency
Notwithstanding the language in A.A.C. R14-2-1613.A that attempts to change the use of the

term “utility” in the existing rules to accommodate the proposed revisions, the Proposed Rules
improperly use several terms throughout such as the word “utility.” In such instances, different
terminology must be utilized. TEP suggests the following word changes when the term “utility” 1s
used:
o “UDC/ESP” should be used in the title of 208.A.
« “entity” should be used in 208.A.2.
e “UDC” should be used in 208.A.3. and 211.A.1.
« “billing agent” or some other term should be used in 209.A.1,2, 3,4, 5 and 7;210.A.1,2,
3,5 and 6,210.C.4; 210.D.2; 210.E.1, 2 and 3; and 210.F.1, 2 and 3.
e “provider” should be used in 209.B.1.
e “MSP” should be used in 209.C.1; 209.E.1 and 2; 209.F.1; 210 E.1. and 210.1.3.
e “MRSP” should be used in 210.A.1 and 210.E.3.
e “ESP” should be used in 210.F.3; 210.G 2, 3, 4 and 5; 210.H.1, 2, 3, 4, 5 and 7; and
210.1.1.
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2. R14-2-203 Establishment of Service.

D.4. After the first sentence, another sentence should be added that provides that if
a request is made in less than 15 days prior to the next regular read date, service will be established
at the next regular read date thereafter.
3. R14-3-209 Meter Reading
A.6.and8  Change “Affected Utility” to 7.
B.1. Delete “ owned and/or maintained by the utility,”.
4. R14-2-210 Billing and Collection
A3andS. TEP is concemned that estimated bills may be required to facilitate

customers who choosé to use load proﬁies rather than real-time meters. Information concerning
actual usage, ESP deliveries and the estimated load will all need to be reconciled in order to render a
correct bill rather than an estimated bill. The fact that these pieces of information may be coming
from a variety of parties may require estimates to facilitate timely bills. TEP, therefore, suggests that
language be added to these sections which allows estimates to be used when necessary to facilitate
timely billing for customers using load profiles.

B.1. Delete “and the readings of two or more meters will not be combined unless
otherwise provided in the utility’s tariffs. This provision does not apply in the case of aggregation as
described in R14-2-1601” and 2dd “in the appropriate tariffs.” TEP is suggestng deletion of the
second sentence because it suggests that aggregation would allow customers to combine their peaks
for billing purposes. This may result in cost shifting to other customers and should, therefore, be
addressed in the UDC rate case.

D. Conclusion ‘ ‘
Although a significant number of issues have been addressed in the Proposed Rules, there 1s
still significant work to be done on the Proposed Rules. TEP believes that all of these issue could be
addressed within the next 60 days so that the Proposed Rules could still be adopted prior to the
January 1, 1999 start date. Many of these issues are crucial for retail electric competition to be
possible (such as the Service Acquisition Agreement, the ISA Agreement, the CC&N criterion, the
Scheduling Coordinator and ISA protocols) without jeopardizing system reliability. Accordingly,
the Company requests that the Commission complete the work on the Proposed Rules as outlined in
these Comments/Exceptions before it moves to adopt themn, which as a result of the emergency filing
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with the Secretary of State, will become effective immediately.!. Properly considered Rules are in
the best interest of the public and will help to ensure a smooth transition to a competitive
marketplace.
RESPECTFULLY SUBMITTED this 31st day of July, 1998.
TUCSON ELECTRICPOWER COMPANY

. AL

Bradley S. Carroll

Counsel, Regulatory Affairs

Legal Department - DB203

220 West Sixth Street - P.O. Box 711
Tucson, Arizona 85702

! The Company also questions whether adoption of the Proposed Rules on an emergency basis is permissible under the
Adminisrative Procedures Act.




O 00 NN O W AR W B

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24,
\
25

26
27
28
29
30

Original and ten copies of the foregoing
filed this 31st day of July, 1998, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Copy of the foregoing hand-delivered
this 31st day of July, 1998, to:

Jerry L. Rudibaugh, Chief Hearing Officer
Hearing Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Paul Bullis, Chief Counsel

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Ray Williamson, Acting Director

Utlides Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizopa 85007

Copy of the foregoing mailed
This 31% day of July, 1998, to:

Distributionlist for
Docket No. RE ( 0C-94-0165

By: Kelly @ohnsﬁn
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TJucson Eectric Power Company  ~ -~

Mail Stco DB2C3
220 West Sixth Streg!
PO.Bex7i1
Tucson, Arizena 83702

Eradley S. Carrcll bk -
crace May 22, 1998 (320) 834-3843
Regulatory Aftairs Fax: (320) 770-2000

Via Facsimile and U.S. Mail

Ray Williamson, Acting Director
Uulides Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Re:  Tucson Electric Power Company’s Comments on Staff’s
May 19, 1998 Statement of Position on Retail Electric Competition

Dear Mr. Williamson:

Tucson Electric Power Company (“TEP” or “Company™) is in receipt of the May 19,
1998 Statement of Position op Retail Electric Competition (“Position™) and appreciates the
opportunity to provide comments in respect thereof. Given the ime constraints, these comments
do not represent an exhaustive analysis of the Position, but a general overview of what the
Company considers the most critical issues. We reserve the right to further analyze the issues
and respond more fully when such analysis is completed.

General Comments

~ TEP.commends Staff for taking the initiative to redefine the principals governing the
introduction of retail electric competition in Arizona in light of the varions knowledge and
experience that has been gamered since the adoption of the Electric Competiton Rules (“Rules™)
on December 26, 1996. Much has happened includirg, but not limited to, the various workshops
that have taken place, the generic smanded cost heanings held this past February, the proposed
legislation in Arizona and the experiences of other jurisdictions such as California which have
gone down this path. It is clear that the Position put forth by Swaff is designed to enabie the
Commission and the various stakeholders to move more rapidly with respect to some of the
crucial issues that must be resolved in order to make retail electric competition a reality in
Arizona. However, given the propesed timetables. options and reguirements set forzh in the
Position, modifications are necessary and a greatar degres of specificity must be provided with
respect to financial and operational considerations. Moreover. to the extent that it may not te
possible 10 provide sgecificity with r2spect fo some issves In 2 short timefame. there 27 228t
ust be a recognition of such issues and 2 timetable for the resolution herzol
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Mr. Ray Williamson
May 22, 1998
Page2

Al Stranded Cost
General

TEP believes that all Affected Utilities must have a re2sonable epporunity 1o recover 100
percant of their unmitgated swanded costs regardless of the method selected. However, despite
the assertion on page one of the Positon that “Affected Utilities are not required to divest
generation assets,” unless Affected Utlides elect divestiture, they do not have an oppormuniry to
recover all of their stranded costs. This constructively constitutes a forced divestiture despite the
semantical assertion. In effect, the Position puts the Commission in the shoes of management by
forcing this decision. No other state has adopted legislation or rules that conditioned full
stranded cost recovery on divestiture of generation assets. It is management’s prerogarive, and,
indeed, its responsibility to shareholders, to decide this issue.

Divestiture Option

TEP supporss 2 divestire option for Affected Utllities. The Position proposes
“unmitigated stranded costs shall include reasonable costs associated with sale of generation
assets.” TEP supports this proposal in concept. Given the unique financial and ownership
structure of the Company’s generating assets, however, the proposal must provide greater
specificity regarding the type of costs that will be recoverable. For example, the Company may
not be able 1o divest its leasehold Interest in its leveraged leases without incurring premiums,
penalties or other payments to the Lessors and Debt Participants. Any such payments should be
included as elements of stranded costs. In addition, a significant portion of the Company’s
generating assets is financed with tax-exempt two-county debt, which may have 1o be redeemed
upon transfer of the assets. The Company should be able to recover the higher average interest
cost if low cost debt must be redeemed. Similarly, costs associated with the transfer of the
Company’s fuel and transportation contracts and interests in jointly-owned generating facilities
must be accounted for in determining the costs associated with divesuture. Furthermore, all tax
ramifications of a divestiture should be recoverable by the Affected Utlity. Finally, the
definition should reference “book value™ as opposed to just “value.”

Staff's Position would prohibit any Affected Utlity from purchasing generation assets of
another Affected Utility. TEP believes in the absence of a clear demonsiration of the potential of
market dominance by the acquirer, the prohibition nesdlessly limits the market for such assers
and may limit the value received, thereby increasing stranded cost. The prohibition may also
violate the interstate commerce clause of the U.S. Constinwuon. Affected Utilities have unique
knowledge of the value inherent in geaeration asses within the region, and the assers have
petentially more value to Affected Utlities due 10 system and regulatory considerztions.
Limiting the potendal buyers is contrary 10 the concept of a comperitive marker. and prevides 2
compreritve advanmee 10 out of stz interests who are pushine for divesdiurs. Becouse tas
Commission must aporove any sale of e assets. it will be in a positien 1o derammine the

xiszence or potemial of marke: dominancs as part of the proczsding.
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Mr. Ray Williamson
May 22, 1998
Page 5

The Position does not address the possibility that no acceptable bids will be received for
the generaring assets, or that the Commission does not approve a submined divestimre plan.
Under such circumstances, the Company should be provided with another option that provides a
rzasonable opportuniry for recovery of 100 percent of unmitigated stranded costs.

In its current form, the Position may negatively impact the financial viability of TEP
during and after the divestiture process. The Company’s ability to maintain adequate cash flows
is imperatdve. Customers will begin to leave the Company’s system on January 1, 1999.
Transiton charges associated with such Josses will be estimated and beld in trust until divestture
of the generating assets is completed. Yet, untl the divestwure of its generating assets is
completed, the Company will continue to have payment obligations associated with the assets
(including fuel, lease payments, interest and O&M expense). The establishment of the trust
essentially withholds revenues that are necessary to meet those payment obligations. In addition,
TEP's Credit Agreement with its bank lenders contains covenants relating to interest coverage
and financial leverage, both of which are measuwred based on cash flows available to the
Company. The loss of revenue associated with the establishment of a competitive transition
charge (“CTC™) trust would impair the Company’s ability to meet the financial covenants, and
could result in a default under the Credit Agreement. That result would obviously have a
negative impact on the ability of the Company to conduct its business and to participate in the
divestiture process.

In order to complete the divestiture of its generating assets, the Company may be required
t0 (1) redeem debt obligations associated with the assets, (2) compensate substitute lessees for
assuming the Company’s obligations under its leveraged leases, and/or (3) pay premiums or
penalties to Lessors, Debt Participants, fuel and transportation providers or participants in
jointly-owned facilities, all as discussed previously. The cash required to make such payments
may excesd the proceeds received by the Company from the divestiture of the assets.
Consequently, funding would be required to finance the potential cash requirement.

The additional funds could be obtained by the local distribution company (i.e., TEP,
following divestiture) through one or more financings. The financing would be dependent on the
CTC the Company receives for its stranded costs. Lenders would look to the CTC cash
payments as a source for the payment of interest and principal on the new loan(s). The loan
terms (including the amount, interest rate, and maturity) would be determined by the size and
tem of the CTC and, of key imporiance, assurance that the CTC is an irrevocable obligation.
subject to change only for true-up. One means of obuaining such assurance is through an
irrevocable order of the Commission.  Additional assurance and enhanced financing ability
would result if an approved Commission order created a propenty right in the transition property
for the ben2fit of a special purpose entity. Bonds secured with such property rights could
Drotabiv te issued by the spacial purpese entity on rmore favorable terms than the LDC would

receiva, therady reducing cosis 1o Cusicmers.




X
( ‘“V/’l

Mr. Ray Williamsen
May 22, 1998
Page 4

TEP believes that the January 1, 2000 date for competition of divestirure is unreasonable.
Under optimal circumstancss, the average time for divestinure, including all FERC and other
approvals, has besn 18 months 10 two years. TEP has in place very compiex conmactral and
other financial structures which could take ar least two years to addrass in the evenr TEP chooses
to divest its generadon assets. These structures include sale and leasedack transactons, coal
sales agreements, coal transportation contracts, remote coal plant joint operating agresments, tax
exempt local furnishing bonds, pollution control revenue bonds and wholesale power and
transmission agreements. TEP is also a participant in joint projects that currently require three-
years notice of divestinwe. Additiopally, as the Affected Utility will be required to provide
regulated generation services to most of its existing customer base until January 1, 2001, the
Affected Utility should have a reliable source of generation until that tme. To require divestiture
prior to that will force the Affected Utility to procure the generation in the market which could
be more costly and raise rates. Therefore, TEP suggests that the latest date for divestiture should
be January 1, 2001 unless otherwise approved by the Commission.

TEP also supports a requirement that existing employees continie 1o operate any divested
plants for two years after plant sales take place in order to maintain operating continuity.

Finally, the Position must state that the recovery period for the CTC must be sufficient to
allow for the opportunity for 100 percent recovery and to support any securitizarion and that
regulatory assets are recoverable as part of the CTC or distribution charge, as appropriate.

Special Contracts

Special contracts were approved by the Commission to retain load for the benefit of all
customers of the Affected Utility and are included in customer class cost allocations. The
concept of retaining load and providing some fixed margin has benefited all customers and been
supported by the Commission. TEP’s shareholders should not be responsible for stranded cost
associated with these contracts, especially to the extent there could be no allocation of such costs
pursuant to class cost allocations. Under the Positon, special contract customers would not be
required to pay their share of swranded costs while other customers will pay their full share.
Unless modified, Staff’s Position may result in a wrte-off for TEP and not provide TEP the
opportunity for 100 percent stranded cost recovery. Further, it will be unlikely to negotiate a
contract extension that contains a stranded cost assessment. This will result in large customers
escaping their obligation 1o pay their fair share of stranded costs while captive customers such as
residential consumers will be forcec to pay. Additionally, there ore writz-off implications that
are more fully discussed below.

Non-Divestiture Option

It apgears that With the axcepton of regulatory assers. iis cprion does nct provids for

anv sianced cost recoverv. TEP beiieves that this provisicn is net 2 viakie opticn for these

Aff2cied Udlities whose manzgement det2mmines that it 1S net 1n eir Test inierest 1o divasi and



Mr. Ray Williamson
May 22, 1993
Page § - -

would constitute 2 taking without due process or just compensation. Such 2 position is
unprecedented in the electric deregulation initiatives propesed at the federal and state levels.
TEP believes that it would be more appropriate for the Commission to allow an opportunity for
ful] smanded cost recovery under this option through a net lost revenues or similar approach
during a defined rezovery period.

It is also upclear from the Posidon whether the Commission has the authoriry to require
the mansfer of generation assets to an unregulated affiliate. From TEP’s perspective, this is of
particular concern to those assets under lease where the lessors hold the consent rights to transfer.

Financial Viability Option

The Commission has a legal obligation to prescribe just and reasonable rates and allow
for a reasonable return on the fair value of a utility’s property. This is not discretionary. This
option could be interpreted to mean that the Commission will provide sufficient revenues to
provide ane dollar over bankruptcy or sufficient revenues to meet financial obligations but no
return to shareholders. The option is also vague and needs considerably more specificity. TEP
would support this option if it provided for sufficient revenues for an Affected Utility to reach
and maintain an investment grade credit rating and not require any FAS 71 write-offs.

Accounting and FAS 71 Considerations

While the Position states that it has the objective of providing an oppartunity for 100 percent
recovery of stranded cost, it is unclear from the Position whether Staff is proposing a plan that
will actually provide this oppormunity, or whether the Position will be smuctured so that it can be
recognized by utilites following the accounting guidelines of FAS 71 and related accounting
literature that applies to rate regulated enterprises. Failure to mest the FAS 71 criteria in any
material way would result in significant write-offs that would financially cripple the Company
and cause defaults under various credit agreements.

For recovery of costs to be recognized in the Affected Unlides’ financial statements, the
recoverv must have the following characteristcs:

« Cash flows must come from regulated revenues, rather than competitive revenues, even if 1t
is probable that such competitive revénues will be earned by the entitv. Tre cash flows can
come from rares chareed directly as a tariffed rate; or as a compeunve transition charge. of
through procesds from securitized bonds which will be paid off through regulated revenues.
In addition. the cash flows must be cerain enough to warrant reliance upon tham 2s 2
racovery mechanism. This c2mainty leval should be intzrprai2d 2s 80 percent (o cetzr)
o ﬂca'ci-li?.' of occurreace. Note that this cces not constiure a guzranie: of recovers.
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» Recovery periods of five years or less appear 10 provide sufficient timely recovery to provide
reasonable certainty that the utlity will receive its costs. If the plan provides for recovery
over a five-to-ten vear period, the plan may be considered adequately timely, bwt recovery
over a period in excess of ten years may not be sufficiently timely. The lenger the recovery
period, the greater the need for a rue-up mechanism 10 allow the utility’s cost recovery to be
re-evaluated and modified: In the alternative, a greater amount of “head room” within the
rate or increased evidence that the costs will be recovered by the end of the stared recovery
period would be needed to avoid recognizing a write-off.

e A direct correlation between the costs incurred and the revenues being provided must exist.
Setting rates, for example, based on a financial viability measure as proposed earlier by Staff
in this Docket would be an approach to raternaking based on factors other than cost of
service. This would not fulfill the requirements of FAS 71 and may require write-offs,
depending upon how it is implemented. :

It is unclear from the Position what the length of the recovery period would be, whether
the recovery plan uses only regulated revemues as a recovery mechanism and whether the
determinations of amounts recoverable are directly related to costs incurred. These points are
especially unclear for the option to transfer generation assets to an unregulated affiliate. Theze is
po guidance in the “non-divestiture” option as to whether any stranded cost recovery is
contemplated, nor as to how the Commission would determine a value to ascribe 1o assets so
transferred. It would be extremely difficult, if not impossible, for 2 utility 1o make an informed
judgment as to the appropriate path to take, without further clarification of these issues. If the
“non-divestiture” option is intended to preclude stranded cost recovery, all stranded costs would
be written off immediately.

In addition, there are two issues which present potential write-offs for the Affected
Utilides. First, under the divestimure option, the Staff proposes to put funds in a trust until
generation assets have bee=n divested. The interest eamed on the funds are used 1o reduce
stranded cost. While there is little detail to this plan, it appears possible that this plan could be
construed as an indirect disallowance, which would require the utilities to write-off the amounts
of the stranded cost at least equal to the anticipated retum on the funds. The trust arrangement
appears o represent a penalty provision to the divesting utilities. Under other circumstances, the
utilities would collect the rates directly from customers and keep any eamnings thereon. This
disallowance would be avoided with the omission of the proposed trust armangemeat.

The special contract provision would likely cause write-offs. The Pesition siates 1aat
customers under scecial contract will ke exempt from the CTC and thzt k2 amounts ar2 not

v

coilezrinle f-om other cusiomars. Sinc2 the ameunts would therafore b2 ceileciibie from ne ore.

Vawe2e

those amoun:s wouid likeiv have 10 te written oif immedgiaz2iv.
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In addition to the trust fund related FAS 71 concems noted above, there are trust fund
administative concerns as well. This wust fund appears to be more administratively costiv than

the benefit it provides. The following issues must be addressed before such a plan could be
implemented:

o How would the mansition charge be collected?

e Does the collection method change afier divestiture of generation assets has occurred and is
there a trust account maintained thereafter?

e What happens to uncollectable amounts while such amounts are due to the trust account?
e Who administers the trust account?

o If this charge is on the same bill as all other customer charges, would the funds would come

first to the utility or the ESP? Separate arrangements would have to be made to forward the
funds to 2 Commission-controlled trust account.

To summarize, the Position would avoid causing write-offs under FAS 71 if the Position
provided an “opportunity” (of 80 percent probability or higher) for recovery of 100 percent of
stranded cost over ten years or less, and was based solely on regulatory cash flows. In addition,
the trust arrangement should be omitted from the plan and the CTC should be made recoverable
from all parties, including those under special contracts. Further, the recovery plan must be
desicned based on the specific costs of the entity, rather than some other method, such as the
maintenance of financial viability.

B. Affiliate Rules

In November 1997, the Commission approved cost allocation procedures for shared
resources, such as payroll system, accounting department personnel, etc., becwesn TEP and its
commonly-controlled affiliates, as a part of the approval of the formation of TEP’s holding
company. An absolute prohibition of shared services and savings may not be in the public
interest if it increases the costs of regulated activities. Would these requirements now set aside
those procedures and force UniSource Energvw/TEP to provide separate accountng and other
operating departments, separate information systems (pavroll, general ledger, accounts payable.
etc.) for TEP versus unregulated affijjates? This is a large 2nd unnecessary cost 1o incur.
Competitive companies, including likelv new entrants to this market, share administrative costs
betwesn business units as a common praciice, without hindering comgetition. The Staff should
reconsider this proposal and, at a minimLm. gorandfather cost allocation arrangements which have
besn previously approved by the Commission. Altematvelv. the Commission should allow the
routine use of cost allocation procsgures, provided that such procedurss are not esteblished 0
tensfit one commonly-controlled ety aver another.
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The Position furthe: states. “costs associated with restructuring the Affected Utlities into
eparate corporate affiliates shall be borne by the shareholders.” TEP believes that any costs
mandated by the Commission associated with implementing compeution should be bome by
customers since thev are the ones receiving the benefits of competition. These costs would
include, but not be limited to, those related to installing new computer systems, capital
expendirures to assure reliability, capital expendirures to implement any pilot program, system
control room expenses, metering and customer informarion systems.

Other issues include:

e Do the new market entrants have to comply Wwith these provisions? If not it provides them
with a competitive advantage.

e If the Commission establishes a value of the competitive assets below the book value of the
assets, would that be included as a stranded cost?

e The provision for offering the same terms and conditions to competitors should apply only to
the Affected Utility’s distribution service territory. Otherwise, new entrants receive a

competitive advantage.
C. Implementation of Competition

Timing and Customer Selection

There needs to be é clear definition of what 1 MW means. TEP believes the Position
should clearly state that a minimum net hourly load of 1 MW is required.

TEP does not support load profiling. There are many reasons load profiling is not a
solution to open access including economic efficiency, system reliability, proper allocation of
costs to customers and proper allocation of costs to third-party suppliers. These issues are
explained in detail in the Commission report submitted by the Unbundled Services and Standard
Offer Working Group November 3, 1997. The Company believes that all customers that want 10
access the competitive market must have 2 real time meter. This position is feasible given that
the majoricy of customers will not have competitive access until the year 2001.

TEP also does not support the option to aggregate CUSIOmers with > 20 kW loads or th2
residential pilot program as thers are many unresolved technical issues in order to aggregaw
customners > 20 kW. These issues were described in TEP’s filing “Second Set of Comments on
Proposed Rule Regarding Retail Electic Competition.” dated Decemper &, 19%6. The basi_c
sremise is that it is far more difficult echnically to serve individrval rasidentizl cusicmers than It
is 10 serve several large customers. [n its report TEP states:
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“Energy management systems, communication systems, billing svsiems
and general system operations will nesd to undergo significant changes and
improvements before the number of independent system wansactions dramaticaliy
wncrease. A full choice competitive environment will result in local area control
rooms that facilitate trapsactions between specific suppliers and specific
custorners and require that the local area control room be able to follow specific
customer loads and their respective suppliers moment to moment. If a customer’s
supplier does not deliver power, then that specific customer will be required to cut
its load or purchase alternative supplies. This change from managing a handful of
suppliers for one customer (total retail Joad) to a brokering role between many
separate customers and suppliers will require significant changes to existing
energy management systems as well as more phone lines and people to facilitare
customer transactions.” '

Considering the time frame of the phase-in and the additional requirements to include
residential customers in their own phase-in program on a quarterly basis, the technical issues
become even more crucial to resolve before direct access implementation TEP believes that it
could implement the requirements for customers over I MW. However, TEP strongly objects to
the aggregation of customers 20 kW and above. The Position negates any attempt to phase-in
competition in an orderly manner in order to accomplish meter installation, development of
billing systems and other operaticnal protocols.

The addition of 20 kW customers will dramaticallv increase the number of customers
having choice. The mumber is not ever clearly known to TEP because our system has few
demand meters for the small customers; however, the 20 kW requirement could potentially allow
large homeowners to qualify, bringing the number into the tens of thousands. Additonally, one
half of one percent of our residential customers is just under 1500 customers. These customers
would require a new computer system to accurately track loads. Without such a system, which
has vet 10 be designed, system reliability could be affected. Moreover, due to the lack of demand
meters, load profiling would be very difficult to implement. Therefore, TEP believes that before
any load profiling is utilized, that demand meters be installed on a stadstcally valid sample of
customers and 24 months of data be obtained. For these reasons the residential pilot program
could not be implemented by 7/1/99.

Targeted Rate Decrease

The level of any required rate decrease should be determined based on a balance of the
recovery of 100 percent of stranded costs, term limits on any such recovery and rate cap
requirements. Although TEP recognizes the ne=d (o share signiricant operational savings with
customers as evidenced by its pending shared savings proposal, any mandated decrease bevend
this is recuiring sharzholders to fund a dezrease for customers. For TEP. a threz-t0-fva perc2nt
rate decranse could be as much as S30 million of revenues or up to Si8 millicn afar sax. This
reoresenis more than kalf of TEP's eamings today and is not aczeptabiz 10 TZ2.
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D. Metering and Billing

Mertering

The Positon states, “Competirive metering shall be offered to customers having access to
competitive electric power services as of 1/1/99. These services can be provided by the Affected
Utility, the ESP or their Agents.” Yet it also states in the Affiliate Rules, “ ... Affected Utilites
create separate corporate affiliates for competitive activiies and monopoly activides. The
Affected Utilides will transfer cornpetitive assets to a separate affiliate at a value determined by
the Commission 1o be fair and reasonable.” It is unclear if metering must be moved to an
affiliate or if 1t should remain with the LDC. This issue is also linked to the Standard Offer
requirements: Does the LDC have standard offer metering obligations even if metering is
determined to be competitive? Must the LDC purchase metering services as well as generatica
services?

There needs to be a clear definiion of what “competitive metering” is. The
Subcommittee working on metering is still working out the details concerning competitive versus
regulated services. There is still an issue concerning current transformers and potential
transformers as far as who should own this equipment and who should have access. Because of
these issues, TEP believes that metering should remain with the LDC during the transition

period.
Billing

Since there will be a need to implement a new billing system in order to accommodate
direct access, the customers should be responsible for the cost of any upgrades or a new system.
Customer information should be closely monitored and only companies to which the customer
gives access should receive any customer information.

The Position provides for the Affected Utility to determine the appropriate termination
procedure. A significant number of joint use issues exist prior to terminaton of service delivery
that must be resolved before joint billing can be instiruted:

L

Who derermines eredit policy (how much deposit or alternative credit suppors is required)?

» 172 cusiomer makes a partial payment. which party g21s paid?

Who bears the cost and responsibility of collections?

v
. Dot
>
-~

v arz the costs of providing 2 billing service allocared Saek 10 the other zary fsueh as
ph L C oills for the CS?)"
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e Who determines that the various parties (LDC or ESP) have the billing system capabiliry to
ensure thar the approprizte amounts ars billed to customers, collested. credited 1o and
remitted to the appropriate ESP or other provider? Are there minirnum standards which must
be met?

 Shouldn't all competitive CC&N’s be coniingeat upon an “interconnecuon” agreement with
the LDC?

Again, as with metering, billing should remain with the LDC during the transiton in order to
resolve these very significant issues.

E. Local Distribution Company Services

Standard Offer

The Position states, “There shall be no additional constraints for 2 consumer switching to
or from Standard Offer Service.” TEP believes that there should be some limit as to how many
times a customer may switch from standard offer service per year. There should be some Limit as
to how many ESPs the customer switches to or from. It would be wareasonably difficult to
perform system planning and to purchase power if the customer base is switching back and forth
from Standard Offer Services to market without limitation as to frequency of such changes. This
would encourage customers 10 “game” the system depending on market prices, seasonal rates and
the purchased power pass through to customets. It will create 2 constant need to amend standard
offer tariffs in response to market gaming. Further, as there are administrative costs associated
with 2 customer switching, a nominal charge to cover the cost should be permitted.

The Standard Offer Section of the proposal states that a customer may change service
provider at the end of a billing cycle. We suggest that this be changed to every third billing
cycle. The experience in California has shown that it takes 60 days just to perform the procsss.

The wtility should be allowed to arrange standard offer purchases through a subsidiary,
subject to Commission approval, in order to minimize the cost of power acquisition. Furtber, it
should be explicit that the costs of purchasing energy competitively to supply the standard offer
is fullv recoverable under an energy adjustment clause. The LDC should not be at risk for those
costs due to rate caps or rate reductions. Staff should be aware that purchasing power under
variable contacts with “ratchet-down™ provisions tends to be expensive.

The Position is silent concaming rate design issues. There nesds to be some guidzlines
for companies who sell generation. Allocation procedures that were used in the past will have 10
te refined given the changes In &2 COrpOrdle SIUCIIE. A Company inat divests gznzration
should be g?ve'n an ogpormunity to fl2 a rate swuctirs thar rzflecis the naw corporaie and markat
structure and new business and financial risks.
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Thus, the Commission must recognize that procuring energy for siandard offer custormers
raises additional issues. The Commission could set siandard offer service as a direct pass
through in which case the LDC takes no risk. Alternatively, the LDC could aczept a certein level
of risk if it was permitted to share in any profits associated with the procurement of power as
measured by relevant benchmarks.

F. Transmission and Dispatch

The Electric System Reliability and Safety Work Group has been discussing
infrastructure issues relative to direct access for well over a year. As a part of these discussions a
document laying out the functions of Scheduling Coordinators, Transmission Providers/Control
Area Operators and an entity called the Independent Scheduling Administrator (“ISA™) has be=n
drafted. This document is supported by the stakeholders taking part in the discussions as a
roadmap for implementing direct access in Arizona. As such, this document should be included
in the Position to formally adopt the ISA model for Arizona direct access purposes. Enclosed is
a copy of the ISA model.

Coincident with the start of direct access on 1/1/99, scheduling coordinators (“SC™) shall
provide for any aggregation of customers’ schedules prior to submission to the respective
Control Area Operator and the ISA. These schedules must bave a minimum net hourly load of 1
MW. The SC must receive certification from the ISA prior to operating in Arizona.

The list of potential functions for an Independent System Operator (“ISO™) in the
Position should be modified as follows:

1. Administration of grid-wide tariff that eliminates pancaked rates;
2. Managing congestion and establishing congestion pricing;

Coordinate the planning and transmission expansion with existing regional planning
(RTG) and operating groups;

L)

4. Security Coordinator;

th

. Provision and pricing of ancillarv services:

6. Provide for Alternative Dispute Resolution (ADR) process:

~1

Operate the Open Accsss Same-iime Information Syst2m (OASISH
8. Rasolve “s2ams” issves: and

3. Foilow WSCC/NERC (NAZRO) siandards.

\
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The Commission should require the ISA 10 be orerational prior to implementation of
Direct Access on 1/1/99. Furthermore. the Commission should reguire formation of an ISO by
1/1/01. For both the ISA and the ISO. tme:ables should be esmblished by th2 Commission to
accomplish this.

In regards to the weatment of must run umnits, the Affected Utilities, with approval by the
ISA, should determine which generation units are must run for distribution reliability in order to
mitgate market power. The price of power from such units should be determined by the
appropriate Commission.

Finally, the Commission should support the Affected Utilities with respect to
modifications needed to their FERC tariffs. -

Other Considerations

The Posttion is silent with respect to any intergovernmental agreement (“IGA™) between
the Commission and SRP. TEP has been consistent in its position since 1996 that SRP should
implement competition consistent with the Commission’s plan. TEP reiterates this positon
again.

Conclusion

Through these comments, the Company has attempted to provide all stakeholders Staff
with constructive recommendations based upon its financial circumstances and its operational
experience. The submission of this Position by Staff at this time is indicative of Staff and the
Commission’s goal to bring retail electric competition to Arizona as quickly .as possible. In
order to meet that goal, it is crucial that the Position that Staff will ask the Commission to
consider and ultimately adopt must provide a greater degree of specificity with respect to crucial
operational and financial concerns of the Affected Utilities. It also must not advantage some
stakeholders at the expense of other stakeholders based upon arbitrary or politcal considerations.
This means making some tough choices now because they cannot be put off until later. As all
parties are very serious about meeting this goal in a timely manner. this Position may represent
the last opportunity to do so. If principles of equity and fairness are ignored, protracted litigation
may result. Such litigation could potentially set back the introduction of comperition in this Stat
indefinitelv. The Company urges StaT to consider what the Company has recommended and
incorporate such recommendations into the final Position and t0 answer questions posed by the
Company through a cooperative resolution of the issues raised. Onlv aft2- such a full and
corpiste r2sponse to our concerns Wil TEP support the adoction of tize Positicn.
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Thank vou again for the opportunity 0 provide these comments. Reprasentatives of the
Company would be happv to ‘mest with you or provide additional information prior 1o the
submission of the final Position on Mav 29. If you have any quastions, please do not hesiwiz to
contact me.

Sincerely, , - -~
i

-~
-

! Bradley S. Carroll
Counsel, Regulatory Affairs
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EXHYBIT B

Tucsan Electric Power Company

Mail Stop DB203
220 West Sixth Street
P.0. Box 711
Tucson, Arizona 85702
“Bradley S. Carroll
Counsel (520) 884-3945
Regutatory Affairs July 6, 1998 Fax: (520) 770-2000
HAND DELIVERED
Ray Williamson, Acting Director
Utlittes Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Re:  Tucson Electric Power Company’s Comments on Staff’s First Draft of
Proposed Revisions of the Retail Electric Competition Rules
Docket No. RE-00000-94-0165

Dear Mr. Williamson:

Tucson Electric Power Company (“TEP” or “Company™) is in receipt of the First Draft of
the Proposed Revisions of the Retail Electric Competition Rules dated June 25, 1998 (“Proposed
Revisions™) and appreciates the opportunity to provide comments in respect thereof. Given the
time constraints, these comments do not represent an exhaustive analysis of the Proposed
Revisions, but rather a general overview of what the Company considers the most critical issues.
TEP reserves the right to further analyze the issues and respond more fully when such analysis is
completed. TEP further incorporates by reference its other comments filed in this Docket with
respect to the issues set forth in the Proposed Revisions and urges Staff to review those
comments.

The format for TEP’s comments will track the rules as set forth in the Proposed
Revisions. The rule number and name will be cited, as well as each section or paragraph. Where
appropriate, the Company has provided suggested language for each section. The fact that the
Company has not commented on a particular section should not be construed as the Company’s
acceptance or agreement with such section.

General Comments

TEP commends Staff for taking the initiative to redefine and further clarify the principles
governing the introduction of retail electric competition in Arizona. The Commission, however,
should review the various provisians of the Proposed Revisions with regard to the financial and
operational burdens they will impose on the Affected Utilities and whether or not it is even
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possible to implement such provisions in the short time frames contemplated. . Moreover, many

of the Proposed Revisions provide new Energy Service Providers (“ESPs™) an unfair market

advantage in that the Rules impose a substantial degree of additional regulation on the Affected
- Utilines and their affiliates, while not placing similar restrictions on the new market entrants.

The Commission has been regulating the Affected Utlities for many years under
tradinonal regulation. Yet, the Proposed Revisions focus heavily on re-regulating Affected
Utlines while ignoring critical public interest considerations regarding certification and
regulaton of new ESPs. In its zeal to bring competition to Arizona, the Commission should
remember that, unlike the Affected Utlities, new ESPs have everything to gain and very little to
lose. Given the Affected Utilities’ experience in providing electric services as vertically
integrated utilities to Arizona customers for many years, the Company believes that a greater
degree of deference should be given to the Affected Utlities’ operational, reliability and
financial concems, as opposed to the numerous requirements that have been urged by specious
interests without regard to feasibility and cost. Finally, the Proposed Revisions impose financial
responsibilities of restructuring on Affected Utility shareholders. TEP believes that the cost of
Commission mandated requirements should be borne by those entities that are benefiting from
restructuring and not by shareholders.

R14-2-1601. Definitions.

} 9.and 30. These definitions do not comply with TEP’s FERC Open Access
- Transmission Tariff (“OATT”). The split between transmission and distribution is mnique to
each company based upon FERC definitional criteria set froth in Order 888. For TEP’s OATT,
69 kV and above is regulated as transmission and 69 kV and below is distibution for TEP. The
Commission should, where possible, correlate its requirements with FERC. Therefore, TEP
suggests the following definitions:
9. “Distribution Primary Voltage” is voltage as defined under the

Affected Utility’s FERC Open Access Transmission Tariff, except for

Metering Service Providers, for which “Distribution Primary Voltage™

is voltage at or above 600 volts (600V) through and including 25 kV.

30. “Transmission Primary Voltage” is defined under the Affected
Utility’s FERC Open Access Transmission Tanff.

12. This should include (“ESP”) after the term “Energy Service Provider.”

R14-2-1602. Filing of Tariff by Affected Utilities.

Although the Affected Utlities bave already complied with this provision, the Proposc_d
Revisions, as well as the recently adopted stranded cost order, may require amendments to this
filing, as well as additional tariff filings.

N
1
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R14-2-1603. Certificates of Convenience and Necessity.

A. TEP believes that the phrase “or self aggregation” should be deleted from the last
sentence of this Paragraph, as it is not a competitive function. TEP also objects to the deletion of
~ the last sentence regarding application for a CC&N. TEP currently has a CC&N to provide
generation, transmission and distribution services in its service territory. TEP will stll be
required to provide such services during the transition period, as well as into the future through
Standard Offer. To the extent TEP provides competitive services through its affiliates, such
affiliates should be required to apply for a CC&N. However, the Affected Utility should not be
required to reapply for a CC&N to provide services within its service territory. It is simply
unnecessary. '

E. In the last sentence, after the word “shall” insert “be allowed to enter mto
transactions with Arizona retail customers for terms no greater than the term of their interim
approval and . . .7

F. Section 3 provides that a “service acquisition agreement” must be entered into with
the UDC. There is no discussion of the terms and conditions to be included in the agreement.
This 1s a critical component of the competitive process in that, without such agreements, there
are likely to be a significant pumber of disputes between the UDCs and the ESPs, such as credit
arrangements or other credit support issues.

~ R14-2-1604. Competitive Phases.

General. TEP believes that if customers want to access the competitive marketplace,
they should be required to have real-time meters. TEP does not believe that load profiling is
appropriate. However, to the extent load profiling is required to be used, it should only be used
during the transivon period. It should also be noted that the concept of load profiling 1s
inconsistent with the billing requirement to bill on actual usage.

B. After the first sentence, add “Self-Aggregation is also allowed pursuant to the
minimum and combined load demands set forth in this Rule.”

C. TEP opposes the residential phase-in program set forth in Paragraph C. Under the
Proposed Revisions, alf customers will be afforded retail access on January 1, 2001. The
Proposed Revisions already contain a very ambitious agenda for the introduction of competition
on January 1, 1999 for customers of 1 MW and above, as well as those 40 kW customers that
aggregate. TEP believes that it needs time to develop the systerns and load profiles, as well as to
procure and install the real time meters, that will be necessary to include residential customers.
Two additional years will not only enable the Affected Utilities to accomplish this, but to gam
actual experience. Additionally, as an offset, Paragraph D is intended to provide rate reductions
to such customers during the two-year period. As residential customers have not been shown to
be terribly interested in receiving competitive generation supply in those jurisdictions that have
retail access, and given the amount of work to be done in the next two years, the Commission
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should not further complicate this process with a residential phase-in program to start
contemporaneously with other retail access.

If, however, the Cornmission is determined to have some residential retail access prior to
72001, TEP strongly suggests that the phase-in not start until January 1, 2000 for the following
reasons: (1) it will give the Affected Utilities, the Commussion and other parties one full year of
retail access to gain some experience, and (2) in the interim, the Affected Utilities could institute
a study on residential customers using a small number of real-time meters during that year to
create accurate load profiles. Based upon experience in California, TEP is opposed to load
profiling as it often leaves the incumbent utility with the customers with the worst load profiles.
A January 1, 2000 start date would allow time to accurately develop load profiles and to develop
the necessary billing systems to be implemented.

Another simplifying alternative for a residential phase-in could be to continue metering
and billing as monopoly services during the transition period. This would eliminate a significant
portion of the technical difficulties with residential phase-in and aggregation.

Finally, regardless of when the residential phase-in will start, TEP requests that it not be
in the summer months because of the peak demand in the summer and the inefficiencies of load
profiling.

F. The last sentence incorrectly references the Rules and should be changed to reflect
the Proposed Revisions. '

R14-2-1606. Services Required to Be Made Available by Affected Utilities.

A. The current version of the Proposed Revisions creates confusion as to whether an
Affected Utility or a UDC can provide metering, meter reading, billing and customer information
services. The Proposed Revision clearly states that these services are competitive and an
Affected Utlity or UDC cannot provide competitive services. However, the Proposed Revision
also states that the “Affected Utility shall make available to all consumers in its service area
Standard Offer bundled generation, transmission, ancillary, distribution and other necessary
services at regulated rates.” Therefore, a question exists as to whether the UDC must acquire
these services for its Standard Offer customers from the market. TEP suggests that Paragraph A
should be changed to clarify these issues as follows:

A The Affected Utilities shall be responsible to provide Standard Offer
Services until January 1, 2001. Thereafter, UDCs will provide
Standard Offer Services. Such services shall include the following:

Generation and or Purchased Power Costs
Transmission

Ancillary Services

Distribution

Metering and Meter Reading

bl ol ol S e
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6. Billing
7. Customer Information

C. Standard Offer Tariffs. TEP is concerned that the Proposed Revisions do not allow
the UDC or Affected Utility to recover costs incurred during the transition to a competitive
market. All customers must pay for the transition costs to competition. TEP suggests the
following changes to allow for proper cost recovery:

C.2. Affected Utilities may file proposed revisions to such rates. It is the
expectation of the Commission that the rates for Standard Offer
Service will not increase, relative to existing rates. However, if as a
result of implementing competition there are mcreased transaction
costs, the UDC may file a tariff to recover these additional costs.
Any rate increase proposed by an Affected Utility for Standard Offer
Service must be fully justified through a rate case proceeding.

F.  In order to secure purchased power, the UDC may have to create a new department
or contract this work to a power marketer. The Proposed Revision should take imto account the
cost of providing purchased power service and whether the UDC outsources this requirement or
creates its own internal department. TEP proposes the following change:

F.  After January 1, 2001, power will be purchased by the UDC to serve
Standard Offer customers pursuant to mechanisms approved by the
Commission. The UDC will be required to file an inital power
purchase plan on or before September 1, 2000.

G. The UDC should always have access to customer data from the ESP since it will be
responsible for calculating all wires-related charges.

R14-2-1607. Recovery of Stranded Cost of Affected Utilities.

A.  TEP believes this should simply state that “Affected Unlities shall take reasonable
cost-effective measures to mitigate or offset stranded costs.” The word “every” should be
deleted because it is too subjective. The rest of the paragraph should be deleted because
wholesale sales are non-jurisdictional and should not be used to reduce stranded costs. The
Commussion currently allocates costs to the wholesale jurisdiction, so there is no reason to
include FERC jurisdictional sales for retail stranded cost mitigation purposes. Finally, as the
Proposed Revisions require the Affected Utilities to put all competitive services in separate
affiliates, it will not be possible to mitigate by offering a widexr scope of services for profit. All
mitigation will have to come from the Affected Utility’s ability to reduce costs internally.

F. TEP disagrees with the self-generation exclusion set forth in Paragraph F. If the
Rule is not modified to ensure that customers who choose to self-generate are responsible for
stranded costs just as any other existing customer, a potentially large and improper economic
incentive for self-generation will be created. This is due to the ability of such customers to avoid
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stranded cost charges. The result of the Rule as written will be to significantly increase
uneconomic self-generation while increasing stranded cost burdens on customers who purchase
their power in the competitive marketplace. TEP proposes the following change:

F. A Competitive Transition Charge may be assessed only from customer
purchases made in the competitive market using the provisions of this
Article. Any reduction in electricity purchases from an Affected Utility
resulting from demand-side management ar the use of renewable resources
shall pot be used to calculate or recover any Stranded Cost from a customer.

R14-2-1608. System Benefits Charges.
D. The cite should read “R14-2-1606(J)” and not “(I).”

R14-2-1609. Solar Portfolio Standard.

General. A UDC is also an ESP; it should be exempted from this provision to the extent
that the UDC does not provide competitive generation services. For example, if TEP was to
divest of its generation and was only a UDC, by virtue of the requirement to provide Standard
Offer Service and procure generation, it would be required to comply with this Rule. This Rule
should be for ESPs providing generation.

C.4. “Solar electric generator” could be read to apply to all generators, including central
solar thermal or photovoltaic plants that are not distibuted to customer sites. TEP suggests
changing this to “Any distributed electric generator.”

E. The 30 cents per kWh penalty should be paid directly to the Affected Utility or
UDC and the investment thereof monitored by the Commission. Otherwise, all ESPs will be
required to satisfy the requirement on their own which is likely to be inefficient and difficult to
monitor.

J.  The sentence that reads “In order to avoid doublecounting of the same equipment,
solar electric generators that are sold to other Electric Service Providers...” should be changed
to, “In order to avoid double~counting of the same equipment, solar electric generators that are
used by Electric Service Providers....” This change is suggested because the business
arrangement could be something other than a sale (e.g., equipment could be leased) and an ESP
could also own the manufacturing.

Additional Comments. TEP believes that the Commission should retain flexability to take

imo account all facts and circumstances and to make appropriate adjustments to the standard as
needed. Therefore, the Company believes it is unnecessary and potentially harmful, to change
the existing permissive language in the Rule to mandatory language or anything that decreases
the Commission’s flexibility in the future. For example, B2. changes a “may” to a “shall” on
imposing a penalty and also eliminates “change” in favor of “increase.” E. eliminates “up to 30
cents” and mandates 30 cents. Additionally, TEP believes line 2 of J. should read “ESP or its_
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affiliate” as in most situations, including TEP’s, the manufacturing plant would be separated to
an affiliate and not contained in the ESP itself This is also consistent with the Proposed
Revisions on separation of competitive and other services from the Affected Utlity or UDC into
another corporate entity. Finally, the last sentence of K. is missing the word “may.”

R14-2-1610. Transmission and Distribution Access.

General. TEP believes this Rule should state that the overriding objective should be to
maintain the reliability and the safety of the transmission and distribution systems.

A. TEP believes that the last sentence should be eliminated. This issue has been a
controversial issue that needs further review and legal analysis. It is not clear whether the
Commission has the jurisdiction to assign rights on the transmission system on a pro rata basis or
any other basis. : :

F. The last sentence states that “proposed rates for the recovery of such [ISA/ISO]
costs shall be filed with the FERC and the Commission.” Since the first sentence of the
paragraph indicates the Commission’s intent to allow recovery of prudently incurred costs in
establishment and operation of the ISA/ISO, the Paragraph should expressly state that, if FERC
does not approve recovery, the Commission will allow recovery.

I.  TEP believes that this paragraph needs further discussion and comment and should
be eliminated. First, to the extent the Commission examines rmust run generation units in 2
distribution context, it will do so when examining the unbundled distribution tariff. Second,
there is a FERC jurisdictional question with respect to the phrase “regulate the price of power
from these units.” Third, to the extent the Commission is encouraging divestiture of generation
assets, this phrase could negatively affect the market price offered in an auction process of such
units. To the extent this happens and depresses the value of the asset, it will increase stranded
costs. Finally, the Commission will have oversight authority of the contracts for must run
generation in the context of the sale of the assets, as well as through rate cases for the UDC.

R14-2-1612. Rates.

The lettering for the paragraphs is incorrect.

R14-2-1613. Service Quality, Consumer Protection, Safety and Billing Requirements.

General. It is unclear whether (1) the UDC is required to collect the ESP’s billable
charges from the ESP for presentation on the UDC’s bill, or (2) the UDC is required to calculate
the ESP’s billable charge, on behalf of the ESP, for presentation on the bill. Significant time,
money and resources will need to be expended by TEP if it is required to calculate any price
structure that an ESP may bill for, including real-time pricing. TEP believes it will take a
minimum of 12 months and several million dollars of new computer systems.

C.and D. The word “provider(s)” should be “ESPs.”
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C. The provision should state that the “ESP shall be responsible for maintaining the
written notification.”

D. The phrase “a large portion of their system” at the end of the paragraph peeds
further definition.

M. Unbundled Billing Elements.

Standard Offer Service Customers. The billing for Standard Offer Service customers can
be accommodated by TEP’s existing Customer Information System (“CIS™). The CIS’s ability
to provide this support is based upon: (1) current tariff rates for generation, and (2) all other costs
(i.e., CTC, fuel or purchase adjustor, distribution services, transmission service, metering
services, meter reading services, billing and collection, and System Benefits -charges) being
calculared as a flat charge or as a factor of consumption.

Competitive Electric Service Customers. The capacity to calculate charges for
competitive electric services on behalf of ESPs is not currently available within TEP’s billing
resources. The means to uniquely bill for services provided during each meter read mterval will
add considerable complexity to the billing procedures and need to be supported. Significant time
and effort is required on TEP’s part to provide the features needed. While TEP will suive to
make this service available as soon as possible, it is not amticipated these services will be
available on January 1, 1999.

R14-2-1616. Separation of Monopoly and Competitive Generation Assets.

A. TEP may not be able to comply with the asset separation requirements due to
covenants and other restrictions in its leases and other credit obligations. This issue for TEP has
been raised in most of the filings made with the Commission dealing with this issue. Further,
this requirement may constitute an infringement by the Commission on management’s authority
in violation of current case law.

R14-2-1617. Electric Affiliate Transaction Rules.

General. In November 1997, the Commission approved cost allocation procedures for
shared resources, such as payroll system, accounting department personnel, etc., berween TEP
and its commonly controlled affiliates, as a part of the approval of the formation of TEP’s
holding company. The Proposed Revisions are In conflict with many such procedures.
Competitive companies, including likely new entrants to this market, share administrafive costs
between business units as a common practice without hindering competition. The Rules should
grandfather cost allocation arrangements which have been previously approved by the
Commission.

The Propbsed Revisions are also silent as to who bears the costs of complying with these
Rules. TEP believes that any costs mandated by the Commission associated with implementing
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competition (including these Rules) should be borme by customers, since they are the anes
receiving the benefits of competiion. These costs would include, bur not be limited to, those
related to installing new computer systems, capital expenditures to assure reliability, capital
expenditures to implement any pilot program, system control room expenses, metering and
customer information systermns.

TEP believes that this Rule requires modification and, because of its significant impact
on the corporate structure of the Company, would like the opportunity for further comment and
discussion. TEP recommends not adopting this Rule at this time.

A_l. TEP believes that this section can be eliminated because the provisions of A 2.
contain all of the necessary safeguards. It is also unclear as to its purpose in light of A2.

A.6. TEP believes there is no pwpose to be served by this provision except to
disadvantage smaller corporate entities such as TEP. It makes a presumption that separation is
appropriate In all instances when the Commission has always had the ability to review affiliate
relaticnships under the Affiliate Rules. There is no practical reason to limit board and officer
roles to two entities when by serving on one entity (such as the holding company) gives effective
oversight and control over all entities. What this does, howeve, 1s to deny day-to-day expertise
necessary to efficiently carry out responsibilities to different entiies. So long as proper
allocation and conflict policies are in effect, this provision is unnecessary. At the very least, the
Rule should provide for a waiver by the Commission upon a demonstration by the Affected
Utility that appropriate procedures have been implemented that ensure that the utilization of
common board members and corporate officers does not allow for the sharing of confidential
information with affiliates or otherwise circumvent the purpose of this Rule.

A.7a This provision is the opposite of the condition imposed by the Commuission in
approving TEP’s holding company. If the Commission is concerned about activities between
affiliated entities providing undue advantage to one party ar another, it could require that all
material transactions between affiliated entities be recorded at fair market value.

B. This Paragraph is missing or the Rule needs to be re-lettered.

C2. As discussed earlier, shareholders should not bear this expense. This 1s a
Commission mandated cost that is designed to benefit competitors and customers.

D.1. This is another example of something that applies to Affected Utilities that should
also apply to new market entrants. Otherwise, they are being provided a competitive advantage.

R14-2-1618. Information Disclosure Label.

TEP currently does not possess the means necessary to automatically produce the
Information Disclosure Label outlined in the Proposed Revisions. Significant time, money and
resources will need to be expended in order to accomplish the requirement  TEP suggests that
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this requirement be deleted from the Proposed Revisions at this time so that further comment and
study can be made.

The creation of an Information Disclosure Label represents an onerous task. Depending
upon the leve] of precision required, the following activities may need to occur:

1. All energy acquisition transactions (scheduled and spot) and corresponding
prices be recorded for the intervals in which energy is provided to a customer.

2. All sources of energy be monitored and recorded for the intervals m which
energy is used by a customer.

3. All fuel mixes and emission characteristics be monitored and recorded for the
intervals in which energy is used by a customer.

4. All line losses be monitored and recorded for the interval in which epergy is
used by a customer.

5. All load serving entities monitor and record energy used on its own system for
the interval in which energy is used by a customer.

6. The necessary information be captured and provided by the entities providing
the service.

TEP estimates it will require a2 minimum of 18 months and several million dollars to
provide the Information Disclosure Label as outlined. TEP believes 1t can provide a more
general information brochure outlining TEP’s performance in several of the areas requested by
January 1, 1999. The brochure would provide an encapsulation of the criteria outlined, for TEP
as a whole, based upon a historical perspective.

R14-2-210. Billing and Collection.

General. To the extent that billing and collection services are competitive, there is no
need for regulation. For example, terms for levelized billing and deferred payments should be
between the customer and the supplier. To the extent the customer is unhappy with the terms or
service, he/she could switch. However, if these services are to remain under regulation, they
should stay with the UDC.

TEP believes that there should be some limit as to how many times a customer may
switch from Standard Offer Service per year. There should be some limit as to bow many ESPs
the customer switches to or from. It would be unreasonably difficult to perform system planning
and to purchase power if the customer base is switching back and forth from Standard Offer
Services to market without limitation as to frequency of such changes. This would encourage
customers to “game” the system depending on market prices, seasonal rates, time-of-use rates
and the purchased power pass through to customers. It will create a constant peed to amend
Standard Offer tariffs in response to market gaming. Further, as there are administrative costs
associated with a customer switching, a nominal charge to cover the cost should be permuitted.
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TEP further suggests that this be limited to every third billing cycle. Switching should only be
allowed on regular metering dates to minimize the cost of facilitating switching. The experience
in California has shown that it takes 60 days just to perform the process.

Conclusion

If it is Staff’s intention to adopt the Proposed Revisions on an emergency bass, given the
immediate financial and operational impact such rules will have on the Affected Udlities, the
Comurussion should only adopt those provisions necessary to ensure compliance with the January
1, 1999 start date. Those Proposed Revisions not crucial to the start date should not be adopted
at this time to allow for further discussion and comment before Affected Unlities are required to
make significant financial, corporate, restructuring and resource expenditures. Staff should also
consider repealing, suspending or modifying other rules that are in conflict with these Rules such
as the Resource Planning Rules and the Affiliate Interest Rules. Representatives of the Company
would be happy to meet with Staff prior to the finalization of the Proposed Revisions to discuss
any of the issues raised in these comments.

Sincerely,

) LY

radley S. Carroll
Counsel, Regulatory Affairs

BSC/Kj

cc: Docket Control (Original and 10 copies)




EXHIBIT C

Tucson Electric Power Company — ~ ~

Mail Stop DB203
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Tueson, Arizona 85702

Bradley S. Carroli (520)
Counsasl 884-3945
Reguiatory Affairs July 22, 1998 Fax: (520) 770-2000

V14 FACSIMILE AND HAND-DELIVERED

Ray Williamson, Actng Director
Udlities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Anizona 85007

Re:  Tucson Electric Power Company’s Comments on Staff’s Second Draft of
Proposed Revisions of the Retail Electric Competition Rules
Docket No. RE-00000-94-0165

Dear Mr. Willlamson:

Tucson Electric Power Company (“TEP” or “Company”) is in receipt of the Second Draft
of the Proposed Revisions of the Retail Electric Competition Rules dated July 10, 1998
(“Proposed Rules”) and appreciates the opportunity to provide comments in respect thereof.
Given the time constraints, these comments do not represent an exhaustive analysis of the
Proposed Rules, but rather a general overview of what the Company considers the most crigcal

issues.

R14-2-1604. Competitive Phases.

Al. TEP believes that the addiion of “non—coincident” peak has unintended
consequences. TEP has always interpreted this section to require a 1 MW minimum demand for
customers to be eligible. This change would expand the one MW customer base well beyond the
20 percent threshold. It would also have the affect of making the 40 kw aggegraton
meaningless, as well as impose additional burdens to administer. TEP supports going back to the

original language of this Proposed Rule.

A2 In the third sentence, TEP suggests replacing “month” with “six months.” Doing so
better characterizes a customer whose load or usage is more consistently ar least 40 kw or 16,500

kwh.
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R14-2-1607. Recovery of Stranded Cost of Affected Utilities.

A. Delete “by means such as expanding wholesale or retail markets, or offering a
“wider scope of services for profit, among others.” As is, this sentence suggests that the Affected
Udlity use profits from “expanding [its] wholesale or retail markets,” or a “wider scope of
services” to mitigate stranded costs. It is unclear whether the markets and services mentioned
are regulated or unregulated (ie., competitive). TEP anticipates that most, if pot all, new
products and services in the electric industry will develop in the unregulated, compettive
marketplace. The very nature of “unregulated” means that the Commission will not require thar
profits from such activities be used to offset costs in the regulated arena.

F. If this statement means that a customer can avoid the Competition Transition
Charge (“CTC”) by bypassing the transmission and distribution system, including through means
which are uneconomic, TEP believes it is unwise to include such a statement. Giving customers
the opportunity to avoid the CTC will strongly incent them to do so, and unfarrdy shift costs to
customers who remain on the T&D system. Therefore, TEP suggests the Commission explicitly
exclude T&D bypass as an acceptable means of reducing or avoiding CTC responsibility. TEP
also suggests the Commission be specific regarding which types of demand reduction are and are
not acceptable for reducing a customer’s CTC responsibility.

R14-2-1608. System Benefits Charge.

TEP believes that either this section, or the defintion of System Benefits Charge, should
incorporate competitive access implementation and evaluation program costs m the System
Benefits Charge. The Proposed Rules do not mention who will be responsible for paying for
competitive access implementation costs. TEP believes that all Affected Utility customers
should pay for the substantial costs of implementing and evaluating the new marketplace,
because a) restructuring was ordered by the Commission, and b) all customers and market
players potentially stand to benefit from it.

R14-2-1617. Electric Affiliate Transaction Rules.

General. TEP believes that this section should not be adopted at this time. There needs
to be further input by the Affected Utilities with respect to the implications of these Proposed
Rules from both a financial and operational perspective, as well as an assessment as to whether
they give a competitive advantage to non-Affected Utilities.

A.l. TEP believes that this section can be eliminated because the provisions of A.2.
contain al] of the necessary safeguards. It is also unclear as to its purpose in light of A2.

A6. TEP believes there is no purpose to be served by this provision except to
disadvantage smaller corporate entities such as TEP. It makes a presumption that separation is
appropriate in all instances when the Commission has always had the ability to review affihate
relationships under the Affiliate Rules. There is no practical reason to limit board and officer
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roles to two entities when by serving on one entity (such as the hold.m.g company) gives effective
oversight and control over all entities. What this does, however, is to deny day-to-day expertise
necessary to efficiently carry out responsibilities to different entiies. So long as proper
allocation and comflict policies are in effect, this provision is unnecessary. At the very least, the
Proposed Rule should provide for a waiver by the Commission upon a demonstration by the
Affected Udlity that appropriate procedures have been implemented that ensure that the
utilization of common board members and corporate officers does not allow for the sharing of
confidental information with affiliates or otherwise circumvent the purpose of this Rule.

D. This is an example of something that applies to Aﬁ'ect,ed Utdliges that should also
apply to new market entrants. Otherwise, new market entrants are being provided a competitive
advantage.

R14-2-1618. Disclosure Information.

TEP currently does not possess the means necessary to automatically produce the
Information Disclosure Label outlined in the Proposed Rule. Significant time, money and
resources will need to be expended in order to accomplish this requirement. TEP suggests that
this requirement be deleted from the Proposed Rules at this time so that further comment and
study can be undertaken.

R14-2-210. Billing and Collection.

All references to “LDCs” should be changed to “UDCs”.
Conclusion

TEP also requests that Staff re-evaluate TEP’s July 6, 1998 comment letter with respect
to other comments not specified above and not included in the July 10, 1998 Second Draft.

Please do not hesitate to contact me if you have any questions.
Sincerely,

J

-~

Bradley S. Carroll
Counsel, Regulatory Affairs

BSC/Kj

cc: Docker Control (Original and 10 copies)
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