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12
13 On August 26, 1999, the Arizona Corporation Commission’s (“Commission”) Hearing
14 || Division issued a Proposed Order adopting amendments to the Retail Electric Competition Rules,
15 {|R14-2-1601, et seq. (“Rules™). Tucson Electric Power Company (“TEP” or “Company”), through
16 ||undersigned counsel, hereby submits the following Exceptions to the Proposed Order. These
17 [|Exceptions are modeled after the comments that TEP previously filed. Although the Concise
18 || Explanatory Statement indicates why TEP’s comments were not incorporated into the Rules, TEP
19 }| will respond to the explanations.
20 ARTICLE 2. ELECTRIC UTILITIES
21 |[R14-2-210. Billing and Collection ;
22 A.S.c. This provision should be deleted as the utility or billing entity does have the ability to
23 || do this and such bills can be estimated in accordance with R14-2-209A.8. and R14-2-1613.K.14. It
24 ||is unclear why as a general rule, direct access customers’ bills should not be estimated.
25 || R14-2-213. Conservation
26 Although TEP supports this concept, this Rule should be deleted at this time for the
27 || following reasons: (i) it is premature to make this requirement at this time while the Commission and
28 [{the Legislature (because of SRP) need to work together to accomplish these goals on a statewide
29 || basis; (ii) the Commission will be revisiting the Integrated Resource Planning Rules in light of the
30 || move to competition (these concepts and filing requirements should be explored in the context of
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that proceeding); (iii) to achieve these goals, they should be applied to all utilities and ESPs (not just
Class A and B utilities) and should be considered in the context of the System Benefits Charge; and
(iv) this requirement should be delayed until after 100 percent statewide competition has commenced
and the market structure has been developed. The fact that this Rule has been in effect for several
years (as the reason for the rejection of the chanage) does not address the reasons for its deletion as
put forth by TEP above.
ARTICLE 16. RETAIL ELECTRIC COMPETITION

R14-2-1601. Definitions

39.  “Stranded Cost.” The insertion of “ner original cost” should be deleted and “value”

should remain. Utilization of this term may be inconsistent with assets held under lease
arrangements and various regulatory assets. Since the amendment may cause problems later, there is
no reason why the original term should be changed. This recommended change was not included in
the Rules because it was determined that this definition “will not preclude TEP from recovering
appropriate stranded costs.” There does not appear to be any basis for this determination and as use
of the word “value” may avoid potential problems in the future, the change should be adopted.

40.  “System Benefits.” The word “non-nuclear” should be added after “nuclear.” This is
because coal and generation plants, other than nuclear generating plants, will have decommissioning
costs in the future. This change was rejected because there are NRC requirements for nuclear
utilities and because of the great magnitude of the costs. This does not address the issue. Non-
nuclear generating facilities were built under the Affected Utilities obligation to serve and their
construction and recovery was approved by the Commission. Despite the move to competitive retail
access, those plants will have decommissioning costs in the future and should be included in
definition of Systems Benefits.

R14-2-1604. Competitive Phases

A.l. TEP believes that utilizing a single “non-coincident” peak has unintended
consequences. Only customers with a | MW minimum demand should be eligible for direct access.
Given TEP’s customer base, the non-coincident peak criterion could expand the direct access
eligibility from the 1 MW customer base to well beyond 20 percent of TEP’s 1995 system retail peak
demand. It would also have the effect of making the 40 kW aggregation meaningless, as well as

impose additional burdens with respect to administration. As the 20 percent cap could be easily
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reached, there will be customers who have loads in excess of 1 MW and who will not be able to
access the competitive market during the transition period. TEP suggests deleting “non-coincident™

each time it is referenced in A.1 and substituting “minimum demand.”

TEP also suggests deleting “months” and adding “six_months.” Doing so will better
characterize a customer whose load or usage is more consistently at least 40 kW or 16,500 kWh.
The sentence would then read: “If peak load data are not available, the 40 kW criterion shall be

determined to be met if the customer’s usage exceeded 16,500 kWh in any six months within the last

12 consecutive months.”

With respect to the above suggestions, they were rejected because minimum demands should
not be used to determine eligibility. TEP disagrees. The purpose of the phase-in is to open up
competition to those customers that meet the minimum criteria of 1 MW or 40 kW for aggregation.
To the extent that a customer hits 1 MW one time on a non-coincident peak basis should not make
that customer eligible during the phase-in to the exclusion of other 1 MW customers who might be
precluded if the cap is reached. Further, consistent usage in six out of the last twelve months is also
a reasonable minimum criteria as opposed to having customers who hit 16,500 kW as little as one
out of 12 months be eligible.

R14-2-1606. _Services Required to he Made Available

B. TEP maintains that the provision should include a statement that all purchased power
costs shall be recovered through a purchased power adjustment mechanism approved by the
Commission. TEP disagrees with the position that a purchased power adjustment mechanism will
have the opposite effect of securing the lowest prices for standard offer customers because the UDC
would have no incentive to do this if it was just a pass-through. This rationale negates the fact that
the Commission will oversee the signing of any long-term power purchases by the UDC and will
have significant oversight over such transactions. The requirement for the UDC to procure standard
offcr power in the market (as it will be unable to favor its competitive generation affiliate) with
standard offer rates being fixed under regulation, regardless of how prudent management might be, is
inherently unfair to the UDC as market risks and market price fluctuations cannot be mitigated as
suggested by the amended language. A purchased power adjustment mechanism negates the need
for the UDC to have to file for rate changes that could take many months to process and is an

unnecessary waste of time and resources. TEP’s proposed language is: “After January 1, 2001,
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power purchased by an investor-owned Utlity Distribution Company to provide Standard Offer

Service shall be acquired through an open, fair and arms-length transaction. The Commission shall

utilize a purchased power adjustment mechanism to facilitate such transactions.”

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

A. Delete “expanding wholesale or retail markets or offering a wider scope of permitted
regulated utility services for profit, among others.” As is, this language suggests that the Affected
Utility use profits from “expanding [its] wholesale or retail markets” or a “wider scope of permitted
regulated utility services” to mitigate stranded costs. 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. With respect to mitigating
with regulated utility profits, this is inconsistent with cost-based, rate-of-return regulation. The

provision should be replaced with: “The Affected Utilities shall take every reasonable, cost-

effective measure to mitigate or offset Stranded Cost by reducing costs.”

F. TEP disagrees with the self-generation exclusion. 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 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.
Therefore, the word “self-generation™ should be deleted from the second sentence. Although Staff
indicated that cost-shifting has not developed, self-generation is something that will become more
feasible in the future (as opposed to what has occurred in the past.) Because TEP is already seeing
self-generation become an option at the commercial level, this Rule needs to look forward and not
backward. For this reason, TEP urges the Commission to adopt TEP’s recommended change.

G. TEP requests that the following language be inserted at the end: “Subject to

Commission approval, neither Section F or G of this Rule shall preclude an Affected Utility from

implementing_stand-by tariffs that recover appropriate stranded costs or from providing other

opportunities to recover such resultant stranded costs.” This language is necessary to ensure that
Affected Utilities have the opportunity to request approval of tariffs to ensure stranded cost shortfalls
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resulting from conditions completely outside the control of the Affected Utility. Although nothing
precludes an Affected Utility from filing such tariffs, the language provides for Commission
recognition at this juncture that stand-by tariffs that recover appropriate stranded costs will be
considered.

R14-2-1609. Transmission and Distribution Access

D. TEP recommends that the language be amended as follows: “The Commission

believes that an Independent Scheduling Administrator is necessary in order to provide non-

discriminatory retail access to facilitate a robust and efficient electricity market. Therefore, those

Affected Utilities that own or operate Arizona transmission facilities shall participate in the

formation of an Arizona Independent Scheduling Administrator (“AISA™), which shall file with the

Federal Energy Regulatory Commission, within 60 days of this Commission’s adoption of final rules
herein, for approval of an Independent Scheduling Administrator, which may have the following
characteristics if the AISA determines such characteristics are appropriate. The purpose of these

changes is because Affected Utilities cannot form an independent entity without participation of

others who are not under Commission jurisdiction. Further, the AISA, with its independent Board
and broad stakeholder representation, should determine what functions it must carry out as these
functions may change over time as circumstances warrant. Therefore, with respect to 1, 2, 3, and 4
of D., wherever the word “shall” is used, it should be replaced with “may.”

D.S. This should be deleted in its entirety because within the AISA, there has been no
discussion of taking on such a responsibility, which is very different from all other AISA activities to
ensure fair access to the transmission system. The existing FERC-sanctioned Regional Transmission
Associations have created such a process.

It is not TEP’s position that participation in the AISA should be made optional instead of
mandatory. The suggested changes stem from TEP’s participation in the AISA process and the need
for all transmission owners to be involved and to give the AISA latitude to address changing

circumstances.

R14-2-1612. Service Quality, Consumer Protection, Safety and Billing Requirements
K.6. TEP strongly objects to the inclusion of the last two sentences that permit the use of
load profiling for predictable loads. All accounts greater than 20 kW or 100,000 kWh annually

should be required to have interval meters to be eligible for direct access. TEP has consistently
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maintained that there are many reasons why load profiling fails to adequately address various issues
including economic efficiency, system reliability, proper allocation of costs to customers and proper
allocation of costs to third-party suppliers. These issues were explained in detail in the Commission
Report submitted by the Unbundled Services and Standard Offer Working Group on November 3,
1997 (“Report”™).! Section VILF. of the Report titled “Unresolved Issues Regarding Load Profiling”

provides as follows:

The consensus of the Working Group was that the development of a load
profiling methodology would require considerably more time to resolve than was
available. There are four principal interrelated issues surrounding load profiling: (1)
Economic efficiency; (2) System reliability; (3) Proper allocation of energy cost
responsibility to customers; and (4) Proper allocation of energy cost responsibility to
third party suppliers.’

To date, these issues remain unresolved. Load profiling should most properly be viewed as a
temporary and expedient approach for small customers less that 20 kW or 100,000 kWh. There is no
justification to avoid the use of interval metering in favor of load profiling.

Moreover, the proposed amendment assumes that load profiles exist for hourly consumption
data, which is not true in many cases. As loads are determined by an Affected Utilities’ unmetered
tariffs, only the Affected Utility (and not the ESP or other Load-Serving Entity) is in a position to
determine whether the load is predictable. For these reasons, TEP requests that the following
language be deleted: “Predictable loads will be permitted to use load profiles to satisfy the
requirement of hourly consumption data. The Load-Serving Entity developing the load profile shall
determine if a load is predictable.” Alternatively, “Load-Serving Entity” should be replaced with
“Affected Utility.”

R14-2-1615.C. Separation of Monopoly and Competitive Services

The proposed changes to the Rule includes the deletion of the following sentence: “A
Generation Cooperative shall be subject to the same limitations to which its member Distribution
Cooperatives are subject.” This sentence was originally inserted into the Rules at the suggestion of

TEP to ensure that a generation cooperative (through a competitive affiliate) is prevented from

! The section of the Report relating to load profiling is attached hereto as Attachment A.
2 These four principal issues are discussed in greater detail in Attachment A.
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competing in the retail electric market while its distribution cooperatives are allowed to offer
competitive services (which no other UDCs are allowed to do) to their members. If under the Rules
and the Stranded Cost Decisions, AEPCO, through a competitive affiliate such as Siemra Southwest,
is precluded from serving competitively in any other retail service territories, including those of their
affiliated distribution cooperatives, unti} such territories are opened up to other ESPs, TEP does not
object to the deletion. If, however, this is not the case, TEP believes that the language should not be
deleted to avoid this competitive advantage.
R14-2-1618. Disclosure of Information

TEP believes that, in theory, disclosing a load-serving entity’s resource mix may be a worthy
goal from society’s perspective. However, from a practical standpoint, the costs and efforts required
to track and administer such things as composition of the resource portfolio, the fuel mix of that
portfolio and its emission characteristics are at least substantial, and more than likely burdensome,
from the customer’s, as well as the load-serving entity’s, perspective. If, in the future, technological
advances regarding developing and tracking such information make it readily available, the costs of
disclosing it may not be prohibitive, but such is not the case at present. Therefore, the Rule should
be deleted.

» L ¥ * ¥ * * * * * * *

RESPECTFULLY SUBMITTED this 7th day of September, 1999.

TUCSON ELECTRICPOWER COMPANY

. L

BradlesS. Carroll

Senior Counsel, Regulatory Affmrs
Legal Department - DB203

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

Original and ten copies of the foregoing
filed this 7th day of September, 1999, with:

Dacket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007




et

V- - SNG Y. NIV S G O N

WO NN RN NN
S Ve NaaROPEYEIZ aIaarsopn s

Copy of the foregoing hand-delivered
this 7th day of September, 1999, 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 Williamason, Acting Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Copy of the foregoing mailed
this 7th day of September, 1999, to:

Jane Rodda, Hearing Officer

ARIZONA CORPORATION COMMISSION
400 West Congress Street

Tucson, Arizona 85701-1347

Distributionlist for Docket
No. RE-00000C-94-0165

By: Kelly Jolinson
Secretary for Bradley S. Carroll
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purposes of billing required services (i.e.. wansmission and ancillary services). If it is found tha i
Affected Utlity's current FERC open access tarif requires modification to facilitate date access and 1o
fully accommodate retail access, then the Arizonz Corporaion Commission may have 0 cooperate or
concur with the incumbent udiides for an unbundled retail wansmission tariff o the FERC.

13. ISSUE: Data Access Frequency and Timeliness. The consensus was thar access to meter dara
should be at a minimum on a monthly basis for validated meter reads necessarv for billing purposes. Such
information should be made available 10 the electronic mailbox within 24 hours of the acrual meter re=d
date for customers who have untimed meters and within 48 hours for customsrs who have hourly interval

meters.

14. ISSUE: Metering Certification Process. The consensus was that all metering personne! should be
subject 10 a cerdfication process. All metering agents and their individual service personnel must be
cernfled to insure the safe and reliable operaton of the metering svstem. Since the ESPs and the MAs
must obtain a CC&N for doing metering and meter-reading in Arizona. the consensus was that all partes
ere certified as part of their compliance with their CC&N. As part of their CC&N fliings, Staff will
require the ESP’s and the MA s to present the procsdure used to verifv the certfication of their metering

personnel.

15. ISSUE: Should Load Profiling Be Allowed? Load proﬁhncr is the process of estimaring 2
customer’s hourly load shape based on an appropriate sample of historical usage pawerns for similarly
situated custamers. There was consensus that load profiling should be allowed as an economic altesnar »
1o hourly meter reading. A proposal was made that customers under 20 kW, at least initially, be permitwed
10 use load profiling 1o sadsfy the requirements for hourly consumpton data  Such a Joad profiling
provision should include the requirement for a statistically significant metered load sampling basis 10 mest
scheduling and settlement requirements. The method for allocating cost responsibility to ESP’s for any
irreconcilable energv imbalance charges resulting from the inaccuradies muoduced by load profling
remains to be Getérmined. Ultimate implementation of hourly metering for customers under 20 kW will
be determined by the experience gained with the applicaton of load profiling as well as the economics of
system-wide howrly metering implementation. The Mines and the Coalidon note that the appropriate
minimum level for requiring hourly metering may be in the 20-50 kW range, as has besn determined in
California. APS suggests that consideration should be given 1o eguatung kW to kWh to facilitate the
identification of customers eligible for load profiling.

Load profiling methodologies need to be perodically reviewed by the Commission to determine
whether it is appropriate to comtinue their use. The inaccuracies inherent in lozd profiling may
disadvantage some customers by requiring that they pay based on a load profile that is different than their
own. ACAA suggests that customers should be held harmless from any negative consequences as a result

{ the design and implementation of load profiling. It is esseadal that the load profiling methodology be
r°v1ewed and updared regularly by the LDC and the ESP’s to snsure that the profile adsquareiv reflects the
usage partterns of the customer it is modeling. Ultimaisly, dynamic load profiling should be the goal. if
load profiling contnues. This would permit the ESP’s to modify the load profies of its customers based
on the most current usags inforrmation and will halp reduce variztions barween the load profile and acr

tsage and wiil reduce any misallocztion of costs.

3o
ATTACHMENT A
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F. UNRESOLVED ISSUES REGARDING LOAD PROFILING. The consensus of the
Working Group was that the devejopment of a load profiling methodology would require consideraniy
more time 10 resolve than was available. There are four principal interrelated issues surrounding load
profiling: (1) Economic efficiency; (2) System reliability; (3) Prope: allocation of energy cost
responsibility to customers: and (4) Proper allocaron of energy cost responsibiiity to third party
SUDDiIers.

1. ISSUE: Economic Efficiency. One of the fundamental overnding objectves of compettion in any
induswyv (including the electric indusay) is the amainment of greater economic efficiency. The prevailing
wisdom on the subject dictzies that in order to achieve this goal it is imperative that consumers receive
appropriate pricing signals that accurzrely reflect the cost of the procuct they are conswming or the service
they are receiving. Elecmic energy is a commodiry which all suppliers recognize has a cost thar varies
depending on a number of possiole factors including the mature of the fuel source for the generatdon. the
time of year and the ime of day in which it is supplied. Accordingly, the unresolved issue involves how
1o best ensure that consumess recsive price sigrals consistent with their individual usage.

2. ISSUE: System Reliability. As part of the procedures associated with energy supply, third party
suppliers will have to furnish energy schedules for their customers, including any that may be load-
profiled. In day-zhead planning, the anucipated hourly emergy usage of customers along with the
resources necessary to meet that demand (plus reserves) Is scheduled with the transmission system's
control area operator. In a competitive market, the schedules of retail customer loads will be furnished by
authorized scheduling entities, such as aggregarors. These scheduling entdes will be required to submit
schedules in which expected hourly loads and resourcss are in balance and reserves are provided. It is
well understood that actual loads and schedules will not match periectly. For this reason, the conmol area
operaror is required by FERC to provide regulation and frequency response service, the cost of which is
charged to customers 2s an ancillary service. In performing this service, the conwol area operator uses
Aurtomatic Generation Control (AGC) 1o make sure that resources exacly martch load in real time,

ensuring system rsliabiliry.

Some pardes are concerned that load profiling will decrease the accuracy of scheduling process.
thereby making day-ahead planning more difficult. Others poimt out that those who submit inaccurate -
schedules will be subject to monthiy energy imbalance charges, These charges will be assessed after
monthly energy usage is appordoned in accordance with the customers’ respectve load profiles. All
parties agres that the load profiling protocol should be designed in 2 way that minimizes the opportunities
for taking unfair advantage of the scheduling process

3. ISSUE: Proper Allocation of Costs to Customers. An additional unresolved issue with load
profiling is how to best ensure that conswmers are paying an appropriate amount for their individuel
conmibutdon 1o the system peak or to the peak hours. This issue occurs because every customer in 2
pardcular cless is lumped in with 2] othess of that cless and a usage pattern is deducsd for the class as 2
whole. Energy will then be scheduled to cover the generalized esdmates for the customer class’s nesds
without any specific consideration of individual customers tzking place. (Without houriy meters this is all
vou can do.) Tnis method has the distne: disadventages oi (2) failing o monitor the houriy use of
individural cusiomers, many of whorn may te larger users of siesTiciry than those included in their zlass
curing e more ¢xpensive peak periods, 2nd (b) r2quiing the conmol arsa operator (or the ISO) w0 supply.
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or arrange for the supply of, a0y additional energy that may be nesdsd above the estumarted sched
amounts for those customess who are consuming more than 2nticipated by their generation suppliess
without the control area operator (or the ISO) being able to specifically identifv those individual
customers who are the cause of the energy deficiencies. The inability of the conwol area operator (or ISO)
10 idenufv those individual customers who are these energy “absoroers” leads to the economically
distorting effect of costs being incurred without proper assignment 1o the customers causing them. In the
absence of hourly metering, all that can be done is 1o assign the additional costs over the entire class and
build them into the customer charges. probably on 2n average basis. But this soluton cuts against the
grain of competition’s objectives by failing to link cost responsibility to cost causation.

One way 10 caprure 2s much allocable eficiency as possible is to require thar all time-of-cav
informarion caprured by an individual custorner’s meter bs used in fiting his or her energy usage into the
load profile. Thus, for example, a customer with a time-of-day meter would have his or her known on-
peak hours placed within the on-peak porton of the load profile.

4. ISSUE: Proper Allocation of Costs to Third Party Suppliers. Another issue is that energy
suppliers are not being assessed appropriate cost responsibility for any energy deficiencies that have to be
made up by the conwol area operaror (or ISO) to ensure energy deliveries to load-profiled customers.
Unless all load-profiled customers are supplied by one energy company, the inabiiity of the conmol area
operator (or ISO) to identify specific customers responsible for unscheduled energy addirions during given
hours will consequently render thar entity unable to specifically identify the enerzy supplier that should be
responsible for the additional cost. Again, some form of averaging or generalized cost will have 10
spread over all suppliers of that particular customer class; this will, of course, mean that some suppliess
will pay more than their customers are actually responsible for and some will pay less. The issue then
becomes one of finding the best possible way to ensure that suppliers pay their fair share of the cost.

VII. BILLING AND COLLECTIONS
A. INTRODUCTION

On Aprl 9, 1997, the first mestng was held of the Unbundled Services and Standard Offer
Working Group. The objecdves of the Working Group and the key issues were developed at this first
mesting. At the next meeting of the Working Group on May 9, 1997, the participants began discussing
the key issues. During these discussions, it became apparant that the implementation of the billing and
collection issuss would involve much more discussion. Thus. the parucipants agre=d to establish 2 Billing
and Collection (B and C) Subcorumines. Representatives from APS, ACAA, Enron, ESI, Tucson Electric
Power, Trico Elecuic Cooperative, Citizens Utlities, Suiphur Springs Valley Electric Cooperative
(SSVEC), the City of Mesz and the Citv of Tucson voluntesred to be on the subcommirtae. The
Residential Uulity Consumer Office was also invired to paricipate in the subcommimes. David
Jankofsky, chairman of the Working Group, appointed Jorn Wallace of the Commission Stas 10 head the
Subcommittee.

(V1)
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