
 
 
 
August 7, 2015 
 
 
Daniel P. Wolf 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources 
 Docket No. E,G002/AI-15-536 
 
Dear Mr. Wolf: 
 
Attached are the Comments of the Minnesota Department of Commerce, Division of Energy 
Resources (Department) in the following matter: 
 

Petition of Northern States Power Company for Approval of its Annual Cost Allocation 
Modifications to its Service Agreement with Xcel Energy Services, Inc. 

 
The filing was submitted on June 1, 2015 by: 
 

Bria E. Shea 
Manager, Regulatory Document Content 
Xcel Energy 
414 Nicollet Mall, 7th Floor 
Minneapolis, MN 55401 

 
The Department recommends approval in part and denial in part of the Petition.  The 
Department is available to answer any questions the Minnesota Public Utilities Commission 
may have. 
 
Sincerely, 
 
 
 
/s/ JOHN KUNDERT 
Financial Analyst 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO.  E,G002/AI-15-536 
 
 
 
I. SUMMARY OF PROPOSAL 
 
On June 1, 2015, Northern States Power Company d/b/a Xcel Energy (Xcel, NSPM, or the 
Company) submitted a petition to the Minnesota Public Utilities Commission (Commission) 
pursuant to Minnesota Statute section216B.481 seeking approval of revisions to its Service 
Agreement with Xcel Energy Services Inc.2 (XES, the Service Company).  Procedurally, the 
Company identified the filing as representing the  Annual Filing required in the Commission’s 
Order in Docket No. E,G-002/AI-14-234. It also identified the proposed changes as the Third 
Amendment to the Service Agreement. 
 
The Company proposed two changes to the Service Agreement.  The first is the introduction 
of a new allocation factor, a Composite Allocation Method for the Company’s Personal 
Account Representative (PAR) team.  The second is the removal of the Labor Dollars Ratio 
from three remaining service functions.  The incremental effect of the two changes would be 
to allocate an additional $112,340 to NSPM of which approximately $98,000 would be 
allocated to Xcel’s Minnesota jurisdiction in 2015.3 
  

                                                 
1 216B.48 RELATIONS WITH AFFILIATED INTEREST. History: 1974 c 429 s 48; 1993 c 327 s 11-13. 
2 The Service Agreement covers cost allocation and assignment for services provided to Northern States Power 
Company by Xcel Energy Services, Inc. (the Service Company).  These services include management and 
administrative services such as accounting, finance, human resources and legal services. 
3 The Service Company implemented these changes to the Service Agreement in 2014.  The incremental effect 
in 2014 was estimated to be an increase of $83,186 in expenses billed to NSPM from XES of which 
approximately $73,000 would be allocated to Xcel’s Minnesota jurisdiction. 
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II. BACKGROUND 
 
On April 27, 2001, the initial Service Agreement between Xcel and the Service Company was 
approved by the Minnesota Public Utilities Commission (Commission) in Docket No. 
E,G002/AI-00-1251. 
 
The Company filed a petition on January 30, 2004 for approval of a change to the three-
factor formula4 used in Appendix A of the Service Agreement to distribute costs related to 
corporate governance activities from the Service Company to the affiliated companies in 
Docket No. E,G002/AI-04-181.  On August 20, 2004, the Commission approved the 
recommendation of the Minnesota Department of Commerce (Department or DOC), in the 
04-181 docket, to require Xcel to file the Securities and Exchange Commission (SEC) Form 
U-13-60 annually and identify the Investor Relations Costs, in addition to requiring Xcel to 
provide calculations showing the allocation of the costs between ratepayers and 
shareholders in the next rate case filed by Xcel. 
 
On April 29, 2004, Xcel filed a petition5 to further amend Appendix A in the Service 
Agreement in response to approval by the SEC of new allocation ratios to allocate 
Information Technology costs.  The changes approved by the Commission in the January 30, 
2004 filing were incorporated into the petition, and the Commission issued its Order 
approving the Company’s petition in this proceeding on October 22, 2004. 
 
Xcel filed a petition for an updated Service Agreement with Xcel Energy Services Inc. on 
October 13, 2008 in which the Company proposed to incorporate the changes made by the 
amendments to the Public Utilities Holding Company Act (PUHCA) of 2005.  Xcel noted other 
minor changes including changes to billing, payment dates, and the addition of a dispute 
resolution provision.  The Commission approved the petition as recommended by the 
Department, which included several changes to the Company’s proposed service 
agreement.  Language was included in these changes that required Xcel to obtain state 
regulatory approval upon changing or modifying the assignment or allocation of costs. 
 
On March 24, 2014 Xcel filed a petition requesting approval of a Second Amendment to the 
Service Agreement in Docket No. E, G-002/AI-14-234.  The Commission issued its Order 
approving the Company’s petition in this proceeding on November 20, 2014.  The 
Commission required Xcel to submit an annual filing for review and approval of any 
proposed revisions for the Service Agreement language.  In addition, the Commission 
required Xcel to file changes to the Service Agreement within 30 days of the amendment if 
the change in the Service Agreement language would result in a large and material change. 
 
The Department provides its analysis of Xcel’s proposal below. 
  

                                                 
4 The three-factor formula uses the average of the Revenue Ratio, the Employee Ratio and the Total Assets 
Ratio to allocate costs from Service Company to affiliated companies. 
5 In the Matter of the Petition of Northern States Power Company d/b/a Xcel Energy for Approval of a 
Modification to the Service Agreement with Xcel Energy Services, Inc., Docket No. E,G002/AI-04-666. 
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III. DEPARTMENT ANALYSIS 
 
A. STATUTORY REQUIREMENTS FOR AFFILIATED-INTEREST AGREEMENTS 
 
Minnesota Statutes dictate the requirements necessary to be met for affiliated service 
agreements at Minnesota Statute section 216B.48, subd. 3 as follows: 
 

No contract or arrangement, including any general or 
continuing arrangement, providing for the furnishing of 
management, supervisory, construction, engineering, 
accounting, legal, financial, or similar services, and no contract 
or arrangement for the purchase, sale, lease, or exchange of 
any property, right, or thing, or for the furnishing of any service, 
property, right, or thing, other than those above enumerated, 
made or entered into after January 1, 1975 between a public 
utility and any affiliated interested as defined in subdivision 1, 
clauses (1) to (8), or any arrangement between a public utility 
and an affiliated interest as defined in subdivision 1, clause (9), 
made or entered into after August 1, 1993, is valid or effective 
unless and until the contract or arrangement has received the 
written approval of the commission.  (Emphasis added) 
 

Minnesota Statute section 216B.48, subd. 3 additionally provides two tests to be applied by 
the Commission in cases of affiliated-interest contracts; the burden of proof for satisfying 
these tests rests with the Company: 
 

The commission shall approve the contract or arrangement 
made or entered into after that date only if it clearly appears 
and is established upon investigation that it is reasonable and 
consistent with the public interest.  No contract or arrangement 
may receive the Commission’s approval unless satisfactory 
proof is submitted to the commission of the cost to the 
affiliated interest of rendering the services or of furnishing the 
property or service to each public utility.  Proof is satisfactory 
only if it includes the original or verified copies of the relevant 
cost records and other relevant accounts of the affiliated 
interest, or an abstract or summary as the commission may 
deem adequate, properly identified and duly authenticated, 
provided, however, that the commission may, where 
reasonable, approve or disapprove the contracts or 
arrangements without the submission of cost records or 
accounts.  The burden of proof to establish the reasonableness 
of the contract or arrangement is on the public utility.  
(Emphasis added) 
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The burden of proof is on the Company to show that the service agreement is both 
reasonable and consistent with the public interest; if the Commission determines that Xcel 
has met its burden of proof, the Commission shall approve the agreement. 
Finally, Minnesota Statute section 216B.48, subd. 6 is clear that the Commission has 
continuing authority over the affiliated-interest agreement if actual experience under the 
agreement results in rates that are unreasonable: 
 

Subd. 6.Commission retains continuing authority over contract. 
The commission shall have continuing supervisory control over 
the terms and conditions of the contracts and arrangements as 
are herein described so far as necessary to protect and 
promote the public interest.  The commission shall have the 
same jurisdiction over the modifications or amendment of 
contracts or arrangements as are herein described as it has 
over such original contracts or arrangements.  The fact that the 
commission shall have approved entry into such contracts or 
arrangements as described herein shall not preclude 
disallowance or disapproval of payments made pursuant 
thereto, if upon actual experience under such contract or 
arrangement it appears that the payments provided for or made 
were or are unreasonable. 

 
B. FILING REQUIREMENTS 
 
In Docket No. E, G-999/CI-98-651 the Commission provided minimum filing requirements 
that must be satisfied within 30 days of executing a contract or arrangement with an 
affiliate.6  These filing requirements are detailed in Minn. Rules pt. 7825.2200(B) and are 
included in Attachment 1.   
 
C. ANALYSIS OF PROPOSAL 
 
In its review of an agreement between a utility and its affiliate, the Department addresses 
the merits of the agreement, and also the ability of the Department to verify, after provision 
or acquisition of goods or services, that the utility’s ratepayers do not subsidize operations 
of the affiliate.  In this evaluation, the Department considers whether: 
 

• the agreement would affect operating costs and rate levels; 
• the proposed price or cost is reasonable; 
• the agreement would affect the competitive situation; and, 
• the agreement would impair effective regulation. 

 
The Department addresses the topics in order.   
 
                                                 
6 In the Matter of a Commission Investigation into Procedures for Reviewing Public Utility Affiliated Interest 
Contracts and Arrangements, ORDER INITIATING REPEAL OF RULE, GRANTING GENERIC VARIANCE, AND 
CLARIFYING INTERNAL OPERATING PROCEDURES (September 14, 1998). 
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1. Effect on Operating Costs and Rate Levels 
 

The Company’s proposed changes to its existing service agreement with XES would increase 
costs to Xcel’s Minnesota ratepayers by approximately $98,380 in 2015 compared with 
maintaining the current allocation factors included in the Service Agreement.  According to 
information provided in the Company’s most recent rate case, (Docket No. E002/GR-13-
868) Xcel’s budgeted costs from XES in 2014 were $104,468,403.7  Assuming a similar 
level of expenses in 2015, these proposed changes would result in an increase of slightly 
less than 0.1 percent (0.094%) in Xcel’s operating costs.  It is expected that Xcel will 
propose to reflect these costs in its proposed rates in the Company’s next rate case, 
currently forecasted for fourth quarter 2015.  The Department examines each of the 
proposed changes below. 
 

2. Reasonableness of Proposed Cost Increase 
 
The Department evaluated this criterion from several perspectives.  The first is whether Xcel 
met its burden of proof to show that the proposed change in reasonable; that is, whether the 
Service Company’s proposed changes are sufficiently documented to support that the 
change is reasonable and in the public interest.  In Attachment C to its Petition, the 
Company provided a redlined version of the proposed changes to Appendix A of the Service 
Agreement.  Specifically, Xcel proposes these changes: 
 

1. Claims Services category: “Claims Services costs will be direct charged, and 
administrative support functions that cannot be direct charged will be allocated 
using the Labor Dollars Ratio.”8 
 

2. Supply Chain category: “Supply Chain will be direct charged, and administrative 
support functions that cannot be direct charged will be allocated using the Labor 
Dollars Invoice Transaction Ratio.” 9      

 
3. Rates and Regulation category: “Rates and Regulation indirect costs will be 

allocated to the Operating Companies based on the Revenue Ratio or the Labor 
Dollars Ratio10 

 
4. Customer Service category: “Customer Service indirect costs will be allocated 

based on the Customers Ratio.  Indirect costs associated with administering low 
income and certified medical customer assistance programs will be allocated 
based on a composite of the Average of the Special Needs Customer Contacts 
Ratio and the Residential Customers Ratio.”11      

 

                                                 
7 Schedule 8(b) page 1 of 2 included in the direct testimony of Amy Stitt in Docket No. E002/GR-13-868. 
8 Attachment C of the Petition, page 2 of 22.  
9 Attachment C of the Petition, page 4 of 22. 
10 Attachment C of the Petition, page 6 of 22. 
11 Attachment C of the Petition, page 8 of 22. 
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5. The definition of the Labor Dollars Ratio has been removed.12 
 
6. The Customer Contacts Ratio:   
 

“Based on the total annual number of customer contacts at the 
end of the prior year ending December 31.  The numerator of 
which is for an applicable Operating Company or affiliate 
company and the denominator of which is for all applicable 
Operating Companies and affiliate companies.  This ratio will be 
determined annually, or at such a time as may be required due 
to significant changes.  If the costs being allocated are directly 
related only to the support of special needs customers, such as 
those receiving low income energy assistance and those having 
certified medical conditions, the ratio shall be based on the 
number of contacts received by the special needs customer 
department at the end of the prior year ending December 31 
(Special Needs Customer Department Ratio).  The numerator of 
which is for an applicable Operating Company or affiliate 
company and the denominator of which is for all applicable 
Operating Companies and affiliate companies.  This ratio will be 
determined annually, or at such a time as may be required due 
to significant changes.13 

 
The Company’s proposed changes in (1), (2), (3) and (5) would remove the Labor Dollars 
Ratio as an allocator for administrative costs that cannot be direct assigned in the Claims 
Services, Supply Chain, and Rates and Regulation departments.  For Claims Services, Xcel 
proposes no allocation method for Claims Services that cannot be direct charged.  For the 
Supply Chain department, Xcel proposes to allocate such costs based on the number of 
invoice transactions. 
 

a. Claims Services Department 
 
Xcel explained its reasoning for the proposed change in the Claims Services department on 
page 11-12 of its Petition as follows: 
 

Claims Services provides services related to casualty, public 
and Company damage claims.  When the Company causes 
damages in the course of doing business, or an individual or 
other business damages Company property, the Claims 
organization investigates the incidents to determine 
responsibility and resolve the dispute.  All budgeted costs and 
the vast majority of the actual costs incurred by this Service 
Function are directly-charged to the Operating Companies, as 

                                                 
12 Attachment C of the Petition, page 12 of 22. 
13 Attachment C of the Petition, page 13 of 22. 
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the workflow is structured around individual claims that are 
Operating Company-specific. 
 
Therefore, we have eliminated the Labor Dollars Allocation 
Method for this Service Function in the Service Agreement, 
which means that all Claims Services costs are being directly-
charged to the Operating Companies. 

 
The Department agrees that Xcel’s proposal for allocating the costs of the Claims Services 
department is reasonable. 
 

b. Supply Chain Department 
 
Xcel explained its reasoning for the proposed change in allocation of the Supply Chain costs 
on pages 12 and 13 its Petition as follows: 
 

The Supply Chain Service Function is responsible for purchasing 
and warehousing services.  Purchasing services include 
developing requisitions, contracts, and purchase orders to 
procure materials and services and manage supplier 
relationships; negotiating complex procurement 
agreements/contracts for strategic supplier partnerships and 
service contracts; monitoring supplier performance; and 
managing purchase records, supplier qualifications records, 
and the supplier diversity program.  Warehousing services 
include receiving, storing, issuing, shipping, returns, and 
distribution of material and parts. 
 
The only costs being allocated are for management and 
oversight of the payment and reporting services that include 
processing payments to vendors, providing audit research and 
reconciliation support for Accounts Payable transactions, 
preparing statistical and 1099 reporting, and administering the 
purchase card programs. [fn omitted]  These activities and their 
oversight are driven by the total number of invoices processed 
for each individual Operating Company.  Therefore, the most 
cost-causative Allocation Method is the Invoice Transaction 
Ratio, which is what we have replaced the Labor Dollars Ratio 
with in the Service Agreement. 
 
In terms of impact of this change on the Company, as we 
explained in our Reply in Docket 14-234, we are unable to 
specifically quantify the impact of changing from the Labor 
Dollars ratio to a different Allocation Method.  In summary, 
because we previously discontinued use of the Labor Dollars 
ratio, we do not have records or the process to perform a 
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detailed, exact cost estimate.  However, as we did in that Reply 
for certain Service Functions, we have reasonably approximated 
the impact to NSPM for this change to the Supply Chain Service 
Function, which we estimate is an approximate increase to 
NSPM of $51,000 and $57,000 for 2014 and 2015, 
respectively. 

 
Given that the amounts allocated to Xcel under the current allocator are $67,384 and 
$76,374, respectively, for 2014 and 2015, Xcel’s proposal would increase the amount 
allocated to NSPM by 75 percent in each of these years for this category.   
 

In DOC Information Request 13 (IR 13),14 the Department requested the analysis that 
provided the support for the Company’s proposed change to the allocation factor for its 
Supply Chain.  In its response, Xcel explained:  “Considering that the main activity of the 
personnel is processing invoices, this allocation method was selected as the most cost-
causative method out of the all existing approved methods.”   
 
However, Xcel’s description of the function of this department indicates the labor-
intensiveness of the work.  For example, “negotiating complex procurement 
agreements/contracts” can be labor-intensive, and likely some contracts would require 
more work than others.  As a result, it is not reasonable to assume that all transactions are 
the same, as under Xcel’s proposal. 
 
Thus, the Department concludes that Xcel has not met its burden of proof to show that this 
proposed change is reasonable.  Instead, the Department recommends that the 
Commission require Xcel to use the Labor Dollars Ratio to allocate the costs of the Supply 
Chain department. 
 

c. Rates and Regulation Department 
 
Xcel describes the function of the Rates and Regulation department as follows: 
 

Determines the Operating Companies’ regulatory strategy, 
revenue requirements and rates for electric and gas customers.  
Coordinates the regulatory compliance requirements and 
maintains relationships with the regulatory bodies. 

 
Xcel states that the Company has been using the Revenue Ratio to allocate costs of this 
department, and thus proposes to eliminate the option of using the Labor Dollars ratio.  In 
the 14-234 Docket, the Department didn’t support giving XES or Xcel optionality for 
choosing allocation factors.  The Department was concerned that such an approach would 
give the Company too much discretion regarding which allocator to use, and would 
substantially decrease transparency for the Department or any party attempting to review 
and understand the Company cost allocations in use at that time.  Thus, the issue for the 

                                                 
14 DOC Attachment 3. 



Docket No.  E,G002/AI-15-536 
Analyst assigned:  John Kundert 
Page 10 
 
 
 
Commission in this proceeding is which allocation factor to use:  Labor Dollars Ratio or 
Revenue Ratio. 
 
As with the Supply Chain department, Xcel’s description of the Rate and Regulation 
department indicates significant labor-intensiveness of the work.  Moreover, the cost of this 
department is largely labor.  Consequently, it appears that the appropriate allocator for the 
Rates and Regulation department is the Labor Dollars Ratio.   
 
It is particularly important to allocate the costs of Rates and Regulation using the Labor 
Dollars Ratio rather than the Revenue Ratio since the Rates and Regulation department 
must spend time to establish a new affiliate (such as the recent affiliated transmission 
companies discussed in Docket E002/AI-14-759).  Prior to any revenues existing for the new 
affiliate, it would not be fair to allocate all costs of establishing a new affiliate to the 
regulated operations.   
 
The Department requests that Xcel provide in its reply comments the estimated allocation of 
Rates and Regulation costs to the Minnesota jurisdiction for 2014 and 2015 under the 
Labor Dollar Ratio and Revenue Ratio.  
 

d. Customer Contacts Ratio 
 
The Company’s proposed language in (6) attempts to define the Defined Term “Special 
Needs Customer Contacts Ratio”, while the proposed language change in (4) attempts to 
codify the protocol for its use.   
 
The Department asked several information requests in order to determine the level of 
supporting documentation for these proposed changes and by extension, their 
reasonableness. 
 
In DOC Information Request 1 (IR 1),15 the Department requested the analysis that provided 
the support for the Company’s proposed new Special Needs Customer Contacts ratio.  In its 
response, Xcel provided three tables – Personal Account Representative Department’s 
incoming calls, the Average Number of Residential Customers and Low-Income Customer 
Counts Ratio.  The Company’s position is that the use of an allocation method that used only 
one input would not “sufficiently reflect the team’s workflow on a stand-alone basis”.   
 
The Department reviewed the Company’s analysis and largely agrees that the development 
of this new allocation factor is reasonable.  The Department generally supports the use of 
“subsets” of broader allocation methods to the extent that this refinement enables better 
accuracy.   
  

                                                 
15 DOC Attachment 2. 
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3. Competitive Situation 
 

Minn. Rules pt. 7825.2200(B) (5) states: 
 

a. if invitations for sealed written public proposals for the 
furnishing of the service sought under the contract or 
agreement have been made, a summary of the terms of the 
proposals received, including the name of each bidder or 
representative of a bidding group; and as an exhibit to the 
petition, a copy of each proposal received; 

b. if invitations for sealed written proposals have not been 
made, an explanation of the decisions to that effect will be 
submitted. 

 
This criterion does not appear to be relevant in this instance.   
 

4. Impairment of Effective Regulation 
 

The Department cannot identify any changes proposed in the instant docket to the Service 
Agreement that would impair effective regulation in the near term.  However, as noted 
above, the Department concludes that Xcel has not met its burden of proof to show that the 
proposed changes in allocations for either the Supply Chain department or the Rates and 
Regulation department are reasonable. 
 
Further, the Department reiterates that the Commission has continuing authority to 
determine the reasonableness of Xcel’s proposed allocation of costs between regulated and 
non-regulated entities, in practice, for ratemaking purposes: 
 

The fact that the commission shall have approved entry into 
such contracts or arrangements as described herein shall not 
preclude disallowance or disapproval of payments made 
pursuant thereto, if upon actual experience under such contract 
or arrangement it appears that the payments provided for or 
made were or are unreasonable.     
 

In that light, the Department notes that further examination of the appropriateness of Xcel’s 
Service Agreement is likely to occur in Xcel’s expected upcoming rate case, particularly in 
light of concerns expressed by Commissioners as to how services and other matters 
regarding Xcel’s recently established transmission affiliates in Docket No. E,G002/AI-14-
759 will affect regulated services. 
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IV. RECOMMENDATIONS 
 
At this time, the Department recommends that the Commission: 
 

• approve the Company’s requested changes to cost allocations for the Claims 
Services department and Customer Contact department, and 

• deny the proposed change to allocating the costs of the Supply Chain 
department. 

 
The Department also concludes that Xcel has not met its burden of proof to show that its 
proposal to allocate costs for the Rates and Regulation department based on the Revenues 
Ratio is reasonable.  The Department requests that the Company provide in reply comments 
the costs allocated to the Minnesota jurisdiction under the Labor Dollars Ratio and the 
Revenue Ratio for 2014 and 2015. 



 
 
Attachment 1 – Filing Requirements for an Affiliated Interest Agreement included in in Minn. 
Rules pt. 7825.2200(B). 
 

1. A heading that identifies the type of transaction; 
2. The identity of the affiliated parties in the first sentence; 
3. A general description of the nature and terms of the agreement, including the 

effective date of the contract or arrangement and the length of the contract or 
arrangement; 

4. A list and the past history of all current contracts or agreements between the 
utility and the affiliate, the consideration received by the affiliate for such 
contracts or agreements, and a summary of the relevant cost records related to 
these ongoing transactions; 

5. A descriptive summary of the pertinent facts and reasons why such contract or 
agreement is in the public interest; 

6. The amount of compensation and, if applicable, a brief description of the cost 
allocation methodology or market information used to determine cost or price; 

7. If the service or good acquired from an affiliate is competitively available, an 
explanation must be included stating whether competitive bidding was used and, 
if it was used, a copy of the proposal or a summary must be included. If it is not 
competitively bid, an explanation must be included stating why bidding was not 
used; 

8. If the arrangement is in writing, a copy of that document must be attached; 
9. Whether, as a result of the affiliate transaction, the affiliate would have access to 

customer information, such as customer name, address, usage or demographic 
information; 

10. The filing must be verified. 
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