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BEFORE THE ARIZONA CORPORATION

MARC SPITZER
CHAIRMAN

WILLIAM A. MUNDELL v
COMMISSIONER pgizona Corperation Commission

MIKE GLEASON DO CKETED
COMMISSIONER .

JEFF HATCH-MILLER NOV 2 9 2004
COMMISSIONER

KRISTIN MAYES "GOCKETED BY
COMMISSIONER |

IN THE MATTER OF THE COMPLAINT OF Docket No. E-04230A-04,- 0759

MOHAVE ELECTRIC COOPERATIVE, INC.

AGAINST UNISOURCE ENERGY ANSWER

CORPORATION AND

MOTION FOR DISMISSAL

UNS Electric, Inc! (“UNS Electric”), through undersigned counsel, hereby responds to
the specific allegations set forth in the formal complaint filed by Mohave Electric Cooperative,
Inc. (“MEC Complaint™) in the above captioned matter. In addition, UNS Electric hereby
requests that the Arizona Corporation Commission (“Commission”) dismiss the MEC Complaint
because it fails to state a claim for which relief can be granted.

1. Inresponse to paragraph 1 of MEC’s Complaint, UNS Electric admits that Mohave
Electric Cooperative, Inc. (“MEC”) holds a Certificate of Convenience and Necessity (“CC&N”)
issued by the Commission. UNS Electric is without sufficient knowledge or information to form
a belief regarding the specific geographical area that comprises MEC’s CC&N and further
believes that the language of the Commission order granting MEC the CC&N speaks for itself.

! Mohave Electric Cooperative has erroneously named UniSource Energy Corporation (“UniSource”) as the party
in this matter. The correct party in interest is UNS Electric, Inc., a subsidiary of UniSource that provides electric
service in Mohave County.
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2. Inresponse to paragraph 2 of MEC’s Complaint, UNS Electric denies that MEC has
sufficient electric distribution lines, plant systems or metering facilities in that portion of MEC’s
certificated area that is the subject of MEC’s Complaint (“Subject Territory”). UNS Electric
asserts that MEC does not have the necessary facilities to cost-effectively provide service to
Central Trucking, Inc. (“CTI”), a customer that has requested electric service in the Subject
Territory. According to MEC’s Complaint, MEC has provided CTI with a cost estimate of
$600,000 to construct distribution facilities necessary for service in the Subject Territory. UNS
Electric asserts that it currently has facilities in place to serve CTI in the Subject Territory and
can begin service at any such time that the Commission so authorizes. Maps of the Subject
Territory are attached as Exhibit A.

3. In response to paragraph 3 of MEC’s Complaint, UNS Electric admits that the
Commission issued Decision No. 58798. UNS Electric asserts that Decision No. 58798 speaks
for itself. |

4. Inresponse to paragraph 4 of MEC’s Complaint, UNS Electric admits that the sole
purpose that Citizens Utilities Company (“Citizens™) agreed to transfer the Subject Territory was
to allow MEC to serve North Star Steel, a steel manufacturing plant that was planning to locate
in the Kingman, Arizona area in 1994. The agreement between Citizens and MEC (“Transfer
Agreement™?) stated that MEC “shall serve only North Star Steel within the North Star Steel
Site” and stipulated that if MEC no longer served North Star Steel, the CC&N would revert back
to Citizens. See Exhibit B (Transfer Agreement between Citizens and MEC). Decision No.
58798 included a provision that the Commission must first approve the transfer before such a
reversion could occur. This Decision is attached as Exhibit C.

As to the other allegations in paragraph 4 of MEC’s Complaint, UNS Electric asserts that
Decision No. 58795 speaks for itself.

5. In response to paragraph 5 of MEC’s Complaint, UNS Electric denies that since

October 1994, MEC has been authorized to provide power to all customers located in the Subject

2 The Transfer Agréement consists of two letter agreements between Citizens and MEC, one dated May 3, 1994, the
other dated September 22, 1994.
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Territory without limitation. Although the Commission did not address the issue specifically, the
Transfer Agreement, which was the basis for Commission action resulting in Decision No.
58798, specifically limited MEC to provide electric service only to North Star Steel. To the best
of UNS Electric’s knowledge and belief, it was Citizens’ understanding that Citizens would
serve any other customers in the Subject Territory. It was not until early 1996 that the issue of
providing service to other customers in the Subject Territory was raised.

In February 1996, Citizens received a request for electric power from Roadrunner
Trucking, Inc. (“Roadrunner”), stating that “Our current situation of running on a generator, and
with no reasonable solution submitted from Mojave Electric Coop, leaves us no other option than
to try to obtain power from Citizens Utilities.” See Exhibit D (letter dated February 5, 1996,
from Roadrunner to Citizens). Citizens immediately notified MEC that it had received a request
from Roadrunner to provide electric service to its facility, which was located within the Subject
Territory. Citizens notified MEC that it was ready, ﬁvilling and able to provide such service
within 30 days, and requested permission to provide service. See attached Exhibit E (letter dated
February 7, 1996, from Citizens to MEC). However, MEC refused to allow Citizens to serve
Roadrunner, relying on a written interpretation of Decision No. 58798 by the Director of the
Utilities Division. See Exhibit F (letter dated February 2, 1995, from Gary Yaquinto to MEC).

UNS Electric admits that, to the best of its knowledge, MEC agreed to pay Citizens
approximately $26,000 for the construction and subsequent removal of facilities to provide
temporary construction power to the North Star Steel line extension project. Because the project
was for temporary service, MEC was required to pay a nonrefundable contribution in aid of
construction to cover the estimated cost of constructing the facilities. See Exhibit G (Executed
Letter of Agreement, dated Nov. 29, 1994, from Citizens to MEC).

UNS Electric admits that, to the best of its knowledge, MEC purchased power at
Citizen’s retail Large General Service (“LGS”) retail rate.

6. In response to paragraph 6 of MEC’s Complaint, UNS Electric admits that both

North Star Steel and Roadrunner Trucking discontinued electric service in 2002, and no longer
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conduct business in the Subject Territory. As a consequence, UNS Electric asserts that pursuant
to the Transfer Agreement, the Subject Territory would revert to Citizens upon Commission
approval. UNS Electric filed its Application for Commission approval for transfer of the Subject
Territory to UNS Electric on November 12,2004, Docket No. E-04230A-04-0798.

7. Inresponse to paragraph 7 of MEC’s Complaint, UNS Electric admits that Citizens
filed rate schedules with FERC for ongoing wholesale service to MEC (“Rate Schedule Filing™).
See MEC’s Exhibit 2. UNS Electric asserts that the documents speak for themselves.

UNS Electric further asserts that MEC notified Citizens that service was no longer
needed and requested to have the facilities physically disconnected. See Exhibit H (letter dated
July 3, 2003, from MEC to Citizens). On April 11, 2003, Citizens filed a Notice of Termination
of Rate 46 with FERC. See Exhibit I (FERC filing dated April 11, 2003). Citizens’ facilities
were disconnected and physically separated from the North Star site in June 2003.

UNS Electric is without sufficient information or knowledge regarding the remaining
allegations of paragraph 7 of MEC’s complaint, and therefore denies the same.

8. In response to paragraph 8 of MEC’s Complaint, UNS Electric admits that the
CC&N for the Subject Territory was originally issued to Citizens and that this portion of the
CC&N territory was transferred to UNS Electric in 2003. This was a result of the acquisition of
Citizens’ properties by UniSource Energy Corporation (“UniSource”). Decision No. 66028,
which approved the transfer, is attached as Exhibit J.

9. Inresponse to paragraph 9 of MEC’s Complaint, UNS Electric is without sufficient
information and knowledge regarding communications between CTI and MEC, and therefore
denies the same. UNS Electric admits that on July 30, 2004, MEC verbally requested re-
establishment of the primary metering point at the location where MEC had previously received
service for Roadrunner. UNS Electric asserts that it does not have a FERC approved tariff to
provide wholesale service to MEC. UNS Electric admits to receiving a written request for
transmission service under its Open Access Transmission Tariff (“‘OATT”) from MEC in

September, 2004. UNS Electric asserts that it appropriately responded to MEC’s request by
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explaining that such a request must be submitted through the Open Access Sametime
Information System (“OASIS”). See MEC’s Exhibit 4.

10. In response to paragraph 10 of MEC’s Complaint, UNS Electric denies having
refused to initiate service to MEC. UNS Electric asserts that MEC never completed the
necessary procedures through OASIS. UNS Electric admits that it informed MEC that it
intended to file a request to have the CC&N for the Subject Territory returned to UNS Electric
prior to filing such a request in Docket No. E-04230A-04-0798. Furthermore, UNS Electric
asserts that it offered to serve CTI through an Electric Service Authorization Agreement’
(“Authorization Agreement”) with MEC until the CC&N issue was determined. See MEC’s
Exhibit 4. |

11. In response to paragraph 11 of MEC’s Complaint, UNS Electric denies that it is
impeding CTI from receiving electric service. UNS Electric asserts that CTI should not have to
pay $600,000 for facilities when it is unnecessary because UNS Electric has facilities available
and is ready, willing and able to provide electric service to CTI upon Commission approval of
the Authorization Agreement or transfer of the Subject Territory to UNS Electric, whichever
occurs first. UNS Electric denies all remaining allegations in paragraph 11 of MEC’s Complaint.

12. UNS Electric denies each and every allegation in paragraph 12 of MEC’s
Complaint.

13. In response to paragraph 13 of MEC’s Complaint, UNS Electric denies that MEC
has made a good faith effort to resolve this matter. UNS Electric has requested that MEC allow
UNS Electric to serve CTI and has provided MEC an Authorization Agreement that has been
executed by UNS Electric, in a good faith effort to facilitate the timely provision of electric

service to CTI. However, to date, MEC has failed to respond to UNS Electric’s request. See

* Typically, such an agreement is called a “borderline agreement.” However, in these circumstances, the Subject
Territory is not on the border of UNS Electric’s CC&N territory, but rather, in the middle of the territory — much
like an island. Therefore, the title “Electric Service Authorization Agreement” more precisely describes this
situation.
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Exhibit K (letter dated November 8, 2004, from UNS Electric to MEC, including partially
executed Authorization Agreement).

UNS Electric denies that it has refused to provide service under an OATT. UNS Electric
asserts that MEC has failed to follow the procedures or provide the information necessary to
pursue such service.

UNS Electric denies that it has refused to consider a system-wide border area agreement.
In a telephonic meeting between UNS Electric’s and MEC’s senior management, the concept of
a system-wide borderline agreement was discussed. UNS Electric indicated that the Company
was willing to further explore that approach. See Exhibit L (letter dated October 15, 2004, from
UNS Electric to MEC). UNS Electric asserts that a borderline agreement, by its nature, is
determined on a case-by-case basis. The determination is made based on the best interest of the
customer, in particular, the most economic way to provide service to the customer. UNS Electric
asserts that although MEC has proposed the concept of a system-wide borderline agreement,
MEC has failed to provide any specific terms of such an agreement.

UNS Electric asserts that it is not in the best interests of CTI to pay $600,000 for MEC
facilities when UNS Electric has facilities that are ready and available to service CTI.

UNS Electric denies all remaining allegations of paragraph 13 of MEC’s Complaint.

14. In response to paragraph 14 of MEC’s Complaint, UNS Electric denies that it
currently has FERC Rate Schedules 45 and 46 in effect. UNS Electric is without sufficient
information and knowledge regarding the remaining allegations contained in paragraph 14 of
MEC’s Complaint, and therefore denies the same.

15. UNS Electric denies each and every allegation in paragraph 15 of MEC’s
Complaint.

16. UNS Electric denies each and every allegation in paragraph 16 of MEC’s
Complaint.

17. In response to paragraph 17 of MEC’s Complaint, UNS Electric admits that CTI is

in need of immediate electric service. UNS Electric asserts that CTI’s needs can be remedied by
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either: 1) the return of the Subject Territory CC&N to UNS Electric; or 2) with the execution
and approval of the Authorization Agreement. UNS Electric again asserts that a borderline
agreement, by its nature, is determined on a case-by-case basis. The determination is made
based on the best interest of the customer, in particular, the most economic way to provide
service to the customer. UNS Electric further asserts that MEC has failed to provide sufficient
information on the concept of a system-wide borderline agreement, including an explanation on
how such agreement(s) would not be in violation of the Commission’s laws and regulations
regarding the granting of CC&Nss.

18. UNS Electric denies each and every, all and singular, the allegations of MEC’s
Complaint not specifically admitted or denied herein.

19. The names, mailing addresses and telephone numbers of the persons upon whom

service of all documents should be made are:

Deborah R. Scott

Michelle Livengood

Attorneys for UNS Electric, Inc.

One South Church Ave. Suite 200

MailStop UE201

PO Box 711

Tucson, AZ 85702

520-884-3685 or 520-884-3664

Email: dscott@tep.com
mlivengood@tep.com

Copies to :
Tom Ferry
UNS Electric, Inc.
P.O. Box 3099
Kingman, AZ 86402
Email: tferry@uesaz.com

Affirmative Defenses

20. MEC’s Complaint fails to state a claim for which relief can be granted.
21. UNS Electric does not know at this time which, if any, additional affirmative

defenses may apply. UNS Electric believes that facts may come to light in this case that support
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any or all of the affirmative defenses set forth in Rule 8(c), Arizona Rules of Civil Procedure,

and hereby incorporates them by reference.

MEC’S COMPLAINT SHOULD BE DISMISSED FOR FAILURE TO STATE A CLAIM

FOR WHICH RELIEF CAN BE GRANTED.

A. Rates May Only Be Determined as Part of a Rate Case.

MEC has requested that the Commission authorize MEC to collect any excess power
costs through a surcharge, plus reasonable margin, until an OATT can be established by UNS
Electric or until MEC serves its customer directly. What MEC is really asking is for the
Commission to approve a new rate outside of a rate case. This is in clear conflict with well-
established regulatory law.

The general theory of public utility regulation is that the total revenue for a utility
company, including income from rates and charges, should be sufficient to meet the company’s
operating costs and to give the company and its stockholders a reasonable rate of return on the
company’s investment. Scates v. Arizona Corporation Commission, 118 Ariz. 531, 534, 578
P.2d 612, v615 (Arizona Court of App. 1978). A piecemeal approach to ratemaking, as MEC is
proposing, is fraught with potential abuse. Piecemeal ratemaking can serve as either an incentive
for utilities to seek rate increases each time costs increase in a particular area, or act as a
disincentive for achieving countervailing economies in the same or other areas of the company’s
operations. Id.

UNS Electric contends that MEC, by seeking a Commission approval to collect any
excess power costs from CTI through “surcharge, plus a reasonable margin,” is in fact, an
attempt to accomplish a rate increase. Because the Commission is charged with establishing
utility rates that are just and reasonable and must determine the fair value of the utility’s property

in setting rates, the Commission cannot grant the relief that MEC is seeking in a formal

complaint docket.
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B. Borderline Agreements Must Be Determined on a Case-by-Case Basis.

MEC has also requested that the Commission order UNS Electric to negotiate with MEC
to establish a system-wide border area agreement. The purpose of a borderline agreement is to
allow a public service corporation, other than the company certificated in a specific geographic
area, to provide utility service to a customer when it is in the best interest of the customer. One
of the key factors in making such a determination is the economic interests of the customer.
Borderline agreements are, by their very nature, established on a case-by-case basis to
accommodate specific customer situations, and require approval by the Commission.

The Arizona Constitution grants the Commission broad powers to regulate public service
corporations to protect the health, safety and convenience of customers. Ariz. Const., Article
XV, Section 3. Arizona law specifically requires a public service corporation to secure a CC&N
before it can serve customers or even begin the construction of “a line, plant, service or system.”
ARS Section 40-281(A). When a public service corporation is granted a CC&N, it becomes
obligated to serve all customers in its certificated area. A borderline agreement proizides a
limited exception to a CC&N by allowing another company to assume the obligation to serve a
customer, when it is in the customer’s best interest.

UNS Electric contends that if the Commission were to approve a system-wide borderline
agreement, its authority to require a certificated utility to provide service within its certificated
area would be diminished. With a system-wide borderline agreement in place, how would the
Commission know whether UNS Electric or MEC had the obligation to serve a particular
customer? For these reasons, UNS Electric asserts that MEC’s request for a system-wide
borderline agreement is inappropriate and usurps Commission authority, and therefore fails to
state a claim for which relief can be granted.

Therefore, based on the above discussion, UNS Electric moves to dismiss MEC’s

complaint based upon a failure to state a claim upon which relief may be granted.
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WHEREFORE, having fully answered MEC’s Complaint, UNS Electric respectfully
requests that this Commission:
1. Deny all relief sought by MEC;
2. Dismiss MEC’s complaint with prejudice; and

3. Grant such further relief as this Commission deems just and equitable.

RESPECTFULLY SUBMITTED thigday of November, 2004.

orah R. Scott\ /
Michelle Livengood
UniSource Energy Tower
One South Church Avenue
Tucson, Arizona 85701

Attorneys for Tucson Electric Power Company

ORIGINAL and 13 COPIES of the foregoing
filed Novemb , 2004, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

COPIES of the foregoing hand-delivered
Novemb , 2004, to:

Chairman Marc Spitzer

ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Mike Gleason
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007
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Commissioner Jeff Hatch-Miller
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Kirsten Mayes
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner William A. Mundell
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Lyn A. Farmer, Esq.

Chief ALJ, Hearing Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Christopher Kempley, Esq.

Chief Counsel, Legal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Ermest Johnson

Director, Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Mohave Electric Cooperative
1999 Arena Drive
Bullhead City, AZ 86442

Michael A. Curtis
William P Sullivan

K. Russell Romney
Martinez & Curtis, P.C.
2712 N. Seventh Street
Phoenix, AZ 85006-1090

11







EXHIBIT A

WUE Sy ey o

I 2500
W SLYDOSIY UL 24 vvom

loQ
- $570a3y

“Aoass wean) 18 (urinay) me

P S 2um i ve 19011 W P SIY B VLY A8 Bertdepe

) Wammig Lsarasy =n ) |aeasd me Kt A Y
FEC21 mumil 1apeynn o 280t & 1S3V e viTY 44 porupe By
PUPTRIOS Lnune _Visa o i) peey MEIV/YLTY A1 Fiuse by
TS [amRIS WP, WS SRER 000 U W 5t Peuny &
_.it..l;lilail_lllli..!_:!ls._-z»

Hhumtier) eoum sy )} oty
[ 04 SREg g pyndn ORI w vy

$3LYOIA143D SHOAIANNS

"ANVJNOO 13318 HYLS HiyoN
OL ANYJdWOOD AVMIIVH 33 VINYS aNV vi3dot’
'NOSIHOLY 3HL A8 GIAIANOD 38 OL ALy3doud 103rans ‘savvd
ONIMOTI04 IHL NO 'E-d ONY 2-3 -4 §730Hv4 SY aaLvaian
"YNOZIHY 'ALNNOO IAVHOW
‘NYIQIHIW HIAIH Lvs ANY VB
dHL 40 LS3IM LI IONVY ‘HLHON 02 dIHSNMOL
NI 6 ONY S ' SNOILD3S. H0 SNOILHOd HOA

ATAHNS T71]

R
i

1
|
|
|
. —
|
r
|
i
N

L ONVT WSOV - viiy




T

o PIRD0] EDAASE 1LY - e (e
e 20240 N30 (D3N
-t;-.\\...lxl!\...;\\ m?)_u..o,\_wﬁO?m_ DHA3D317] SADU O
AMES S3N \Nvtl!:g /\\ ///
- ) i /
e \Aw\ {Vdyml m -
e ONS Q3RO
L T / : ey e P
2 . y o\ e
.M, LAOIONY . = //\\
aun A Y : i N
r N 1ommv ’ R IR R Vi
. , ._Iouzqu D :
2. NS £]d4oy —
o /
) aun DKW
< ....,aw
S sau
o & N SKN
1% /// .mHC : »
AN \%, &
M DEUD NFI)
DU OIS SNN
ONE DIMLO3TI SN

-3

wdpp: Ty

Y FOH/SADIAIAE LEI2UT ATINOTILA-WOL

213

J R

ZAR103826

2

£36-







T IO QZSETISETS TPl v2BZ 22 NIT

oo

RECEVED

2R ATt B o
Alu 1 19¢4

O'CoNNOR CAVANACGCH

TAE L" %fe’ a{
O'Connez, Cavanagh, Anderson, Westover, Killingsworth & Beshears PHOENIX ADN. OF-ioz
A Professional Association
Re?ly to Phoenix Clice
RAYMOND S. IHEYMAN
(6C2; 2632638
Tide No. 27.8C-0100

August 16, 1994

Ms. Beth Ann Burns

CITIZENS UTILITIES

Phoenix Administrative Office

2901 North Central Avenue, Suite 1660
Phoenix, Arizona 85012-2736

Re: Mohave Electric Cooperative, Inc.
Dear Beth Ann:

Enclosed please find a fully executed copy of the letter from James P. Avery to Robert E.
Broz dated May 3, 1994

I should point out that Mohave Electric interprets Citizens’ condition that "MEC shall serve
all electric requirements of NSS at the NSS Site and shall provide all such service to NSS at the retail
rates and charges approved by the Arizona Corporation Commission” to include special contract rates
approved by the Commission.

If you have any questions regarding this, please do not hesitate to contact me.

Sincerely yours,

For the Firm
RSH:fe
Enclosure

cc: Robert E. Broz (w/o enclosure)

MECNBURNSS1S.LTR

i - - aom~ s A=a -1 1 ~e Lo -~ — - o mE oy e~
¢ Plhoenix, AZfzoza §5GI2-228% - Teepzcne 02.282.240C - Taw £22-283.23C
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Mohave

Dear Mr

1)

3)

4)

5)

Raobert E. Broz
Executive Vice President/General Manager

P.O. Box 1045
Bullhead City, AZ 86430

8255183525 cT:4T 382 52 Nl

Z E N s Administrative Offices
- High Ridge Park, Stamford, CT 069CS
= N/ (203) 329-8800

UTILITIES

May 3, 1994

Electric Cooperative

. Broz:

In response to your request dated April 28, 1994, Citizens Utilities Company
("Citizens") hereby consents to Mohave Electric Cooperative, Inc. {"MEC") serving the
retail electri¢c load of Narth Star Steel ("MNSS"} at 1,010-acre site optioned by NSS in
Sections 4, 5, and 9, Township 20 North, Range 17 West, Mohave County, Arizona
{"NSS" Site").

This consent is given subject to the following conditions:

MEC shall serve all of the electric requirements of NSS at the NSS Site
and shall provide all such service to NSS at the retail rates and charges
approved by the Arizona Corporation Commission ("Commission™);

The boundaries 6f the NSS Site to be served by MEC shall be determined
by the legal description for the 1,040 acres under option, or any portion
thereof, purchased, leased, or otherwise acquired by NSS.

MEC shall serve only NSS within the NSS Site and shall not extend
service to any other customer located beyond the boundaries of the NSS
Site nor serve contiguous loads;

The contracts submitted to the Commission for approval shall provide
that service to NSS will comply with the design criteria previously
provided by Citizens to NSS, and any system upgrades required to
comply with such criteria will be provided without expense to Citizens

or MEC;

All required approvals by the State of Arizona for MEC to serve the NSS
Site must be obtained, including, but not limited to, approvai by the
Commission. Citizens will cooperate in obtaining such approval from the
Commission; and ,

§68-4 G2/vid- dll-l 0268183826  ON3 L0313 WI)/S831AJBS £ABi3L3 33inogiup-wold w3 v0  vG-g2-unf
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CITIZENS UTILITIES

Robert E. Broz
Page 2
May 4, 1994

6)  If NSS does not construct its plant at the NSS Site or if service to the
site is not initiated by MEC or is thereafter abandoned by MEC, the right
1o serve the NSS Site shall revert back to Citizens.

By your signature, MEC accepts the obligation to provide retail service to the
NSS Site subject to the conditions set forth above. MEC also agrees that the consent
is not transferable ar assignahla tn any nthar antity without the avpragss written
consent of Citizens. MEC further agrees that in consideration for Citizens’ consent,
MEC shall pay to Citizens the sum of $1.00, plus any reasonable out-of-pocket
expenses incurred by Citizens in obtaining Commission approval of the transfer 1o
MEC of that portion of Citizens” Certificate of Convenience and Necessity applicable
to the NSS Site.

MOHAVE ELECTRIC COOPERATIVE CITIZENS UTILITIES COMPANY

}q——\——»\\ X Cdesz,
By: Robert.E. Bro By: JamesP-Avery ————

Executive V.P./ \eneral‘Manager Vice President, Electric

-~
-~

cc:  B. Burns - CUC
T. Ferry - CUC
T. Carison - WAPA
G. Yaquinto - ACC

9436
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Carmen Madrid

Docketing Division

Arizona Carporation Commission
1200 W. Washington Street
Phaoenix, Arizona 85007

Dear Ms. Mag:ici_d:

l"

: Utxlxhes Company

ce: Lyn Farmer
All partiea of record

GeT 4 - 1954

J! h—-'—“lﬁ N“D U N "\IER(“{ STR-LEGAL-PLAN, FAY NG, £043747588 , B, 18722

+ e
NSs/MEC [

N
Phcenix Administratm Office

2901 North Central Avenue, Suite 1656Q

Phoenix, Arizona 85012-2736

(602) 274-1653 - Fax (602) 265-3415

September 30, 1994

Thank you for your attention to this matter.

Very truly yours,

Please file as a.latéﬁled exhibit in Docket Nos. E-1032-84-293 and U-;‘l 750-84-
293 the enclosed Letter Agreement, dated September 22, 1994, as fully executed by
Mohave Electric Cooperative, Inc.. Arizona Electric Power Cooperatxve inc., and Citizens

Bl Ao Buursy”

Beth Ann Bumns
Senior Counsel

- Arizona
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UTILITIES

September 22, 1894

Robert E. Broz
Executive Vice President & General Manager
Mohave Electric Cooperative, Inc.

and

Donald Kimball
Executive Vice President & General Manager
Arizona Electric Power Cooperative, Inc.

Dear Sirs‘

_ By letter dated May 3, 1994, Citizens Utilities Company ("Citizens”) entered into -
a Letter Agreement ("Letter Agresment”) with Mohave Electric Gooperative, Inc.,
("MEC‘) wherein Citizens consented, subject to certain stated conditions, to MEC
serving the retail electric load of North Star Steel Company ("North Star™ or "NSS”) at
a 1,040-acre site optioned by NSS in Sections 4, 5, and 9, Township 20 North, Range
17 West, Mohave County, Arizona ("NSS Srte") MEC accepted the obligation to provide
retail service to the NSS Site subject to the enumerated condmons '

Citizens has reviewed the contracts reached between MEC, Arizona Electric’
Power Cooperative, Inc., ("AEPCO"), the United States Depariment of Energy Western
Area Power Administration ("Western™), and North Star for the provision of electric utility
service to the NSS Sits. Those contracts are the Non-Firm E ¢ Service Agreement
("Non-Firm™), the Construction and Interconnection Contract ("C&I"), and the
Consolidated Arrangements ("Contract").

- As a resutt of that review, Citizens, AEPCD ard MEC hereby cianfy that the
referenced provisions. of those contracts are mtended tc mean, and should be
interpretad, as follows: .

Neither Non-Firm, Paragraph 5.6.2 nor Consolidated, Paragraph 5.4 contemplate
or permit retail wheeling under the contract. If North Star unilaterally terminates the Non-.
Firm contract pursuant to ‘Paragraph 5.8.2: the CC&N transferred by Citizens to MEC,
and all rights incident thereto, will automatically revert to Citizens pursuant to the Letter
Agreement, subject to any approval necessary by the Commission; and retail wneelmg
will begin no earlier than one second after reversion of the CC&N legally vests in

Citizens.
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MEC/AEPCQ/Citizens
September 22, 1894
Page 2.

. Non-Firm, Paragraph 10.4 provides that North Star's requirements will not be met
under the contract if agreement on a resource schedule cannat be reached. That
provision does not allow North Star to obtain electric service from another source. If
North Star and MEC cannot agree on a resource schedule, North Star's load will be
reduced fo the level agreed upon or service to the NSS Site will be interrupted by
MEC/AEPCO until agreement on a resource schedule is reached

Consohdated Paragraph 2.8 and C&I, Paragraph 2.7 refer to servmg other loads
that may be developed in Mohave County. These paragraphs refer to Westem and do
not confer on MEC any greater rights than those set forth in Condition (3) of the Letter

Agreement.

Non-Firm, Paragraph 12 and Consolidated, Paragraph 18 requires North Star to
maintain unity or a leading power factor. Western's customers are required to maintain
a power factor below 85 percent leading. AEPCO will interrupt North Star if the power
factor varies beyond the limits of unity and 85 percent leading.

I
(

I’.'
L

Consolldated Paragraph 17 2.1 would implement automatic underfrequency load-
shedding for North Star at a leve! to be designated at 59 Hertz or below. Consolidated,
Paragraph 17.2.2 provides for Western dxspatcher initiated load-sheddmg via supervisory
control command. North Star will be included in the first bleck in the underfrequency
load reduction program developed by the South West Off-Frequency Group in
compliance with WSCC criteria. :

Non-Fnrm, Paragraph 28.1 wouid perrnlt assignment of the contract under stated
terms and conditions, MEC and AEPCQ agree that the contracts are not transferabie
or assignable to any other entity without the express written consent of Clhzens, whnch
shall mot be unreasonabley withheld, pursuant to the ‘Letter Agreement.

Cal, Paragraph 7 provndes fora shoo-ﬂy to mest the electrical requirements of the
North Star load. Any temporary connection to Westemn will be connected at the source
side of a 230 kV circuit breaker. The breaker will provide for isolation of the Harris

Substation in the event any problem occurs. -

. Fz;xrther,- Ciﬁzéns and MEC hereby supplement the Letter Agreement to include
the following provisions, to which AEPCO concurs:

The consent of szens granted in the Letter Agreement for the transfer of a
portion of its service territory, and the conditions for that consent, shall remain in effect
in perpetuity and do not terminate upon approval of the transfer by the Commission. If

'
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MEC/AERCO/Citizens
September 22, 1994
Page 3

I any material violation of those conditions by MEC or AEPCO occurs, Citizens may
abrogate its consent and the CC&N transferred by Citizens to MEC may reven to
Citizens, subject to any approval necessary by the Commission, with all rights incident
' thereto. '
The consent of Citizens is alsp conditioned upon approval by the Rural
Electrification Administration of the contracts and a determination by Western, based
I upon the results of its studies, that service to the NSS Site is technically feasible and
would not have arn adverse impact on the regional electric system.

Under Condition 4) of the Letter Agreement, the contracts provide that service
te NSS will comply with the design criteria previously provided by Citizens to NSS, and
any system- upgrades required to comply with such criteria will be provided without -
expense to Citizens or MEC. If the conditions in providing electric service to North Star
exceed the IEEE standards referenced in the contracts, MEC/AEPCO will interrupt
service to North Star and the interruption shall continue until conditions comply with the

standards.

-

in the event that the Non-Firm contract is terminated by any party for any reason,
MEC and AEPCO shall provide notification of the termination to Citizens. Naotification
shall be provided to the following persons, or any other person designated in writing by

Citizens:

James P. Avery

Vice President - Energy Division
Citizens Utilittes Company

1233 West Bank Expressway
Harvey. Louisiana 70059

and

I i Beth Ann Bumns
Senior Counsel - Arizonia
. Citizens Utilities Company:
‘ ’ - 2601 N. Central Ave., Suite 1660

Phoenix, Arizona 85012

In the event that the Commission’s approval of the transfer is grantéd under terms
or conditions that materially deviate from or conflict with provisions of the Letter




— ey smap = et e e -

CAN-31-85 WED 12:21  ENEROY STR-LEGAL-PLAN.  FAX NO. 5043747685 | P.2p/22

MEC/AEPCO/Citizens
September 22, 1854

Page 4

Agreement, as supplemented herein, Citizens may withdraw its consent to the transfer
of a portion of its service territory to MEC.

\
~ MOHAVE ELECTRIC COOPERATIVE ARIZONA ELECTRIC POWER

INC. _ COOPERATIVE, INC.

Dﬁxam Kimball

Execuhve V.P. & Executive V. P. & General Manager

CITIZENS UTILITIES COMPANY

_Jamés)P Avery
Vice President - Energy ision

- BN B N T
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. @ EXHIBIT C

‘ Arizona Corporation Commission
BEFORE THE ARIZONA CORPORATION comBEMSHETED

MARCIA WEEKS e

CHAIRMAN RECENE | Gt 1 4 199
RENZ D. JENNINGS - '

COMMISSIONER 0Cr1g 19 GOCKETED BY W
DALE H. MORGAN m 4

COMMISSIONER OENL Apgg Ut

IN THE MATTER OF THE TRANSFER OF A DOCKET NO. E-1032-94-253
PORTION OF CITIZENS UTILITIES DOCKET NO. U-1750-54-283
COMPANY’S CERTIFICATE OF

)
)
}
CONVENIENCE AND NECESSITY TO ) pEcisioN No. 58798
MOHAVE ELECTRIC COOPERATIVE, INC. )
' B )
)

OPINION AND ORDER

DATE OF HEARING: September 16, 1994

PLACE OF HEARING: Phoenix, Arizona

PRESIDING OFFICER: Lyn Farmer

APPEARANCES: Mr. Raymond S. Heyman, O‘CONNCR, -CAVANAGH,
ANDERSON, WESTOVER, KILLINGSWORTH &

BESHEARS, on behalf of Mohave Electric
Cooperative, Inc.; and

Ms. Beth 2Ann Burns, 3enicr Counsel -
Arizona, on behalf of Citizens Utilities
Company; and -]
Mr. Michael Grant, JOENSTON, MAYNARD, GRANT
& PARKER, on behalf of Arizona Electric
Power Cocperative; and

Mr. Phillip L. Chab;t,_Jr., and Ms. Sandra
E. Rizzo, BRICKFIELD, BURCEETTE & RITTS,
P.C., and Mr. Patrick J. Paul, GALLAGHER &
KENNEDY, on behalf of North Star Steel
Company; and
Ms. Janice 2alward and Mr. Eradferd A.
Borman, Attorneys, Legal Division, on behalf
of the Utilities Division of the Arizona
Corporation Commission.

BY THE COMMISSION:

On August 23, 1954, Mohave Electric Cooperative, Inc. {("Mohave
Electric") filed with the Arizona  Corporation Commission
(*Commission") an Application to Transfer a Certain Portion of the

.Certificate of Convenience ang Necessity of Citizens Utilities Company

1




~ . .

DOCKET NO. E-1032-54-283 ET AL,

1 (*Citizens") to provide electric ﬁtility service tc Mohave Electric.

2 By Procedural Order issued August 29, 1994, the hearing on the

3 || above-captioned matter was set for September 16, 18%4. On September

4 7, 1894, Citizens filed its Motion to Intervene, Motion for

[V}

Continuance, and Motion for Correction of Docket Number. On September

9, 1994, Arizona Electric Cooperative, Inc. ("AEPCO") filed its Motion

()

1 to Intervene, and Mohave Electric filed its Response to Citizens’

[+

Motions. On September 12, 19894, Citizens filed it; Reply and North
9 [ star steel Company {("North Star") filed its Motion to Intervene. On

10 || September 13, 1994, the Commission’s TUtilities Division Staff

11 (vstaff”) filed its Staff Report in this matter. Staff recommended

12 approval of the application following a hearing. By Procediiral Orderx

i3 issued September 214, 1994, Citizens was granted intervention.
14 Intervention was granted to AEPCO and North Star at the commencement -
is éf the hearing.

16 The hearing was held as scheduled and no members of the public
17 were present to make public comment . Ko objections éonce}ning the
18 | application were received by the Commission  or by Mohave Electric.
13 | Mr. Robert Broz testified on behalf of Mohave Electric, and Mr.
20 Patrick Williams testified oﬁ behalf of Staff. The matter Qas taken
21 || under advisement pending submission to the Commission of a Recommended
22 0pinién and Order by the Presiding Officer,

23 * * * ° * * '3 * * *

24 | Having considered the entire record herein and being £fully

25 advised in the premises, the Commission finds, concludes, and orders

26 that:

27

28

2 pEcISTON No. S479§ '
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DOCKET NO. E-1032-94-293 ET AL.
FINDINGS OF FACT

1. Mohave Electric is an Arizona nonprofit electric cooperative
providing electric utility service to the public in portions of Mohave
County, Axrizoma, pursuant to authority granted by the Commission.

2. Citizens is a Delaware corperation engaged in the business
of providing electric utility service to the public in porticns of
Mohave County, Arizona, pursuant to authority granted by the
Commission.

3. North Star Steel Company, a corporati»>n organized and
operating pursuant -to the laws of Minnesota, intends to build a mini-
mill steel recycling facility on approximately 1,047 acres of land
near Kingman, in Mohave County, Arizona (“plant site®).

4. The North Star plant site is 1located within Citizens’
certificated service area, but no electric service is currently
provided to any customer within the plant site.

S. In approximately 1991, North Star approached Citizens
requesting glect;ic service for the proposed plant, but was unable to
reach agreement regarding the provision of electric service.

6. In approximately April 1954, North Star approached Mohave
 Electric and reguested Mohave Electric arrange to provide electric

service to the plant.

2 7. Mohave Electric and North Star obtained consent from

Citizens for Mohave Electric to serve the electric load to the plant
site, subject to six conditions.? |

8. On August 23, 1994, Mohave Electric filed its Application to

! See Exhibit A-1, May 3, 1934 letter attached to the

Application.

3 DECISION NO. 5/6{'9798
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DOCKET NO, E-1(i32-94-293 ET AL.
Transfer a Portion of a Certificate of Convenience and Necessirty

{("Application").

9. On Septembexr 1, 1954, Mohave Electric provided notice of the ;

Application and hearing, and the hearing was held as scheduled cn
September 16, 1954.

10. Staff filed a Staff Report on September 13, 1994,
reéorm'nending approval of the Application subject to the following
conditions: that Citizens agree to the transfer; ~and that the
Commission approve the Non-Firm Electric Service Agreement Among
Mohave Electric Cooperative, Inc., Arizona Electric Power Cooperative,
Inc., and North Star Steel Company {("Agreement®).

‘11.  Service to the plant site will be provided by wheeling the

H power over the Western Area Power Administration's (*Western®) 230 kV

transmission system to Western’s McConnico switching station, through .

facilities owned by RAEPCO and by Mohave Electric, to the Harris
sui_::staticin which will be owned by North Star. )

12. According to the Staff Report, when tha piant is fully
operational, 250 people will be employed, with an annualbpayroll of
approximately $11 million.

13. Staff found that Mohave Electric is capalle of serving the
plant site; that the transfer will facilitate construction of the
manufacturing plant; and that the regional eccnomy should benefit by
the presence of the manufacturing plant.

14. Staff found that approval of the Applicaticon to be in the
public interest.

15. on September 15, 1954, the Agreement was filed with the

(October___, 1994},

Commission®, and was approved in Decision No.

2 See Docket Nos. U-1750-94-323 and U-1773-94-323.

4 DECISION NO. 537fg
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DOCKET NO. E-1032-94-293 ET AL.
CONCLUSIONS oé LAW
1. Mohave Electric and Citizens are public service cerporations
within the meaning of Ariicle 15 of the Arizona Constitution and
A.R.S. Sections 40-281 &t peg.
2. The Commission has jurisdiction over Mohave Electric and
Citizens and over the subject matter of the Applicstien.
| 3. There is a need for electric utility service at the North
r Star plant site.
4, Mohave Electric is a fit and proper entity to receive the
Certificate for this plant site.
5. Approval of the Applicatien is in the pubilic interest.

H =" 6. ‘' The Application should be granted.

- . *

5 DECISION No. 56798
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Company‘s Certificate of Convenience and Necessity described in the

AL e B 2P VA
' COMMISSIO.

® @
DOCKET NO. E-1032-94-283 ET AL.
ORDER |

IT 1S THEREFORE ORDERED that the Application of Mohave Electric
Coopelrative, Inc., is hereby approx)ed and the portion ‘of Citizens
Utilities Company‘s Certificate of Convenience und Necessity as
described in the attached Exhibit A, is hereby transferred to Mohave

Electric Cocperative, Inc.
IT IS FURTHER ORDERED that notwithstanding any agreement among

any parties to this proceeding, the portion of Citizens Utilities

attached .Exhibit A, which is being transferred hereby to Mohave
Electric Cooperative, Inc., shall not revert to Citizens Utilities

Company under any circumstances without prior Commission.approval. .|

IT IS FURTHER ORDERED that this Decision shall become effective

immediately.

- BY ORDER OF IZONA CORPORATICN COMMISSION.

IN° WITNESS . JAMES MATTHEWS, Executive
Secretary of the Arizona Corporation Commission, have
hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of
Phoenix, this _ 14 day of Q&éﬁ_, 1994.

Mutffoas

JAMES MATTHEWS
CUTIVE SECRETARY

DISSENT
LF

& DECISIOﬁ nO. 5?2 ig
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SERVICE LIST FOR: CITIZENS UTILITIES COMPANY and
' MOHAVE ELECTRIC COOPERATIVE, INC.

DOCKET NOS. : : E-1032-94-293 anc¢ U-1750-94-283

Raymond S. Heyman

0! CONNOR, CAVANAGH, ANDERSON,
WESTOVER, KILLINGSWORTH & BESHEARS

One East Camelback Road, Suite 1100

Phoenix, Arizona 85012-1656

Beth Ann Burns

Senior Counsel - Arizona

CITIZENS UTILITIES COMFPANY

2501 North Central Avenue
Suite 1660

Phoenix, Arizona 85012

Michael M. Grant
JOENSTON, MAYNARD, GRANT & PARKER
3200 North Central Ave., Suite 2300

. Phoenix, AZ 85012 L

|

[

Charles A. Bischeff, Esq.

GALLAGHER & KENNEDY

2600 North Central Avenue

Phoenix, Arizona 85004-3020

Attorney for North Star Steel Company

Philip L. Chabot

Sandra E. Rizzo

BRICKFIELD, BURCHETTE & RITTS, P.C.
1025 Thomas Jefferson Street, NW

Suite B00 - West Tower

Washington, DC 20007 -
Attorney for North Star Steel Company

Paul A. Bullis, Chief Counsel
Janis Alward, Staff Attorney
Bradford A. Borman, Staff Attorney
Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Gary Yaquinto, Director
Utilities Division

-ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona BS5007

7 DECISION NO. 537@9 '
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DOW’I NO. E-1032-94-293 ET AL.

EXHIBIT A

LEGAL DESCRIPTION “E-1-

A parceY of land located in the west Half and the West Helf of
the East Half of Section 4, the Southeast Ouarter ang Government
Lot 9 of Section 5. and the Northwest Ouarter of Section 9 all in
Township 20 North. Ranga 17 west of the Gila and Salt River
Meridian, Mohave County. Arizona and sait parcel of lend beina
more particularly described as follows:

BECINNING at the Scoutheast Corner of saig Section £, and running
thence. North B89°47°'47" west, along the south Line of said
Section §, a distance of 1847.73 feel to & point lvying
Southeasterly 100.00 feet at B right angle to tne centerline of
the existino West bound main track of the Atchison, lopeka and
Santa Fe Railway Company; —_

Thence, North 3z°54'09“ East,.along 2 ling being Scutheaster)y
100.00 feal ana paraliel to the centerline of saig West bounc
main track. o distance of 233%5.41 feelr to© a DO1INL CoHmmon Lo the
Eact Line of said Section 5 anc the west Line of say¢ Section 4.

Thence, continuing North 32‘54‘09 East. ailong he ‘Iing be1ng
Southeasterly 100.00 feet anc'paraliel with the centerline of

said West bound main track, 2582.07 feet to a point of curvature
of &8 curve to the right havinp a regius of 5628.65 tect:

Thense, Northeasterly, 5895.02 feet, 2long the arc of said curve
through a8 central unglie of 05047°28.5" T0 a point on the:
Southwesterly Boundary of the Unaweep Patented Mineral Claim as
dolineated by U.S. Mineral Survey 2750;

Thence, South 38°12°'00" East.:along the Southwesterly Bouﬂdarv of
said Unaweep Mineral Claim, 10064.18 feet 10 the Southegs:erly
Corner thereof:

Thence, North.51%48°'33° Emst.. along the SOutheasterly goundary of
soid Unaweep Mineral Claim, 30& 02 feet to0 2 point being. the
Northwesterly Corner of the Cadiliac Patented Minera) Claim as
gdolineated by U.&. Mineral Survey 2750; )

58745
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. | QOCKKT NO. E-1032-94~293 ET AL.

LEGAL DESCRIPTION “F-1
'PAGE TWO OF TWO

Thence, South 27°58°27" East, 210nQ the Southwesterly Soundary 2f
saig Cadillec Mineral Claim, 65.55 feet to & poirt deing
Northwesterly 100.00 feet at & right angle 1o the centerline of
the East bound‘mawn track of the atchison, Topeka snd Santia Fe
Railway Companv;

Thence, South 11°44'40" West, 2long & line bewng Westerly 100.00
feet and paralilel 1o the centerline of said East Jound main
track, a distance of 307.08 feetl to 2 Loint ¢f curvarure of &
curve to the left having & radiuvs of 2884.43 feet;

Thence. Southwesterly 831.27., along Lne arc of Jast said curve
through a cenlral angle of 15903"0 to whé point oY tangency oY
said curve° :

Thance, SDutn ¢4219'10" East., a'ong & line being ¥esterly 100.00
feet unt parzllel to the centerline of saio fast tound main
track, 2081.45 feer vO & point of curvavure of a curve-to the -
right having a radius of 2764,82 feet:

Thengy, Southwesterly 1420.64, 2long tne nrc of Jast s2i0 Curve
through & central angle Of 29°92£°207 s the point of tangency ot
saig curve;

Thence, South 25°07'10~ West.: along & line being Wasterly 10C0.C0
teet and parallel to the centerline of gaid £ast bound main
track, 215.1t teet to & point Peing cemmon to the South Lin2 oV
said Secltion 4 and the North Line of seid Section 4

Thence, South 25007'10" West, along a line.being ¥esterly 100.00
feet and paraliel to the centeriine of saiv East boung msin
Lruck, 2917.33 feet to a point on the South Bouncary of .the
Horthwest Quarter of said Section 9

Thence, South B9°55'03™ West, along said South Boundary, 1113.28 -
feet to the West One~gquarter HwWi174) seCtion corner of said
Saction 8:

Thence, North O0°14°02" weft, along the west Line of s2if Section
S. & distance of 2535.64 feet to the POINT OF BEGINNING. .

The parcel of l1and hare1n described containina 433,54 acres mara
or less.

DECISICH RO. 557@ Y




® oEr No. E-1032-84-293 T AL.

|
LEGAL DESCRIPTION "F-Z°

A parcel of land located in Section 9, Township 20t North, Range
17 West of the Gila and Sailt River Meridian, Mohave County,
Arizona and said Darcel of land dbeinq more particularly described
ae follows:

BEGINNING at the Northeast Carner cf s5a1¢ $ection 9, and running
thence, South 00°02'37" Esst, along the East Line of said Section
8, a gistance LY 2841.22 feot to the East One-oquarter (E1/4;
Section Corner of said Section;

Thence, South 00°04°12" East, aleng the East Line ¢f sard
Section, 2041.10 feet to the Southeast Corner 0f Saig Section:

Thence, Soulh 8%°53°24" wWest, along the Soutnh Line of saig
Section, 2041.36 fteet to the South One-guarter (S$1/4) Sectian

. Corner of said Gection;

Thenhce, North C0* 14°58° wWest, along the Noertn--Ssutna Centerisne of
sadd Section &, a gistance of '1322.25 feet to the Southesst
Corner of the NE1/4 SWi/4 of said Section:

Thencé. North 89v58°'42" west, along the South Bounuary of sailg
NE1/4 swi/4, & gisrance of 1322.80 feet to the sou.nwesn Cornér
of seid NE1/4 Swi1/4;

Thence, North 00° 1524~ West, a8long The west Boundary of said
NE1/4 SWis74, & gistance of 1296.9%6 feet te DOINt buiqg 100.00
feet Southeaslerly st a-right angle to the Centerline of the East
bound main track of the Atchison. Topeka ang Santa Fg Ra\\way
Company;

Thence, Norin 2%+07°'10" East. a\ong 8 line being 100.00 faat
Southeastoriy and paraltiel to the Centerline of the Easy bounhd
main track of saig Atchison, Topeka and Santa fe Reilway Combany,
a distance of 2544.27 feet to & point on the North Tine of said
Section 9 .

thence. North £9054'53%" East,:along sa&id North Line, 61,36 feelr ‘
to the Northwest corner of ;h§ NW1/74 NEvs4 of said Section 9:

m——-

DECIS}IéN NO. 587?8,
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. - .OCKET NO. 5-1032-94-293 ET AlL.

LESAL DESCRIPTION "F-27.
PAGE TWO OF TWO

l

Thonce, South 00°14°6§8~ East, along the wegt Boungsary of saio
NW1/4 NEt1/4.-u"aistance of 1320.52 feetr 1o the Sourhwest corner
of said NWi1/4 HE1/4; '

Thence, North 89°57Y'S5” £est. along The £outh Boungary of caftd
NWi/4 NE1/4. a distance, of 1327.06 feet =0 the foutheast corner
thereof:

Thence, North C0°03°'08~ West. along the East 2ouncary of said
NW1/4 NEi/4, 1320.56 feet to the Northeast corner of saig Nwi/a
NE1/4 of said Section 9:

Thence., North £9°57°48~ Eest, &10Ng tne 1OrLr: Line of said
Section 9. a oistance of 1329.83 feel 10 the FOINT OF BEGINNING.

The parcel of land herein described centzining 362.82 agres, mare
or less.

DECISION XO. 557 ?Y
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LEGAL DESCRIPTION “F-3-

-

A parcel of- 1ana located in vaernment Lots 9 and t0. and Lhe
South Half of Section 5. Townghip 20 North. -Ré&nje 17 wesf of the
Gila angd £alt River Merigian, Mohave County, Arizona and. ssid
parcal of land deing more particu!ariy described as follows:
Commencing at the Southeast COrner of saig Seclion 5, and running
thence, North £8v47°'47° West, along the South Line of said.
Section §, & gistance of 2085.38 feet to & point lying
Northwesterly 100.00 feet 2t 2 right ungle to the Centerling of
the West bDoung main track of the Atchison. Topska and Santa (e
Railway Company, and said point being the truse POINY OF
BEGINNING:

Thence, Nortn 89°47'47" west, slong the South Line of ssid
Section &, a distance of 545. 58 feetl To the Scush One-guarter
{S1/4) Section Corner of said Section §;

Thence, North B9°S55'47° West.'aiong the South Line of said
Section 5. a distance of 318.28 feet to a point being the
tasterly most corner to that parcei as dgescribett in Book 2176,
Pages 737-742. Mohave County Official Records;

Thence, North 32°04°'52° West. along the Eesterly Boundary of said
parcel being describes in satd Book 2176, Pages 137-742, =z

.8istance of 1222,85 fest to = point;

Thence, South $7°55°08" West, along the fiorthwesterly Boundary of
said parcel being descridbed in saio Book 2176, Pages 737-742, &
gistance of 19&0.45 Teet TO a point on the South Line of said
Section §;

Thence, North 89°58'47" West, along safd South Line. 21.34 feet
Lo the 3outhwest COrner of sdid Section §:

Thence, North 00°08°33° West. siong the wsst L1ne or said Section
$, n d1stance of 2841.78 fest TO the West One-muarter (N1/4)

_Sect\an Corner of said Sect1on 5

Thance, South £28959°'48° zastf alony Lhe Exsl~-West Centerline of .
sa7g Ssction 5. a gistance of 2040.17 feet to tie Centet Ones———
Quarter (Ctr. 1/4) Section Corner of saig Secticn §:

DECISIOKR NO. -{37?2)
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‘ .)ocma-r NO. E-1032-94-293 ET AL.

LEGAL DESCRIPTION "F-37
PAGE TWO OF THREE

Thence. North QU®06'S8™ West, Blong the West Line of baid
Governmont Lot 10, a distence of 1320.83 feet to the Northwe°t
corner of said Government tot 10: .

Thence, South BY®55°35~ East, alonQ the North Line of sasnd
Government Lot 10. a gistance of 514.46 feel to a2 point on the
Southwesterly Boungary of that parce’ of lang as described in
Book 797, Paqes 4%1-495, Off ‘cial Records:

Thence., South 3B 18°23" East. alona said Sourthwester Iy Boundary,
248.80 feet to the Southerly mmost corner of sasd percel:

Thence, North $1032'32" East, aiong the Southeasterly 8oundary of
s8id parce) DeINg described in BoOK 787, Pages 491-495, a
gietance of 313.86 fest tOo the North Lwne of sai1d Covernment Lot
10

Thence, South £9°58°'35" East, slong sad North Line.. 402.15 1o a
point being common the Northeast Corner of saig Government Lot 10
ang the Northwest Corner of sasd Government Lot 9:

Thence, North BS°59°23“ East, 810NG the North tine of 384T
Government Lot 9, 2 gistante 'of 310,12 feet to & doint:

Thence, South 0U°06'53™ East, 1222.26 feet Lo & point beinyg the
Northerly most point of that.parcel being gescribed in Book §6.
Page 417 of Deeds, Mohave County Records, end said s0int being on
@ curve concave 1o the Northwest, the radius point >1 which_ bears
North 50002°29" West, 530.00 feet; .

Thence, Southwesterly 163.45: feel along the arc of said. curve
Seing the Northwesterly Boundary of 5810 barcel as deschibed in

s2ig Book 55, Page 417 of Deeds to the point of tangency of uaid
curve:

Thence, South 579 37'46™ vest), along 1ast sn:d Nothwesteriv
Boundary. 528.87 tv the Westerly most corner of saic¢ percel as
describsd in said Book 56, Ptge 417 of Duecs.

DECISION RO. M
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LEGAL DESCRIPTION “F-3"
PAGE THREE OF THREE

Thence, 8South £7905°44~ East,.. along the- southwesterly Buunuary
thereof, 330.69 feet to a potnt on the Southeasterly Boungary ol
a oorpatuaI ‘sasement for Interstate 40 granted to the Stoate of
Arizona by the Atchison, Topeka ang Santa Fe Raf{lway Jompanv and
described in Book 38, Pages 81-94 of Deeds;

Thence,  South 29°45°37" West, along said Southeasterly £asement
Boundary, 371.20 feet to a point;

Thence, South 64"11°14" East, 451.41 feet to a point beipg 100.00
feet Northwesterly at a right angle from the Centeriine of the
wWest bound muin track of the Atchlson Topeka anod tanta fe
Railway Company: ' :

Thence, Bouth 32¢54'09" west. along a line deing Northwesterly
100.00 feet and parallel to the Centeriine of the seid West bound
main track, a distance of 1852.73 feet to the trus POIRT OF -~ N
BEGINNING.

The parcel of land herein describec containing 251.21 acres. more
or less.

DECISION RO. M
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OADRUNNER TRUCKING

¢ Anintrenet Company s vt

Mike Celn
‘#, Regional Manager
Mr. Tom Ferxry February 5, 19%5

Citizens Utilities
2202 Stockton Hill Road .
Kingman, Arizona B£86401

Deaxr Tom:

Please prepare an estimate for providing electrical power
to our facllity in Kingman.

Our current situation of running on a generatox, and with
no reasonable solution submitted from Mojave Blectric Co-
op, leaves us no other option than to tXy to obtain power
fxom Citizens Utilities.

Pleas@ contact we to discuss how this may be
accomplished. I may be reached at (520) 718-0400.

Sincerely,
Mike Celsi
Regicnal Manager

¢¢: larry Corm
Rob Robinson

MC:akk

XpvaRan\cITESENN

Customer Service/Sales: (800) 6456530
Corporate Office; (508) 833-2200 « (800) 777-7784
10605 Central Ave., N.W. » Albuquergque, NM 87121

P 1 by

¢ . L

EXHIBIT D







EXHIBIT E
o
" CITIZENS
o R . R LY

UT“.rrE 2202 STOCKTON HILL RD. + P.O. BOX 3099 « KINGMAN,AZ 86402 - (520) 753-4051

February 7, 1996

Robert Broz

Executive Vice President and General Manager
Mohave Electric Cooperative

P.O. Box 1045

Bulthead City, Az. 86430

Dear Mr. Broz:

We have received a request from Roadrunner Trucking, Inc. to provide electric service
to their facility near McConnico Interchange south of Kingman. In accordance with
the letter of agreement dated May 3, 1994 between Mohave Electric Cooperative and
Citizens Utilities Company; Citizens is ready, willing and able to provide such service
within 30 days.

I am requesting a letter from you allowing Citizens to provide electric service to
Roadrunner Trucking which is located on property owned by North Star Steel and
included in MEC's certificated service territory as granted by the Arizona Corporation
Commission’s order E-1032-94-293.

Thank you in advance for your prompt response to this request.

Sincerely,

Assistant Vice Presitent

TJF:pw

cc: Mike Celsi, Roadrunner Trucking
Gary Yaquinto, Director ACC
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MQHRUE:ELEETRIC/CU—DP TEL:1-802-7

JAMES MATTHEWS

. RENZ D. JENNINGS
CHAIRM AN EXECVUTIVE SECRETARY
oy EXHIBIT F
eominsionts ARIZONA CORPORATION COMMISSION
February &, 1995
Postit™ brang fax ransmittal memo 7671 {#otesyes » |
Mr. Robert E, Broz Fram .
Executive Vice President and = -
General Manager o
Mohave Electric Cooperative Dept. Phone #
P. 0. BoX 1045% " Faxs
- bAnH

Bullhead City, AZ 86430

Mx. Broz:

I have received your February 1, 1995 letter, and am in agreament
I agree with

with yeur interpretation of Decision No. 58798.
our assessmert that Decision No. 58798 Wdid not contain any
conditions, limitations or restrictions regarding Mohave
Eiectric's right and authority to service customers within (the]
territory [transferred from Citivens Utilities Company te
Mohave]." My reading of the Commission's decisjon is that it
grantaed Mohave the authority to serve a location and not specific

customors,

It was algo Staff's belief following the transfer of territory teo
Mohave, that Mohave would provide electric service to the North
Star Steel construction site, whether the construction was
performed directly by Norxthstar or by a construction contractor

and subcontractors.

I hope this provides you with the clarification you sought.
you have any further questions, please call me at 5¢2-074S.

If

Ve ly/yours,
Gary fdgulsto
Director

Utilities Division

Posﬂt; Fax Note 7671 |Date /0' @ / 5’[ k2 & Y,

GMY:alw
@ ‘ Z;! z.ﬁ_“ From
.o o
0./0ept. Co.

hong #

Phone #
~

P 305 £56 -1293

tax#

1200 WEST WALHINGTON, NIOEN)L ARIZONA 95007 2 400 WESY C.ONGRESS STHEEY, TUCBON, ARIZONA LTS







EXHIBIT G
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CITIZENS
g3 .7 iR G\
. UTILITIES 2202 STOCKTON HILL RD. @ P.O. BOX 3099 o KINGMAN. AZ 86402 « (602) 753-2124

2C,%02.771X%

November 29, 19984

-

David Bryan

Mohave Electric Cooperative
928 Hancock Rd.

Bullhead City, Az. 86430

Dear Mr. Bryan:

This Letter of Agreement, entered into between Citizens Utilities Company, a Delaware
Corporation, hereinafter referred to as "Company”, and Mohave Electric Cooperative,
hereinafter referred to as "Customer”, covers the conditions under which Company
will provide temporary overhead construction to North Star Steel Project, Section 5,
Township 20 North, Range 17 West, G.& S.R.M., Mohave County, Arizona.

Customer has requested 12,470/7200 volt wye primary distribution service. Company
will upgrade 4,200 feet of existing single phase overhead primary distribution and
install one primary metering installation to provide the service requested for an

estimated cost of $20,802.78.

Since this is for temporary service, coincident with signing this agreement, Customer
shall pay to Company $20,802.78 as a nonrefundable contribution in aid of
construction to cover the estimated cost of constructing the facilities.

At such time as the actual cost of construction, including the cost of engineering and
overheads is determinable, the parties will cause the previously advanced amounts to

be adjusted to the aclual cost of construction.

‘Attached hereto and made a part hereof is the current electric rate schedule for the
type of service for which you will be billed.

Company’s estimated starting date for construction will-be within 30 days from date
of execution of the Letter of Agreement. Construction will be complete within 30

days thereafter.

Mohave Electric
. y A DIVISION OF CITIZENS UTILINES COMPANY
ELECTRIC, TELEPHONE, WATER AND GAS SERVICE IO CUSTOMERS IN OVER 500 COMMUNITIES iN MANY STATES ACROLS tHE NATION

—
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David Bryan
Mohave Electric Cooperative
Page 2

This Agreement supersedes any and all other agreements or Letters of Understanding
which may have come before it in connection with the matters herein contained. Any
amendment hereto, to be effective, must be made in writing.

CITIZENS UTILITIES COMPANY

By: J/;/:///f//. oy

Its: Commd. 3 b

N /ﬁ D

ﬂmaa e aév g lNQe@

Enclosures: Job Plan
Rate Schedule
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—_ EXHIBIT H

P.O. Box 1045, Bullhead City, AZ 86430

eleclric cooperative
A Touchstone Energy® Cooperative Kelx

July 3, 2003

y q ,()6
Ms. Eileen Jacobson /, -\
Citizens Utilities Company %/
P. O. Box 3099

Kingman, AZ 86402-3609
Dear Ms. Jacobson:

Nice talking with you this morning! As we discussed, Bill DeJulio recently had a
telephone conversation with Tom Longtin, Manager of Operations and Engineering for Mohave
Electric, and during that conversation Tom advised Mr. DeJulio that we would provide written
confirmation that the electric service should be disconnected for meter A56448 under account
5483524, Tom indicated to me that he understood this disconnect was to have taken place after
his initial discussion with Mr. DeJulio on this subject some time ago, however we have continued
to receive invoices for service. You noted that Tom’s understanding is correct and that the billing
will be adjusted back to early February (I believe you indicated February 6, 2003). You also
indicated there will be a credit balance of approximately $300.00 which will be refunded after the
paperwork related to the disconnect has been processed.

Please feel free to contact me or Tom directly if you have questions or if you need any
additional information. Thank you for your help and for the information. Have a great vacation!

' A_/:

Sincerely,

-’

Stephen McArthur
Comptroller

cc.  Thomas Longtin
Files

OCT @1 2084 14:56 928 681 8915 PRGE. B2
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EXHIBIT 1

"HAYNES AND BOONE, LLP

07Fior pr EILEL
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1 2: 13 ‘
April 11, 2003 RSO A rcuw'::f'ss.u,q Dul;ctmph;:: :.;'Z"'; gg:g‘ig:
ken. hurwitz@haynesboone.com
(BY HAND DELIVERY)
The Honorable Magalic R. Salas
FEDE!;AL ENERGY REGULATORY COMMISSION
Washingion, DLC. 20426 ERDB-T37-20
Re:  Citizens Communications Company, Docket No. ER03- -000
Dear Secretary Salas:

Pursuant to Section 35.15 of the Commission’s regulations, 18 C.F.R. § 35.15 (2002),
we hereby tender for filing on behalf of Citizens Communications Company (“Citizens” or
the “Company™) an original and five copies of the Notice of Termination of Rate Schedule
46, Power Sale Agreement between Citizens Communications Company, Arizona Electric
Division, and Mohave Electric Cooperative. Citizens requests that the termination of Rate
Schedule 46 be made effective June 10, 2003, sixty days from today’s filing.

Citizens filed Rate Schedule 46 on March 3, 2003 in Docket No. ER03-584-000,
proposing an effective date of May 3, 2003 to commence sales for resale service to Mohave
Electric Cooperative (“MEC™) under the Rate Schedule, On March 5, FERC issued notice of
the filing, setting March 24 as the due date for motions to intervene. MEC did not file a
motion to intervene.

MEC was to resell the energy to certain geographically-isolated retail customers.
After making the filing, Citizens leamed that the retail customers had gone out of business




MAYNES AND BOONE, 11op

The Honorable Magalie R, Salas
April 11, 2003
Page 2

Enclosed are an original and six copies of the following documents:

e Attachment A  Copy of an April 11, 2003 letter from Tom Ferry, Vice
President and General Manager, Arizona Electric
Division, Citizens Communications Company, to
Mohave Electric Cooperative, terminating the sales
contract between Citizens and MEC.
hib e AttachmentB  Notice of Termination.
o AttachmentC  Coversheet for the termination of Rate Schedule 46.

Please direct all correspondence and service to:

"

Kenneth G. Hurwitz, Esq.
HAYNES AND BOONE, LLP
555 11th Street, N.-W.
Suite 650

Washington, D.C. 20004

'

Deborah R. Scott, Esq.

Associate General Counsel

CIT1ZENS COMMUNICATIONS COMPANY
2901 N. Central Suite 1660

Phoenix, Arizona 85012

As required by § 35.2(d) of the Commission’s regulations, a copy of this filing is
being served upon MEC and the Arizona Corporation Commission. In addition, copies of the
Notice of Termination are available for inspection at the offices of Citizens® Arizona Electric
Division during regular business hours.

Two additional copies of this filing are provided. Please date-stamp them to indicate
they have been received, and return them to our courier.




HAYrnezs AnND BOONE, LapP

The Honorable Magalie R. Salas
April 11, 2003
Page 3

If you have any questions concerning this filing, please contact the undersigned.
Thank you for your consideration.

Very truly yours,

Js LFed—~f

Kenneth G. Hurwitz
Counsel to Citizens Communications Company

Enclosures

'




ATTACHMENT A
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A Cliinens Encrgy Services Company
2498 Alrway Aveaue

PO. Box 0%

Kingman. Arizona §6402-3099

{929) 68)-4100

CITIZENS
Artrons Bectric ™

Mohave Electric Cooperative

1899 Arena Drive

Bulthead City, AZ 86442

Atin: Thomas Longtin, Operations Manager

| B Re: Power Sale Agreement between Citizens Communications Company,
N, Arizona Electric Division, and Mohave Electric Cooperative

i

i

!

i

i e 14,2003
' |

i

i

1

Dear Mr. Longtin:

In accordance with Article 2.1 of the Power Sale Agreement between Citizens
Communications Company, Arizona Electric Division, and Mohave Electric
Cooperative (“Agreement”), Cltizens Communications Company hereby informs you
that It is terminating the Agreement as of June 10, 2003.

Very truly yours,

(nsefll

Thomas J. Ferry

Vice Prasident and General Manager
Arizona Electric Division,

Cltizens Communications Company




ATTACHMENT B




R
5 G it 0 B E S N ar G E = N R

NOTICE OF TERMINATION

Notice is hereby given that effective the 10th day of June, 2003, Rate Schedule FERC
No. 46, effective datc May 3, 2003, filed with the Federal Energy Regulatory Commission by
Citizens Communications Company, is to be cancelled. Notice of the proposed cancellation has
been served upon the following:

Thomas Longtin Robert E. Broz

Operations Manager Executive Vice President/General Manager
Mohave Electric Cooperative Mohave Electric Cooperative
1999 Arena Drive 1999 Arena Drive

Bullhead City, AZ 86442 Bulthead City, AZ 86442

Emest Johnson Brian McNeil

Director of Utilities Executive Secretary

Arizona Corporation Commission Arizona Corporation Commission
1200 West Washington 1200 West Washington
Phoenix, Arizona 85007 Phoenix, Arizona 85007

CiT1zENS COMMUN]

By:

555 11th Street, N.W.
Suite 650
Washington, D.C. 20004

Attorney for Citizens
Communications Company

Dated: April 11, 2003







Citizens Communicatiors Company
Rate Schedule FERC No. 46

NOTICE OF TERMINATION
OF

RATE SCHEDULE FERC NO. 46
(Power Sale Agreement between Citizens Communications Company,
Arizona Electric Division, and Mohave Electric Cooperative)

Issued by: Thomes J. Ferry Effective: June 10,2003
Vice President and General Manager, AED
fssued on: April 11,2003
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Citizens Communications Company ) Docket No. ER03-___ -000
NOTICE OF FILING

(April _,2003)

Take notice that on April 11, 2003, Citizens Communications Company
(“Citizens™) tendered for filing six copies of a Notice of Termination of Rate Schedule
46, applicable to sales-for-resale service to Mohave Electric Cooperative.

Any person desiring to intervene or to protest this filing should file with the
Federal Energy Regulatory Commission, 888 First Street, N.E., Washington, D.C. 20426,
in accordance with Rules 211 and 214 of the Commission's Rules of Practice and
Procedure (18 CFR 385.211 and 385.214). Protests will be considered by the
Commission in determining the appropriate action to be taken, but will not serve to make
protestants parties to the proceeding. Any person wishing to become a party must file a
motion to intervene. All such motions or protests should be filed on or before the
comment date, and, to the extent applicable, must be served on the applicant and on any
other person designated on the official service list. This filing is available for review at
the Commission or may be viewed on the Commission's web site at http://www.ferc.gov,
using the "FERRIS" link. Enter the docket number excluding the last three digits in the
docket number filed to access the document. For assistance, contact FERC Online
Support at FERCOnlineSupport@ferc.gov or toll-free at (866)208-3676, or for TTY,
contact (202)502-8659. Protests and interventions may be filed electronically via the
Internet in licu of paper; see 18 CFR 385.2001(a)(1)iii) and the instructions on the
Commission's web site under the "c-Filing" link. The Commission strongly encourages
electronic filings.

Comment Date: April __, 2003

Magalie R, Salas
Secretary




CERTIFICATE OF SERVICE

:
s o0 o5 00 S5 S SE M0 oe

I hereby certify that I have this day served the foregoing document by first class mail
upon each person listed below, in accordance with the requirements of Rule 2010 of the Rules of
Practice and Procedure, 18 C.F.R. § 385.2010.

Dated at Washington, D.C., this 11th day of April, 2003.

7 .

Kenneth G/Hurwi
Thomas Longtin Robert E. Broz
Operations Manager Executive Vice President/General Manager
Mohave Electric Cooperative Mohave Electric Cooperative
1999 Arena Drive 1999 Arena Drive
Bullhead City, AZ 86442 Bullhead City, AZ 86442
Emest Johnson . Brian McNeil
Director of Utilities Executive Secretary
Arizona Corporation Commission Arizona Corporation Commission
1200 West Washington 1200 West Washington
Phoenix, Arizona 85007 Phoenix, Arizona 85007




20030602-3017 Issued by FERC OSEC 06/02/2003 in Docket#: ER03-584-000

FEDERAL ENERGY REGULATORY COMMISSION
WASHINGTON, D.C. 20426

In Reply Refer to:

Docket Nos. ER03-584-000
and ER03-584-001

June 2, 2003

Haynes and Boone, LLP
1225 Eye Street, N.'W.
Washington, D.C. 20005-3914

Attention:  Kenneth G. Hurwitz, Esquire

Reference: FERC Electric Rate Schedule Nos. 45 and 46; and FERC Electric Rate
Schedule First Revised No. 46.

Dear Mr. Hurwitz:

On March 3, 2003, in Docket No. ER03-584-000, you submitted on behalf of
Citizens Communications Company (Citizens) two rate schedules designated as Rate
Schedule Nos. 45 and 46. Both rate schedules provide for sales of electricity by Citizens'
Arizona Electric Division to the Mohave Electric Cooperative (MEC). On April 11,
2003, in Docket No. ER03-584-001, you submitted a notice of termination of Rate
Schedule No. 46. Waiver of the notice requirements under Section 35.11 of the
Commission's regulations is granted and Rate Schedule Nos. 45 and 46 are accepted
effective November 29, 1994 and May 3, 2003, respectively. The notice of termination
is accepted effective June 10, 2003.

Specifically, Rate Schedule Nos. 45 and 46 establish the rates, terms, and
conditions for ongoing wholesale sales service of approximately 100-200 kW monthly
peak load to MEC. You state that the notice of termination is in response to MEC's
request that it will no longer require wholesale service from Citizens and is filed pursuant
to the procedures specified in Rate Schedule No. 46.

The filings were noticed on March 5, 2003 and May 6, 2003, with comments,
protests, or interventions due on or before March 24, 2003 and May 16, 2003. No
protests or adverse comments were filed. Notices of intervention and unopposed timely
filed motions to intervene are granted pursuant to the operation of Rule 214 of the




20030602-3017 Issued by FERC OSEC 06/02/2003 in Docketi#: ER03-584-000

Docket Nos. ER03-584-000 -2-
and ER03-584-001

Commission's Rules of Practice and Procedure (18 C.F.R. § 385.214). Any opposed or
untimely filed motion to intervene is governed by the provisions of Rule 214.

This acceptance shall not be construed as constituting approval of the referenced
filing or of any rate, charge, classification, or any rule, regulation or practice affecting
such rate or service provided for in the filed documents; nor shall such acceptance be
deemed as recognition of any claimed contractual right or obligation associated
therewith; and such acceptance is without prejudice to any findings or orders which have
been or any which may hereafter be made by the Commission in any proceeding now or
pending or hereafter instituted by or against Citizens Communications Company.

This action is taken pursuant to authority delegated to the Director, Division of
Tariffs and Market Development - West, under 18 C.F.R. § 375.307. This order
constitutes final agency action. Requests for rehearing by the Commission may be filed
within 30 days of the date of issuance of this order, pursuant to 18 C.F.R. § 385.713.

Sincerely,

John T. Carlson
Acting Director, Division of Tariffs
and Market Development - West
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N ORATION COMMISSION
BEFORE THE ARIZONA CORP mnal[%po

COMMISSIONERS

MARC SPITZER, Chairman
JIM IRVIN

WILLIAM A. MUNDELL
JEFF HATCH-MILLER
MIKE GLEASON

IN THE MATTER OF THE APPLICATION OF
THE ARIZONA ELECTRIC DIVISION OF
CITIZENS COMMUNICATIONS COMPANY TO
CHANGE THE CURRENT PURCHASED POWER
AND FUEL ADJUSTMENT CLAUSE RATE, TO
ESTABLISH A NEW PURCHASED POWER AND
FUEL ADJUSTMENT CLAUSE BANK, AND TO
REQUEST APPROVED GUIDELINES FOR THE
RECOVERY OF COSTS INCURRED IN
CONNECTION WITH ENERGY RISK
MANAGEMENT INITIATIVES.

EXHIBIT J

36n Comm

DOCKETED
JUL 0 3 2003

DOCKETED BY ‘42/

IN THE MATTER OF THE APPLICATION OF
CITIZENS COMMUNICATIONS COMPANY,
ARIZONA GAS DIVISION, FOR A HEARING TO
DETERMINE THE FAIR VALUE OF ITS
PROPERTIES FOR RATEMAKING PURPOSES,
TO FIX A JUST AND REASONABLE RATE OF
RETURN THEREON, AND TO APPROVE RATE
SCHEDULES DESIGNED TO PROVIDE SUCH
RATE OF RETURN.

IN THE MATTER OF THE JOINT APPLICATION
OF CITIZENS COMMUNICATIONS COMPANY
AND UNISOURCE ENERGY CORPORATION
FOR THE APPROVAL OF THE SALE OF
CERTAIN ELECTRIC UTILITY AND GAS
UTILITY ASSETS IN ARIZONA, THE
TRANSFER OF CERTAIN CERTIFICATES OF
CONVENIENCE AND NECESSITY FROM
CITIZENS COMMUNICATIONS COMPANY TO
UNISOURCE ENERGY CORPORATION, THE
APPROVAL OF THE FINANCING FOR THE
TRANSACTIONS AND OTHER RELATED
MATTERS.

DATES OF HEARING: May i, 2, and 5, 2003
PLACE OF HEARING: Phoenix, Arizona
ADMINISTRATIVE LAW JUDGE: Dwight D. Nodes

MV d/ocdec’0075 oko . 1

DOCKET NO. E-01032C-00-0751

DOCKET NO. G-01032A-02-0598

DOCKET NO. E-01933A-02-0914
DOCKET NO. E-01032C-02-0914
DOCKET NO. G-01032A-02-0914

66028
DECISION NO.

OPINION AND ORDER

]
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DOCKET NO. E-01032C-00-0751 ET AL.

IN ATTENDANCE: Commtssioner William A. Mundell
Commissioncr Mike Gleason

APPEARANCES:
Mr. Thomas H. Campbell, LEWIS & ROCA, LLP, on
behalf of Citizens Communications Company,
UniSource Energy Corporation, and Tucson Electnc
Power Company;
Mr. Andrew W. Bettwy, Assistant General Counsel, on
behalf of Southwest Gas Corporation;
Mr. Walter W. Meek, on behalf of the Anizona Utility
Investors Association,;
Mr. Scott Wakefield, on behalf of the Residential Utility
Consumer Office;
Mr. John White, Deputy County Attomey, on behalf of
Mohave County;
Ms. Holly J. Hawn, Deputy County Attorney, on behalf
of Santa Cruz County;
Mr. Hugh Holub, on behalf of the City of Nogales;
Mr. Marshall Magruder, in propria persona; and
Mr. Jason Geliman and Ms. Lisa VandenBerg, Staff
Attomneys, Legal Division, on behalf the Utilities
Division of the Arizona Corporation Commission.

BY THE COMMISSION:
1L INTRODUCTION |
On September 28, 2000, the Arizona Electric Division (“AED”) of Citizens Communications
Company (“Citizens”) filed with the Arizona Corporation Commission (“Commission™) an
application (Docket No. E-01032C-00-0751) to change Citizens’ current Purchased Power and Fuel
Adjustment Clause (“PPFAC™) rate, to establish 2 new PPFAC bank, to begin accruing carrying
charges and to mquést approved guidelines for the recovery of costs incurred in connection with
cnergy risk management initiatives. Citizens filed an amended application on September 19, 2001,
and errata 1o the amended application on September 26, 2001. By its amended application, Citizens
sought, among other things, to recover nearly $100 million from customers in its AED for the PPFAC
bank’s under-recovered balance. Citizens” AED serves approximately 59,000 customers in Mohave
County and 16,000 customers in Santa Cruz County.
On August 6, 2002, Citizens’ Arizona Gas Division (“AGD") filed an application (Docket
66028

sWdiosder0075 1 odo 2 DECISION NO.




DOCKET NO. E-01032C-00-0751 ET AL.

1 {No. G-01032A-02-0598) for authority to increase AGD revenues by $21,005,521, an increase of

approximately 28.75 percent. Citizens’ AGD is made up of a Northem Arizona Gas Division

2
3 {(“NAGD™), which provides natural gas service to approximately 118,000 customers in portions of
4

Coconino, Mohave, Navajo, and Yavapai Counties, and a Santa Cruz Gas Division (“SCGD") which

wh

serves approximately 7,000 customerss in Santa Cruz County.

6 On December 18, 2002, Citizens and UniSource Energy Corporation (“‘UniSource”), on
7 {behalf of itself, Tucson Electric Power Company (“TEP") and UniSource’s designaied affiliates
8 [ (collectively *“Joint Applicants™), filed a Joint Application (Docket Nos. E-01933A-02-0914, E-
9 [ 01032C-02-0914 and G-01032A-02-0914). The Joint Application requested authority for UniSource
. 10 fto acquire the gas and electric assets of Citizens in Arizona, to transfer Citizens’ gas and electric
11 | Certificates of Convenience and Necessity (“CC&Ns") to UniSource, lo obtain certain financing

12 § approvals, and to consolidate the above-captioned dockets. UniSource is the parent company of TEP,

/!

13 | which provides electric service 1o more than 360,000 customers in southern Arizona.
14 11, PROCEDURAL HISTORY
15 The key issue in the PPFAC docket described above involved a dispute that arose under the

i

16 fpurchased power contract {the “Old Contract”™) between Citizens and Arizona Public Service
17 §Company (“APS”) with respect to the appropriate means of billing Citizens under the contract.
18 f Because APS did not own sufficient generating capacity to meet its full load requirements, it
19 Jpurchased power on the spot market and charged Citizeas the highest cost of market power that it
20 { purchased every hour under the “floor price” provision of the contract. The impact of the floor price
21 | provision was not evident to Citizens unti] May 2000 when the spot market became volatile and APS
22 fbegan to assess Citizens significantly higher bills under the purchased power contract. APS and
Citizens disagreed regarding how the System Incremental Cost provision of the contract should be
24 finterpreted. After analyzing its options, Citizens decided not to submit the contract interpretation
25 jdispute to the FERC but, instead, renegotiated the contract with APS. Ultimately, Citizens entered
26 {wmto a “New Contract” with APS’ parent company, Pinnacle West Capital Corporation (‘PWCC”),
27 | effective June 1, 2001, that contained a simple fixed purchased power rate.

28 The PPFAC case was originally scheduled for hearing in March, 2002. The hearing was
66028
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postponed, however, to allow an opportunity to address a Motion raised by intervenor Marshali
Magruder regarding an alleged conflict between Citizens’ attorneys and APS/PWCC. Following
several Procedural Conferences, Citizens’ counsel was disqualified by Procedural Order issued April
18, 2002.

By Motion filed May 9, 2002, Mohave and Santa Cruz Counties raised an objection to
Citizens’ substitute counsel due 1o a potential conflict. Following briefing and oral argument, a
Procedural Order was issued on July 16, 2002 disqualifying two of the attorneys employed by
Citizens' substitute law firm. Citizens objected to the ruling and filed 2 Motion for Reconsideration
on July 31, 2002. On August 21, 2002, the Commission conducted a Special Open Meeting to
address Citizens® arguments. At the Open Meeting, the Commission passed an amendment to the
Suly 16, 2002 Procedural Order that disqualified the entire law firm retained by Citizens as substitute
counsel. An Amended Procedura) Order incorporating the Commission's amendment was issued on
August 23, 2002.

By Procedural Order issued August 27, 2002, a new procedural schedule was established in
the PPFAC case, with a hearing date set for November 6, 2002. By Procedurat Order issued
September 27, 2002, the procedural schedule was amended and the hearing was rescheduled to begin
December 9, 2002.

On October 16, 2002, Staff filed a Sufficiency Letter in Citizens’ gas rate case. By
Procedural Order issucd October 18, 2002, as amended an November 8, 2002, a procedural schedule
was established in the gas rate case, including a hearing date of June 24, 2003,

On October 29, 2002, UniSource and Citizens entered into Asset Purchase Agreements that
provide for Citizens to transfer its electric and gas assets, as well as its'CC&Ns for electric and gas .
service, 1o UniSource or its electric and gas affiliate companies.

By Separate Procedural Orders issued December 3, 2002, Citizens’ request to suspend the
procedural schedules in both the PPFAC case and the gas rate case was granted, and the December 9,
2002 hearing date in the PPFAC case was vacated. '

On December 18, 2002, Citizens and UniSource filed their Joint Application for approval of

the sale of Citizens’ gas and electric assets to UniSource.

66028
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On January 8, 2003, a Procedural Order was issued scheduling a joint Procedural Conference
in the above-captioned dockets for January 17, 2003.

At the request of the Joint Applicants, the three applications described above were
consolidated, without objection, by ruling made by the Administrative Law Judge at the January }7,
2003 Procedural Conference.

Santa Cruz and Mohave Counties (“Counties”), the City of Nogales (“Nogales”), Marshall
Magruder, the Arizona Utility Investors Assaciation (“AUIA”), Southwest Gas Corporation
(“Southwest Gas"), the International Brotherhood of Electrical Workers, Local 769 (“IBEW™), and
the Residential Utility Consumer Office (“RUCO") were granted intervention in the consolidated
dockets'.

Pursuant to Procedural Order issued February 7, 2003, any proposed Settlement Agreement
was to be filed by Apnl 1, 2003; intervenor and Staff testimony was to be filed by April 21, 2003,
Joint Applicant rebuttal testimony was due to be filed by April 28, 2003; a hearing was scheduled to
begin on May 1, 2003; and post-hearing briefs were to be filed by May 15, 2003.

Public Cormment sessions regarding this consolidated proceeding were conducted by the
Commission in Flagstaff and Prescott on March 5, 2003; in Lake Havasu City on March 25, 2003; in.
Kingman on March 26, 2003; in Nogales on April 3, 2003; and in Show Low on April 25, 2003.

A Settlement Agreement (“Setticment,” “Agreement” or “Stipulation™) signed by the Jomt
Applicants and Staff was filed on April 1, 2003. A Staff Report explaining and supporting the
Settlement Agreement was filed on April 21, 2003. RUCO filed testimony on April 21, 2003
generally supporting the Settlement, with the exception of two issues.

On April 16, 2003, IBEW filed a pleading expressing support for the Settiement Agreement.
The Joint Applicanis filed rebuttal testimony on April 28, 2003 in support of the Settlement
Agreement.

Mr. Magruder filed testimony opposing the Settlement Agreement on April 30, 2003.

An evidentiary hearing was conducted in this consolidated proceeding on May 1, 2, and 5,

! Unless otherwise indicated, the Counties, Nogales, and Mr. Magruder will be referred to as the “Joint Intervenors” due
to the commonality of positions taken in this proceeding.

: 66028
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2003. Post-hearing briefs were filed on May 15, 2003.

A. Settlement Process

On January 13, 2003, Staff conducted a general meeting with the Joint Applicants and
approximately 30 of the intervenors’ representatives. At this initial meeting, the Joint Applicants
described the application and answered questions.

According to Staff, it conducted additional meetings on January 22 and 31, 2003 with
intervenors and the Joint Applicants. However, Staff informed the intervenors following the January
31, 2003 meeting that it intended to conduct additional settlement discussions with only the Joint
Applicants due to the extensive number of issues that needed to be addressed. Staff informed the
intervenor parties that they should attempt to negotiate directly with the Joint Applicants in order to
resolve the issues raised by intervenors in the prior meetings.

As indicated above, following a Procedural Conference held on January 17, 2003, the
Administrative Law Judge issued a Procedural Order on February 7, 2003 that, among other things,
required a final Settlement Agreement to be filed by April 1, 2003 and scheduled a hearing to
commence on May 1, 2003.

On March 31, 2003, Staff held a final meeting with the intervenors 1o explain the primary
components of the Agreement reached by Staff and the Joint Applicants. On April 1, 2003, the final
Settlement Agreement was filed with the Commission (Ex. S-1, at 1-2).

Dunng the hearing, the intervenors expressed concern with the process that lead to the final
Settlement. For example, RUCO witness Marylee Diaz Cortez tcstiﬂedfhat, although RUCO
supported most of the terms of the Settlement, she was concerned that the intervenors, including
RUCO, were left out of the “dynamics™ of the settiement discussions that were conducied between
Staff and the Joint Applicants (Tr. 558-560). As 2 result, Ms. Diaz Cortez believes that the Joint
Applicants were unwilling to grant any further concessions to address the intervenors’ concerns (/d.).
She conceded that RUCO had the opportunity to negotiate with the Joint Applicants in February and
March (Tr. 569), but maintained that it would have been difficult to negotiate without knowing what
terms and conditions Staff and the Joint Applicants had agreed to (Tr. 571-572).

The other intervenors also raised concerns about the negotiation process. The Counties and

66028
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Nogales, as well as Mr, Magruder, argued that when the settlement process began they believed that
all parties would be involved in negotiations (Tr. 333-342). However, the final Settlement
Agreement was negotiated only between Staff and the Joint Applicants, thereby leaving the
intervenors to seek a separate resolution of the issues with which they were concerned.

Staff argues in response that all intervenors were made aware in late January of Staff's intent
to negotiate only with the Joint Applicants, and suggested to the intervenors that they could discuss
their issucs directly with the Joint Applicants (Tr. 338). Staff indicated that no intervenors objected
to this procedure until the hearing began (Tr. 287).

We find that the negotiation process leading up to the Settiement Agreement between Staff
and the Joint Applicants was appropriate under the facts and circumstances presented by this
consolidated proceeding. No party disputes that Staff advised the parties early in the negotiation
process that Staff intended to negotiate directly with the Joint Applicants due to the number of parties
in this case and the number of issues presented in this consolidated proceeding. All parties concede
that they were not preciuded from negotiating separatcly with the Joint Applicants to address issues
with which they were concerned (Tr. 338-343) and, indeed, Joint Applicant witness Steven Glaser
testified that UniSource met separately with Mr. Magruder, the Counties, and Nogales, and attempted
to meet with RUCO (/4. at 125-126). Morcov;:r, the record reflects that, prior to the hearing, no party
objected to the process that was established for engaging in settlement discussions (/d. at 142-143,
287).

The intervenors were also afforded the opportunity to present testimony in opposition to the
settlement. In the February 7, 2003 Procedural Order, the Administrative Law Judge rejected Fhe
Joint Applicants' proposed schedule and extended the timelines for filing testimony in order “io
accommodate the need for all parties to be afforded due process™ (February 7, 2003 Procedural
Order, at 2; See also, January 17, 2003 Procedural Conference Tr. 29-32). For whatever reason,
RUCO was the only intervenor that timely filed testimony? regarding the Settlement and, with the

exception of two issues, RUCQ’s testimony was generally supportive of the Stipulation. Neither the

? Although Staff and intervenor testimony was due by no later than April 21, 2003, Mr. Magruder filed testimony on Apnl
30, 2003, the day before the hearing was scheduled to begin. However, over the objections of the Joint Applicants, AULA
and Staff, Mr. Mzgruder’s untimely testimony was not stricken (Tr. 66-68) and was Iater admitted (Tr. 581).

6028
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Counties nor Nogales filed testimony in opposition to the Settlement, relying instead solely on cross-
examination and legal arguments to make their cases.

We believe each of the parties in this matter was given due process and the opportunity to be
heard regarding their relevant concems. Each of the substantive terms of the Settlement Agreement
15 discussed below and the reasonableness of the Agreement will be decided based on the evidentiary
record that is before the Commission.

. SETTLEMENT AGREEMENT
The Settiement Agreement entered into April 1, 2003 by the Joint Applicants and Staff

(“Signatory Parties™) encompasses a number of issues presented by each- of the three consolidated
cases. Specific terms of the Settlement are discussed below.

The largest benefit of the Settlement cited by the Signatory Parties is the “forgiveness™ of
“under-recovered” purchased power costs that are currently contained within Citizens” PPFAC bank
balance. The PPFAC balance is estimated to be at least $135 million by the time of the scheduled
closing date, July 28, 2003. Staff cstimates that this provision of the Stipulation will save Citizens’
current electric customers approximately $12 per month compared to a full recovery of the PPFAC

balance.

Other major benefits of the Agrecement cited by Staff and the Joint Applicants include a
reduction in the gas rate increase from $21.0 mitlion requested in Citizens’ application to $15.2
million under the Settlement; reduction of future rate base for the gas and electric divisions of $30.7
million and $93.6 million, respectively, to recognize a *‘negative acquisition premium” of the lower
than book value price negotiated by UniSource for Citizens’ assets; an additional $10 million
permanent disallowance to gas rate base to recognize excessive costs associated with Citizens' Build-
Out Program; a three-year moratorium on filing subsequent gas and electric base rate cases; a
requircment that UniSource file 2 plan to bring retail electric competition to clectric customers

acquired from Citizens by the end of 2004; agreement by UniSource to permanently forgo recovery

of any potential stranded generation costs associated with the acquisition; and the agreement by
UniSource 1o share 60 percent of any savings achieved by renegotiation of the Jjune 1, 200!

purchased power contract between Citizens and Pinnacle West Capital Corporation.

hdionder/075 1o 8 : DECISION No, _ 66028
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A PPFAC Balance

As indicated above, Citizens’ PPFAC balance is estimated to total more than $135 million by
the end of July 2003. The Stipulation provides that none of the “under-recovered” PPFAC bank
balance, through the date of closing of the acquisition by UniSource, may be recovered by Citizens,
UniSource, or any of its subsidiaries. This “forgiveness™ of the PPFAC balance is touted by the
signatory parties as a principal benefit of the Agreement for ratepayers.

The Joint Intervenors argue thal, in evaluating the reasonableness of the Settlement, the
Commission should not accord this “benefit” significant weight because the purchased power costs
imcurred by Citizens have never been determined to be recoverable from ratepayers. The Joint
Intervenors have suggested that, until a decision has been rendered by the Commission or the FERC
approving the requested PPFAC costs, the Commission should not consider the PPFAC provision of
the Stipulation as a benefit to ratepayers. Nogales goes so far as to label the PPFAC forgiveness
provision of the Agreement as a “sham™ (Nogales Brief at 2).

We disagree with the Joint Intervenors’ assertions that the permanent forbearance of all
PPFAC costs (incurred as of the closing of the acquisition by UniSource) does not provide a real and
substantial benefit to Citizens' current electric customers. The Agreement provides that the $87
million of under-recqvered PPFAC costs incurred under the “Old Contract™ and approximately $48
miliion atiributable to the under-recovered PPFAC balance under the “New Contract,”™ through the
end of July 2003, wil} not be recoverable by Citizens, UniSource, or any of UniSource's affiliates.
Although it is possible that some portion of the requested PPF AC balance would have been subject to
disallowance, Staff’s analysis indicates that it is likely customers would have been required to pay a
“significant” amount of the under-recovered PPFAC balance under the Old Contract (Ex. S-1 at 36).
Staff also points out that it would have been difficult to prevail at the FERC on the issue of
imprudence of the New Contract, because the terms of that contract had previously been approved by
FERC (/d. at 37). In ﬁny event, the Settlement Agreement removes the uncertainty surrounding

interpretation of the Old Contract, and ensures that ratepayers will not be required to pay for any of

> The OId Contract refers to the purchased power contract in effect from 1995 to June 1, 2001 between Citizens and APS.
¢ The New Contract is the purchased power contract between Citizens and PWCC that went into effect on June 1, 2001.
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the PPFAC baiance through the closing of the transaction.

Staff also compared the Stipulation to “worst case” and “best case” scenarios. Under the
worst case, Stefl assumed that the estimated $135 million PPFAC balance would be fully recovered,
and future carrying costs and all costs associated with the New Contract would be approved. The
best case outcome assumed that the FERC would rule in favor of Citizens in its conltract dispute with
APS, thereby reducing the under-recovery from the Old Contract by $70 million, and that the
Commission would deny 25 percent of the under-recovery under the New Contract (Ex. S-1, at 40-
42). Based on its analysis, Staff concluded that Citizens’ current electric customers’ rates would be
approximately 12 percent lower under the Stipulation compared to Citizens’ original PPFAC
proposal (Jd.). We agree with Staff that the Joint Applicants’ agreement not to seek recovery of any
portion of the under-recovered PPFAC balance confers a substantial benefit on customers by
eliminating the uncentainty surrounding the disputed PPFAC amounts. Although there is a possibility
that some of the PPFAC balance could have been reduced through litigation, the Settiement
Agreement achieves the best possible outcome by completely eliminating the opportunity for any of
the approximately $135 million balance to be recovered from ratepayers.

B. £ Assets ificat

UniSource intends to create one or more subsidiaries to own and operate the electric and gas‘
assets being acquired from Citizens. These yet to be formed subsidiaries are referred to in the
Stipulation as “ElecCo" and “GasCo™.

The Signatory Parties request authority, pursuant to A.R.S. §40-285, to transfer Citizens'
electric and gas assets to ElecCo.and GasCo, respectively. The Agreement further provides that
Citizens' electric and gas CC&Ns will be transferred to the UniSource affiliates, along with any
necessary franchises, licenses and similar authorizations. Copies of such franchises, licenses and
authorizations will be submitted to the Commission within 365 days of approval of the Stipulation.
The Settiement zalso states that ElecCo and GasCo will be entitled to recover $1.8 million and $2.7
million, respectively, of the anticipated “transaction costs” associated with the acquisition, as an
offset to the negative acquisition premium (see Negative Acquisition Premium discussion below), so

that the transaction costs may be capitalized in accordance with Generally Accepted Accounting
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Principles ("GAAP”). Thc Agreement provides that UniSource may, at its discretion, form a holding
company (“HoldCo") to finance and hold ownership in ElecCo and GasCo.

Citizens seeks 10 exit the electric and gas service business, not only in Arizona but in other
areas of the country (Joint App. Ex. 10, at 8-9). It is significant that Citizens is being acquired by
UniSource, a company that operates exclusively within the State of Arizona and which has a proven
track record as the parent company of Tucson Electric Power. Witnesses for the Joint Applicants,
Staff, AUIA and RUCO testified that UniSource is a fit and proper entity to acquire and operate the
gas and electric assets currently owned by Citizens (Sec, e.g., Joint App. Ex. 1, at 2-3; Tr. 286, 512,
537). UniSource has indicated that it intends to retain substantially all of the approximately 370
cmployees employed by Citizens (Tr. 448) and to hirc additional employees in Arizona to perform
certain administrative duties currently done by Citizens employees in New Orleans (Tr. 118).

Based on these factors, we belicve that UniSource is a fit and proper entity to acquire the gas
and electric assets owned by Citizens in Arizona. We aiso find that the transfer of Citizens’ gas and
electric CC&Ns to UniSource is in the public interest and should be approved.

C. Electric Purchased Power and Fuel Adjustor Clause

The Stpulation provides that, as of the date of closing of the acquisition of the Citizens
electric assets by quSource, the purchased power adjustor rate will be set at $0.01825 per kilowatt
hour (“kWh”). Adding the current base ratc for purchased power of $0.05194 per kWh to the
adjustor rate would result in a 1otal purchased power rate of $0.07019 (See Appendix C of Settlement
Agreement). '

The Joint Intervenors raised concerns with this provision of the Settlement becausc they
believe the new PPFAC adjustor rate is based on an excessive purchased power price that is
contained in the New Contract. For example, Mr. Magruder testified that the wholesale electricity
rate in the New Contract of $58.79 per MWh® is almost twice the rate available recently on the spot
market (Magmdef Ex. 2, at 18-24). Mr. Magruder believes that the New Contract rate is excessive

* The New Contract price of $0.05879 per kWh is the generation supply component. The total purchased power rate of
$0.07019 kWh is determined by adding the $0.05879 generation cornponent 1o the line loss ($0.06583) and transrmission
($0.00436) components (Joint App. Ex. 6, App. C). For purposes of comparing market prices for generation, it is
appropriate 10 use the $0.05879 kWb price.
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because it was negotiated during a period of volatility in the Califomia and western energy markets
(/d. at 22).

The Joint Applicants and Staff dispute Mr. Magruder’s contentions. Staff contends that the
purchased power price should be evaluated on a going-forward basis because, even though the New
Contract was for a seven-year term (from June 1, 2001), under the Settlement Agreement customers
will not be required to pay for the first two years of PPFAC costs. Staff witness Lee Smith also
discussed the benefits of the “load-following™ nature of the contract, the risk premium associaled
with a long-term contract such as the one Citizens entered into with PWCC, the cost of long-distance
transmission, and the cost of ancillary services (Tr. 300-304). Based on receat spot prices from the
Palo Verde index, Ms. Smith concluded the purchased power price in the New Contract is reasonable.
She indicated that, even if market manipulation created an expectation of higher prices when the New
Contract was negotiated in 2001, the relevant comparison is to evaluate the New Contract to current
market prices on a going-forward basis, including the appropriate adders for following load, risk
premium, ancillary services and transmission (/d. at 306-308). RUCO’s witness also testified that the
New Contract is reasonable on a going-forward basis, based on an analysis that was similar to the one
undertaken by Staff (Jd. at $76).

Joint App]ic_anl witness DeConcini also described the benefits of the New Contract. He
explained that the New Contract is a full requirements supply agreement (hat requires PWCC to meet
the instantancous demand of Citizens’ customers. Due to the full requirements nature of the contract,
as well as the inclusion of network transmission and ancillary services, Mr. DeConcini believes that
the New Contract is a reasonable agreement (Joint App. Ex. 9, at 2-4). He also claims that, compared
to other contracts entered into in 2001 and the cost of constructing generation facilities at that ime or
in today’s market, the New Contract provides a reasonable price for power supplied to Citizens'
cuslomers, especially considering the benefit to customers associated with the forfeiture of the firsi
two years’ PPFAC costs (/d. at 5-8; Tr. 140, 184).

We agree with the Joint Applicants, Staff and RUCO that the price contained in the New
Contract is not an unreasonable rate for electricity considering all relevant factors. As described by

the Staff and Joint Applicant witnesses, the appropriate evaluation of market prices must include
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consideration of the full-requirements, load-following nature of the contract, and the inclusion of
necessary transmission and ancillary services. Based on all of these factors, as well as the
Stipulation’s requirement that the Joint Applicants may not seek recovery of PPFAC costs for a more
than two-year period under the New Contract (June i, 2001 to the expected closiag date of July 28,
2003), we find that the new purchased power adjustor rate of $0.01825 is not umnreasonable.
Although we conclude that the new adjustor rate included in the Stipulation is not unreasonable,
given current market conditions we believe that UniSource should continue to negotiate with PWCC
for additional concessions.

D. Renegotiation of New Contract | -

Regarding the June 1, 2001 purchased power contract between Citizens and PWCC,
UniSource agrees to attempt to renegotiate the contract. Under the Settlement, any savings flowing
from a successful renegotiation of the contract with PWCC would be shared by ElecCo’s customers
and UniSource. The Agreement provides that 60 percent of savings would go to ratepayers and 40
percent of savings would go to UniSource.

The Joint Intervenors strongly oppose any sharing of savings associated with a renegotiated
contract. In effect, they argue that UniSource has a duty to negotiate the best possible price for
electricity provided'to customers, and thal any additiopal savings received from a renegotiated
contract should be allocated entirely to customers.

RUCO gencrally agrees with the Joint Intervenors’ position on this issuc. Ms. Diaz Cortez
stated that the 60/40 split in the Settlement would provide a windfalt to UniSource which is not
necessary. Instead, RUCQ recommends that any savings achieved from renegotiation should be split
with 10 percent going to UniSource and 90 percent (o benefit ratepayers (RUCO Ex. I, at 10-11).
Although Staff and the Joint Applicants contend that the 60740 split is needed to provide an
incentive for renegotiating the New Contract, we agree with RUCO that limiting the flow back to
UniSousce to 10 percent of any renegotiated savings will provide a sufficient incentive to the
company to actively negotiate for additional savings while providing customers the vast majority of
the savings. Moreover, the introduction of retail competition in the near future should provide an

incentive to PWCC to bargain in good faith in order to avoid losing the wholesale load associated
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with serving retail customers located in Santa Cruz and Mohave Counties. For these reasons, we wil
amend the Supulation consistent with RUCO’s recommendation. If after 90 days from the effective
date of this Decision, UniSource believes that negotiations are not proceeding in a timely fashion or
that PWCC is not negoliating in a good faith manner, UniSource shall use the FERC's Alemative
Dispute Resolution Service to the extent such service is available, for purposes of renegotiating the

current contract with PWCC.

E. Opening ElecCo’s Service Territories to Retail Electric Competition

The Signatory Parties agree that, within 120 days of approval of the Settlement, UniSource

must file for Commission approval a plan to open ElecCo’s service iemitories to retail electric
competition. Under this provision, UniSource is required to address, at a minimum: unbundled
tariffs; system benefits charges; assisting new supéliers in using transmission; and reliability must-
run generation. The implementation of retail competition in ElecCo’s service territories must be
accomplished by no later than December 31, 2004. The Settlement also provides that UniSource will
not oppose municipal aggregation in principle as part of any plan for retail access in ElecCo’s service
territories.

Certain intervenors suggested that competitive retail access should be available by no later
than the end of 2003. As explained by the Staff witness, offering access to retail customers will
require a number of modificalions, including unbundling the transmission and generation rate
components, implementing accounting measures associated with retail access, and developing billing
for customers that choose a competitive supplier (Tr. 347). However, UniSource has indicated that it
wil] attempt to implement retail competition prior to the end of 2004, if possible (Tr. 299, 350). Staff
witness Smith also indicated that the chance of a successful introduction of retall access in the
ElecCo areas is more likely thar in another areas in Arizona due to the higher access credit that is
likely to be availabie for ElecCo customers (TT. 299, 346).

We believe it is rcasonable to require UniSource to file, within 120 days of the effective date
of this Decision, an application for approval of a plan to open ElecCo’s service territories to retail
electric competition by no later than December 31, 2003, UniSource’s plan shall address, at a
minimum, unbundled tariffs, system benefits charges, assisting new suppliers in using transmission,

28
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and feliability must-run generation.

Related to the issue of retail access, the Stipulation states that ElecCo’s stranded costs are
equal 10 zero. The Agreement indicates that siranded costs are limited to generation costs, including
costs associated with the June 1, 2001 purchased power contract between Citizens and PWCC and
Citizens' generation units located in Santa Cruz County. These provisions of the Settlement, as
modified herein, provide substantial benefits to the current Citizens electric customers who will be
served by ElecCo after completion of the acquisition i)y UniSource.

F. Consolidation of Santa Cruz Division with TEP

The Stipulation also states that, in TEP’s next general rate case filing, TEP and UniSource
will submit a feasibility study and consolidation plan o, in the altemative, a plan for coordination of
operations of ElecCo in Santa Cruz County with TEP. The Settiement indicates that the
consolidation plan must address the ability of TEP to retain two-county bond financing or, if such
financing could not be retained, a comparison of the benefits of operational consolidation with the
benefits of redeeming the two-county financing.

Under the requirement of Decision No, 62103, TEP’s next general rate case is expected to be
filed in June 2004. This provision of the Stipulation may result in benefits to Santa Cruz County
customers, in the f?m of improved reliability and economies of scale, to the extent that TEP
develops a workable plan for consolidating the Santa Cruz Division within TEP's operations (Tr.
393-394).

G. Negative Acquisition Premium

Under the Settlement, UniSource agrees to permanently credit customers for the “negative
acquisition adjustments™of $30,700,000 for GasCo and $93,624,000 for ElecCo, until those amounts
are fully amortized over the life of the plant related to the Agreement. The resulting net plant in
service for the electric assets acquired by UniSource will be $93,800,000, as of October 29, 2002
(Sec Appendix B, Schedule 4, of the Scttlement Agreement). UniSource will be precluded from

¢ The negative acquisition premium or adjuscment refers to the amounts under book value that UniSousce has xgre;q (1)
pay for Citizens’ gas and eleciric assels. Pursuant to the terms of the Stipulalion, the $30.7 million and 393.6 million
“negative acquisition adjustments™ will result in pesmanent reductions to GasCo's and ElecCo's fisure fair value rate
bases.
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seeking any other treatment of the negative acquisition premium amounts. The accounting treatment
for these adjustments will be conducted in accordance with the guidelines set forth in Paragraph 35 of
the Settlement. '

Nogales raises the argument on bnef that the claimed rate reduction is simply a “public
relations” effort because the Commission has no assurance that UniSource will not subsequently sell
the system for a higher price, which could lead to a later buyer seeking to “recover the difference
between the UniSource purchase price and a subsequent purchase price” (Nogales Brief at 3-4).
Contrary to Nogales’ assertion, if UniSource seeks to sell all or part of the gas and electric systems it
is acquiring from Citizens, the subsequent transaction would require Commission approval. As such,
the Commission will have a full opportunity to evaluate any subsequent proposed purchase of the
UniSource gas and electric assets. Thus, Nogales’ concemn that it could be disadvantaged by a
subsequent sale of the assets is, at a minimum, premature.

It is unclear why the City of Nogales would oppose UniSource’s agreement to ¢liminate from
rate base in future rate bases over $30 million and $93 million in gas and electnic system plant assets,
respectively, given RUCO's estimate that these pegative acquisition premiums will result in annual
revenue reductions of approximately $17 million for electric customers and 35.5 million for gas
customers (RUCO E'x‘ 1, at 4-6). In any event, the permanent rate base reductions set forth in the
Settlement constitute a significant benefit to the current Citizens gas and electric customers (Tr. 297).

H.  Rate Moratorium

The Stipulation further provides that neither ElecCo nor GasCo may file a general rate casc
for a penod of at least three years from the date of the Commission Order approving the Settlement.
However, ElecCo and GasCo may seek rate relief sooner than the three-year moratorium period in
the event of circumstances that constitute an emergency, or due to material changes to cost of service
as a result of federal, tribal, state or local laws, regulatory requirements, judicial decisions, actions, or
orders. |

The effect of the rate moratorium provision is that gas and electric base rates for the
customers acquired by UniSource wilt not be increased until mid-2007, at the earliest (three-year

moratorium plus additional year for processing rate application). Combined with the remaining five
66028
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years on the New Contract for purchased power, the customers acquired by UniSource will enjoy
relative rate stability in base rates and purchased power rates’ for at Jeast the next several years. We
find that the base rate moratonium provision provides a significant benefit to affected ratepayers.
However, we believe the Settlement Agreement should be modified slightly to make it clear tha
GasCo and ElecCo shall not be permitted to increase their gas or electric base rates prior to August 1,
2007.
L Terms of Gas Rate Case Agreement

The Signatory Partics agree that, for ratemaking purposes, the Fair Value Rate Base
(“FVRB™) for the Citizens” gas assets to be acquired by GasCo is $142,132,013, as of October 29,
2002 (See Appendix B, Schedule 2, of Settlement Agreement). The Signatory Parties further agree
that, for ratemaking purposes, a reasonable rate of retum on the stipulated FVRB equals 7.49 percent.
The stipulated rate of return is based on a total cost of capital of 9.05 percent, derived from a cost of
equity of 11.00 percent and a cost of debt of 7.75 percent for original cost rate base (Seec Appendix B,
Schedule 1, of Settlement Agreement). The Settlement provides that GasCo’s increase in revenues
will equal $15,191,276 (See Appendix B, Schedule 1, of Settiement Agreement). The Agreement
also sets forth a rate design for the new gas rates that includes, among other things, that the monthly
customer charge will increase from $5.00 to $7.00 and the base cost of gas implicit in the commodity
rates for all tanff classes will be $0.400 per therm (See Appendix B, Schedule 3, of Settlement
Agreement).
The Signatory Parties further agree that the purchased gas adjustor (“PGA"") bank balance will
not be affected by the Agreement and that UniSource and/or GasCo wiil comply with all prior
Commussion orders regarding treatment of the PGA bank balance. With respect to the new stipulated
$0.400 per therm base cost of gas, the Settlement provides that the existing $0.100 per therm (over 12
months) ﬁuctualion limit, without Commission appmval, shall be increased to $0.150 for 12
consecutive months after approva) of the Settlement. At the end of that period, the PGA rate would

revert to the current $0.100 per therm fluctuation limit.

? Purchased power rates could be reduced during this period if UniSource is successful in renegotiating the New Contract
with PWCC.

66028
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Although they did not present any testimony on the gas rate issues, the Joim Intervenors
gencrally oppose the Stipulation’s gas base rate increase because of the approximately 21 percent
average increase that would be experienced by customers. No testimony or evidence was presented
in opposition to the stipulated FVRB, expenses, rate of return or rate design tariff issues. For the
reasons discussed below, we believe the Settlement provides a reasonable resolution of the relevant
1ssues raised by Citizens® pas rate application.

With respect to Cilizens’ gas rate application, Staff initially identified Citizens’ *Build-Out™
program as the most significant issue. Staff noted that Citizens invested approximately $133 million
in gas plant since its last gas rate case in 1995. In Decision No. 57647 (November 26, 1991), the
Commission directed Citizens to conduct a Build-Out program, a plant addition program designed to
expand Citizens’ gas scrvice to relatively remote, low density areas that require higher investments
than more densely populated areas. The Commission approved Citizens’ Build-Out program in
Decision No. 58664 (June 16, 1994). The Signatory Parties recommend that the Commission not
conduct any further prudency reviews of the Build-Out program, based on the Stpulation’s $10
million reduction from rate base. The Signatory Parties also propose that the Comuission not
conduct any prudency reviews of Citizens® gas procurement practices, accounting practices, or
balances existing on or before Qctober 29, 2002. The $10 million reduction represents a permanent
disaliowance and writc-down to gas rate base, and is intended to reflect the Signatory Parties’
compromise in lieu of a full prudence review of the Build-Out program.

The Commission initially supported the Build-Out program, as evidenced by the approval of a
surcharge for such investment in Citizens’ 1993 rate case (Decision No. 58664). Staff later became
concerned with the level of costs incurred by Citizens in continuing the program and undericok an
investigation in this proceeding of the reasons for cost overruns experienced by Citizens (See, Ex. S-
t, at 13-18).

Based on its analysis, Staff concluded that the cost overruns were attributable to a number of
factors, including: underestimation by Citizens of costs originally presented to the Commission; new
environmental regulations; unforeseen rock that increased installation expenses; responsibility for
installation and maintenance of facilities located on customers’ property; and changes in right-of-way

_ 66028
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requirements. Staff concluded that most of the cost overruns were outside of Citizens' control, with
the exception of whether additional geological surveys should have been undertaken prior to pursuing
construction in certain areas affected by underground rock formations (/d. at 17-18). A
As described above, the Stpulation provides for a $30.7 million negative acquisition
adjustment associated with UniSource’s agreement to purchase the Citizens gas assets for less than
the net piant in service proposed by Citizens in the gas rate case. Staff observed that the purchase
agresment for less than the net depreciated original cost book value is very unusuai and, as a result,
Staff believes that this negative acquisition adjustment is attributable, at least in part, to the cost
overruns of the Build-Out program (Id. at 19).
We agree with Staff that the $30.7 million negative acquisitton premium could be viewed as
the equivalent of a “rate case disallowance™ that may have occurred if the issue had been litigated
before the Commission. In addition, the Stipulation provides for an additiopal $10 million permanent
gas plant disallowance that is specifically attributable to the Build-Out program. We believe that the
total gas plant disallowance of more than $40 million reflects a reasonable treatment of the Build-Out
program issues that would likely have been raised if the gas rate case had gone forward on its own
merits.
I | Finan(':ing Provisjons
The Settlement requests that ElecCo and GasCo be authorized, pursuani to A.R.S. §§40-301
ef seq., A.R.S. §40-285, and A.A.C. R14-2-801 et seq.: (1) to issuc or guarantee up to $175 million of
debt securities to fund a portion of the purchase price and for initial working capital; (2) to issue or
guarantee additional debt securities, when appropriate, under the terms of a new revolving credit
agreement; (3) to enter into indentures or security agrecments which grant liens on some or all of the
ElecCo and GasCo properties; (4) to issue common stock to UniSource or HoldCo; and (5) to acquire
bridge financing as described in Appendix A to the Stipuiation.
The Signatory Parties also agree that TEP should be authorized to loan up tc $50 million to
UniSourcc (the “TEP loan™) to assist in UniSource's purchase of the Citizens electric and gas assets.
The term of the TEP loan would be no longer than four years and would be secured by UniSource

with a pledge of 100 percent of the HoldCo, ElecCo, and GasCo common equity. Other specific
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terms of the TEP loan include: (1) the interest rate on the loan shall be 383 basis points above a four-
year United States Treasury Security on the date of the loan; (2) 264 basis points of the interes
income received by TEP shall be treated as a deferred credit to offset rates in the future and the
remaining interest income will be used toward increasing TEP's cquity capitalization. The
Settlernent further provides that TEP’s ratepayers will be held harmless from any demonstrable
increase in TEP's cost of capital as a result of the TEP loan, including but not limited to a decline in
bond rating.

The Agreement also states that ElecCo and GasCo will be authorized to issue common stock
to UniSource or HoldCo to evidence their ownership interest. UniSource would also be authorized (o
capitalize FlecCo and GasCo in the amount of $75 million to $125 million.
The Signatory Parties claim that the Settlement provides UniSource with the necessary
flexibility to consummate the acquisition of Citizens in & timecly manner, while also ensuring the
viability of the new electric and gas subsidiaries and TEP (Joint App. Ex. 7, at 2). As indicated
above, UniSource intends to create an intermediate holding company and two operating companies,
ElecCo and GasCo. UniSource secks to achieve a 60/40 debt to equity ratio for the operating
companies, which goal UniSource claims will be furthered by the Agreement’s prohibition against
ElecCo and GasCo issuing dividends to UniSource or HoldCo in amounts that total more than 75
percent of their respective earnings, until equity capitalization cquals 40 percent of total capital. The
Agrecment aiso raises the existing threshold for TEP of 37.5 percent equity capitalization to 40
percent, consistent with the ElecCo and GasCo requirements.
Staff initially expressed concerns with the $50 million loan permitied under the Settlement
from TEP to UniSource. However, Staff believes that the Stipulation includes sufficient protections
to ensure that ratepayers are not harmed by any such loan transaction. Staff distinguishes the facts in
this case from prior casés at the Commission and the FERC that placed limits on financing by
regulaied companies of nen-regulated entities (See, e.g., Decision No. 65796, at 5; FERC Docket No.
ES02-51-000, 102 FERC %61,186). Staff points out that the $50 million TEP loan would be used
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exclusively to fund the acquisition of regulated asscts in Arizona®.

Staff also contends that the $50 million TEP loan would benefit TEP ratepayers because a
percentage of the interest earned on the loan will be earmarked to offset future rate increases and to
boost TEP's equity capitalization. According to Staff’s witness, the amount of the benefit 10 TEP's
ratepayers could be as much as $6 million (Tr. 314-315). The Stipulation also includes a hold
harmiess provision that Staff believes will protect TEP customers from any negative consequences as
a result of the loan.

We believe that the financing provisions of the Stipulation will provide UniSource with the
necessary flexibility to finance the acquisition in a cost-effective manner while proiecting customers
from adverse effects of the transaction. Based on the totality of provisions in the Settiement
Agreement, as well as the analyses contained in the testimony at hearing and in the Late-Filed
Exhibit, we find that sufficient protections will be in place to ensure that ratepayers will be protected
from financial harm. As set forth in the Agreement, the financing arrangements should also afford
TEP customers benefits in the form of mitigated rate increases and continued improvement in TEP's
capital structure. For these reasons, we conclude that the financing provisions of the Scttiement
Agreement are in the public interest and should be approved.

K. apita] Structur es

An ancillary financing issue is addressed in the Settlement’s provisibn regarding capital
structure issues. In Decision No. 60480 (November 25, 1997), as amended by Decision No. 62103
(November 30, 1999), the Commission required UniSource to invest at least 30 percent of the
proceeds of future stock issuances in TEP. The Settlement provides that UniSousce and TEP would
be granted a waiver of that prior requirement in order for UniSource to finance the acquisition of

Citizens’ electnic and gas assets.

* On May 20, 2003, the Joint Applicants and Staff submitted a Late-Filed Exhibit that provides a cash flow analysis for
HoldCo under various scenarios involving the $50 mutlion TEP loan and a $50 million revolving credit tine (Exhibit A).
The Exhibit also includes an analysis containing a balance sheet, income statement, and other financial ratios based or the
assumption that UniSource would borrow $90 million from a third party to finance its equity investment in HoldCo
(Exhibit B). The Late-Filed Exhibit shows that, even under the most conservative financing assumptions (i.e., the $50
million TEP loan and $50 million revolving line of credit are loaded entirely onto HoldCo, and UniSource borrows $90
million to fund its equity investment in HoldCo in addition to HoldCo's estimated $140 million of debt for operations, the
interest coverage ratios and credit metrics remain healthy.
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Under the Agreement, TEP would be preciuded from issuing dividends to UniSource in an
amount that comprises more than 75 percent of TEP's eamnings, until such time as TEP’s equity
capitalization reaches 40 percent of total capital. In addition, until ElecCo’s and GasCo's respective
equity capitalization equals 40 percent of total capital, they will not issue dividends to HoldCo oy
UniSource in an amount that comprises more than 75 percent of ElecCo’s or GasCo’s earnings.

We find the capital structure provisions of the Stipulation properly balance UniSource’s need
for financing flexibility with the need to maintain the financial health of regulated utilities. As Staff
points out, the Agreement’s capital structure incentives are based on conditions imposed by prior
Commission Orders that have helped TEP dramatically improve its debt/equity ratio. We believe the
Settlement’s imposition of similar controis for ElecCo and GasCo will help ensure that the new
electric and gas utilities formed by UniSource will achieve an appropriate mix of debt and equity
consistent with financially healthy utility companies.

L. Pipeline Safety Provisiops

The Settlement contains a pumber of provisions related to maintaining gas pipeline safcty.
Among those terms are the following: (1) UniSource will not allow the acquisition to diminish
staffing that would result in service and/or safety degradation in the NAGD or SCGD service areas;
{2) UniSource will continuc to maintain fully operational current local ficld offices in the NAGD and
SCGD scrvices areas 10 maintain quality of service and ensure pipeline safety; (3) UniSource will
continue Citizens' current practice of not using contract persounel! for performance of operation and
maintcnance functions such as leak surveys and vaive maintenance; (4) UniSource will adopt the
mos! recent version of Citizens’ operation and maintenance manuals and procedures, including
Citizens’ emergency plan, and will make revisions and updates only as necessary, with such revisions
or updates to be provided to the Commission’s Chief of the Office of Pipeline safety; (5) UniSource
will make all reasonable efforts to prevent degradation in the quality of service to curreat Citizens gas
customers; and (6) GasCo will independently inspect all work done by contract personne} regarding
installation of new service lines and main extensions.

No party opposed these provisions of the Stipulation and we find that they are reasonable
terms to ensure that UniSource’s operations will adhere to gas pipeline safety requirements.
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M. Other Miscellaneous Provisions of Settlement

The provisions of the Settlement Agreement described below were not opposed by any party
to the proceeding. We believe these terms are reasonable as part of the overall Settlement package
negotiated by the Signatory parties.

1. Additional Acquisition Costs

The Signatory Parties agree that ElecCo’s and GasCo’s ratepayers will be held harmiess from
any recovery directly related to the increase in acquisition costs resulting under the purchase
agreements between UniSource and Citizens if the transaction does not close by October 29, 2003.

2. Capital Expenditures

The Signatory Parties agree that work orders closed after October 29, 2002 through the date
of closing of the transaction between UniSource and Citizens will be included in the rate base for
ElecCo and GasCo (subject to prudency review) on a dollar-for-dollar basis (not reduced by the
negative acquisition adjustment) in the companies’ next rate filings.

3 Revised Line Extension Tariff
The Settlement further provides that GasCo's revised gas facilities service line and main
extension taniff, as set forth in Appendix D to the Settiement Agreement, should be amended and
implemented upon anmission approval of the Stipulation.

4. Approval Limitation
The Secttiement states that UniSource must re-apply for Commission approval of the
Agrecement and the Joint Application if the transaction between UniSource and Citizens is not
consummated within six months following the Commission’s approval of the Agreement. UniSource
may, however, apply for an extension of the six-month time limitation, subject to UniSource
demonstrating why the transaction was not consummated and why approval of the extension is in the
public interest. o

5. Tanff Filings
The Agreement provides that UniSource will file, within 30 days of the Commission’s
approval of the Settlement, tariffs reflecting all Commission-approved changes contained mn the gas

rate filing. Under this provision, the gas rate tariffs would be effective from the date of closing the
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transaction.

UniSource would also be required to file, within 60 days of Commission approval of the
Agreement, an application for Commission approval of tariffs regarding the negotiated sales program
and gas transportation issues.

6. Notice to Customners

Within 60 days of approval of the Settlement, UniSource agrees to provide in bills sent to
customers of ElecCo and GasCo a notice regarding the revised rates, terms, and conditions of service
as set forth in the Agreement. The bill inserts will also inform customers that the Commission
remains the regulatory agency responsible for overseeing ElecCo’s and GasCo’s operations, and that
customer complaints that cannot be resolved by the companies may be directed to the Commission’s
Consumer Services Division.

N. QOther Intervenor Issues

1. De -Sid ement
Both RUCO and Mr. Magruder raised the issue of increased funding for demand-side
management (“DSM™) programs. Ms. Diaz Cortez advocates increasing DSM funding from
Citizens’ current level of $175,000 per year to $600,000 annually, with an increase to $1,000,000 if
the x;urchascd power.rate in the PWCC contract is reduced through renegotiation (RUCO Ex. 1, App.
I). Mr. Magruder recommends that customers should be given financial incéntivcs 10 “load shape™
in order to move usage from peak to off-peak periods (Magruder Ex. 2, at 30-31).

The Joint Applicants oppose increasing DSM spending based on their claim that Citizens’
current level of per customer DSM funding is comparable to other electric utilities in Arizona. Joint
Applicant witness Steven Glaser testified that the current per customer DSM funding level is $0.44
for APS, $3.62 for TEP, and $2.25 for Citizens. Under RUCO’s proposal to ultimately increase
spending to $1,000,000 per year, ElecCo's annual per customer spending level would increase to
$12.85 (Joint App. Ex. 5, at 6).

We agree with the Joint Applicants that RUCO’s DSM proposal would result in placing
upward pressure on customer rates, whether or not the actual DSM programs were successful in
reducing customer usage (Tr. 573). We believe the better means of addressing the issue of DSM is
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1 { through a generic investigation of the costs and benefits of such measures. In Decision No. 65743

(March 14, 2003), the Commission directed Staff to “facilitate a workshop process o explore the

wWooN

development of a DSM policy and an environmental risk policy” and to file a report within 12

FS

months from the date of that Decision. Since a broader policy investigation into DSM is already

underway, it is appropriate to consider the issues raised by RUCO and Mr. Magruder within the

framework of that proceeding.
2. Filing of Franchise Agreements

As described above, the Settiement Agreement requires UniSource to file copies of the

O o 9 o

franchises for ElecCo and GasCo within 365 days of the Commission’s Decision in this proceeding.
10 | This one-year period is typical of the requirement imposed in other cases before the Commission and
11 Jallows the utility time to negotiate franchise agreements with appropriate municipalities and
12 | governmental agencies (Tr. 354).

13 Nogales has suggested that the Commission should condition UniSource's CC&N on its

)

14 fability to negotiate and submit the appropriatc franchise agreements within 365 days’. Nogales
15 { reccommends on brief that failure to submit the required franchise agreements within that time period
16 § should result in an automatic Show Cause Order from the Commission as to why UniSource’s CC&N
17 { should not be revoked (Nogales Brief at 12).

18 We do not believe that the recommendation made by Nogales is necessary, at this time. To
19 §the extent that UniSource fails to comply with the directive to file the necessary franchise agreements
20 fwithin 365 days, the Commission will determine what remedy is appropriate. However, it is
21 }premature to decide what conscquences should result from noncompliance. Leaving the issue of
22 | enforcement action open will afford the Commission greater flexibility to fashion a remedy at the
23 | appropriate time,

24 11v. CONCLUSION

25 The Settlement Agreement proposed in this proceeding results in a gas base rate increase of

26 s Al the bearing, Nogales® request was granted to take Administrative Notice of Decision No. 61793 (June 29, 1999)

27 wherein the Commission adopted 2 Settiement Agreement between Nogales and Citizens that required, in part, for those
parties 10 negotiate a 25-year franchise to submit 4o the City's voters for approval. Although no wimess was presentcd on

28 this issue, Nogales' attorney argued at the hearing that negotiations with Citizens had failed to produce a franchse
agreement (T1. 356-358).
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approximately 21 percent and an increase in the PPFAC adjustor of approximately 22 percent.
Although we understand and appreciate the concems expressed by the Joint Intervenors and in
customer letters submitted in this docket, we believe the totality of the Settlement is in the public
interest.

As outlined above, the long-term benefits of the Settiement Agreement are numerous,
including: allowing Citizens to exit the gas and electric business in Anizona by selling its assets to a
jurisdictional entity that has operated successfully in this state for a number of years; resolving and
removing the uncertainty surrounding the PPFAC issue with a result that holds ratepayers harmless
for more than $135 million sought by Citizens for th§ under-recovered PPFAC bank balance;
requiring UniSource to renegotiate the existing purchased power contract and to pass 90 percent of
the savings resulting from renegotiation to ratepayers; requiring UniSource to file a plan within 120
days to open its clectric service arcas to retail competition by the end of 2003; requiring UniSource 10
reduce electric and gas rate base by more than $93 million and $40 million, respectively; and
providing future rate stability through a moratorium on electric and gas base rate’ increases until at
least August 1, 2007.

For these reasons, we will approve the Settiement Agreement, subject to the requirements and

limitations discussed herein.

* * - * ¥ * * * * *

Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. On September 28, 2000, the Arizona Electric Division of Citizens Communications
Company filed with the Commission an application (Docket No. E-01032C-00-0751) to change
Citizens’ current Purchased Power and Fuel Adjustment Clause rate, to establish a new PPFAC bank,
to begin accruing carrymg charges and to request approved guidelines for the recovery of costs
incwired in connection with energy risk management initiatives. Citizens filed an amended
application on September 19, 2001, and errata to the amendcd application on September 26, 2001.

2. Citizens’ AED serves approximately 59,000 customers in Mohave County and 16,000
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customers in Santa Cruz County.

3. On August 6, 2002, Citizens' Arizona Gas Division filed an application (Docket No.
G-01032A-02-0598) for authority to increase AGD revenues by $21,005,521, au increase of
approximately 28.75 percent.

4. Citizens” AGD is made up of a Northem Arizona Gas Division, which provides
natural gas service to approximately 118,000 customers in portions of Coconino, Mohave, Navajo,
and Yavapai Counties, and a Santa Cruz Gas Division which serves approximately 7,000 customers
in Santa Cruz County.

5. On December 18, 2002, Citizens and UniSource Energy Corporation, on behalf of
itself, Tucson Electric Power Company and UniSource’s designated affiliates, filed a Joint
Application (Docket Nos. E-01933A-02-0914, E-01032C-02-0914 and G-01032A-02-0914). The
Joint Application requested authority for UniSource to acquire Citizens’ gas and clectric assets in
Arizona, to transfer Citizens’ gas and electric Certificates of Convenience and Necessity to
UniSource, to obtain certain financing approvals, and to consolidate the above-captioned dockets.

6. UniSource is the parent company of TEP, which provides electric service to more than

360,000 customers in southem Arizona.

7. The above-captioned cases were consolidated by ruling at a Procedural Conference

conducted on January 17, 2003.

8. Santa Cruz and Mohave Countics, the City of Nogales, Marshall Magruder,

Southwest Gas Corporation, the Intemnational Brotherhood of Electrical Workers, Local 769, and the

Residential Utility Consumer Office were granted intervention in the consolidated dockels.

9. Pursuant to Procedural Order issued February 7, 2003, any proposed Setllement

Agreement was to be filed by April 1, 2003; intervenor and Staff testimony. was to be filed by Apni

21, 2003; Joint Applicant rebuttal testimony was due to be filed by April 28, 2003; a hearing was

scheduled 1o begin on May 1, 2003; and post-hcaring briefs were to be filed by May 15, 2003.

10.  Public Comment sessions regarding this consolidated proceeding were conducted by

the Commission in Flagstaff and Prescott on March 5, 2003; in Lake Havasu City on March 25, 2003;

in Kingman on March 26, 2003; in Nogales on April 3, 2003; and in Show Low on April 25, 2003.
66028
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11. A Settlement Agreement signed by the Joint Applicants and Staff was filed on April 1,
2003 to resolve all issues presented in the consolidated proceeding.

12. A Staff Report explaining and supporting the Settlement Agreement was filed on Aprii
21, 2003. RUCO filed testimony on April 21, 2003 generally supporting the Setilement, with the
exception of two issues. AUIA also filed testimony on April 21, 2003 in support of the Settlement.

13.  The Joint Applicants filed rebuttal testimony on April 28, 2003 in support of the
Settlement Agreement.

14. Mr. Magruder filed testimony opposing the Settlement Agreement on April 30, 2003.

15.  An evidentiary hearing was conducted in this matter on May-1, 2, and 5, 2003.

16.  Post-hearing briefs were filed on May 15, 2003. '

17.  On May 20, 2003, the Joint Applicants and Staff submitted 2 Late-Filed Exhibit
analyzing the financial condition of UniSource and TEP under various financing scenarios.
I8.  Itis in the pubdlic interest, pursuant to A.R.S. §40-285, for UniSource to acquire the
electric and gas assets of Citizens in Arizona, including acquisition of Citizens’ CC&Ns goveming its
gas and electric service areas.
19.  Itis in the public interest for UniSource to create subsidiaries to own and operate the
electric and gas utiléty assets purchased from Citizens and, if necessary, to form an intermediate
holding company to finance and own the electric and gas subsidiaries. ‘
20.  Itis in the public interest for UniSource and its subsidiaries, and Citizens, to forfeit all
rights to recover from retail ratepayers any of the under-collected PPFAC balance ‘through the closing
date of the acquisition transaction.
21.  Itis in the public interest to grant an increase in gas operation revenues in accordance
with the Settlement Agreement, including the stipulated ratc design and tariff modifications related to
service line and main extension policics.
22. A fair value rate base of $142,132,013 and rate ‘of return of 7.49 percent are
reasonable for the gas operations of Citizens that are to be acquired by UniSource pursuant to the

terms of the Settlement Agreement.
23.  ltis in the public interest to establish a new PPFAC adjustor rate of $0.01825 per kWh
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for the UniSource electric subsidiary.

24.  Itis in the public interest to allow ElecCo and GasCo to recover up to $1.8 million and
$2.7 million, respectively, as an offset to the negative acquisition premium, in order for such costs to
be capitalized in accordance with GAAP.

25. It is reasonable to require UniSource to file, within 120 days of the effective date of
this Decision, an application for approval of a plan to open ElecCo’s service temitories to retail
clectric competition by no later than December 31, 2003. UniSource's plan shall address, at a
minimum, unbundled tariffs, system benefits charges, assisting new suppliers in using transmission,
and reliability must-run generation. -

26.  UniSource shall renegotiate the existing PWCC purchased power contract and 90
percent of savings from renegotiation will flow to ratepayers, rather than the 60 percent provided for
in the Stipulation. All other terms of the Settiement Agreement are reasonable and in the public

interest, and shall be approved.

CONCLUSIONS OF LAW

1. Citizens and UniSource, and UniSource's subsidiaries TEP, ElecCo, and GasCo, are
public service corporations within the meaning of Article XV of the Arizona Constitution and A.R.S.
§§40-30i et seq., A.I.{,S. §§40-281 et seq., and A A.C. Rules R14-2-803 and R14-2-804.

2. The Commission has jurisdiction over Citizens and UniSource, and over UniSource’s
subsidiaries, and over the subject matter of the issues raised in the consolidated applications
addressed herein.

3. Notice of the applications was provided in the manner prescribed by law.

4. Pursuant to AR.S. §§40-301 er seq., the Joint Applicants' proposed financing
arrangements, including bridge financing, bond financing, and revolving credit financing by
UniSource's electric and gas subsidiaries, and the issuance of stock by those companies, are
approved.

5. The financings approved herein are for lawful purposes within UniSource’s and its

subsidiaries’ corporate powers, are compatible with the public interest, with sound financial practices,

66028
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and with the proper performance by UniSource and its subsidiaries of service as public service
corporations, and will not impair Unisource's or its subsidiaries’ abilities to perform that service.

6. The financings approved herein are for the purposes stated in the applications and are
reasonably nccessary for those purposes and such purposes are no!, wholly or in part, reasonably
chargeable to operating expenses or to income.

7. Pursuant to A.A.C. R14-2-804, TEP is authorized to loan up to $50 million to
UniSource for the sole purpose of funding the purchase of Citizens’ gas and clectric business, subject
to the terms and conditions set forth in the Settlernent Agreement.

8. Pursuant to A.A.C. R14-2-803, UniSource is authorized to capitalize the new electric
and gas subsidiaries, subject to the terms of the Settlement Agreement. '

9. Pursuant to the terms of the Settlement Agreement, a waiver shall be granted to
Decision No. 60480, as amended by Decision No. 62103, which requires UniSource to invest at Jeast
30 percent of the proceeds of & public stock issuance in TEP. This waiver is granted for the sole
purpose of allowing UniSource the ability to finance the acquisition of Citizens® gas and electric
assets under the terms of the Settlement.

ORDER
IT IS THEREFORE ORDERED that the Scttlement Agreement between the Joint Applicants
and Staff is approved, subject to the terms and conditions set forth herein.
IT IS FURTHER ORDERED that UniSource and its subsidiaries, and Citizens, shall forfeit
all rights to recover from retail ratepayers any of the under-collected PPFAC balance through the
closing date of the acquisition transaction. |
IT IS FURTHER ORDERED thal, pursuant to the terms of the Settlement Agreement,
UniSource shall permanently credit customers in future base rate proccedings for the “negative
acquisition adjustments” of $30,700,000 for GasCo and $93,624,000 for ElecCo, until those amounts
arc fully amortized over the life of the plant related to the Agreement.

1T 1S FURTHER ORDERED that, pursuant to A.R.S. §40-285, UniSource is authorized to
acquire the electric and gas assets of Citizens in Arizona, including acquisition of Citizens’ CC&Ns

govemning its gas and electnic service areas.
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IT.IS FURTHER ORDERED that UniSource is authorized to create subsidiaries to own and
operate the electric and gas utility assets purchased from Citizens and, if necessary, 1o form an
intermediate holding company to finance and own the electric and gas subsidiaries.

IT IS FURTHER ORDERED that, pursuant o AR.S. §§40-301 er seq., the proposed
financing amrangements are approved, including bridge financing, bond ﬁnancixig, and revolving
credit financing by UniSource's electric and gas subsidiaries, and the issuance of stock by those
companies.

IT IS FURTHER ORDERED that, pursuant to A.A.C. R14-2-804, TEP is authorized to loan
up to 350 million to UniSource for the sole purpose .of funding the purchase of Citizens’ gas and
electric business, subject to the terms and conditions set forth in the Settlement Agreement.

IT IS FURTHER ORDERED that, pursuant to A.A.C. R14-2-803, UniSource is authorized to
capitalize the new electric and gas subsidiaries, subject to the terms of the Settlement Agreement.

IT IS FURTHER ORDERED that, pursuant to the terms of the Seftlement Agreement, a
waiver shall be granted to Decision No. 60480, as amended by Decision No. 62103, which requires
UniSource to invest at least 30 percent of the proceeds of a public stock issuance in TEP. This
waiver is granted for the sole purpose of allowing UniSource the ability to finance the acquisition of
Citizens’ gas and clcf:tn'c assets under the terms of the Settiement.

IT IS FURTHER ORDERED that the fair value rate base of $142,132,013 and rate of retum
of 7.49 percenl are reasonable for the gas aperations of Citizens that are to be acquired by UniSource
pursuant to the terms of the Settlement Agreement.

IT IS FURTHER ORDERED that the stipulated increase in gas operation revenues in
accordance with the Settiement Agreement, including the stipulated rate design and tariff
modifications related to service line and main extension policies, are approved.

iT IS FURTHER ORDERED that UniSource’s proposed operating company subsidiaries,
ElecCo and GasCo, shall not file a general rate case increase for a period of at least three years from
the effective date of this Decision and the rate increase resulting from this general rate increase

application si)all not become effective prior to August 1, 2007, subject to the exceptions set forth in

the Settlement Agreement.
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IT IS FURTHER ORDERED that a new PPFAC adjustor rate of $0.01825 per kWh for the
UmiSource eiectric subsidiary is approved.

IT IS FURTHER ORDERED that, pursuant to the terms of the Settlement Agreement,
UniSource shall attempt to renegotiate the existing purchased power contract with PWCC and any
savings associated with the rencgotiated contract shall be allocated in a ratio of 90 percent to
ratepaycrs and 10 percent to shareholders.

~ IT IS FURTHER ORDERED that UniSource shall commence renegotiation of the existing
purchased power contract within 30 days from the effective date of this Decision, and shall file
progress reports in accordance with existing confidentiality agreements regarding its renegotiation
efforts every 60 days thereafier until further Order of the Commission. UniSource shall serve
redacted copies of such progress reports on all other parties of record in this proceeding.
IT IS FURTHER ORDERED that, in the event UniSource completes renegotiation of the
current purchased power contract with PWCC, the terms and the proposed savings associated with
the contract shall be submitted to the Commission within 30 days of finalization.
IT IS FURTHER ORDERED that, at least 30 days priof to implementation of retail
competition, UniSource shall conduct retail aggregation workshops and informational seminars in
order to enable residential and small commercial customers to be educated regarding options that will
provide meaningful opportunities for participating in the retail access process. UniSource shall
conduct at least one such workshop or seminar in each Santa Cruz and Mohave County.
IT IS FURTHER ORDERED that UniSource’s proposed operating company subsidiaries,
ElecCo and GasCo, shall be authorized to recover up to $1.8 million and $2.7 million, respectively,
as an offset to the ncgative acquisition premium, in order for such costs to be capitalized in
accordance with GAAP. »
IT IS FURTHER ORDERED that UniSource shall file, within 30 days of the effective date of
this Decision, tariffs reflecting all Commission-approved changes contained in the gas rate filing.
The gas rate tariffs shall be effective from the date of closing the transaction.
IT IS FURTHER ORDERED that UniSource shall file, within 60 days of the effective date of

this Decision, an application for Commission approval of tariffs regarding the negotiated sales
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prograin and gas transportation issues.

IT IS FURTHER ORDERED that UniSource shall re-apply for Commission approval of the
Settlement Agreement and the Joint Application if the transaction between UniSource and Citizens is
not consummated within six months following the effective date of this Decision. UniSource may,
however, apply for an extension of the six-month time limitation, subject to UniSource demonstrating
why the transaction was not consummated and why approval of the extension is in the public interest.
IT IS FURTHER ORDERED that GasCo's revised gas facilities service line and main
extension tariff, as set forth in Appendix D to the Settlemcnt Agreement, shall be amended and
implemented within 60 days of the effective date of this Decision.

IT 1S FURTHER ORDERED that UniSource shall file copies of the franchiscs for its
proposed operating company subsidiaries, ElecCo and GasCo, within 365 days of the Commussion’s
Decision in this proceeding.

IT IS FURTHER ORDERED that Tucson Electric Power shall, in its next general rate case
filing, submit a feasibility study and consolidation plan or, in the alternative, a plan for coordination
of operations of UniSource’s proposed electric operating company subsidiary in Santa Cruz County
with Tucson Electric Power.

ITIS FURTHER ORDERED that UniSource shall file, within 120 days of the effective date
of this Decision, an application for approval of a plan to open ElecCo’s service territories to retail
clectric competition by no later than Deceraber 31, 2003. UniSource’s plan shall address, at a
minimum, unbundied tariffs, system benefits charges, assisting new suppliers in using transmissjon,
and reliability must-run ge}neraﬁon.

IT IS FURTHER ORDERED that, within 60 days of the effective date of this Decision,
UniSource shall provide in bills sent 1o customers of ElecCo and GasCo a notice regarding the
revised rates, terms and conditions of service as set forth in the Agreement. The bill inserts shall also
infonn customers that the Commission remains the regulatory agency responsible for overseeing
EiecCo’s and GasCo’s operations, and that customer complaints that cannet be resolved by the
companies may be directed to the Commission’s Consumer Services Division.

IT IS FURTHER ORDERED that UniSource shal! include in its notice to all former Citizens’

66028
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gas and electric customers information regarding all available low-income programs, net metering,
time-of-use services, DSM or energy conservation programs, renewable resource programs, and any
other similar services or programs that are currently available that may assist customers in reducing

their energy bilis. Such notice shall be made available in both English and Spanish.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.
BY ORDER OF THE ARIZONA CORPORATION COMMISSION.
—_—
CHAIRMAN ~ COMMISSIONER ) COMMISSIONER

ol e
TISSIONER

IN WITNESS WHEREOF, I, JAMES G. JAYNE, Interim
Executive Secretary of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this 342 dayof J¥ /' |, 2003.

AMES G. JA
INTERIM EXECUTIVE SECRETAR

DISSENT

DISSENT
DDN:dap
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Three High Ridge Park

Stamford, CT 06905

Steven W. Cheifetz

Roben J. Meth
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3238 North 16™ Steet

Phocnix, AZ 85016

John D. Draghi

HUBER, LAWRENCE & ABELL
605 3% Avenue

New York, New York 10158

John White

Deputy County Attomey

Mohave County Atiomey's Office
P.O. Box 7000

Kingman, Arizona 86402

Walter W. Meek

AUlA

2100 N. Central Ave., Suite 210
Phoenix, Arizona §5004

Holly 1. Hawn

Martha S. Chase

Santa Cruz Deputy County Ancmeys
2150 N. Congress Drive, Ste. 201
Nogales, AZ 85621

Marshalf Magruder
Lucy Magruder

P.0. Box 1267

Tubac, AZ 85646-1267

Nicholas 1. Enoch
LUBIN & ENOCH, P.C.
349 North Fourth Avenuve
Phoenix, Arizona 85003

Gary Smith

CITIZENS COMMUNICATIONS COMPANY
290! W. Skamrell Blvd., Suite 110

Flagstaff, Anzona 86001

Raymond Mason

Director, Corporate Regulatory Affairs
3 High Ridge Park

Stamford, Counecticut 06905

CITIZENS COMMUNICATIONS COMPANY

E-01032C-00-0751; G-01032A-02-0598; E-01933A-02-

0914; E-01032C-02-0914 and G-01032A-02-0914

Dsborah R. Scott

CITIZENS COMMUNICATIONS COMPANY
290) N. Central Ave., Suite 1660

Phoenix, Anzona 85012

Scan Wakefield

Daniel W. Pozefsky

RUCO

1100 West Washington St., Suite 220
Phoenix, Arnzona 85007

Susan Mikes Doherty

HUBER, LAWRENCE & ABELL
605 3* Avenue

New York, New York 10158

Thomas H. Campbell
Michael T. Hallam
LEWIS & ROCA, LLP
40 N. Central Avenue
Phoenix, Arizona 85004

Andrew Bettwy

Assistant General Counscl
Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada 89150

Jose Machado, City Attorney
Hugh Holub, Attorney

City of Nogales

777 North Grand Avenue
Nogales, Atizona 85621

Robert A. Taylor, City Attommey
City of Kingman

310 North 4™ Street

Kingman, Arizona 86401

Christopher Kempley, Chief Counsel

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Emest Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007
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UniSourceLneruy
: SERVICES

November 8, 2004

Mr. Thomas Longtin

Manager of Operations & Engineering
Mohave Electric Cooperative

1999 Arena Drive

Bullhead City, AZ 86442

Re: CTI Request for Service

Dear Tom:

| appreciated the opportunity to meet with you on November 4™ to discuss the request
for electric service that both our companies have received from Central Trucking, Inc.
(CTI1). As you know, CTl is in critical need of electricity to conduct its business, and the
quickest way to provide service would be for Mohave Electric and UNS Electric to enter
into an agreement that would permit UNS Electric to provide electric service. :

UNS Electric has the facilities in the area, and is ready, willing and able to move forward
in the provision of service to CTl. To that point, enclosed you will find an Electric
Authorization Agreement that has been executed by UNS Electric.. Upon execution by
MEC, our attorney is ready to file it for approval at the Arizona Corporation-Commission.

Therefore, please execute the agreement, and return it to me as soon as possible, so
that we can meet the electric needs of CTI.

Sincerely,

_— ‘ o It

Enclosure: Electric Authorization Agreement

cc:. Janie Woller, ACC
Geneva Davis, CTl
Keith Roberts, CTI}
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ELECTRIC SERVICE AUTHORIZATION AGREEMENT
Between
MOHAVE ELECTRIC COOPERATIVE, INC.
And
UNS ELECTRIC, INC.

THIS ELECTRIC SERVICE AUTHORIZATION AGREEMENT ("Agreement”) is entered
into by UNS ELECTRIC, INC. (UNS Electric), an Arizona corporation, and
MOHAVE ELECTRIC COOPERATIVE, INC. (MEC), an Arizona corporation.

RECITALS:

The real property described in the attached Exhibit A (the “Subject
Area") is within the area of MEC's Certificate of Convenience and
Necessity, which was issued by the Arizona Corporation Commission

(Commission);

Central Trucking Inc. (CTI) has requested that electric service. be
provided to the Subject Area; .

A customer located in the Subject Area must actually receive power
through UNS Electric’s existing facilities because MEC does not have a
means of transmitting power to the Subject Area, 5

MEC hereby gives Written Authorization whereby UNS Electric may
provide electric service to CTl the Subject Area; and

It is in CTI’s best interest for MEC to permit UNS Electric to provide
electric service to CTI’s real property and UNS Electric is willing to
provide electric service to the CTI.

THEREFORE, the Parties agree as follows:

UNS Electric is hereby authorized by MEC to enter the Subject Area,
certificated to MEC, and construct and maintain electric service lines

and facilities necessary to serve CTI.

This Agreement shall be binding upon and inure to the benefit of the
Parties hereto and their respective successors in interest and assigns,

whether arising voluntarily or by operation of law.

This Agreement shall become effective when approved by the
Commission.
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S 11-18-04; 1:56PM;UNS ELECTRIC, INC.

UNS ELECTRIC, INC.

an Arizona cor?ion
Signature: __/4 M/Kﬂ
[ 4R 1

7y
P AREETY
Title: _VP # /'(A,/Mj /%WW

Date: __/1/ 9/ 2%
/ /4

MOHAVE ELECTRIC COOPERATIVE, INC.
an Arizona corporation

Signature:

Title:

Date:
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—— 1

2901 W. Shamrell Boulevard., Suite 110
Flagstaff, Arizona 86001-9402
928.774.4592

UniSourceEnergy
SERVICES

October 15, 2004

Mr, Bob Broz

Mohave Electric Cooperative
P.O. Box 1045

Bullhead City, Arizona 86430

Dear Bob:

This will confirm our phone conversation of today regarding the position of UniSource
Energy Services (“UES”) on the subject of borderline agreements.

As in the past, UES remains willing to enter into borderline agreements on a case by case
basis as necessary to accommodate specific customer situations. Currently, UES and
MEC are engaged in discussions to complete a borderline agreement for the purpose of
providing service to CTI Trucking in the Kingman area.

In our conversation of today, you stated MEC’s preference as being one of a “master
agreement” under which all UES — MEC borderline service requests would be handled.
Although I am not familiar with the master borderline agreement concept, I will review
this with our regulatory staff and contact you if we believe there is a basis for further
discussion.

In the meantime, we have also communicated our position on individual customer
borderline agreements to both the ACC staff and to CTI Trucking.

Please let me know if you have any questions.

Very truly yours,

o R m

Dennis R. Nelson
Senior Vice Presicent and
Chief Operating Officer

Copy: Tom Ferry
Steve Glaser
Dave Couture
Deb Scott




