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Introduction

Q.

A.

DIRECT TESTIMONY OF KEVIN C. HIGGINS

Please state your name and business address.

Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah,
84111.

By whom are you employed and in what capacity?

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies
is a private consulting firm specializing in economic and policy analysis
applicable to energy production, transportation, and consumption.

On whose behalf are you testifying in this proceeding?

My testimony is being sponsored by Phelps Dodge Mining Company
(“Phelps Dodge™) and Arizonans for Electric Choice and Competition (“AECC”).
AECC is a business coalition that advocates on behalf of retail electric customers
in Arizona. Phelps Dodge and AECC (hereafter “AECC”) are parties to the APS
Settlement Agreement that was approved by the Commission, with some
modification, in 2005,

Were you personally involved in the negotiations that resulted in the APS
Settlement Agreement?

Yes, I was closely involved in the negotiations on behalf of AECC.
Please describe your professional experience and qualifications.

My academic background is in economics, and I have completed all

coursework and field examinations toward the Ph.D. in Economics at the




1 University of Utah. In addition, I have served on the adjunct faculties of both the

2 University of Utah and Westminster College, where I taught undergraduate and

3 graduate courses in economics. I joined Energy Strategies in 1995, where I assist

4 private and public sector clients in the areas of energy-related economic and

5 policy analysis, including evaluation of electric and gas utility rate matters.

6 Prior to joining Energy Strategies, I held policy positions in state and local

| 7 government. From 1983 to 1990, I was economist, then assistant director, for the

8 Utah Energy Office, where I helped develop and implement state energy policy.

9 From 1991 to 1994, I was chief of staff to the chairman of the Salt Lake County
10 Commission, where I was responsible for development and implementation of a
11 broad spectrum of public policy at the local government level.

12 Q. Have you previously testified before this Commission?

13 A Yes. I have testified in a number of proceedings before this Commission,
14 including the generic proceeding on retail electric competition (1 998),! the

15 hearings on the Arizona Public Service Company (“APS”) Settlement Agreement
16 (1999),” the hearings on the TEP Settlement Agreement (1999), the AEPCO

17 transition charge hearings (1999),* the Commission’s Track A proceeding

18 (2002),> the APS adjustment mechanism proceeding (2003),° the Arizona ISA

19 proceeding (2003),” the APS Rate Case (2004),% and the Trico Rate Case (2005).

! Docket No. RE-00000C-94-0165.

2 Docket Nos. RE-00000C-94-0165, E-01345A-98-0471, and E-01345A-98-0473.

3 Docket Nos. RE-00000C-94-0165, E-01933A-97-0772, and E-01933A-97-0773.

4 Docket No. E-01773A-98-0470.

5 Docket Nos. E-00000A-02-0051; E-01345A-01-0822; E-00000A-01-0630; E-01933A-02-0069; E-
01933A-98-0471.

® Docket No, E-01345A-02-0403.

" Docket No. E-00000A-01-0630.

& Docket No. E-01345A-03-0437.

1768027.1/23040.041 2
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Have you testified before utility regulatory commissions in other states?

Yes. I have testified numerous times on the subjects of electric utility rates
and regulatory policy before state utility regulators in Alaska, Colorado, Georgia,
Idaho, Indiana, Kansas, Michigan, Nevada, New York, Ohio, Oregon, South
Carolina, Utah, Washington, and Wyoming. I have also participated in various
Pricing Processes conducted by the Salt River Project Board.

A more detailed description of my qualifications is contained in

Attachment KCH-1, attached to this testimony.

Overview and Conclusions

Q. What is the purpose of your testimony in this proceeding?

A. My testimony addresses APS’s request for an emergency interim rate
increase and recommends adjustments to the Company’s proposal that I believe
are necessary to ensure results that are just and reasonable.

Q. What conclusions have you reached in your analysis?

A. (1) In light of rising fuel and purchased power costs and the recent credit downgrade
experienced by APS, some emergency rate relief is warranted; specifically, I
believe it is appropriate to allow an emergency interim rate increase sufficient to
permit APS to attain a FFO/Debt Ratio of 18 percent in 2006. I calculate that this
ratio can be attained through an emergency and interim rate increase of $126

million in calendar-year 2006. If implemented on May 1, 2006, this incremental

® Docket No. E-01461A-04-0607.

1768027.1/23040.041 3




1 revenue can be collected with an emergency and interim rate increase of

2 approximately 7.8 percent (as measured against rates exclusive of PSA charges).

3 (2) 1 disagree with APS’s proposal to establish a new base energy rate in this

4 proceeding, as this would allow APS to avoid having to absorb its 10 percent

5 share of the cost differential between the current base energy rate and its new

6 proposed energy rate. Instead, the base energy rate should remain at the level

7 established in the last general rate case, and any revenues collected from the

8 emergency surcharge should be applied as a credit against the PSA Annual

9 Tracking Account. In this way, the surcharge could be set to recover the 90
10 percent cost-share assignable to customers, with the remaining 10 percent
11 assigned to APS per the PSA mechanism. The new base energy rate would then
12 be established in the upcoming general rate case.
13 (3) The design of APS’s proposed interim surcharge is not reasonable in the context
14 of an emergency filing. Although APS advertises its proposed increase as being
15 “14 percent”, the Company’s proposal would actually raise rates for many
16 industrial customers by well over 20 percent. In my opinion, it is inappropriate in
17 the context of an emergency rate filing — with its limited record and restricted
18 opportunity for analysis — to levy disproportionate increases on different customer
19 groups. If an emergency increase is granted, the only appropriate rate design
20 would be an equal percentage increase for all customer groups. This can be
21 achieved through an equal percentage surcharge on total customer bills, exclusive
22 of PSA charges.
23

1768027.1/23040.041 4
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Need for Emergency Increase

Q.
A.

In your opinion, has APS demonstrated a need for an emergency increase?

Yes. In light of rising fuel and purchased power costs and the recent credit
downgrade experienced by APS, some emergency rate relief is warranted. Higher
utility credit costs invariably have a negative impact on customers, and I believe it
is prudent to provide emergency relief to the extent that it is necessary to avoid
further downgrades.

What amount of emergency increase has APS requested?

APS has rekquested emergency and interim relief in the amount of $299
million on an annualized basis, which corresponds to a rate increase of 14 percent
— although as I discuss later in this testimony the impact on many industrial
customers is well over 20 percent. I note that the 14 percent increase as described
by APS in its Application is based on pre-PSA Adjustor rates. With the
implementation of the PSA Adjustor on February 1, 2006, the $299 million
emergency request becomes a slightly smaller percentage of existing rates. To
avoid confusion, when I refer to percentage rate changes hereinafter in this
testimony, the reference will be to rates exclusive of the PSA Adjustor, and thus
comparable to APS’s initial representations.

What criteria should be used in evaluating the emergency request?

APS has emphasized that the Funds-from-Operations/Debt ratio

(“FFO/Debt ratio”) is the key financial metric examined by the credit agencies in

establishing credit ratings.'® APS has further indicated that a FFO/Debt ratio of 18

12 Affidavit of Donald E. Brandt, p. 4, lines 9-14.

1768027.1/23040.041 5
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to 28 percent is necessary for a utility with APS’s risk profile to maintain a BBB
credit rating from Standard & Poor’s (“S&P”). I have verified this range through
discussions with S&P. While I note that BBB was APS’s credit rating from S&P
prior to being downgraded to BBB- on December 21, 2005, my understanding of
S&P’s FFQ/Debt ratio range is that S&P does not provide a separate range for
BBB-. Based on APS’s representations regarding the importance of the
FFO/Debt Ratio to its credit rating, I believe it is necessary to allow an emergency
interim rate increase sufficient to permit APS to attain a FFO/Debt ratio of 18
percent in 2006, in order to prevent a further credit downgrade. However, the
amount of relief needed in this proceeding to accomplish this is complicated
somewhat by the series of filings that APS has made in recent weeks and the
extent to which rate relief provided in those other proceedings will provide partial
mitigation of APS’s current financial difficulties.

What other rate relief has APS received recently?

A. On January 25, 2006, the Commission approved a $.004 per KWh PSA

Adjustor that took effect on February 1, 2006.
What other rate relief has APS requested recently?

On February 2, 2006, APS requested approval of a two-part PSA
Surcharge. The first part would recover $15.3 million over 12 months and is
associated with fuel and purchased power costs in the “Paragraph 19(d) Balancing
Account” not associated with the 2005 unplanned outage at Palo Verde. I estimate
that if approved to go into effect by May 1, 2006, this portion of the PSA

Surcharge would collect about $11 million over the remainder of 2006.

1768027.1/23040.041 6
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The second part of the requested PSA Surcharge would recover $44.6
million over 12 months, and is associated with costs associated with the
unplanned outage at Palo Verde in 2005. I estimate that if this charge went into

effect July 1, 2006, it would collect about $24 million over the remainder of 2006.

Q. How would recovery of these surcharge revenues impact APS’s FFO/Debt

ratio in 2006?

A. As each of the rate proposals has a unique starting date, it is useful in

addressing this question to differentiate between the annualized revenues and the

calendar-year 2006 revenues associated with the APS rate increases that have

been requested and/or granted. Based on APS’s 2006 retail kWh forecast, 1
estimate the revenues from the various rate increases under consideration as
follows:
Table KCH-1
Summary of Recent APS Rate Increase Requests

($ millions)

Rate proposal Est. start date Rate ($/kWh)  Annualized$§ $in 2006

PSA Adjustor 2/1/06 $.004000 111.6 103.2
PSA Surcharge I 5/1/06 $.000554 15.3 11.2
PSA Surcharge I 7/1/06 $.001611 44.6 243
Emergency Surch.  5/1/06 $.011161 298.7 226.3

For the purpose of identifying the amount of emergency increase needed
for APS to attain an FFO/Debt ratio of 18 percent in 2006, I will assume that the
Step I PSA Surcharge is implemented on May 1, 2006. I note that AECC believes

such an action is appropriate under the PSA mechanism. If the Step I PSA

1768027.1/23040.041 7
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Surcharge is not implemented at that time, then the emergency increase would
need to be greater.

It appears likely that the Step II PSA Surcharge will take longer to resolve.
Given the uncertainty surrounding the timing and final outcome of that surcharge
request, I have excluded revenues from the Step II PSA Surcharge in formulating
my emergency increase recommendation, but note that approval of the Step II
PSA Surcharge would reduce the amount of the emergency increase that is
needed, and respectfully suggest that the amount of the emergency increase could

be adjusted upon resolution of the Step II PSA Surcharge matter.

Q. Assuming the $11 million requested Step I PSA Surcharge goes into effect on

May 1, 2006, how much revenue would APS require from an emergency

increase to attain a FFO/Debt ratio of 18 percent in 2006?

A. I calculate that this could be accomplished with an interim increase of

$126 million in calendar-year 2006, which can be implemented through an equal
percentage surcharge of approximately 7.8 percent. This figure is comparable to
the 14 percent, or $226 million in calendar-year 2006 ($299 million on an
annualized basis) that APS has requested. My calculations are shown in

Attachment KCH-2.

Q. Why do you state that the rate increase necessary to raise $126 million in

additional revenues is approximately 7.8 percent?

A. The calendar-year 2006 revenue increase I am recommending is 55.6

percent of the revenue that would be generated by APS’s proposed increase of 14

percent, so it is accurate to state that my proposed increase is 55.6 percent of that

1768027.1/23040.041 8




1 recommended by APS — and 7.8 percent is simply 55.6 percent of APS’s

2 proposed 14 percent increase. If APS and I were recommending identical

3 surcharge mechanisms or if the period of analysis was a full twelve months, this

4 apportioning would result in an exact derivation of the necessary rate increase.

| 5 However, APS is proposing a flat kWh charge and I am recommending a

6 percentage-of-bill rider, and the period of analysis is eight months (May —

7 December) — not twelve. Because APS’s kWh sales and retail revenues will not

8 move in perfect proportion on a month-to-month basis, the 7.8 percent estimate I

9 described above will not be an exact calculation for the May to December period.
10 This calculation can be improved significantly simply by using APS’s monthly
11 revenue projections for 2006 as the basis of the percentage increase. However, I
12 do not have this information at the present time, although I am in the process of
13 requesting it from APS.

14 Q. Please explain how you made your calculation of the additional $126 million

15 needed by APS in 2006.

16 A. I started with APS workpaper DEB_WP21, which was referenced in APS
17 Data Response STF 4.34, dated February 7, 2006. According to Data Response
18 STF 4.34 and Workpaper DEB_21, if APS were to receive $132 million in

19 combined PSA Adjustor/Surcharge revenues in 2006'" and no interim increase,
20 the Company’s FFO/Debt ratio would be 16.0 percent in 2006. Using these

21 assumptions, APS calculates that FFO in 2006 would be $520.6 million and

! The text of this APS data response indicates that APS assumed $133 million in PSA Adjustor/ Revenues.
However, the spreadsheet attached to APS’s Response to Staff Data Request No. 1-12 actually shows a
combined PSA Adjustor/Surcharge revenue of $131.7 million in 2006. I use this latter figure in making my
calculations rather than the $133 million that APS cites in the text of its data response.

1768027.1/23040.041 9




17

18

19

20

21

22

23

24

25

26

27

28

Adjusted Average Total Debt would be $3.259 billion. These parameters are

summarized below.

Table KCH-2

Key APS Assumptions and Calculations in
Data Response STF 4.34 and DEB_WP21

Assumptions: $132 million in PSA Adjustor'?
No interim rate increase

Calculations: FFO: $520,552,000
Debt: $3,259,115,000
FFO/Debit: 16.0%

If APS were to receive an emergency increase, the Company’s debt would
not increase, all other things equal. (In fact, all things equal, APS debt would
decline somewhat.) Therefore, for purposes of my calculation, I conservatively
held APS’s 2006 debt constant at $3.259 billion, and identified the FFO necessary
to achieve a FFO/Debt ratio of 18 percent. This amount is $586.6 million, which
is $66.1 million greater than the amount calculated by APS in DEB_WP2I.

To derive the emergency increase necessary to achieve FFO of $586.6
million, it was necessary for me to adjust APS’s assumption of $132 million in
PSA Adjustor/Surcharge revenues to reflect adoption of the $.004 PSA Adjustor
effective February 1, 2006 and to incorporate my assumption of adoption of the
Step I PSA Adjustor on May 1, 2006. Under this scenario, the combined PSA
Adjustor/Surcharge revenue is $114 million in 2006, $17 million less than APS

had assumed in DEB__ WP21 13

12 pPlease see my Footnote 11.
13$131.7 million — 114.4 million = $17.3 million.

1768027.1/23040.041 10
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To achieve a target FFO of $586.6 million, it was necessary for me to first
replace the $17 million differential in assumed PSA revenues with emergency
increase revenues, and then to derive the additional emergency increase in 2006
needed to reach the target FFO, taking account of income tax effects. I calculate
that the total emergency increase needed to reach the target FFO in 2006 is $126
million, which requires an emergency increase that I estimate to be approximately
7.8 percent.

My calculation is summarized in Table KCH-3, below.

Table KCH-3

Summary of AECC Emergency Increase Calculation

(5000)
All § refer to Calendar Year 2006 Amounts

APS Projected FFO  $520,552
Target FFO $586,641
Debt Target: $3,259,116
FFO/Debt Target: 18.0%

Adjust APS PSA Adjustor/Surcharge Revenue:
$114,383 - $131,723 = $(17,340)
Change to FFO (w/ tax effect)  $(17,430)/1.6407 = $(10,569)
Incremental FFO needed to reach target:
$586,641 - $520,552 - $10,569 = $76,658

Incremental revenue needed to reach Target FFO (w/ tax effect):

$76,658 x 1.6407 = $125,722 = Emergency increase

Q. What is your recommendation to the Commission with respect to the amount

of the emergency interim rate increase?

1768027.1/23040.041 11




1 A As I indicated above, I recommend targeting a FFO/Debt ratio of 18

2 percent in 2006. To accomplish this, I recommend that the Commission approve

3 an emergency and interim rate increase of $126 million for calendar year 2006, to
4 be adopted in conjunction with the first part of the PSA Surcharge, effective May
5 1, 2006. If the second part of the requested PSA Surcharge is later approved

6 effective July 1, 2006, it would reduce the amount of the emergency increase that
7 is needed. In that event, I suggest that the amount of the emergency increase could
8 be reduced at that time.

9

10 New Base Energy Rate vs. Credit to the PSA Annual Tracking Account

1 Q. How should any emergency rate increase be treated with respect to APS’s

12 currently-approved rates and PSA mechanism?

13 A I recommend a treatment that differs from APS’s proposal. Currently,

14 APS’s base rate level of fuel and purchased power expenses (“base energy rate”)

15 is $.020743 per kWh, as established in the 2004 Settlement Agreement, and

16 approved by the Commission in Decision No. 67744. In its request for an

17 emergency rate increase, APS is requesting that a surcharge be imposed that

18 would establish a new base energy rate of $.031904 per kWh. Currently, the PSA

19 Annual Tracking Account is calculated based on the difference between actual

20 costs and the base energy rate, with APS responsible for absorbing 10 percent of

21 the cost differential and customers responsible for the remaining 90 percent. If

22 APS’s approach to establishing a new base energy rate is approved, the PSA

23 Annual Tracking Account would be calculated, on a going-forward basis, from
1768027.1/23040.041 12
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23

the Company’s proposed new base energy rate of $.031904 per kWh. This would
allow APS to avoid having to absorb its 10 percent share of the cost differential
between the current base energy rate of $.020743 and $.031904, which the
Company currently must absorb per the PSA mechanism.

In my opinion, this result would circumvent the 90/10 split in the PSA
mechanism and should be rejected. While I believe that a new energy baseline
should be established as part of any general rate case, “fast-forwarding” to a new
base rate on an emergency basis — and sidestepping the 10 percent cost-share
contained in the PSA mechanism — is not appropriate in this proceeding. Instead,
the base energy rate should remain at the level established in the last general rate
case, and any revenues collected from the emergency surcharge should be applied
as a credit against the PSA Annual Tracking Account. In this way, customers
would remain responsible for recovery of the 90 percent PSA cost-share
assignable to them established in the Settlement Agreement, with the remaining
10 percent assigned to APS per the PSA mechanism. The new base energy rate

would then be established in the upcoming general rate case.

Rate Design

Q.

A.

What rate design has APS proposed for its emergency increase?

APS has proposed a charge of 1.1161 cents per kWh on virtually all retail
kWh.
Do you believe the Company’s proposal is a reasonable approach for an

emergency rate increase?

1768027.1/23040.041 13
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No, I do not.
Why do you disagree with the Company’s rate design?
APS depicts its proposal as being a “14 percent” rate increase — which it

is, on average; however, the Company’s proposal would actually raise rates for

many industrial customers by well over 20 percent. In my opinion, it is

inappropriate in the context of an emergency rate filing — with its limited record
and restricted opportunity for analysis — to levy disproportionate increases on
different customer groups. If an emergency increase is granted, the only

appropriate rate design would be an equal percentage increase for all customer

groups.
Please elaborate on your reasoning.

APS has made an emergency filing seeking approval of interim rates. In
this circumstance, there is no record upon which to assign a relatively greater or
lesser burden to different customer groups to bear these increased costs. Indeed,
the Company’s revised general rate case filing was just made on January 31,
2006, less than thirty days before pre-filed Staff and intervenor testimony is due
in this proceeding. The premise under which the emergency request has been
made is that the utility is currently subjected to financial hardship that requires
immediate action, without the benefit of a complete analysis as to revenue
requirement, cost classification, cost allocation, or rate design. The analysis
pertaining to these various topics is deferred until the general rate case.

Yet despite the lack of opportunity to properly determine differential cost

burdens, APS’s approach would impose a significantly higher-than-average

1768027.1/23040.041 14




1 increase on industrial customers and high-load factor commercial customers. This

2 impact is shown in Attachment KCH-3, and summarized in Table KCH-4, below.
3 For example, a 75 percent load factor E-34 customer would experience a base rate
| 4 increase of nearly 24 percent under APS’s proposal — nearly 70 percent higher
5 than the 14 percent average advertised by APS.
6
7 Table KCH-4
8
9 Impact of APS Emergency Rate Design on
10 Commercial and Industrial Customers
11
12 Rate schedule Customer size (kW) Load Factor Rate Impact
13
14 E-32 100 35% 11.48%
15 E-32 100 55% 14.83%
16 E-32 100 75% 17.17%
17
18 E-32 500 35% 13.38%
19 E-32 500 55% 16.79%
20 E-32 500 75% 19.06%
21
22 E-32 1000 35% 13.66%
23 E-32 1000 55% 17.07%
24 E-32 1000 75% 19.32%
25
26 E-34 5000 55% 21.23%
27 E-34 5000 75% 23.69%
28
29 E-35 5000 55% 21.39%
30 E-35 5000 75% 24.06%
31
32
33 Q. Is the equal percentage approach you are recommending a typical design
34 when base electric rates are increased on an interim basis?
35 A Yes, it is very typical. In researching this issue for this proceeding, I have

identified six instances in which state regulatory commissions have increased base
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1 electric rates on an interim basis during 2004-05. In four of the cases, the state

2 regulatory commissions adopted equal percentage increases. In the fifth case
3 (Hawaii) the Commission adopted a percentage increase approach that was
4 differentiated by customer class. The sixth case (Wisconsin) involved a fuel cost
5 re-opener that was triggered when actual fuel costs exceeded a previously-
6 approved maximum. This adjustment was applied on a kWh basis. These
7 decisions are summarized in Table KCH-5, below.
8
9 Table KCH-5
10
11 Rate Designs Adopted for Interim Rate Increases
12 2004-05
13
14 Date Utility State Docket Rate Design
15
16 2/20/04 Detroit Edison ~ Michigan U-13808 Equal % subject to statutory caps
17 7/2/04 GVEA Alaska U-04-33(5) Equal % on demand & energy
18 6/30/05 Interstate P&L.  Minnesota GRE-05-748 Equal % increase
19 9/27/05 Hawaiian Electric Hawaii 04-0113 % increase by class
20 12/6/05 Wisconsin P&L Wisconsin 6680-UR-114 kwh — correction to fuel $ forecast
21 12/30/05 Xcel Energy Minnesota E-002/GR-05-1428 Equal % surcharge on all bills
22

23 Q. Have you testified in other proceedings in which base rates were adjusted on
24 an interim basis?
25 A Yes, I have.

26 Q. What interim rate designs have been adopted in the proceedings in which

27 you have been involved?
28 A In 2003-04, I testified in a Detroit Edison interim rate proceeding in
29 Michigan (listed above). In that case, I recommended, as did others, that any

interim increase should be levied on an across-the-board equal percentage basis —

the same recommendation I am making here. The equal-percentage approach was
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1 subsequently adopted by the Michigan Commission, subject to statutory rate caps

2 for certain classes.'*
3 In 2004, I participated in a rate proceeding in Alaska (also listed above), in
4 which interim rates also were adopted. In that case, the interim increase was also
| 5 collected through an equal percentage increase on all billing components, with the
6 exception of the customer charge:.15
7 Currently, I am participating in an Xcel Energy general rate proceeding in
8 Minnesota (listed above). In that case, interim rates have been approved by the
9 Minnesota Commission in the form of an across-the-board 7.25 percent surcharge
10 on all customer bills.'® The Minnesota Commission also made an interim
11 adjustment to the energy charge which was netted against the utility’s Fuel Clause
12 Rider.
13 The consistency across these cases is clear: in awarding an interim rate
14 increase, an equal percentage increase on all customers is very typical. Indeed,
15 absent a record to properly determine that various customer groups should bear
16 different burdens, it is the only reasonable approach to spreading an interim rate
17 increase.
18 In my direct experience as an expert witness, the only material variation
19 from this approach occurred as part of a settlement of a Puget Sound Energy

' «In the Matter of Application of the Detroit Edison Company to Increase Rates, Amend Its Rate
Schedules Governing the Distribution and Supply of Electric Energy, etc.,” Michigan Public Service

Commission, Case No. U-13808.

| 13 «“In the Matter of the Application by Golden Valley Electric Association, Inc., for Authority to

| Implement Simplified Rate Filing Procedures and Adjust Rates,” Regulatory Commission of Alaska,
Docket No. U-4-33
16 «In the Matter of the Application of Northern States Power Company d/b/a Xcel Energy for Authority to
Increase Rates for Electric Service in Minnesota,” Minnesota Public Utilities Commission, Docket No. E-

002/GR-05-1428.

|

|

|
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1 proceeding in 2001-02. In that case, the Washington Commission approved a

2 multi-party stipulation that resolved numerous issues in the concurrent general

3 rate case. That settlement incorporated an interim rate increase that increased all

4 billing components on an equal percentage basis after first allocating costs

5 between residential and non-residential customers.!” However, even this variation

6 contained many elements of the equal percentage approach.

7 Q. Are you personally familiar with other situations in which rate spread is

8 determined in the absence of a record regarding class cost-of-service?

9 A Yes. In Colorado, it is not unusual for general rate cases to be conducted
10 in two phases: the first phase addresses revenue requirement and the second phase
11 addresses cost-of-service, rate spread, and rate design. Upon determination of the
12 first phase of the case, but prior to the resolution of the second phase, any base
13 rate change is implemented via an equal percentage rider on all customers. Again,
14 this approach is the most reasonable one to take in the absence of a record on
15 cost-of-service.

16 Q. In this emergency proceeding, APS is claiming that the need for immediate

17 relief is driven by increasing fuel and purchased power costs. Isn’t that

18 sufficient justification for levying any surcharge on a kWh basis?

19 A No, it is not. While APS is claiming that increased fuel and purchased
20 power costs are the driving forces behind its financial duress, the proposed

21 emergency increase is associated with a general rate case filing, and is heavily
22 colored by the potential cost consequences to customers with respect to APS’s

| 17«2001 Puget Sound Energy Interim Rate Case,” Washington Utilities and Transportation Commission,
‘ Docket Nos. UE-011570 and UE-011571.
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future cost of capital if emergency relief is not provided. Thus, the emergency
filing incorporates issues that have across-the-board cost implications, which is
suggestive on its face of a proportionate cost burden.

Further, we cannot assume that the cost impacts that APS is experiencing
translate into simplistic kWh impacts on all kWh: the proper allocation of any fuel
and purchased power cost increases experienced by APS remains to be
determined in the general rate case. For example, it is clear to me that APS’s
increased fuel and purchased power expenses are not uniform across all seasons
and times-of-use. Simply allocating these costs on a kWh basis, as APS has done,
assumes that a kWh consumed at 2 o’clock in the morning in April has the same
cost responsibility for mitigating APS’s emergency as a kWh consumed at 5
o’clock on a July afternoon. This is clearly wrong. Consequently, even if APS’s
financial duress is driven by rising fuel and purchased power costs, it does not
follow that the most appropriate interim rate design would be a flat kWh charge
levied on all kWh — particularly when significant groups of customers would
experience rate impacts that are 70 percent greater than the average under such an
approach.

But isn’t an equal percentage increase on all customer rates also simplistic?

Yes, it is; but an equal-percentage approach has the attribute of ensuring
that customers share the cost impact in the same proportion, which in the absence
of a cost-of-service record, is the most reasonable approach that can be taken.
Does this conclude your direct testimony?

Yes, it does.
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KEVIN C. HIGGINS
Principal, Energy Strategies, L.L.C.
39 Market St., Suite 200, Salt Lake City, UT 84101
(801) 355-4365

Vitae

PROFESSIONAL EXPERIENCE

Principal, Energy Strategies, L.L.C., Salt Lake City, Utah, January 2000 to present. Responsible
for energy-related economic and policy analysis, regulatory intervention, and strategic
negotiation on behalf of industrial, commercial, and public sector interests. Previously Senior
Associate, February 1995 to December 1999.

Adjunct Instructor in Economics, Westminster College, Salt Lake City, Utah, September 1981 to
May 1982; September 1987 to May 1995. Taught in the economics and M.B.A. programs.
Awarded Adjunct Professor of the Year, Gore School of Business, 1990-91.

Chief of Staff to the Chairman, Salt Lake County Board of Commissioners, Salt Lake City, Utah,
January 1991 to January 1995. Senior executive responsibility for all matters of county
government, including formulation and execution of public policy, delivery of approximately 140
government services, budget adoption and fiscal management (over $300 million), strategic
planning, coordination with elected officials, and communication with consultants and media.

Assistant Director, Utah Energy Office, Utah Department of Natural Resources, Salt Lake City,
Utah, August 1985 to January 1991. Directed the agency’s resource development section, which
provided energy policy analysis to the Governor, implemented state energy development policy,
coordinated state energy data collection and dissemination, and managed energy technology
demonstration programs. Position responsibilities included policy formulation and
implementation, design and administration of energy technology demonstration programs,
strategic management of the agency’s interventions before the Utah Public Service Commission,
budget preparation, and staff development. Supervised a staff of economists, engineers, and
policy analysts, and served as lead economist on selected projects.

Utility Economist, Utah Energy Office, January 1985 to August 1985. Provided policy and
economic analysis pertaining to energy conservation and resource development, with an
emphasis on utility issues. Testified before the state Public Service Commission as an expert
witness in cases related to the above.
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Acting Assistant Director, Utah Energy Office, June 1984 to January 1985. Same responsibilities
as Assistant Director identified above.

Research Economist, Utah Energy Office, October 1983 to June 1984. Provided economic
analysis pertaining to renewable energy resource development and utility issues. Experience
includes preparation of testimony, development of strategy, and appearance as an expert witness
for the Energy Office before the Utah PSC.

Operations Research Assistant, Corporate Modeling and Operations Research Department, Utah
Power and Light Company, Salt Lake City, Utah, May 1983 to September 1983. Primary area of
responsibility: designing and conducting energy load forecasts.

Instructor in Economics, University of Utah, Salt Lake City, Utah, January 1982 to April 1983.
Taught intermediate microeconomics, principles of macroeconomics, and economics as a social
science.

Teacher, Vernon-Verona-Sherrill School District, Verona, New York, September 1976 to June
1978.

EDUCATION

Ph.D. Candidate, Economics, University of Utah (coursework and field exams completed, 1981).

Fields of Specialization: Public Finance, Urban and Regional Economics, Economic
Development, International Economics, History of Economic Doctrines.

Bachelor of Science, Education, State University of New York at Plattsburgh, 1976 (cum laude).

Danish International Studies Program, University of Copenhagen, 1975.

SCHOLARSHIPS AND FELLOWSHIPS

University Research Fellow, University of Utah, Salt Lake City, Utah 1982 to 1983.

Research Fellow, Institute of Human Resources Management, University of Utah, 1980 to 1982.
Teaching Fellow, Economics Department, University of Utah, 1978 to 1980.

New York State Regents Scholar, 1972 to 1976.
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EXPERT TESTIMONY

“In the Matter of the Applications of Westar Energy, Inc. and Kansas Gas and Electric Company
for Approval to Make Certain Changes in Their Charges for Electric Service,” State Corporation
Commission of Kansas, Case No. 05-WSEE-981-RTS. Direct testimony filed September 9,
2005. Cross examined October 28, 2005.

“In the Matter of the Application of Columbus Southern Power Company and Ohio Power
Company for Authority to Recover Costs Associated with the Construction and Ultimate
Operation of an Integrated Combined Cycle Electric Generating Facility,” Public Utilities
Commission of Ohio,” Case No. 05-376-EL-UNC. Direct testimony submitted July 15, 2005.
Cross examined August 12, 2005.

“In the Matter of the Filing of General Rate Case Information by Tucson Electric Power
Company Pursuant to Decision No. 62103,” Arizona Corporation Commission, Docket No. E-
01933 A-04-0408. Direct testimony submitted June 24, 2005.

“In the Matter of Application of The Detroit Edison Company to Unbundle and Realign Its Rate
Schedules for Jurisdictional Retail Sales of Electricity,” Michigan Public Service Commission,
Case No. U-14399. Direct testimony submitted June 9, 2005. Rebuttal testimony submitted July
1, 2005.

“In the Matter of the Application of Consumers Energy Company for Authority to Increase Its
Rates for the Generation and Distribution of Electricity and Other Relief,” Michigan Public
Service Commission, Case No. U-14347. Direct testimony submitted June 3, 2005. Rebuttal
testimony submitted June 17, 2005.

“In the Matter of Pacific Power & Light, Request for a General Rate Increase in the Company’s
Oregon Annual Revenues,” Public Utility Commission of Oregon, Docket No. UE 170. Direct
testimony submitted May 9, 2005. Surrebuttal testimony submitted June 27, 2005. Joint
testimony regarding partial stipulations submitted June 2005 and July 2005.

“In the Matter of the Application of Trico Electric Cooperative, Inc. for a Rate Increase,”
Arizona Corporation Commission, Docket No. E-01461A-04-0607. Direct testimony submitted
April 13, 2005. Surrebuttal testimony submitted May 16, 2005. Cross examined May 26, 2005.
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“In the Matter of the Application of PacifiCorp for Approval of its Proposed Electric Service
Schedules and Electric Service Regulations,” Utah Public Service Commission, Docket No. 04-
(035-42. Direct testimony submitted January 7, 2005.

“In the Matter of the Application by Golden Valley Electric Association, Inc., for Authority to
Implement Simplified Rate Filing Procedures and Adjust Rates,” Regulatory Commission of
Alaska, Docket No. U-4-33. Direct testimony submitted November 5, 2004. Cross examined
February 8, 2005.

“Advice Letter No. 1411 - Public Service Company of Colorado Electric Phase II General Rate
Case,” Colorado Public Utilities Commission, Docket No. 04S-164E. Direct testimony
submitted October 12, 2004. Cross-answer testimony submitted December 13, 2004. Testimony
withdrawn January 18, 2005, following Applicant’s withdrawal of testimony pertaining to TOU
rates.

“In the Matter of Georgia Power Company’s 2004 Rate Case,” Georgia Public Service
Commission, Docket No. 18300-U. Direct testimony submitted October 8, 2004. Cross examined
October 27, 2004.

“2004 Puget Sound Energy General Rate Case,” Washington Utilities and Transportation
Commission, Docket Nos. UE-040641 and UG-040640. Response testimony submitted
September 23, 2004. Cross-answer testimony submitted November 3, 2004. Joint testimony
regarding stipulation submitted December 6, 2004.

“In the Matter of the Application of PacifiCorp for an Investigation of Interjurisdictional Issues,”
Utah Public Service Commission, Docket No. 02-035-04. Direct testimony submitted July 15,
2004. Cross examined July 19, 2004.

“In the Matter of an Adjustment of the Gas and Electric Rates, Terms and Conditions of
Kentucky Utilities Company,” Kentucky Public Service Commission, Case No. 2003-00434.
Direct testimony submitted March 23, 2004. Testimony withdrawn pursuant to stipulation
entered May 2004.

“In the Matter of an Adjustment of the Gas and Electric Rates, Terms and Conditions of
Louisville Gas and Electric Company,” Kentucky Public Service Commission, Case No. 2003-
00433. Direct testimony submitted March 23, 2004. Testimony withdrawn pursuant to stipulation
entered May 2004,

“In the Matter of the Application of Idaho Power Company for Authority to Increase Its Interim
and Base Rates and Charges for Electric Service,” Idahe Public Utilities Commission, Case No.

4
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IPC-E-03-13. Direct testimony submitted February 20, 2004. Rebuttal testimony submitted
March 19, 2004. Cross examined April 1, 2004.

“In the Matter of the Applications of the Ohio Edison Company, the Cleveland Electric
[luminating Company and the Toledo Edison Company for Authority to Continue and Modify
Certain Regulatory Accounting Practices and Procedures, for Tariff Approvals and to Establish
Rates and Other Charges, Including Regulatory Transition Charges Following the Market
Development Period,” Public Utilities Commission of Ohioe, Case No. 03-2144-EL-ATA. Direct
testimony submitted February 6, 2004. Cross examined February 18, 2004.

“In the Matter of the Application of Arizona Public Service Company for a Hearing to Determine
the Fair Value of the Utility Property of the Company for Ratemaking Purposes, To Fix a Just
and Reasonable Rate of Return Thereon, To Approve Rate Schedules Designed to Develop Such
Return, and For Approval of Purchased Power Contract,” Arizona Corporation Commission,
Docket No. E-01345A-03-0437. Direct testimony submitted February 3, 2004. Rebuttal
testimony submitted March 30, 2004. Direct testimony regarding stipulation submitted
September 27, 2004. Responsive / Clarifying testimony regarding stipulation submitted October
25, 2004. Cross examined November 8-10, 2004 and November 29-December 3, 2004.

“In the Matter of Application of the Detroit Edison Company to Increase Rates, Amend Its Rate
Schedules Governing the Distribution and Supply of Electric Energy, etc.,” Michigan Public
Service Commission, Case No. U-13808. Direct testimony submitted December 12, 2003
(interim request) and March 5, 2004 (general rate case).

“In the Matter of PacifiCorp’s Filing of Revised Tariff Schedules,” Public Utility Commission of
Oregon, Docket No. UE-147. Joint testimony regarding stipulation submitted August 21, 2003.

“Petition of PSI Energy, Inc. for Authority to Increase Its Rates and Charges for Electric Service,
etc.,” Indiana Utility Regulatory Commission, Cause No. 42359. Direct testimony submitted
August 19, 2003. Cross examined November 5, 2003.

“In the Matter of the Application of Consumers Energy Company for a Financing Order
Approving the Securitization of Certain of its Qualified Cost,” Michigan Public Service
Commission, Case No. U-13715. Direct testimony submitted April 8, 2003. Cross examined
April 23, 2003.

“In the Matter of the Application of Arizona Public Service Company for Approval of
Adjustment Mechanisms,” Arizona Corporation Commission, Docket No. E-01345A-02-0403.
Direct testimony submitted February 13, 2003. Surrebuttal testimony submitted March 20, 2003.
Cross examined April 8, 2003.
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“Re: The Investigation and Suspension of Tariff Sheets Filed by Public Service Company of
Colorado, Advice Letter No. 1373 — Electric, Advice Letter No. 593 — Gas, Advice Letter No. 80
— Steam,” Colorado Public Utilities Commission, Docket No. 02S-315 EG. Direct testimony
submitted November 22, 2002. Cross-answer testimony submitted January 24, 2003.

“In the Matter of the Application of The Detroit Edison Company to Implement the
Commission’s Stranded Cost Recovery Procedure and for Approval of Net Stranded Cost
Recovery Charges,” Michigan Public Service Commission, Case No. U-13350. Direct testimony
submitted November 12, 2002,

“Application of South Carolina Electric & Gas Company: Adjustments in the Company’s
Electric Rate Schedules and Tariffs,” Public Service Commission of South Carolina, Docket
No. 2002-223-E. Direct testimony submitted November 8, 2002. Surrebuttal testimony submitted
November 18, 2002. Cross examined November 21, 2002.

“In the Matter of the Application of Questar Gas Company for a General Increase in Rates and
Charges,” Utah Public Service Commission, Docket No. 02-057-02. Direct testimony submitted
August 30, 2002. Rebuttal testimony submitted October 4, 2002.

“The Kroger Co. v. Dynegy Power Marketing, Inc.,” Federal Energy Regulatory Commission,
EL02-119-000. Confidential affidavit filed August 13, 2002.

“In the matter of the application of Consumers Energy Company for determination of net
stranded costs and for approval of net stranded cost recovery charges,” Michigan Public Service
Commission, Case No. U-13380. Direct testimony submitted August 9, 2002. Rebuttal testimony
submitted August 30, 2002. Cross examined September 10, 2002.

“In the Matter of the Application of Public Service Company of Colorado for an Order to Revise
Its Incentive Cost Adjustment,” Colorado Public Utilities Commission, Docket 02A-138E.
Direct testimony submitted April 18, 2002.

“In the Matter of the Generic Proceedings Concerning Electric Restructuring Issues,” Arizona
Corporation Commission, Docket No. E-00000A-02-0051, “In the Matter of Arizona Public
Service Company’s Request for Variance of Certain Requirements of A.A.C. R14-2-1606,”
Docket No. E-01345A-01-0822, “In the Matter of the Generic Proceeding Concerning the
Arizona Independent Scheduling Administrator,” Docket No. E-00000A-01-0630, “In the Matter
of Tucson Electric Power Company’s Application for a Variance of Certain Electric Competition
Rules Compliance Dates,” Docket No. E-01933A-02-0069, “In the Matter of the Application of
Tucson Electric Power Company for Approval of its Stranded Cost Recovery,” Docket No. E-
01933A-98-0471. Direct testimony submitted March 29, 2002 (APS variance request); May 29,
2002 (APS Track A proceeding/market power issues); and July 28, 2003 (Arizona ISA). Rebuttal
6
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testimony submitted August 29, 2003 (Arizona ISA). Cross examined June 21, 2002 (APS Track
A proceeding/market power issues) and September 12, 2003 (Arizona ISA).

“In the Matter of Savannah Electric & Power Company’s 2001 Rate Case,” Georgia Public
Service Commission, Docket No. 14618-U. Direct testimony submitted March 15, 2002. Cross
examined March 28, 2002.

“Nevada Power Company’s 2001 Deferred Energy Case,” Public Utilities Commission of
Nevada, PUCN 01-11029. Direct testimony submitted February 7, 2002. Cross examined
February 21, 2002.

“2001 Puget Sound Energy Interim Rate Case,” Washington Utilities and Transportation
Commission, Docket Nos. UE-011570 and UE-011571. Direct testimony submitted January 30,
2002. Cross examined February 20, 2002.

“In the Matter of Georgia Power Company’s 2001 Rate Case,” Georgia Public Service
Commission, Docket No. 14000-U. Direct testimony submitted October 12, 2001. Cross
examined October 24, 2001.

“In the Matter of the Application of PacifiCorp for Approval of Its Proposed Electric Rate
Schedules and Electric Service Regulations,” Utah Public Service Commission, Docket No. 01-
35-01. Direct testimony submitted June 15, 2001. Rebuttal testimony submitted August 31,
2001.

“In the Matter of Portland General Electric Company’s Proposal to Restructure and Reprice Its
Services in Accordance with the Provisions of SB 1149,” Public Utility Commission of Oregon,
Docket No. UE-115. Direct testimony submitted February 20, 2001. Rebuttal testimony
submitted May 4, 2001. Joint testimony regarding stipulation submitted July 27, 2001.

“In the Matter of the Application of APS Energy Services, Inc. for Declaratory Order or Waiver
of the Electric Competition Rules,” Arizona Corporation Commission, Docket No.E-01933A-
00-0486. Direct testimony submitted July 24, 2000.

“In the Matter of the Application of Questar Gas Company for an Increase in Rates and
Charges,” Utah Public Service Commission, Docket No. 99-057-20. Direct testimony submitted
April 19, 2000, Rebuttal testimony submitted May 24, 2000. Surrebuttal testimony submitted
May 31, 2000. Cross examined June 6 & 8, 2000.

“In the Matter of the Application of Columbus Southern Power Company for Approval of

Electric Transition Plan and Application for Receipt of Transition Revenues,” Public Utility

Commission of Ohio, Case No. 99-1729-EL-ETP; “In the Matter of the Application of Ohio
7
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Power Company for Approval of Electric Transition Plan and Application for Receipt of
Transition Revenues,” Public Utility Commission of Ohio, Case No. 99-1730-EL-ETP. Direct
testimony prepared, but not submitted pursuant to settlement agreement effected May 2, 2000.

“In the Matter of the Application of FirstEnergy Corp. on Behalf of Ohio Edison Company, The
Cleveland Electric Illuminating Company, and the Toledo Edison Company for Approval of
Their Transition Plans and for Authorization to Collect Transition Revenues,” Public Utility
Commission of Ohio, Case No. 99-1212-EL-ETP. Direct testimony prepared, but not submitted
pursuant to settlement agreement effected April 11, 2000.

#2000 Pricing Process,” Salt River Project Board of Directors, oral comments provided March
6, 2000 and April 10, 2000.

“Tucson Electric Power Company vs. Cyprus Sierrita Corporation,” Arizona Corporation
Commission, Docket No. E-000001-99-0243. Direct testimony submitted October 25, 1999.
Cross examined November 4, 1999.

“Application of Hildale City and Intermountain Municipal Gas Association for an Order
Granting Access for Transportation of Interstate Natural Gas over the Pipelines of Questar Gas
Company for Hildale, Utah,” Utah Public Service Commission, Docket No. 98-057-01. Rebuttal
testimony submitted August 30, 1999.

“In the Matter of the Application by Arizona Electric Power Cooperative, Inc. for Approval of Its
Filing as to Regulatory Assets and Transition Revenues,” Arizona Corporation Commission,
Docket No. E-01773A-98-0470. Direct testimony submitted July 30, 1999. Cross examined
February 28, 2000.

“In the Matter of the Application of Tucson Electric Power Company for Approval of its Plan
for Stranded Cost Recovery,” Arizona Corporation Commission, Docket No. E-01933A-98-
0471; “In the Matter of the Filing of Tucson Electric Power Company of Unbundled Tariffs
Pursuant to A.A.C. R14-2-1601 et seq.,” Docket No. E-01933A-97-0772; “In the Matter of the
Competition in the Provision of Electric Service Throughout the State of Arizona,” Docket No.
RE-00000C-94-0165. Direct testimony submitted June 30, 1999. Rebuttal testimony submitted
August 6, 1999. Cross examined August 11-13, 1999.

“In the Matter of the Application of Arizona Public Service Company for Approval of its Plan
for Stranded Cost Recovery,” Arizona Corporation Commission, Docket No. E-01345A-98-
0473; “In the Matter of the Filing of Arizona Public Service Company of Unbundled Tariffs
Pursuant to A.A.C. R14-2-1601 et seq.,” Docket No. E-01345A-97-0773; “In the Matter of the
Competition in the Provision of Electric Service Throughout the State of Arizona,” Docket No.

8
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RE-00000C-94-0165. Direct testimony submitted June 4, 1999, Rebuttal testimony submitted
July 12, 1999. Cross examined July 14, 1999,

“In the Matter of the Application of Tucson Electric Power Company for Approval of its Plan for
Stranded Cost Recovery,” Arizona Corporation Commission, Docket No. E-01933A-98-0471;
“In the Matter of the Filing of Tucson Electric Power Company of Unbundled Tariffs Pursuant to
A.A.C. R14-2-1601 et seq.,” Docket No. E-01933A-97-0772; “In the Matter of the Application
of Arizona Public Service Company for Approval of its Plan for Stranded Cost Recovery,”
Docket No. E-01345A-98-0473; “In the Matter of the Filing of Arizona Public Service Company
of Unbundled Tariffs Pursuant to A.A.C. R14-2-1601 et seq.,” Docket No. E-01345A-97-0773;
“In the Matter of the Competition in the Provision of Electric Service Throughout the State of
Arizona,” Docket No. RE-00000C-94-0165. Direct testimony submitted November 30, 1998.

“Hearings on Pricing,” Salt River Project Board of Directors, written and oral comments
provided November 9, 1998.

“Hearings on Customer Choice,” Salt River Project Board of Directors, written and oral
comments provided June 22, 1998; June 29, 1998; July 9, 1998; August 7, 1998; and August 14,
1998.

“In the Matter of the Competition in the Provision of Electric Service Throughout the State of
Arizona,” Arizona Corporation Commission, Docket No. U-0000-94-165. Direct and rebuttal
testimony filed January 21, 1998. Second rebuttal testimony filed February 4, 1998. Cross
examined February 25, 1998.

“In the Matter of Consolidated Edison Company of New York, Inc.’s Plans for (1) Electric
Rate/Restructuring Pursuant to Opinion No. 96-12; and (2) the Formation of a Holding Company
Pursuant to PSL, Sections 70, 108, and 110, and Certain Related Transactions,” New York
Public Service Commission, Case 96-E-0897. Direct testimony filed April 9, 1997. Cross
examined May 5, 1997.

“In the Matter of the Petition of Sunnyside Cogeneration Associates for Enforcement of Contract
Provisions,” Utah Public Service Commission, Docket No. 96-2018-01. Direct testimony
submitted July 8, 1996.

“In the Matter of the Application of PacifiCorp, dba Pacific Power & Light Company, for
Approval of Revised Tariff Schedules and an Alternative Form of Regulation Plan,” Wyoming
Public Service Commission, Docket No. 2000-ER-95-99, Direct testimony submitted April 8,
1996.

1767917.1/23040.041




Attachment KCH-1
Page 10 of 12

“In the Matter of the Application of Mountain Fuel Supply Company for an Increase in Rates and
Charges,” Utah Public Service Commission, Case No. 95-057-02. Direct testimony submitted
June 19, 1995. Rebuttal testimony submitted July 25, 1995. Surrebuttal testimony submitted
August 7, 1995.

“In the Matter of the Investigation of the Reasonableness of the Rates and Tariffs of Mountain
Fuel Supply Company,” Utah Public Service Commission, Case No. 89-057-15. Direct
testimony submitted July 1990. Surrebuttal testimony submitted August 1990.

“In the Matter of the Review of the Rates of Utah Power and Light Company pursuant to The
Order in Case No. 87-035-27,” Utah Public Service Commission, Case No. 89-035-10. Rebuttal
testimony submitted November 15, 1989. Cross examined December 1, 1989 (rate schedule
changes for state facilities).

“In the Matter of the Application of Utah Power & Light Company and PC/UP&L Merging Corp.
(to be renamed PacifiCorp) for an Order Authorizing the Merger of Utah Power & Light
Company and PacifiCorp into PC/UP&L Merging Corp. and Authorizing the Issuance of
Securities, Adoption of Tariffs, and Transfer of Certificates of Public Convenience and Necessity
and Authorities in Connection Therewith,” Utah Public Service Commission, Case No. 87-035-
27, Direct testimony submitted April 11, 1988. Cross examined May 12, 1988 (economic impact
of UP&L merger with PacifiCorp).

“In the Matter of the Application of Mountain Fuel Supply Company for Approval of
Interruptible Industrial Transportation Rates,” Utah Public Service Commission, Case No. 86-
057-07. Direct testimony submitted January 15, 1988. Cross examined March 30, 1988.

“In the Matter of the Application of Utah Power and Light Company for an Order Approving a
Power Purchase Agreement,” Utah Public Service Commission, Case No. 87-035-18. Oral
testimony delivered July 8, 1987.

“Cogeneration: Small Power Production,” Federal Energy Regulatory Commission, Docket
No. RM87-12-000. Statement delivered March 27, 1987, on behalf of State of Utah, in San
Francisco.

“In the Matter of the Investigation of Rates for Backup, Maintenance, Supplementary, and
Standby Power for Utah Power and Light Company,” Utah Public Service Commission, Case
No. 86-035-13. Direct testimony submitted January 5, 1987. Case settled by stipulation
approved August 1987.
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“In the Matter of the Application of Sunnyside Cogeneration Associates for Approval of the
Cogeneration Power Purchase Agreement,” Utah Public Service Commission, Case No. 86-
2018-01. Rebuttal testimony submitted July 16, 1986. Cross examined July 17, 1986.

“In the Matter of the Investigation of Demand-Side Alternatives to Capacity Expansion for
Electric Utilities,” Utah Public Service Commission, Case No. 84-999-20. Direct testimony
submitted June 17, 1985. Rebuttal testimony submitted July 29, 1985. Cross examined August
19, 1985.

“In the Matter of the Implementation of Rules Governing Cogeneration and Small Power
Production in Utah,” Utah Public Service Commission, Case No. 80-999-06, pp. 1293-1318.
Direct testimony submitted January 13, 1984 (avoided costs), May 9, 1986 (security for levelized
contracts) and November 17, 1986 (avoided costs). Cross-examined February 29, 1984

(avoided costs), April 11, 1985 (standard form contracts), May 22-23, 1986 (security for
levelized contracts) and December 16-17, 1986 (avoided costs).

OTHER RELATED ACTIVITY

Participant, Oregon Direct Access Task Force (UM 1081), May 2003 to November 2003.
Participant, Michigan Stranded Cost Collaborative, March 2003 to March 2004.

Member, Arizona Electric Competition Advisory Group, December 2002 to present.

Board of Directors, ex-officio, Desert STAR RTO, September 1999 to February 2002.

Member, Advisory Committee, Desert STAR RTO, September 1999 to February 2002. Acting
Chairman, October 2000 to February 2002.

Board of Directors, Arizona Independent Scheduling Administrator Association, October 1998 to
present.

Acting Chairman, Operating Committee, Arizona Independent Scheduling Administrator
Association, October 1998 to June 1999.

Member, Desert Star ISO Investigation Working Groups: Operations, Pricing, and Governance,
April 1997 to present. Legal & Negotiating Committee, April 1999 to December 1999.

Participant, Independent System Operator and Spot Market Working Group, Arizona
Corporation Commission, April 1997 to September 1997.

11
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Participant, Unbundled Services and Standard Offer Working Group, Arizona Corporation
Commission, April 1997 to October 1997.

Participant, Customer Selection Working Group, Arizona Corporation Commission, March 1997
to September 1997.

Member, Stranded Cost Working Group, Arizona Corporation Commission, March 1997 to
September 1997.

Member, Electric System Reliability & Safety Working Group, Arizona Corporation
Commission, November 1996 to September 1998.

Chairman, Salt Palace Renovation and Expansion Committee, Salt Lake County/State of
Utah/Salt Lake City, multi-government entity responsible for implementation of planning,
design, finance, and construction of an $85 million renovation of the Salt Palace Convention
Center, Salt Lake City, Utah, May 1991 to December 1994.

State of Utah Representative, Committee on Regional Electric Power Cooperation, a joint effort
of the Western Interstate Energy Board and the Western Conference of Public Service
Commissioners, January 1987 to December 1990.

Member, Utah Governor’s Economic Coordinating Committee, January 1987 to December 1990.
Chairman, Standard Contract Task Force, established by Utah Public Service Commission to
address contractual problems relating to qualifying facility sales under PURPA, March 1986 to
December 1990.

Chairman, Load Management and Energy Conservation Task Force, Utah Public Service
Commission, August 1985 to December 1990.

Alternate Delegate for Utah, Western Interstate Energy Board, Denver, Colorado, August 1985 to
December 1990.

Articles Editor, Economic Forum, September 1980 to August 1981.

12
1767917.1/23040.041




. Attachment KCH-2

Schedule 1
Page 1 of 2
Estimated Emergency Increase Needed to Achieve 18% FFO/Debt in 2006
Ln As of
No. Funds From Operations / Adjusted Average Total Debt 12/31/2006 Source
Funds From Operations (FFO)
1 Adjusted Net Income 200,723 See Note 1
2 Track B Disallowance 0 See Note 1
3 Depreciation and Amortization (Excl. Nuc. Fuel) 352,104 See Note 1
4 Nuclear Fuel Amortization 29,581 See Note 1
| 5 Cash Decommissioning Fund Contributions (19,210)  See Note 1
| 6 AFUDC Equity (10,063)  See Note 1
7 Capitalized Interest (7,029)  SeeNote 1
] Deferred Income Taxes 22,735 See Note 1
9 Deferred Income Taxes - AECC Adjustment for PSA Revenue 6,771 See Ln. 28
10 Deferred Income Taxes - AECC Adj. for Emergency Rev. (49,115)  Seeln. 35
Needed to Achieve Target FFO/Debt
11 Deferred Fuel (48,289) See Note 1
12 Deferred Fuel - AECC Adjustment for PSA Revenue (17,340)  SeeLn. 26
13 Deferred Income Taxes - AECC Adj. for Emergency Rev. 125,772 See Ln. 34
Needed to Achieve Target FFO/Debt
14 Adjusted Fund From Operations 586,641 =Sum (Ln. 1: Ln. 13)
Adjusted Average Total Debt
15 Adjusted Total Debt (2006) 3,459,117 See Note 1
16 Adjusted Total Debt (2005) 3,059,114 See Note 1
17 2 Year Adjusted Total Debt 6,518,231 =Ln. 15+Ln. 16
18 Adjusted Average Total Debt 3,259,116 =Ln17+2
19 Target FFO/Adjusted Average Total Debt Target Percent =Ln. 14 + Ln. 18

Note 1: Data Scurce - APS Response to ACC Staff Data Request No. 4-34.
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Schedule 1
Page 2 of 2
KCH-2, PAGE 1 SUPPORTING CALCULATIONS:
Ln As of
No. IMPACT OF CHANGE IN PSA ADJUSTOR & SURCHARGE REV, 12/31/2006 Source
For 2006, APS Revenue Calculation Assumes:
20 PSA Adjustor Revenue 88,111 See Note 2
21 PSA Surcharge Revenue 43,612 See Note 2
22 Total 131,723
Note 2: Data Source - APS Response to ACC Staff Data Request No. 1-12,
For 2006, AECC Revenue Calculation Assumes:
23 PSA Adjustor Revenue 103,231 Attachment KCH-2, Sch. 2
24 PSA Part I Surcharge Revenue 11,151 Attachment KCH-2, Sch. 2
25 Total 114,383
26 2006 PSA Revenue Difference (17340) =Ln 25-Ln.22
27 Effective Fed. & State Tax Rate 39.05%  See Note 4
28 Tax Impact of PSA Revenue Change 6,771 =-(Ln. 26 x Ln. 27)
29 Net Change to FFO from PSA Revenue Change (10,569) =Ln26+1Ln. 28
AECC PROPOSED CHANGE IN INTERIM RATE REVENUE
30 Required Adjusted Net Income to Achieve FFO/Debt of 18% 586,641 =18% x Ln. 18
31 APS Assumed Adjusted Funds From Operation with PSA FFO Adj. 520,552 See Note 3
32 Net Change to APS FFO from PSA Revenue Change (10,569) =Ln.29
33 AECC Proposed Change in Adjusted FFO 76,658 =Ln. 30-(Ln 31 +Ln. 29)
34 Net to Gross Conversion Factor 1.6407 See Note 4
35 Change in Deferred Fuel Balance from Interim Rate Revenue 125,772 =Ln 33 xLn 34
36 Change in Deferred Tax Balance from Interim Rate Revenue (49,115) =-(Ln. 35-33)

Note 3: Data Source - APS Response to ACC Staff Data Request No. 1-4.
Note 4: Data Source - APS Nov. 2005 Rate Case Filing, Schedule C-3, p. 1 of 1, ACC Docket No. E-01345A-05-0816.

Ln
No. INTERIM PERCENT INCREASE CALCULATION Amount Source
37 APS Requested Annual Interim Increase Amount 298,700 APS Attachment PME-1
38 Total Annual Retail Revenue @ Current Rates 2,127,322 See Note 5
39 APS Requested Interim Increase Percent 140% =Ln 37+1Ln 38
Note 5: Data Source - APS Nov. 2005 Rate Case Filing, Schedule H-1, p. 1 of 1, ACC Docket No. E-01345A-05-0816.
40 AECC Proposed Interim Rate Revenue 125,772 See Ln. 35
41 APS additional revenue from interim rates (5/06 thru 12/06) 226,288 See Note 6
42 AECC Percent of APS Revenues 556% =Ln.40+Ln. 41
43 AECC Proposed Percent Increase (est.) =Ln. 39xLn. 42

Note 6: Data Source - APS Response to ACC Staff Data Request No. 1-12.
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