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MARC SPITZER
Chairman

JIM IRVIN
Commissioner

WILLIAM A. MUNDELL
Commissioner

MIKE GLEASON
Commissioner

JEFF HATCH-MILLER
Commissioner

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 THE ENERGY
RISK MANAGEMENT INITIATIVES.

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
PROVED SUCH RATE OF RETURN.
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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.

DOCKET NO. E-01933A-02-0914
DOCKET NO. E-01032C-02-0914
DOCKET NO. G-01032A-02-0914
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NOTICE OF FILING OF
FEDERAL ENERGY REGULATORY COMMISSION ORDER

UniSource Energy Corporation, Tucson Electric Power Company and
Citizens Communications Company (collectively “Joint Applicants”) file this Notice to
provide the Arizona Corporation Commission and other parties with copies of the Federal
Regulatory Energy Commission (FERC”) Order approving the sale of Citizens’ electric |
and gas assets in Arizona to UniSource. During the recently completed hearings on the
Settlement Agreement, Mr. White inquired about the status of federal regulatory
approvals. (See Hearing Transcript at 174:5 — 176:8) Subsequent to the hearing, FERC ..
issued the attached public order approving the sale.

RESPECTFULLY SUBMITTED this 22" day of May, 2003.

LEWIS AND ROCA LLP

Thomas H. Campbell

Michael T. Hallam

40 N. Central Avenue

Phoenix, Arizona 85004
Attorneys for Joint Applicants

1401488.1
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ORIGINAL AND seventeen (17) copies
of the foregoing hand-delivered
this 22" day of May, 2003, to:

Arizona Corporation Commission
Utilities Division — Docket Control
1200 W. Washington Street
Phoenix, Arizona 85007

COPY gf the foregoing hand-delivered
this 22" day of May, 2003, to:

Chairman Marc Spitzer

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Commissioner Jim Irvin

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Commissioner William A. Mundell
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Commissioner Mike Gleason
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Commissioner Jeff Hatch-Miller
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Jason Gellman

Lisa A. Vandenberg

Legal Division

Arnizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Dwight D. Nodes

Assistant Chief Administrative Law Judge

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

1401488.1
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Ernest Johnson, Director

Utilities Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

COPY of the foregoing sent by mail
this 22" day of May, 2003,

to:

Andrew W. Bettwy
Assistant General Counsel
Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, Nevada 89150

Scott Wakefield

Daniel W. Pozefsky
RUCO®

1110 West Washington
Suite 220

Phoenix, Arizona 85007

Walter Meek, Esq.

Arizona Utility Investors Association
2100 N. Central Ave., Suite 210
Phoenix, Arizona 85004

John White

Deputy County Attorney

P.O. Box 7000

Kingman, Arizona 86402-7000

Susan Mikes Doherty

John D. Draghi

Huber dLawrence & Abell
605 3" Avenue

New York, New York 10158

Marshall Magruder
Lucy Magruder

P.O. Box 1267

Tubac, Arizona 85646

Robert J. Metli

Cheifetz & gannitelli, P.C.
3238 N. 16" Street
Phoenix, Arizona 85016

1401488.1
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Jose L. Machado

City Attorney, City of Nogales
777 N. Grand Avenue
Nogales, Arizona 85621

Holly J. Hawn

Martha S. Chase

Santa Cruz County Attorney
2150 N. Congress Drive
Suite 201

Nogales, Arizona 85621

Vincent Nitido

Tucson Electric Power

One S. Church Ave., Suite 1820
Tucson, Arizona 85701

Deborah Scott, Associate General Counsel
Citizens Communications Company

2901 N. Central Avenue

Suite 1660

Phoenix, Arizona 85012-2736

Nicholas J. Enoch
Lubin & Enoch, P.C.
349 N. Fourth Avenue
Phoenix, AZ 85003
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UNITED STATES OF AMERICA 103 FERC 62, 100
EDERAL ENERGY REGULATORY COMMISSION

Tucson Electric Power Company Docket No. EC03-54-000
UniSource Energy Corporation and
Citizens Communications Company

ORDER AUTHORIZING DISPOSITION
OF JURISDICTIONAL FACILITIES

(Issued May 21, 2003)

On February 7, 2003, Tucson Electric Power Company (Tucson Electric),
UniSource Energy Corporation (UniSource Energy) and Citizens Communications
Company (Citizens) (collectively, Applicants) filed an application under section 203 of

the Federal Power Act (FPA)! requesting Commission authorization for a disposition of
jurisdictional facilities resulting from a proposed transfer of certain electric assets from
Citizens to UniSource Energy. The jurisdictional facilities include transmission and
substation facilities and associated books, records and accounts.

Citizens provides electric transmission and distribution service and natural gas
distribution service to customers in three states. In Arizona, Citizens operates separate
electric and gas divisions. Through its Arizona Electric Division (AED), Citizens owns
and operates very limited and discrete transmission, substation and distribution facilities,
consisting of radial spurs emanating from the transmission system of the Western Power
Administration to particular AED load centers. AED has on file an open access
transmission tariff (OATT). Citizens also owns three gas turbine generators, with a
combined capacity of 47 megawatts (MW). Pinnacle West Capital Corporation (PWCC),
an affiliate of Arizona Public Service Company, exercises exclusive dispatch control over
the generating units, which are usually operated only at times of pending system outages
or system emergencies. Citizens purchases virtually all of its electric requirements from
PWCC under a long-term contract.

Through its Arizona Gas Division (AGD), Citizens owns and operates a local gas
distribution system. Citizens principally serves residential and commercial customers, but
also delivers or provides gas to its own gas-fired generators and three generators owned
by non-affiliated entities. According to Applicants, one of the three non-affiliated plants

-

116 U.S.C. § 824b (1994).
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is a coal-fired unit, for which natural gas is used for flame stabilization and start-up. A
second unit is a small, dual-fuel cogeneration plant owned by a producer of paper
products. The third unit is a 600 MW gas-fired generator owned and operated by another
public utility. Citizens provides firm gas transportation service to this generator under a
long-term (20 year) fixed price contract. Citizens holds some firm gas transportation
rights on interstate pipelines that serve Arizona, but does not own or operate any pipeline
transportation facilities other than its local distribution system.

UniSource Energy, an exempt holding company under the Public Utility Holding
Company Act of 1935 (PUHCA), owns virtually all of the common stock of Tucson
Electric, which provides retail electric service, principally in southeastern Arizona.
Tucson Electric also sells electricity at wholesale and is authorized to sell wholesale
power at market-based rates. In addition to owned or leased generating capacity of 2,002
MW, Tucson Electric owns over 500 miles of 500 kV transmission lines and 1,100 miles
of 345 kV transmission lines. Neither Tucson Electric nor any UniSource Energy affiliate
provides wholesale or retail natural gas service, owns or operates any natural gas pipeline
or distribution facilities or holds transportation capacity on pipeline facilities.

Under the terms of the Asset Purchase Agreement by and between Citizens
Communications Company, as seller, and UniSource Energy Corporation, as Buyer,
Relating to the Purchase by Buyer of Seller's Electric Utility business in the State of
Arizona, dated October 29, 2002 (Electric Agreement), UniSource will acquire all of the
assets, with certain stated exceptions, used by Citizens in the conduct of its electric utility
business in Arizona. The jurisdictional facilities include transmission lines and substation
facilities, the OATT and associated books, records and accounts. UniSource Energy and
Citizens have also entered into an agreement (Gas Agreement) under which UniSource
Energy will acquire all of the assets, with certain stated exceptions, used by Citizens in

the conduct of its gas utility business in Arizona.?

Applicants state that the proposed transaction is consistent with the public interest
and will not adversely affect competition, rates or regulation. According to Applicants,

?Both the Electric Agreement and the Gas Agreement provide for UniSource
Energy or the "UniSource Designee" to purchase the assets. However, Applicants
indicate that either all of the purchased assets will be held in one newly-formed subsidiary
(NewCo) or the electric assets and the gas assets will be held separately in two newly-
formed subsidiaries. Applicants also state that the NewCo(s) will maintain a separate rate
structure from Tucson Electric.
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the transaction will not adversely affect competition in any relevant market from the
perspective of consolidating control over generation. They indicate that the amount of
generation that UniSource Energy would acquire from Citizens is de minimis and that the
transaction would cause market concentration in the smallest relevant market to increase
by an amount less than the threshold level adopted in the Merger Policy Statement as
indicative of raising horizontal market power concerns. Applicants also state that
UniSource Energy's acquisition of Citizen's gas assets will not enable UniSource Energy
to exercise vertical market power so as to adversely affect wholesale prices in
downstream electric markets. While UniSource Energy would be acquiring Citizens' gas
distribution facilities, Applicants assert that the generation served by these facilities in the
downstream market is de minimis. They also point out that the gas transportation service
provided by Citizens to a rival, non-affiliated generator occurs under a twenty-year fixed
rate transportation contract. In addition, Applicants state that the proximity of the gas-
fired generation served by Citizens to three interstate pipelines makes physical
foreclosure very unlikely. Applicants further state that although Citizens has contractual
rights to some transportation capacity on unaffiliated interstate gas pipelines, these
contracts do not provide the degree of control necessary to trigger vertical market power

concerms.

Applicants state that the transaction will not adversely affect rates. They indicate
that under Tucson Electric's contracts with its wholesale customers, the rates are either
fixed or can vary due only to recovery of fuel-related costs. They also assert that under
Citizens' only wholesale contract, merger-related costs can not be imposed on the
customer. In addition, Applicants state that they will hold transmission customers
harmless from any increase in wholesale transmission rates that result from costs related
to the proposed transaction for a period of five years, to the extent that such costs exceed

transaction-related savings.3

Applicants state that the transaction will not adversely affect Commission
regulation because it will not result in the formation of a registered public utility holding
company under PUHCA and the jurisdictional assets presently held by Citizens will
continue to be subject to the Commission's regulation after being transferred to either
UniSource Energy or NewCo. Applicants also state that the transaction will not adversely

3Applicants state that their proposed hold harmless commitment does not preclude
changes in transmission rates attributable to non-transaction costs, such as the Tucson-
Nogales transmission line project, regional transmission organization (RTO) compliance,
or RTO rate incentives.
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affect retail regulation. They indicate that approval of the proposed transaction by the
Arizona Corporation Commission (Arizona Commission) is required and that an
application for state approval for a sale of both the electric and the gas assets has been
filed. Applicants also state that Tucson Electric and NewCo will continue to be subject to
the Arizona Commission's jurisdiction with respect to electric rates. No state regulatory
commission has intervened.

This filing was noticed on February 11, 2003, with comments, protests or
interventions due on or before February 28, 2003. None were received. Notice of
interventions and unopposed timely filed motions to intervene are granted pursuant to the
operation of Rule 214 of the 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.

After consideration, it is concluded that the proposed transaction is consistent with
the public interest and is authorized, subject to the following conditions:

(1)  The proposed transaction is authorized upon the terms and conditions and
for the purposes set forth in the application;

(2)  The foregoing authorization is without prejudice to the authority of the
Commission or any other regulatory body with respect to rates, service,
accounts, valuation, estimates, or determinations of cost, or any other matter
whatsoever now pending or which may come before the Commission;

(3) Nothing in this order shall be construed to imply acquiescence in any
estimate or determination of cost or any valuation of property claimed or
asserted;

(4) The Commission retains authority under sections 203(b) and 309 of the
FPA to issue supplemental orders as appropriate;

(5)  Applicants shall make appropriate filings under section 205 of the FPA, as
necessary, to implement the transaction;

(6) Applicants shall account for the transaction in accordance with
the provisions of Electric and Gas Plant Instruction No. § and
" the instructions to Account 102, Electric and Gas Plant
Purchased or Sold, and, as required by the text of Account 102,
shall provide appropriate narrative explanations for the
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accounting entries together with explanations of how the amount of
each entry was determined; Applicants shall submit their proposed

i accounting for the transaction within six months after the transaction is

; consummated; and

(7)  Applicants shall notify the Commission within 10 days of the date that the
disposition of jurisdictional facilities has been consummated; such
notification shall identify the specific UniSource-affiliated entity that has
acquired ownership of the jurisdictional facilities.

Authority to act on this matter is delegated to the Director, Division of Tariffs and
Market Development - West, pursuant to 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.

John T. Carlson
Acting Director
Division of Tariffs and Market Development - West




