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Q: Please state your name and employment position.

A: My name s David Hutchens. I am Manager of Wholesale Marketing for Tucson Electric
Power Company.

Q: What are your job responsibilities at Tucson Electric?

A: I oversee the Wholesale Marketing department functions including wholesale gas &
electricity procurement, resource management, risk management, marketing, scheduling
and trading.

Q: Did you participate in the Track B workshops?

A: Yes. I have represented TEP in every workshop.

Q: What is the purpose of your testimony?

A Pursuant to the “Third Procedural Order on Track B Issues”, in Docket E-00000A-02-
0051 et al., TEP must “file a needs assessment and procurement proposal, sufficient to
inform the Commission in its determination of the minimum amount of power, the
timing, and the form of procurement as required by Decision No. 65154, together with
supporting testimony, by noon on November 4, 2002.” This testimony will provide that
information.

Q: How is your testimony structured?

A: It discusses three areas: (i) Track B Workshop Background; (ii) TEP’s needs
assessments and associated background information and assumptions; and (i) TEP’s
draft procurement proposal.

Q: Please summarize your testimony.

A: TEP’s Contestable Load for purposes of the upcoming competitive solicitation is set forth
in Exhibit 1. This Contestable Load factors in TEP’s wholesale load and all of TEP’s
existing reliability must-run generation units. In the upcoming solicitation, TEP intends
to issue requests for bids on a variety of energy products and ancillary services and will
use the process generally described in the Commission Staff’s October 25, 2002 Report.

David Hutchens (TEP) Page 1

Docket Nos. E-00000A-02-0051 et a/. November 4, 2003
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TRACK B WORKSHOP BACKGROUND

What has been TEP’s involvement in the Track B Workshops?

TEP has actively participated in every Track B workshop. TEP has provided, and will
continue to provide, relevant information and data about TEP’s resources, loads and

needs assessments in a timely manner to facilitate the group’s discussions and agreement.

What were the conclusions of key issues to TEP that were addressed and resolved to

TEP’s satisfaction in the Track B Workshops?

TEP believed that several key TEP-related issues were addressed and resolved in the
workshops. Those issues Were: (1) all of TEP’s generation as of September 1, 2002,
whether owned or leased, would be included in TEP’s resources for the purpose of
calculating the “Contestable Load”, including the two new Reliability Must-Run
(“RMR”) Combustion Turbines ("CTs") added in 2001 (DeMoss Petrie & North Loop
#4); (i1) TEP’s wholesale load would be included in TEP’s forecasted needs; (iit) TEP’s
contestable load would be as set forth in Exhibit 1; and (iv) TEP could have its wholesale
marketing department involved in the solicitation process because TEP did not intend to

bid during that process.

How were these 1ssues apparently resolved?

The agreement on these issues was dependent on the inclusion of TEP’s wholesale load
in calculating the contestable load. In short, the amount of Contestable Load represents a
settlement of all these i1ssues. TEP had contended early in the workshop process that the
procurement of “any required power that cannot be produced from its own existing assets
through the competitive procurement process as developed in the Track B proceeding’
should still provide the utility’s management the discretion to create a diverse and
balanced portfolio of energy purchases. This portfolio would include differing term and
price structures as well as differing products and procurement timing that met the utility’s
procurement and risk management needs. With this view in mind, TEP had offered to

include its wholesale load in the procurement process since TEP would have nothing to

! ACC Decision No. 65154, p. 33.

David Hutchens (TEP) Page 2
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bid in the procurement process if it only included the retail load. This view was based on

the assumption that “existing assets”, as contemplated by Decision 65154, included all of
TEP’s assets as of the date of that Decision (September 10, 2002). In the second Staff
Draft Solicitation Proposal, Staff recommended that two of TEP’s existing Combustion
Turbines (95 MW in total) installed as RMR units prior to the summer of 2001 should not
be included TEP’s existing resources. TEP therefore argued that its FERC-approved,
Market-Based Tariff wholesale contracts should not be part of the load to be covered by
this procurement process. Through discussion and compromise with the other parties in
the workshop, TEP agreed to include its wholesale load as long as the two combustion
turbines were included in TEP’s existing resources and TEP’s wholesale marketing

department could be involved in the solicitation process.

What did the October 25, 2002 Staff Report reflect concerning these TEP issues?

The October 25, 2002 Staff Report has taken the opposite side on every issue mentioned
above, with the exception that wholesale load is still included in TEP’s forecasted needs.
In particular, Staff recommends that: (i) TEP’s new RMR CTs should not be included in
TEP’s existing assets,” (ii) TEP’s contestable load amount should be higher,® and TEP’s
wholesale marketing department should be precluded from participating in the

solicitation process.4

What is TEP’s position on the Track B Workshop issues in light of the Staff Report?
In TEP’s “Track B List of Issues for Hearing” (filed on October 1, 2002),TEP listed the

above issues as unresolved due to their negotiated settlement nature and interdependence.
TEP did this to reserve the right to change its position on any of the above issues if any
others were modified. TEP further believes that the apparent resolution of the issues at
the workshops was the correct resolution. However, given the Staff Report, TEP believes

that we may be back to “square one” in resolving TEP’s contestable load.

% October 25, 2002 Staff Report, p. 6.
*1d.,p. 7.
4 1d, p. 19.

David Hutchens (TEP) Page 3
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Did TEP list other issues as unresolved in its “Track B List of Issues for Hearing™?

No. Throughout the Track B hearings TEP has remained flexible and open-minded with
solving the issues related to implementing the solicitation process in a fair and timely
manner. TEP remains committed to the solicitation process timeline and working with

Staff and the other parties collectively to address the remaining issues.

TEP’S NEEDS ASSESSMENT

What is the purpose of the “Needs Assessment”?

The “Needs Assessment” is intended to determine the “contestable load” for TEP. That
load is what TEP must acquire through the competitive solicitation process. Pursuant to
Commission Decision No. 65154, “Contestable Load” is what TEP “shall acquire, at a
minimum, any required power that cannot be produced from its own existing assets,
through the competitive procurement process as developed in the Track B proceeding.”

The Needs Assessment determines a contestable load for both capacity and energy.

Please provide an overview of TEP’s Needs Assessment Methodology.

TEP’s Needs Assessment does several things. First, it identifies TEP’s generation assets
and quantifies the capacity of each asset. This analysis includes generation plant and
purchase contracts. It also provides a forecast of the power that will be available from
those assets. Second, the Needs Assessment determines the forecasted load and energy
demand that TEP will face. Third, the Needs Assessment calculates the actual
contestable load, i.e., what portion of TEP’s load that will not be met in the future by its

existing assets.

Please provide an overview of TEP’s needs assessment.

Exhibit 3 provides a general graphical representation of TEP’s Loads and Resources
Needs Assessment for 2003-2006. The top line of the graph represents TEP’s forecast
load, including retail, operating reserves and wholesale. The solid background areas
represent the anticipated capacity of TEP’s existing assets. The area shown as “System
Shortages” in the graphs represents amount of capacity on the peak hour of each month

that cannot be met with existing assets. Each graph further lists the amount of energy (in

David Hutchens (TEP) Page 4
Docket Nos. E-00000A-02-0051 et al. November 4, 2002
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DETERMINATION OF EXISTING ASSETS

What did TEP consider to be its existing assets in this assessment?

For purposes of the needs assessment study, only existing TEP generation assets and firm
purchase contracts where considered available to serve its load obligations. Exhibit 4
lists TEP’s existing generation assets and- their related capacities, based on TEP’s
ownership interest in the specific generation facility. This exhibit also shows the amount
of existing asset capacity by month used in the Needs Assessment. TEP’s only existing
firm purchase contract that is included in its resources for this study is its 110 MW

Southern California Edison Exchange Agreement which is also included in Exhibit 4.

Why are the two newer CT plants included as existing generation assets?

First, as discussed in the previous section, the inclusion these two CTs added in 2001
(DeMoss Petrie and North Loop #4) were discussed with all the parties at the Track B
workshops. The amount of contestable load for TEP was determined and enumerated

with all the parties in the workshop with these CTs counted as existing assets.

Besides the discussions with the other parties in the workshop as to the inclusion of the
CTs in TEP’s existing assets, is there any other evidence supporting their inclusion?

Yes. In ACC Decision 65154 (Track A), dated September 12, 2002 the Commission
Ordered TEP to cancel any plans to divest interests in generation assets. It further
ordered “TEP to acquire, at a minimum, any required power that cannot be produced
from its own existing assets through the competitive procurement process as developed in
the Track B proceeding.” In the same order, the Commission specifically identified that
“[f]or the purposes of the competitive procurement process, the PWEC generating assets
that APS may seek to acquire from PWEC shall not be counted as APS assets in

determining the amount, timing, and manner of the competitive procurement.”

> ACC Decision No. 65154, p. 30.

David Hutchens (TEP) Page 5
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How does the reference to PWEC’s plants infer inclusion of TEP’s new CTs?

It was clear that the Commission and other parties to the Track A proceedings defined
“existing assets” as all assets currently owned (or leased) by the utility and was intent on

only excluding assets that may be added later.

What was Staff’s view of transferring existing assets in the Track A proceedings?

As set forth in the Track A Decision, “Staff recommends that the Commission should not
allow asset transfer until it is convinced that the transfer is in the public interest.”® Staff
further goes on to state that transfer of assets is not in the public interest and that “no
reliability must-run (“RMR”) should be divested” and that “if a utility chooses to retain
its assets, the Staff believes that the Commission should apply cost of service principles
when setting rates.”” TEP’s two newer CTs are RMR units within TEP’s load pocket
and, although they are not in TEP’s current rate-base, the addition of those RMR units

has been in TEP’s resource plans for over 10 years.

How were the two CTs treated in Track A?
TEP was precluded from transferring the CTs and therefore treated as “existing assets”
with the same meaning as used in Decision No.65154 referencing the competitive

procurement process.

FORECASTED LOAD AND ENERGY DEMAND

Please discuss TEP’s Load Forecast used in the Needs Assessment.

TEP used its June, 2002 energy and demand forecast compiled by its forecasting group.
A monthly summary of demand and energy forecast for the years 2003 to 2006 is
provided as Exhibit 5.

Does this forecast include wholesale contracts?

Yes. As previously discussed, the needs assessment includes all of TEP’s wholesale
load.

6 1d., p.11.
7 1d.

David Hutchens (TEP) Page 6
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Please describe TEP’s wholesale contracts included in the load forecast.

TEP has three wholesale contracts that are included in the “Wholesale Load” line on the
Exhibit 3 and in the load demand forecast calculations in Exhibit 5. All three are sales
agreements under TEP’s Market Based Sales Tariff and include 100 MW sale of capacity
and energy to SRP, a full-requirements capacity and energy sale to Navajo Tribal Utility
Authority and a 60 MW sale to Phelps Dodge Energy Services.

TEP’S CONTESTABLE LLOAD

Please summarize the contestable load results.

Exhibit 1 provides the TEP’s Contestable Load for 2003 through 2006 as discussed in the
Track B workshop process and calculated using the above described process. TEP

believes that this is the appropriate contestable load to use for the solicitation process.

Are these the same numbers supplied to the parties in the Track B workshops?
Yes. In fact, both Exhibits 1 and 3 hereto had been provided to Staff and the other parties
at the Track B workshops. Exhibit 1 is simply a tabulation of the data from the Exhibit 3

graphs.

Does the Staff’s October 25, 2002 Report on Competitive Solicitation reflect the same
Contested Load for TEP?

No. Staff has changed the amount of TEP’s contestable load that the parties discussed in
the Workshop.

Did Staff recognize the apparent agreement of the parties on the amount of TEP’s
contestable load?

Apparently not. TEP was under the impression that the Contestable Load, as presented in
Exhibit 1, was accepted by all parties participating in the workshop. In particular, Staff
did not list TEP’s unmet needs as an area of dispute on Staff’s issue list submitted on
October 1, 2002. On the other hand, Staff did list APS’s unmet needs as an area of
dispute.

David Hutchens (TEP) Page 7
Docket Nos. E-G0000A-02-0051 et al, November 4, 2002
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How did the Staff Report change TEP’s contestable load?
Staff did not include the RMR CTs added in 2001, discussed more fully above, as

existing assets in calculating the contestable load. Further, Staff used a 40% capacity

factor on these two RMR CTs in calculating the contestable load.

Is a 40% capacity factor for these CT’s accurate?

No. This is several times higher than TEP’s forecast capacity of these units.

Has TEP looked at what its contestable load would be without including the two new
CTs?

Yes. After reading Staff’s report, TEP ran its needs assessment again excluding the two
newer RMR CTs as existing assets. Exhibit 2 shows the resulting amount of contestable

energy by year based on the same forecast and assumptions.

Does the exclusion of the two CTs from existing assets preclude TEP from bidding that
capacity into the Solicitation?

No. However, as was discussed at length in the workshops, it unnecessarily complicates
the bidding process. TEP is a single economic entity that owns both of the CTs in
question. There is no affiliate involved with those units and there will be no rate impact
if the units are included in the solicitation because TEP’s rates are frozen through 2008.
In fact, because the CTs are RMR units located within TEP’s load pocket, it makes their
capacity impossible to replace with other assets in the solicitation process. In order for
TEP to “bid” this capacity and energy to itself, TEP would be required to set up a
separate group at TEP to perform the solicitation activities as currently prescribed by
Staff’s report. It therefore creates a complicated bidding process that has no benefit to

any party and does not affect the solicitation outcome in any way.

Why would TEP require a separate group to perform the solicitation?

Staff’s current report requires that TEP’s Wholesale Marketing department be excluded
from the procurement process. This is an unnecessary operational hurdle for TEP given
the fact that this is the group that manages TEP’s load and resources and has the best

ability to evaluate TEP’s needs and assess the solicitation bids. If this requirement is

David Hutchens (TEP) Page 8
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imposed, it would increase TEP’s costs by creating a duplicate department that will

basically be conducting many of the same analyses and tasks.

What did the parties in the Track B workshops agree to with respect to TEP’s Wholesale
Marketing department participating in the solicitation process?
In discussing the amount of contestable load, it was expressly agreed that TEP’s

Wholesale Marketing department would be allowed to conduct the solicitation.

Was this a contested issue in the workshops?
No. To the contrary, there was not a single objection to TEP’s request that its Wholesale

Marketing department conduct the solicitation.

Will the amount of contestable load change prior to TEP’s solicitation?

TEP continually updates its Load and Resource forecasts throughout the year as the many
factors underlying such a forecast are subject to frequent change. The Contestable Load
numbers discussed herein represent an initial estimate by TEP. These numbers may
change somewhat during the pre-solicitation section of the overall solicitation process.
As fully recognized and discussed in the workshops, each utility must determine its

contestable load in the pre-solicitation process with input from Staff and other parties.

TEP’S PROCUREMENT PROPOSAL

Please describe the nature of TEP’s Contestable Load

The nature of TEP’s Contestable Load drives the structure of TEP’s procurement
proposal. TEP’s proposed Contestable Load has very low load factors as shown in
Exhibit 1. This is due primarily to the extreme seasonal variation in retail energy
consumption. Further, daily and even hourly variation in load is tied to weather and can
be extreme. It is also impossible to predict future days when TEP will actually require
power in excess of its existing resources. All of these factors will negatively affect the
economics of serving this load through a single type of forward contract. For example, if
capacity is purchased ahead of time to meet the estimated peak hour shortage, the
incremental cost associated with supplying the required power will be astronomical. On

the other hand, if on-peak blocks of firm energy are purchased to completely meet the

David Hutchens (TEP) Page 9
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estimated peak shortage hour, the operational ramp characteristics would be

unmanageable and less expensive TEP resources would be displaced in a majority of the
hours. It is also imprudent to leave all of TEP’s required power needs to the spot market

as the prices and availability of power vary significantly.

Please provide an overview of TEP’s procurement proposal.

With the factors discussed above in mind, TEP will procure a combination of different
energy products and ancillary services to meet the contestable load. Currently, TEP
envisions requesting bids for fixed price firm on-peak energy, fixed price firm super-peak
energy, index-priced unit contingent capacity and energy, and non-spin ancillary service
capacity. While Exhibit 1 provides the estimated total contestable load, TEP will provide
further details during the solicitation process as to the preferred timing, duration, and
quantity of each product desired. The amount of each product contracted will vary by
month and year and will be determined after a least cost analysis of the bids are complete.
TEP will require all of the energy procured to be deliverable at specific locations,

consistent with TEP delivery capabilities, as delineated in the RFP.

Why has TEP chosen this mix of products?

In order to manage the risks of volatile gas and power markets, TEP has chosen a
combination of fixed-price and variable-price products that can be hedged to provide a
reasonably stable power supply cost to TEP and its customers. TEP has also chosen
different products (on-peak, super-peak, capacity and energy, reserves) to satisfy system
ramp and operational constraints as well as economic considerations. TEP may further
consider, with input from Staff, leaving a small portion of the Contestable Load to be

filled in the short-term and spot markets with non-affiliated third parties.

What is the timing of TEP’s planned procurement?
TEP is primarily focused on the 2003-2006 timeframe but may accept bids for longer
term agreements. Per Staff’s current proposed timeline, deliveries will start by June 1,

2003.

David Hutchens (TEP) Page 10
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